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News in detail

New hotels are under construction in nearly every
major town in the Eagle Ford Shale play area.

‘Perfect storm’ nails Texas hotel market
- Judy Maxwell (Assistant Editor)

Oversupply of rooms converges with low oil prices and
job loss to suck the profit out of Eagle Ford Shale area

Tuesday, February 16, 2016 – HOTELIERS ARE
FEELING the pain in the Texas gas and oil market, but
it may not be for the reason one would think.

The price per barrel of oil has dropped from $110 a year
ago to $30 today, forcing most drilling and fracking
business to drastically cut back on operations and their
workforces.

Thousands of people who traveled to the fields and
lived in temporary lodging for weeks at a time over the
past several years have returned home for the time
being, leaving the many hotels that sprang up to meet
the demand with empty rooms. Employment increased

not only at oil companies, but for supportive businesses as well, including gravel suppliers, truck drivers,
railroad operators and equipment manufacturers and maintenance workers.

While hoteliers lament the loss of business and might blame the downturn on the oil production market, two
analysts with LW Hospitality Advisors say over-building is a major cause of the drop in hotel occupancy and
RevPAR.

Jonathan Jaeger and Robert Van Laer track one prolific oil-producing market – the Eagle Ford Shale area,
which encompasses 30 counties in Texas.

“It’s very interesting to see what’s happening in the Eagle Ford Shale area,” said Jaeger. “It is the growth in
supply that has impacted the market.”

Boom market

More than 200 companies are operating in the shale “play,” including big names such as BP, Exxon and
ConocoPhillips. The boom created by new technology known as hydraulic fracturing or “fracking” has altered
the global oil market, driving down the price of oil everywhere. Since 2009, Texas has grown to be the biggest
oil producing state in the U.S.

The low cost of oil is great news for vehicle-dependent Americans who celebrate the price drop at the gas
pump. And the cost savings has even spurred more leisure travel, say Jaeger and Van Laer.

It’s a different story for hotel owners such as Ajay Patel of Pika Hotel Group, who has seen occupancy drop
at his hotels in West Houston. He built two economy hotels in that market to capitalize on the run-away
demand for lodging by oil-field workers.

Patel has other hotels in other parts of Houston, and while he has seen business decline some in his other
properties, the Quality Inn and the Super 8 in West Texas have suffered an average 25 percent decrease in
occupancy. More specifically, the 40-room hotels sell about 10 rooms a day. “I think it will drop another 5
percent this year,” Patel said, noting more supply is coming into the market this year and next.

Patel hit the nail on the head, according to Jaeger and Van Laer. “It’s the perfect storm. Demand has dropped
and new hotels are opening at the same time.”

Houston has more than 80,500 hotel rooms and another 11,000 were in construction over the past two years,
reports STR Inc.

Van Laer notes that demand has increased only 4 percent in the last quarter of 2015. Meantime, throughout
the 30 counties hotels are popping up along with makeshift towns. “You see construction site after
construction site with four-story hotels. The guys who are still working out there now have a lot more options
of where to stay.”

The new properties are primarily branded limited-service hotels, meaning the franchisees have financial
commitments to meet to fulfill the licensing agreement and to pay the mortgage.

The good times

When fracking first began in the midst of the Great Recession, job seekers, mostly men, traveled to areas
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such as North Dakota, Oklahoma and Texas to earn up to $100,000 a year working in the industry.

The oil fields were far apart and in remote areas, close to small towns, maybe, but hotels were in galaxies far,
far away. Thousands of workers slept in their vehicles or teamed up in RV communities dubbed “man camps.”

Eventually, hotel developers built accommodations and charged premium rates of up to $300 a night, which
the workers – and their “well-capitalized” employers – were glad to pay, said Jaeger and Van Laer.

In May 2012, the San Antonio Express News reported that from the first quarter in 2011 to the first quarter in
2012, the hotel industry in the Eagle Ford Shale market increase the number of rooms by 5.1 percent while
demand grew by 16.2 percent. Total hotel revenue reached $64 million, a 34.1 percent increase.

The report quoted San Antonio-based Source Strategies Inc., a hotel consulting firm, as saying hotels in the
counties with the most oil-and-gas production were responsible for 75 percent of the $151.3 million in
additional revenues hotels produced statewide. A huge development when you consider that hotels in the oil-
and-gas areas accounted for just 38 percent of the 395,100 rooms in the market at that time.

Jaeger and Van Laer say all types of lodging development is surging in rural areas in South Texas. Along with
short-term stay hotels, extended-stay is proliferating, but most notable is workers now have the increasing
option of apartments and single-family housing.

“The declining performance in the EFS [Eagle Ford Shale] during 2015 has heightened concern for market
participants, and hotel transactions in the EFS during 2015 are almost nonexistent,” write the analysts.

Sad numbers

In the first nine months of 2015, the market had 22,161 available rooms per night, a 6 percent increase over
the same time period in 2014.

Hotels sold 3.6 million room nights in the first nine months of 2015, a 4 percent drop over the first nine months
of 2014.

Eight of the 30 counties in the Eagle Ford Shale area either increased the number of room nights sold or saw
no change. These counties have more diversified economies and are not as heavily dependent on oil and gas
production as the others, notes the LW Hospitality report.

In other metrics, average occupancy declined 11 percent, from 63.4 percent in 2014 to 56.3 percent in 2015.

ADR fell 13 percent, from $83.18 in 2014 to $72.37 in 2015. “As evidenced above,” writes the analysts, “the
trend of overall ADR appears to be directly correlated to new supply.” 

Most brutal is the RevPAR performance – down 23 percent, from $53.78 in 2014 to $41.28 in 2015.

“RevPAR fell for all of the counties by an aggregate of 23 percent,” writes Jaeger and Van Laer. “While overall
demand has decreased, the decreases in RevPAR are primarily attributed to new hotel supply.”

Jan Frietag, senior vice president at STR Inc., breaks down the RevPAR change into four quadrants in Texas
from January through November: West Texas down 18.2 percent. South Texas down 10.2 percent. North
Texas down 3.6 percent. East Texas down 3 percent.

A recent report by STR Inc. on the January hotel pipeline in Houston shows a nearly 1 percent drop in hotels
in construction last month with  5,553 rooms in construction versus January 2014, when 5,603 rooms were in
construction.

What’s ahead

The future does not bode well.

“With the continued oversupply of oil and gas both domestically and abroad leading to the lowest price levels
in recent history, taking into account new hotel supply, RevPAR is anticipated to continue to decrease in the
near term,” say the LW Hospitality analysts.

So the struggle will continue in the near term as the crude oil price remains low, and new hotel projects are
completed.

Boom-and-bust markets hold a different dynamic than “normal” and diversified economic markets. Jaeger and
Van Laer advise investors to be wary.

The good news to be found, they say, is the Eagle Ford Shale negative trends in the economy and lodging
investment will be around for only a little longer, “most markets are expected to improve over the next cycle,
given the importance and long-term-growth estimates for the energy sector.”

For those already in the market? Jaeger says owners need to create cost-savings initiatives and be the best
in operations and sales. “It’s all about being able to hold on during the downturn.”

That is what Ajay Patel is doing.

He plans to go ahead with a Holiday Inn Express development in the West Houston. The project was delayed
because financing was difficult to find, he said. He began planning his project before the bust, when banks
were more willing to lend. He doesn’t believe lenders have grown friendlier in recent months. “Full recourse
SBA loans are the only money hoteliers can find right now. Or they will have to provide 40 percent equity on a
new project.”

It’s been a tough business year for Pika Hotel Group. “Looking back, I would do it differently,” said Patel. “This
was supposed to be a 10-year run. But if I knew what I know today, I would not have touched West Texas
with a 10-foot pole.”
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