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Jena Tesse Fox:
Hi. My name is Jena Tesse Fox, I'm an associate editor with Hotel Management Magazine. We are on location, at the NYU Hospitality Investment Conference in New York City. And I'm here with Paul Novak, a partner with Whitman Peterson, an investment firm based in California. Thank you so much for being here with us today.
Paul Novak :
It's my pleasure to be here, I appreciate this opportunity.
Jena Tesse Fox:
Why does Extended Stay appeal to you, as a representative of a private equity company?
Paul Novak :
Basically because the investment formula for them produces some pretty good returns, and that's what we're looking for. We're always looking for investment opportunities that can give us some of the best returns out there for real estate. And the Extended Stay, particularly, the economy and mid-priced Extended Stay, which is where we're more heavily focused than the more upscale Extended Stay segment, just has an operating model that is very, very positive to the returns that you're looking for, for the investment. The investment costs on the economy, mid-priced side, are much lower than a more traditional hotel product or an upper scale Extended Stay. And because of the operating model that the brands in these segments generate, you end up with significantly higher gross operating profits and significantly higher net operating profits. Which makes them just that much more attractive to invest capital in.
Jena Tesse Fox:
Absolutely. Are there specific fundamentals of Extended Stay that attract Whitman-Peterson?
Paul Novak :
Probably the two most interesting factors, they got our interest, was the resilience that the economy, the Extended Stay segment, and even to some extent the upper scale segment, had during the great recession. Because of the fact of the nature of the traveler that's looking for Extended Stay, they tend to be somewhat less affected than the normal day-to-day traveler. Whether it's a business traveler, pleasure traveler, they're usually there for, as it says, an Extended Stay.
Jena Tesse Fox:
Right.
Paul Novak :
And so there is a need for that even during economic downturns. We saw the same thing in this lower economy mid-priced segment during Covid, where hotels, typically traditional hotels, even some of the upper end Extended Stay hotels, significantly lost occupancy. In some cases, traditional hotels were down operating at eight to 10%-
Jena Tesse Fox:
Oh wow.
Paul Novak :
Occupancy, for months after months after months. As opposed to the economy and mid-priced Extended Stay, which was typically running around 80% occupancy, 85% occupancy, prior to Covid. Still performed at like 60 to 65%, significantly, five, six times higher than what traditional product was doing. So the resiliency of this segment is so attractive to an investor like ourselves.
Jena Tesse Fox:
That's great. And what are some factors you typically consider before investing in Extended Stay? And how does Choice Hotels International meet those needs?
Paul Novak :
Well, they certainly have been one of the leaders in the industry and in this segment. Really, the two biggest players are WoodSpring, which is the Choice brand, which had, prior to a sale of some properties, roughly 250 to 300 properties. And the other one being Extended Stay America, which has about 650. Those two brands have been the leaders, have really been responsible for attracting the bulk of the demand. Choice's WoodSpring was particularly attractive to us, because of the cost of entry, the cost of building one, the performance of them. And the operating model that is so attractive to us that allows you to operate these kinds of properties for like 122 rooms with six or seven full-time employees. You only do housekeeping once every two weeks-
Jena Tesse Fox:
Right.
Paul Novak :
For the guests that's staying an extended time. You have less turnover of guests, you're not checking guests in as frequently. So there's a tremendous operating component to this, that makes it unbelievably attractive on the investment side. And because of that and the fact that WoodSpring was one of the leaders in the segment and really, the only leader that was aggressively doing franchising, we saw this opportunity to invest. And committed to spend significant dollars to invest in the segment.
Jena Tesse Fox:
Fantastic, thank you. And what areas of the country are you most interested in investing in, for Extended Stay and why?
Paul Novak :
Well, for the most part, the Sun Belt, where, based on our experience, the Sun Belt area is running anywhere from, let's say, Maryland, Virginia, mid-Atlantic, down through the Southeast, across to the Southwest, up to California, is where a lot of the population growth is occurring. A lot of movement of people from the Northeast to Midwest that are moving into the Sun Belt. And that's what tends to drive the demand for this kind of product. New construction comes because population growth come, so you have housing that's being built. You have multi-family being built. You have real estate or retail develop and commercial development. And so construction, relocation of people, is what drives this tremendous growth that's occurring in places like North Carolina, Georgia, Florida, Texas. Even Colorado and the Mountains states, Las Vegas, Salt Lake, Phoenix, all of those markets are markets in which we are currently and planning to continue to develop in, over the next few years.
Jena Tesse Fox:
Wonderful. And what drove you to invest so heavily in Choice's Extended Stay brands?
Paul Novak :
Well, we did it at that time, which was about four years ago, because it was the best opportunity at that price point, at that investment point, to invest in the economy segment. Extended Stay America was doing limited franchising, maybe not even franchising per se, when we got into it. So we saw the opportunity with WoodSpring as being, really, the only opportunity to invest in that segment, with the brand. And so we made a very significant commitment to build WoodSprings, we got 16 open, which we did starting in Covid. And throughout the last three, four years, we did in a very, very difficult environment to develop finance and build that, with rising construction costs, rising interest rates. But we've still been very successful in being able to generate opportunities for us. So as I said, we have 16 WoodSprings open, we have another three under construction. And we have branched out to now, developing some of the other brands that have just entered into the segment, in both the lower and the economy side and the mid-priced side.
Jena Tesse Fox:
Wonderful. And what Extended Stay property are you most excited about and why?
Paul Novak :
We are very, very excited about our existing portfolio with WoodSpring, with Choice. WoodSpring is pretty much focused down in the pure economy, we love that segment, but we see opportunities in a space above it, but at a price point that still makes a lot of sense.
Jena Tesse Fox:
Wonderful. Those are all of my questions. Paul Novak, thank you so much for being here with us today and have a wonderful time at the rest of the conference.
Paul Novak :
It's been a pleasure to be here, thank-
Jena Tesse Fox:
Thank-
Paul Novak :
You for the opportunity.
Jena Tesse Fox:
Thank you very much.
Paul Novak :
Thank you.
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