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LA QUINTA HOLDINGS INC. Analyst: JACKY CHENG

NYSE:LQ Sector: SERVICES

rice Taroet: .
BUY Price Target: $26.00
Key Statistics as of 4/10/2015 Thesis Points:
Market Price: $23.15 e Recent IPO with strong RevPAR and adjusted
Industry: Resorts & Casinos EBITDA
Market Cap: $3.06 B _
52-Week Range:  $16.01-24.38 * Growing Free Cash Flow

Beta: NA e  Growing Pipeline/International Expansion

e Decrease in Net Debt

Company Description:

La Quinta Holdings Inc. is one of the largest owners, operators, and franchisors of select-service hotels. It owns,
operates, and franchises select-service hotels under the La Quinta brand. It serves the upper-midscale and midscale
segments. As of February 24, 2015, the company owned and franchised portfolio consisted of 850 La Quinta Inn &
Suites, and La Quinta Inn branded hotels with approximately 86,000 rooms located in 47 states, as well as in Canada and
Mexico. The company was found in 1968 and is headquartered in Irving, Texas.
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Thesis

La Quinta Holdings is the leading owner, operator and
franchisor of select-service hotels with a national
footprint. Recently going IPO last April, the company
has witnessed growth in revenue and EBITDA along
with growing free cash flow while paying off net debt at
a steady pace. As the company continues to grow its
pipeline to other places, it is expected that revenue and
EBITDA will keep growing at a steady pace. With
increasing free cash flow, it is expected that management
will compensate its investors by possibly starting
dividend payments.

Management

Wayne Goldberg is the President & CEO of La Quinta
Holdings since 2006. Wayne brings over 36 years of
experience to the table in the select-service lodging
industty as he took on other executive positions
BridgeStreet Accommodations, a worldwide corporate
housing provider, and Red Roof Inns, Inc.

Executive Compensation (2013)  Amount

3064

1 Bonus
1 Non-Equity
All Other

Salary

TOTAL 1,633,241
*Above is Wayne Goldberg’s Compensation.

Keith Cline is the EVP & CFO of La Quinta Holdings
since 2013. Cline has more than 22 years of financial
leadership experience across a variety of industries,
including over 13 years of public company experience
and significant experience with consumer brand

companies.
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Executive Compensation (2013) Amount (USD)

BE

i Bonus
1 Non-Equity
All Other

*Above is Keith Cline’s Compensation.

Expansion

La Quinta has been increasing its pipeline and expanding
internationally, making a presence in Mexico and Central
and South America. The company has opened 14
franchised hotels with over 1000 rooms in Q4 which
contributed to the RevPAR (Revenue Per Available
Room) growth of 8.4%. This has increased the pipeline
to 207 totaling over 17,000 room:s.
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0 properties: 2 U.S. States'
Less than 10 properties: 18 U.S. States, Canada, Colombia, Guatemala, Nicaragua
and Honduras (31 Hotels)
10-19 properties: 16 U.S. States (219 Hotels)
M 20 or more properties: 14 U.S. States and Mexico (764 Hotels)

*The map above shows the geographical location of La Quinta
properties.

La Quinta has been dedicated to expanding its presence
in Latin America and South America. The improving
economy, increase in middle class, and lack of select-
service hotels makes Latin America an attractive market.
There ate plans to open several hotels in Mexico and one
in Honduras this year.
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*The map above shows the geographical locations of La Quinta’s
pipelines undergoing construction in Central and South America.

Financials

Decrease in Leverage

Since the IPO, La Quinta Holdings was able to generate
strong free cash flows. With the $§700 million they have
generated in net proceeds, the company was able to do a
myriad of items including paying off $205 million of
debt, with $195 million that was voluntary. This
improved net debt/adjusted EBITDA to 4.7x.
Management plans on bringing the net debt/adjusted
EBITDA down to 4.0x which they anticipate that it will
happen this year where management will evaluate a
market-appropriate return of capital to our shareholders.

Debt Pay Quarter-End
AtIPO 2 Down * 12/31/14
$ % § %
New $250M Revolving Credit Facility 0 0% 0 0 0%
1st Lien Term Loan * 2,090 100% (205) 1,885 100%
Existing Debt 0 I 0 0 0%
Total Debt 2,090 100% (205) 1,885 100%
Less: Cash [134] |110)
Total Net Debt 1,956 1,175
ay o
Credit Metrics TIMEBITDA  $347 $376
Total net debt / TTM pro forma Adj. EBITDA 5.6% 4.7x
TTM pro forma Adj. EBITDA to Intarest Coverage * 3.8x 4.1x

Consistent Growth

La Quinta has been impressive with growth in its
financials. With the strong demand in the upper-midscale
and midscale segments exceeding supply, this drives the
RevPAR growth up. In 2013, the RevPAR growth went
up 4.2% in the upper-midscale segment and 4.1% in the
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midscale segment.

The adjusted EBITDA has increased 10.4% from the
prior year and the EBITDA margin increased 60 basis
points to 38%. Breaking the adjusted EBITDA down to
the two segments, the franchise increased 11.6% from
the prior year, increasing the franchise base by 8%
including opening its 500t franchise property. With the
owned property, the adjusted EBITDA increased 11.6%
from the prior year.

Combined Historical
2011A 2012A 2013A 2014A

Interest expense b4 105 150 121
Income tax expense 2 3 T 29
Recognition of net deferred tax liabilites upon C-corporation conversion - - - 321
Depreciation & amortization 170 177 171 175

Net (income) loss attributable to non-controlling interests (5) (5) 4
Fixed assets impairment loss - 53 - 5
Loss / (Gain) on the retirement of assets 2 2 - -
Loss / (Gain) on the extinguishment of debt (18) (1) - 2
Income from discentinued operations (14) (13) -
Loss / (Gain) on casualty disasters (3) 5 - (7
Equity based compensation - - - 58
Cther 7 10 3 1

With the additional franchises added this year, I.a Quinta
saw an 8% increase in RevPAR and 8% growth in
franchise unit base. This also resulted in a 4.4% increase
in average daily rate (ADR).

Future Outlook

For FY 2015, La Quinta anticipates RevPAR in increase
between 5.5 and 7 percent compared to 2014 as an
expectation to open between 50-55 new properties, and
foresees meaningful growth in adjusted EBITDA. Along
with these growing aspects, La Quinta is wisely using its
free cash flow to pay off leverage and will continue to do
so to optimize capital structure. It is foreseen that
dividend payments could start this year or next year the
latest. With its past strong performance and plans for
expansion, it is a reasonable projection and assumption
to make as they will grow in many aspects in their

financials in the long run.
Conclusion

With strong performance since going public, La Quinta
Holdings has performed its best ever, with nothing but
success in the future. The maturity stage for this
company is nowhere close in the short term as they are
continuously expanding domestically and internationally.
With expectations of lowering the company’s debt
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significantly by the end of this year with the cash
generated and eventually repaying its shareholders. With
the management’s aggressive approach to maximize
efficiencies which in turn cuts costs and boosts
profitability, La Quinta Holding is a BUY.
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CENTER FOR G FINANCIAL STUDIES
Analyst Current Price Intrinsic Yalue Taraet Yalue Divident Yield
JACKY CHENG $23.10 $24 88 $£26.55 1A
General Info Eeers
Sectar Consumer Discretionary Chize Hotels International Inc. $3,585.93 Professional Title Comp. FY2012 Comp. FY2013 Comp. FY2014
Industry Haotels, Restaurants and Leisure Entended Stay America, Ino. £4.010.52 Goldberg, Wayne Chief Executive Officer, P ¥ 36226200 % 1E33.241.00 % 2, 729,902.00
Last Guidance Feb-24-2015 Plarriott International, Ing. $22.135.58 Cling, Keith Chief Financial Officer anc ¥ - % 1mazivon % £,399,937.00
dest earnings date 412902015 Starwood Hotels & Resorts 'worl $14 46333 Lombardi, Angelo Chief Operating Officer an 121476600 % 883,005.00 % 743633200
Market Daty Hyatt Hotels Corporation $22821.09 Chloupek, Mark, Executive Wice President, # - % - kS 43245700
Enterprise value F4,810.92 Diamond Resorts Inkernational, Ir $2,363.27 Trivedi, Rajiv Chief Development Office ¥ 124526600 % k4 T.591,030.00
[arket Capitalization F463.81 Hiltan 'wWorldwide Holdings Ine. #30,709.57 Forson, James Chief Accounting Officer, $ - ¥ -
Diaily walume 0.4 -
Shares outstanding 130,86 LG Peers Industry All U.S_ firms
Diluted shares outstanding 12616 Intercontinental Hotels Group ple HE535.73 Growth 2.3M B.8% TAM
* shares held by institutions TFaa8 Current Capital Structure RO B4 T2 1042 1435
2 shares held by insiders 1542 Total debtimarket cap B2.19 MOFLAT Margin 1662 14,82 1200 10.42¢
Short interest 3T Cost of Borrowing B39 REY flnvested Capital 2 456 6.0 13745
Diays ko conder shart inkerest 381 Interest Coverage 9287 Eucess CashiRew. M 1262 13.6% 1295
52 week high F24.28 Altman £ 0493 Toakal Cash (Rew. 1.8 1328 123 15.2%
2-week low $16.0 DOebt Rating C Unlevered Beta 103 115 0.95
by Beta 0.00 Levered Beta 275 TEWIREY 431 4.9z S 2.5%
E-month volatility 25,87 WACC [based on market Lalue w 8.965 TEWIEEBITA 0.0x x 17.5% AH
FPE 36T 299 2.7 235
Revenue EBITDA Norm. EPS PiBY 0.0% 5.9% 2.2% 2.2%
Last Cluarker 195 2.3% B0 - A i i i
Last Guarter-1 2.9% B -5.9% Operating Leases Capitalizz 1002 Straightline 10 years
Last Guarker -2 13 B2 0.0z R0 Exp. Capitalization 1002 Straightline 10 years
Last Guarker -3 -2 0.0 ExpliDOrilling Exp. Capitaliza 0 1= 1=
Last Guarker -4 0.0 0.0% 0.0 SGiS Capitalization 30 Straightline 10 years
Profoima Assumptions Forecast
¥ - Hev. Erowth Adp. Up. LostiHey Invested Lapital NUFLA I Margin HUIL WALL
[loney mark.et rate as of today 0525 LT B0.92 #2,957.01 17 K 24 A0
Annual increase [decrease] ininke 0.1 MTR 0.1 B84 $2,808.18 213 . B
‘field Spread accelaration 12 TR 8.9 B2.¥M F2976.49 23 9.24 2.6
Marginal Tax Rate IR MTRA2 T4M B4 $3,149.58 24 9.8 SEM
Riisk-Free rate 25% MTR3 70 80.7% $3,300.18 285 0.2 1
Tobin's @ 100 RTRA+4 BT 80.3% $3426.38 285 062 27m
Op. CashiRey. 2% MTRAG 1324 60,2 F3676.52 265 3 28K
Growth in PPE MPPE Growth tapers ba zero until continuing period MTR+E BB B0 $3.704.88 2B e g
Lang term Grawth 14 MTRAF EGN 80.0x $3.953.33 27 120 2K
Long term EBITDA Margin §0.0% MTR3 Eh §0.0% $4.18140 27 123 R
Long term MOFLAT Margin 1042
Long term ROIC 120
Most recent Unlevered Beta
Long kerm Unlewvered Bieta 1.03
Invested Lapital ¥ [HUIL-WALL] Mise Yalue |[UFLE Yaluation 1 otal Llebt Uther claims Equity Yalue UULE Yaluation Helative Yaluation weirghted Frice Hel
LT -$10E.56 $5,694.73 $1,885.70 -$5.01 $3.814.04 $28.80 #1693 $25.94
NTM -$36.21 #5,877.09 $214364 F36.49 3,646,968 $28.98 $22.55 $27.30
NTM-1 $20.52 £E6,240.32 1215664 $a0.02 £4,092.61 N $26.71 $30.56
NTM.2 Fav2z $6,787.56 $2156.86 $94.87 $4.535.83 $35563 $28.78 $33.04
NTM.3 $53.86 $7.200.62 $2,165.14 $59.25 $4.476.22 $33.03 $32.25 33734
NTM-4 $6E.59 $7.600.26 $2,165.14 2691 $5462.03 $42.94 $36.22 $41.26
NTM.5 $29.249 #8,037.56 $2,165.14 -$115.92 $5,998.34 4691 $40.38 $45.27
NTM:E $104.69 £8.506.07 $2.165.14 -£20553 $E6.546.52 $51.26 $44.74 $49E2
NTM.T F119.84 #3,008.27 $2.165.14 -$306.34 E7.149.47 #5595 F49.41 #6432
NTM.8 $4.965.1 3354681 $2.165.14 341143 F7.792.98 354565 $54.35 35825
M Cailo Simulation A - = -
Hase Htdew Min Maz Lhstriibution Intnnsic ¥alue 1y- | arget
Revenue ¥ariation LI} L4 NIA NiA Normal Mean est. $25.24 £27.20
Op. Costs Yariation L1} 103 NiA NiA Normal ole] #0532 $0.25
Country Risk Premium [ -4 NIA L T Triangular o[£) adjusted price $24.88 $26.55
Long term Growth T NiA 2 T Triangular Current Price F2310
Analysts’ median est. $26.93




