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Operator: Welcome to the Marriott International second quarter 2010 earnings conference call.
Today’s call is being recorded. At this time for opening remarks and introductions I would like to
turn the call over to the President and Chief Operating Officer, Mr. Arne Sorenson. Please go ahead
sir.
Arne Sorenson: Thank you. Good morning, everyone. Welcome to our second quarter 2010
earnings conference call. Joining me today are Carl Berquist, our executive vice president and chief
financial officer, Laura Paugh, senior vice president, investor relations and Betsy Dahm, senior
director, investor relations.
As always, before we get into the discussion of our results, let me first remind everyone that many
of our comments today are not historical facts and are considered forward looking statements under
federal securities laws. These statements are subject to numerous risks and uncertainties, as
described in our SEC filings, which could cause future results to differ materially from those
expressed in or implied by our comments. Forward looking statements in the press release that we
issued last night, along with our comments today, are effective only today, July 15, 2010, and will
not be updated as actual events unfold. You can find definitions of the terms we refer to this
morning in our earnings release on page 8. You can find a reconciliation of non-GAAP financial
measures referred to in our remarks on our web site at www.marriott.com/investor.
In early June, at the New York University Hospitality Conference, I was on a panel that was asked
about the prospects for the U.S. lodging industry. While my peers on the panel took the more
conservative approach, I responded that I was “wildly optimistic” about the future of our industry.
And I am. Our business this year is showing very strong demand trends which are continuing as we
speak. Now it may sound imprudent to express such optimism as many market participants worry
about the potential for a soft patch in the economic recovery, but our optimism is driven not so
much by this week's, or this month's, or even this quarter's numbers, as it is by the prospects for the
next few years. With steady rooms growth already added in 2008, 2009, and now through the first
half of 2010, great prospects for continued international expansion and plenty of upside in
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comparable hotel RevPAR, our prospects for financial growth are exciting. This optimism is
confirmed by our experience coming out of every recent recession. We are eager to harvest this
growth in the coming years.
Of course the recent trends are also encouraging. Last quarter, we talked about the improving
momentum in business and group demand. After dropping for 8 straight quarters, occupancy rates
bottomed in the fourth quarter of 2009. In discussing those year-end results, we said that we hoped
to increase room rates year over year sometime in 2010. As it turned out, we were able to increase
room rates much faster than we anticipated. In period 5, roughly equivalent to May, domestic
company-operated room rates rose 1 percent, the first increase in nearly 2 years. In period 6,
roughly equivalent to June, domestic company-operated room rates rose 3 percent.
Room rates improved in part due to the mix shift coming from strong corporate demand. In the
second quarter, for the Marriott Hotels & Resorts brand, corporate and premium roomnights rose 16
percent year over year.
But more significantly, with higher occupancy, our managers found real pricing opportunities.
Across the Marriott Hotels & Resorts brand in North America, in period 6 three-quarters of our
company-operated hotels increased corporate and premium rates year over year with a third of our
hotels raising them by more than 10 percent, some of them significantly more than 10 percent. On
average, in fact, Marriott corporate and premium rates rose at about 10 percent overall in period 6.
Of course, roughly 15 percent of Marriott brand roomnights are at previously negotiated special
corporate rates. Special corporate roomnights rose 21 percent in the second quarter but room rates
declined 3 percent. We will begin special corporate pricing negotiations later this summer and are
already preparing customers for rate increases, including significant increases in many cases. While
it’s a bit early to quantify the likely increase in 2011, with strengthening demand, our customers
know that today’s prices are not sustainable. By and large they recognize that to provide the best
quality service, availability, amenities and facilities, hotels need to be able to charge a fair price.
This is in the interest of everyone; whether one is the hotel operator, hotel owner or hotel guest.
Discounted transient business includes leisure, government and contract rooms. With stronger
corporate business we’ve had less inventory available for government and contract travelers.
Leisure demand in the second quarter, however, was solid.
On weekdays, Marriott brand RevPAR rose an impressive 9 percent in the quarter. But weekends
held their own, with RevPAR up 5 percent. Consumers continue to look for good value but we have
dramatically reduced promotional pricing year over year, which enabled us to report 3 percent
higher weekend room rates in the second quarter.
Turning to group business, total Marriott brand group roomnights rose 8 percent and room rates
declined 2 percent in the second quarter. In the first quarter, improvement in group business was
largely related to better than expected attendance at association group meetings. In the second
quarter, corporate group roomnights finally turned up as well… up nearly 10 percent in the quarter.
Much of this business was booked “last minute”. In fact, in the second quarter, roughly 25 percent
of our group roomnights were booked within the 3 months prior to arrival.
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Pricing for group business remains challenging as the significant lead times tend to make moving
rate more difficult. However, we are pressing rate where possible. Group business booked in the
second quarter for a stay in the second quarter paid 5 percent higher rates than similar business in
the prior year.
All in all, we are pleased with the strength in group demand in the second quarter. For group
business booked in the second quarter for the next 12 months, revenue is up 10 to 15 percent.
Combined with group bookings made in previous periods, group revenue on the books is up slightly
now for 2010. We expect continued strong in-the-year for-the-year group bookings and could see
group revenue up 2 to 4 percent in 2010.
Outside North America, results are also good. International systemwide RevPAR increased nearly
10 percent in the second quarter on a constant dollar basis. Business in Europe and the U.K.
remains strong despite rumblings of economic concern. Our European hotels are benefiting from
strong American tourism attracted to fabulous destinations that are “on-sale” due to the weaker
currency.
In Asia, occupancy rates at company-operated hotels rose over 16 points, as newer hotels continued
to mature and the Shanghai World Expo attracted strong demand. By the time Expo closes in
October, 70 million people are expected to visit. Marriott is the only lodging company sponsor of
the U.S. Pavilion.
Our worldwide luxury business is doing extremely well. For the second fiscal quarter, which
includes March through May for Ritz-Carlton, worldwide RevPAR rose 15 percent on a constant
dollar basis. While rates are still modestly lower, the resurgence of corporate demand will likely
yield higher room rates by the end of 2010. In the U.S., Ritz-Carlton group revenue bookings are
up 13 percent for the year.
Company-wide, we’re seeing the results of our efforts to grow intelligently, operate more efficiently
and manage our balance sheet with an eye to the future. Of course we’re not oblivious to the recent
concerns about the broader economy but we have not seen those concerns impact our business and
we continue to be optimistic.
Now I’d like to turn it over to Carl Berquist to talk about our results for the quarter and our outlook
for the year. Carl?

Carl Berquist: Thanks Arne.
As you saw this morning, we reported second quarter diluted earnings per share of 31 cents
compared to our outlook of 25 to 29 cents per share. Our profits were about 4 cents better than the
midpoint of our April outlook, with about 3 cents of the upside from better than expected fee
revenue and owned and leased hotel profits related to stronger RevPAR and property-level margins,
and about a penny from stronger timeshare results.
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Fee revenue increased 13 percent to $287 million with incentive fees up about 31 percent. Incentive
fees improved due to international unit growth as well as improvement in RevPAR and property
level margins worldwide. Second quarter house profit margins increased nearly 1 percentage point.
And as Arne said, we are beginning to drive rate, but we are also focused on controlling costs.
We’ve made meaningful efficiency improvements in the business and look forward to translating
those into strong earnings as business continues to recover.
We opened over 6,500 rooms during the quarter, signed over 7,000 new rooms and cancelled 1,600
rooms from the pipeline. At quarter end, our pipeline remained at about 95,000 rooms.
Nearly forty percent of our 95,000 room pipeline is outside the U.S. And of our 42,000 rooms
under construction, two-thirds are outside the U.S. China is an important part of our development
plans representing over 10 percent of our worldwide pipeline. In China, we have 47 hotels open
today and 22 hotels under construction. By year end 2010, China will be our largest market outside
the U.S.
Worldwide, twenty percent of the new rooms opened during the quarter were conversions to our
system from competitor brands. And nearly three-quarters of those conversions are now flagged
with our new brand, the Autograph Collection. We’ve converted 10 hotels to the Autograph brand
in the last 4 months; have another 5 hotels already signed or approved for conversion; and we are in
early talks with owners of 40 to 50 other hotels.
Converted hotels will benefit on the top line by levering Marriott Rewards and our reservations
system and on the bottom line, they will also benefit from the lower costs of reservations associated
with Marriott purchasing power and Marriott.com.
In addition to a more favorable outlook for conversions, we’ve seen a modest up tick in
development interest in our limited service brands even as overall U.S. industry hotel supply growth
continues to moderate. While debt financing remains very tight, some owner-operators are using
significant equity and personal guarantees to develop new limited service hotels. We added 26 new
limited service hotels to the U.S. pipeline in the second quarter.
For our timeshare business, both timeshare sales & services, net of direct costs and timeshare
segment results exceeded our expectations for the second quarter. Solid cost controls and marketing
efficiencies drove the bottom line. Our rental revenue was strong in the quarter, up 11 percent year
over year.
Now, let’s talk about our outlook for the company.
We’ve seen some significant strengths in our lodging business. Clearly, business travelers are on
the road again, and as Arne noted, demand is rising. We’re paying close attention to the economic
trends and to the oil disaster in the Gulf. We have only 17 hotels on or near the Gulf coast, which
isn’t material given the size of our system. Still, to mitigate customer anxiety, we announced a
“beach guarantee” that protects travelers in the event that the beach is closed for their event or their
vacation. Overall, while booking windows remain very short, we’ve seen little evidence of
weakness in our business in either Europe or the U.S.
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We expect worldwide systemwide RevPAR to increase 4 to 6 percent in 2010. Essentially, this
outlook assumes our strong first half performance largely continues through the second half. Now,
should you have a different view of RevPAR growth, each point of RevPAR is worth approximately
$10 to $15 million of fee revenue and about $3 to $5 million of pretax profit for owned and leased
hotels.
In June, our timeshare business launched Marriott Vacation Club Destinations, a flexible, pointsbased product. This program offers customers greater flexibility, further personalization and more
vacation opportunities. Although our more than 350,000 timeshare owners are happy with our
existing product, survey feedback indicated that they wanted more flexibility for more frequent but
shorter trips… or longer trips without fitting into the “one-week” increments.
While our primary purpose in introducing Destinations was to enhance the guest satisfaction, there
are other financial benefits of interest to our stakeholders.
First, as we are now selling the system rather than a particular location, the program will allow us to
build fewer resorts at any given time as well as adjust inventory spending more quickly to meet
changes in demand. This should allow us to get closer to a “just in time” inventory management
and enhance our return on invested capital.
Second, we will be able to better leverage successful sales centers, regardless of their location and
whether or not available inventory exists at that particular site.
Third, as we plan to sell only completed inventory in Destinations for the foreseeable future, our
revenue recognition for this product should more closely reflect contract sales which should
simplify our reporting.
And then finally, with more efficient inventory management, we should have lower unsold unit
maintenance fees which should enhance profitability over time.
We anticipate this initiative will translate into stronger revenue and profitability over time. With
the significant amount of inventory already on the books, we see no need to develop new resorts for
the foreseeable future.
Our balance sheet is in excellent shape. We’ve reduced net debt by over $1.1 billion in the last 18
months, excluding the impact of consolidating timeshare securitizations. We expect our revolver
balance to be near zero by year end and expect to reach our overall leverage targets by that time as
well. As a result, we have turned our attention to investing in our business for growth.
While our business model requires little maintenance capital spending, we are focused on
identifying value added investments that would enhance the terms of our management agreements
or enable us to enter strategic markets. Such investments might include property acquisitions,
capital spending, loans and equity slivers. Earlier this month, we acquired the former Seville Hotel
in Miami Beach which, after a major renovation, will become an Edition hotel. With the Seville,
our partner, Ian Schrager, will be returning to Miami Beach, one of the most compelling
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destinations for this lifestyle boutique brand. While Marriott is not likely to be a long term owner
of this property, we are excited to enter this strategic market. Edition has tremendous growth
potential and this hotel will be a flagship to showcase the brand.
Marriott’s management and franchise business model provides the company considerable strength
and flexibility. In good times, we can add hotels faster by leveraging the talents and balance sheets
of our owners and franchisees. In more difficult times, our significant cash flow and less volatile
earnings gives us the resources to fuel our long term growth and profitability. And you don’t have
to be “wildly optimistic” to be excited about that.
We’ll take questions now.
Question-and-Answer Session
Steve Kent - Goldman Sachs: Hi, good morning.
Arne Sorenson: Good morning. How are you?
Steve Kent - Goldman Sachs: Good. Could you talk about a couple of things? Could you talk
about the expense reduction program and just how you're able to keep some of these expenses in
check? Certainly the margin improvement was significant this quarter; I just want to know how we
should think about it over the future. Then also on the timeshare side, could you also talk about the
margins there and how much further you have go on that side of the business.
Arne Sorenson: The -- so expense reduction involves a lot of things from property level all the
way up through the company, and I think general – let’s start with the property level which is
germane to everybody in the industry obviously. I think what we have done over the last few years
is to look at every expense item coming through the hotels. Procurement is obvious. Heat, light and
power of course is significant as well, but labor is the most, labor and benefits is the most
significant piece of that.
And we've done what we can to enhance efficiencies in those areas. Generally, the changes we've
made around management staffing, we think can stick. So, fewer managers at many full service
hotels particularly were running much more efficiently and we think that that can be maintained
even as occupancy builds.
Obviously, with the hourly staff that will grow with occupancy, and we think, we'll continue to fight
to make sure we maintain the management efficiencies, the procurement efficiencies and the like.
And I think in many respects the same thing applies in above the property level where we've done
everything we can around, efficiencies in staffing levels.
I think the one thing here besides having to hire to meet occupancy, that will impact us is the return
of some compensation to bonus eligible, really to the management ranks, so many of them got no
increases in base pay over the last year, or year and a half. That's not sustainable and for the bonus
eligible workforce, they were either at zero or nearer zero than any of them would like to be, and
that's not sustainable either, so we'll see that come back in.
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I think your questions on the timeshare side and margins there, we've had tremendous improvement
in sales and marketing costs as the percentage of sales, compared to a year ago. That is really about
finding efficiencies, but it's also about no longer chasing the most expensive leads that we had to -that we did chase in the past.
And by pulling both of those things back, we've really reduced the sales and marketing percentages.
I think as we move to the points program, it's still very early, we really had only 27 days or
something like that of sales of the new product, and it's brand new to our sales force. But we are
really encouraged by what's happened so far.
We are optimistic that with the new product and its flexibility, we will see higher closing
percentages. In other words the percentage of folks that we give a tour to, how many buy and if we
can move that up and maintain recently healthy volume per sale, we should see margins continue to
improve.
Steve Kent - Goldman Sachs: Okay, great. Thank you.
Joe Greff – JPMorgan: Good morning everyone. Question on your second half 2010 system wide
RevPAR outlook. Can you talk about what's your expectation between the mix of the rate of change
in room rate and occupancy and then if you can also help us understand where you thought that was
three months ago that mix?
Arne Sorenson: It's going to be interesting to see the -- a couple of comments on Q3 and Q4.
We've obviously given you guidance on Q3 specifically. There is no guidance other than what's
implied between our full year numbers and our Q3 numbers for RevPAR for Q4.
We've got a couple of things going on now. Obviously you see the great progress in rate
performance from over the course of our second quarter, so our fourth period rate was still down
year-over-year, fifth period up a point and sixth period up three points. We expect to continue to see
a good performance around rate, which is essential obviously because the occupancy comparisons
get to be a little bit tougher.
The rate that we have been able to drive so far is by and large driven by business travel, and
corporate groups and we had comments by both of those in our prepared remarks. I think as we look
at the next couple of months we are in a bit more of a leisure season, leisure though performing well
at a year-over-year basis is not performing as well as the business travel is, and so to the extent
we’re in leisure intensive times, that's a little bit of challenge, but as we get back towards the busier
corporate and corporate group season in the fourth quarter, we think that that should help us even as
the occupancy comparisons get a little bit tougher.
Compared to a quarter ago, we obviously raised the lower end of our guidance, I think we're feeling
as a consequence a bit more confidence in the RevPAR numbers that we’ve got out there on the
table. At the same time I think you should view our RevPAR guidance as been a reaffirmation and a
steady state comment of what we said a quarter ago, which is reflective of healthy demand and
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increasing strength around pricing, we think we will continue to get and post positive, substantially
positive RevPAR growth.
Joe Greff – JPMorgan: Great, that's helpful. And then a question on room additions, obviously
you took that up versus a quarter ago, and the pipeline remained constant from a quarter ago, do you
think though that the faster unit growth this year takes anything away from next year's unit addition
or unit growth?
Carl Berquist: This year we took it up, part of that's just timing of construction and projects
getting done, and also a little increase in the conversions than we had previously seen. I think as you
look out to 2011 we haven't put a number out there yet, but if you look at our pipeline about 50
percent of that pipeline is under construction right now, or has its financing. So, we feel pretty
confident in a similar type of range of 25,000 to 30,000 in 2011.
Joe Greff – JPMorgan: Great, excellent, thanks guys.
Will Marks - JMP Securities: Good morning, thank you. My question first of all, two questions.
One on incentive fees, based on your guidance what percent of hotels do you think will be paying
incentive fees this year?
Carl Berquist: Probably about 25 percent.
Will Marks - JMP Securities: okay and how do you expect that to ramp up? I guess this would
be asking for 2011 guidance, but do you think -- how quickly does it get back to previous levels?
Arne Sorenson: It's going to take a few years. I think you can look -- model what happened
coming out of the last recession; it's probably the best place to start. We obviously haven't built a
detailed model for 2011 yet but what you can see coming out of the last experience is we took a
number of years to get back to the same dollars of incentive management fees and then it was a few
years beyond that before we got to the same percentages of hotels that had incentive fee provisions
that were actually paying incentive fees.
Obviously, it's going to depend a lot on RevPAR growth, it's going to take a number of years to get
back to the 65 to 70 percent or so of hotels that would pay incentive fees.
Will Marks - JMP Securities: Great. Thank you and one unrelated question just on timeshare.
Can you give me the average contract pricing and how that's trending down if it has?
Carl Berquist: In the past when we sold weeks, the average was between $25,000 and $30,000 a
week, but now that we are selling points, that's going to change differently based on the volume of
the points. We don't have lot of experience right now; I think our average price was up about 5
percent in the quarter, but most of the quarter we were selling weeks during that time period.
Once we get some more history on the points program, we will be to give you some better
information around what the average sales price per customer is.
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Will Marks - JMP Securities: Would you say thought that the value -- not the value but just
pricing in general, did it drop or did you just…?
Arne Sorenson: We dropped our pricing aggressively a year ago. So second quarter 2009 we had
discounts available 15 to 25 percent depending on the kind of buyer and not necessarily every resort
and I am talking about core Timeshare here not about the fractional project. I think as we go into
2010 again we will watch our points develop but I suspect we will do meaningfully less discounting
with the points product than we were doing last year and so pound for pound we think the pricing
will be increasing.
Will Marks - JMP Securities: Great. Thank you very much.
Smedes Rose – KBW: Hi, good morning. You gave that worldwide, house profit margins were up
90 basis points in the second quarter and I was just wondering could you break that out between
North America and international which I think you have done in previous quarters.
Carl Berquist: I think it was pretty much 90 basis points across the board, for both domestic as
well as well international.
Smedes Rose – KBW: Okay and then in your increased guidance for the year it looks like the bulk
of that came from -- there was quite a big increase in the owned and leased hotels, profits from that
segment and I am just wondering is there, could you just provide some additional color there? Are
more termination fees expected or something beyond just the pure ownership of the eight hotels?
Carl Berquist: No it's basically the growth in RevPAR as well as the improvement in margins on
the leverage you get on the owned and leased property. It's driving a lot of that upside. We got a
little bit in there from branding fees as well that we would expect during the year but it's pretty
much those.
Arne Sorenson: The termination fees that we would anticipate would have been in Q2 and
obviously the Q2 numbers we have rolled through for that full year guidance.
Smedes Rose – KBW: Great.
Laura Paugh: Those Q2 termination fees were also included in the guidance that we provided last
quarter.
Smedes Rose – KBW: Okay.
Laura Paugh: So, the termination fees were not the upside surprise. It was performance of the
hotels that was the upside surprise.
Smedes Rose – KBW: Okay, got you. Okay. And then just finally it sounds like there wasn't an
impact but is there any way to sort of quantify anything from the Gulf Coast oil spill on your
franchisees in that region of folks staying away or is that just too hard to…
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Arne Sorenson: It's still a little early. I mean, for better or worse our presence on the Gulf Coast,
we look at about 15 full service hotels. They are mostly on the West Coast of Florida. We have
generally seen very little in terms of cancellations. We suspect that there is a bit of a decline in new
bookings though. It varies a little bit from hotel to hotel and market to market. As a consequence we
have done some things to reassure our customers that if the oil shows up where they book, there will
be certain compensating factors around cancellation or around other credits and discounts that
would apply to kind of make sure that we're sharing in that risk with them. But we're going to have
to watch it. While it's been out there for months now, because it hasn't hit the Gulf Coast, the West
Coast really in a significant way, so far it hasn't been terribly pronounced but we're watching it
carefully.
Smedes Rose – KBW: Great. Okay, thanks a lot.
Josh Attie – Citigroup: Can you talk a little bit about the incentive fees and how much you think
profits need to grow from current levels at the domestic hotels to start pushing more of those hotels
over the hurdles so they start earning incentive fees?
Carl Berquist: Sure. I think, well first of all let me mention that we're going to have an analyst
meeting in October and we're going to lay out as we've done in the past some three year scenarios
that help everyone understand a little more about the incentive fees but I think as we've talked in the
past if operating profit, house profit moved 20 percent, you still would just begin to see some more
hotels and probably a small number of hotels move into the incentive fee area. So as Arne
mentioned earlier, it's going to take a bit to get there.
Josh Attie – Citigroup: And maybe you could also give some color on the growth in the second
quarter. The second quarter incentive fees were up 30 percent and the RevPAR was only up in the
high single digits and it didn't seem like the percentage of hotels earning nearly changed that much.
So where did a lot of the growth come from? Did it come from new hotels that were added to the
system?
Carl Berquist: It came from new hotels that were added to the system especially in Asia and it
came from growth in those hotels that were already paying earlier. So as their RevPAR increased,
as their pricing increased, the amount of RevPAR they paid, I'm sorry, the amount of incentive fees
they paid moved even higher. And then we had about $1 million or $2 million of incentive fees in
there that were earned in pervious years that were paid in the second quarter just because we met
the criteria to get paid and its only booked when its paid.
Josh Attie – Citigroup: And then if you think about the 25 percent growth rate that you saw in the
second quarter, excluding the 1 to 2 million catch up, is that -- do you think that's sustainable in a
high single digit RevPAR environment without pushing the domestic hotels over?
Arne Sorenson: Who knows.
Carl Berquist: Yeah, it’s hard…
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Arne Sorenson: Incentive fee growth ought to be pretty exiting in terms of the percentage yearover-year. We do have some seasonality. So you can look at every year in the past and you can see
third quarter tends to be a pretty modest incentive fee quarter. Again that's a lot driven by the fact
that it's more of a leisure quarter than a business quarter and so the rates tend to be a little bit lower.
And so we’ll – it’ll be interesting to see what the percentage growth is in Q3, could be a little bit
lower I suppose but that's I think the case every year. We ought to see pretty interesting growth
going forward, it is -- we always, to some extent find it difficult to satisfy your curiosity around
these questions because this often does not perform based on averages.
So, you look at markets like New York or Shanghai to pick two quite different, Shanghai, we've got
a very substantial presence and growing and we've got RevPAR which is in part because of ramping
hotels and part because the great strength in China which is 30 percent of growth year-over-year.
Different kind of formula there, most of those hotels are able to pay incentive fees from the
beginning based on the way those formulas work. But that drives some pretty interesting growth in
incentive fees coming out of those hotels.
You look at New York where we have a U.S. style formula with a significant owner’s priority but
there too in New York, we've got a pretty interesting market with the ability to drive rates and with
the profitability of hotels. Those hotels are within the percentage that are already paying incentive
fees and so we'll see the growth that comes through from there.
By contrasts if you look at some of the managed Courtyard portfolios which our many hotels and
they do have an impact on this percentage of hotels that we've talked about, where we manage 120
Courtyard hotels for one of our owners. None of those are paying incentive fees today and
Courtyard obviously has been significantly impacted by RevPARs. As every other brand has. And
it's going to be sometime before those hotels get back to satisfying that owner’s priority and pay
anything.
So, we will try and spend a considerable amount of time on this in October when we have you all
together.
Josh Attie – Citigroup: Okay, thanks a lot. That's very helpful.
Janet Brashear - Sanford C. Bernstein: Hi. You know Arne as we were talking about incentive
fees in China, could you just tell us quickly, are the incentive fee percentages in China lower than
the percentages in the U.S.?
Arne Sorenson: Oh absolutely, yes. I mean a typical formula in the U.S. would be something like
the first dollars of profit until the owners received a 10 percent issue return on historically invested
capital. A 100 percent of that goes to the owner. And only dollars beyond that do we get an
incentive fee from and probably those incentive fees range from 20 to 25 percent at the low-end 40
or 50 percent at the high-end. And so that would be our share of the profits above that owner’s
priority.
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You get to China by comparison and typically there would be no owner's priority and we would get
something in the absolutely low-end 6 or 8 percent, maybe up to 12 percent at the high-end. But
again, that's a percentage of the first hour of profit.
Janet Brashear - Sanford C. Bernstein: Thank you and one final question on the incentive fee
front. Your guidance last quarter was up 5 to 10 percent for the full year, is that still what you
would say now?
Carl Berquist: It's probably mid-teens now for the full year.
Janet Brashear - Sanford C. Bernstein: Thanks Carl. If I could ask a question on Timeshare. You
talked about the conversion to points program being a driver of guest satisfaction and yet you're not
building new units, you're selling the existing system inventory. Would that not make it more
difficult for existing owners to book and thus affect their guest satisfaction?
Arne Sorenson: No, I don't think so. I'm not sure if I tracked you completely Janet. We've got a
couple of things going on here. We've obviously got a new program for brand new buyers, which is
this Points program, and we are selling out of twenty resorts today, something like that, where we
have inventory that has been completed.
So that's a significant portfolio already which gives those owners considerable flexibility, those new
owners. But in addition to that, we are giving our 350,000 current owners, something like that,
350,000 to 400,000 current owners, the ability to elect to participate in the new program where in
effect they can put their week, traditional week purchase program in and there are thousands of
those who are already choosing to do that.
And as they do that, which we anticipated as they do that, that product too will be added to this
Points portfolio and given even more flexibility.
Janet Brashear - Sanford C. Bernstein: The program, the offer for owners that's going on now,
has an initiation fee component. Do you anticipate some boost of profitability if a large number of
them are opting in?
Arne Sorenson: Not materially, you're talking about 600 bucks or something like that, I'm not sure
precisely what it is, but it's a few 100 bucks and it'll -- there is real cost in managing the -- both the
launch of the Destinations program and the conversion of the Legacy program into traditional
Destination Points, so we might collect a few million dollars of conversion fees, but we are
spending at least that if not significantly more than that in launching this new program.
Janet Brashear - Sanford C. Bernstein: Thank you.
Alistair Scobie - Atlantic Equities: Well good morning, thank you. Just two quick questions
please. One relating to your forward RevPAR guidance again and just maybe you could expand a
little bit in terms of the full service versus the limited service hotels. Obviously, in the first half of
the year, we've seen across the industry very strong performance on the upper scale some of the
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economy segments really lagging, when do you start to see that flip around in your sort of own
forecasting?
And second question was just one last quick way to try and get some more information on incentive
fees. I think either Carl or Arne mentioned it’s a multi-year journey to get back to around 60, 65
percent of the hotels earning incentive fees. Just out of interest is that, 60, 65 percent -- does that
represent sort of -- what do you think, that's a number you expect mid-cycle, or is that more of a
peak number?
Arne Sorenson: That would be more of a peak number. I think our all time high was in the 72
range. I think in 2007 we didn't quiet get back to the 72 range and we, again, please don't take all of
this as if it has been fully analyzed, because it's hasn't. This is a something we are working on now.
I think our sense is we ought to get back near the 2007 kinds of numbers.
But a lot of that depends on how many years of RevPAR growth we have and what that does to
profitability and the longer the run in terms of the recovery, if it's six or seven or eight years, the
higher that percentage gets because inevitably we've got some number of hotels that entered the
system at peak times, remember the formula we talked about before, so if I built a hotel, or bought a
hotel and converted it to a Marriott for the first time in 2006, or 2007 when evaluations were at their
peak at 10 percent return on that capital invested in 2006 or 200,7 is a pretty big hurdle to get over
and some number of those hotels will never get over that hurdle as they may have been bought at 5
percent cap rates based on peak cash flow.
Let's see on the RevPAR, I guess the other question you asked was RevPAR limited service versus
full service. I think there are few things that are going on here. One is about supply so the supply
growth that we're seeing this year is still disproportionately limited service supply growth. We've
grown our limited service brand significantly, but a number of our competitors have gone after our
segment leading brands with their own entrance, and that's where much of their growth has been.
We are getting to the tail end I think of that growth as we get into next year, we should see that tail
off, and that will be helpful I think to the RevPAR in those brands.
Alistair Scobie - Atlantic Equities: Okay, thank you, that's very clear.
Felicia Hendrix - Barclays Capital: Hi, good morning guys. So Arne you touched on this before,
you're not specifically giving fourth quarter guidance, but your full year guidance and given that
your third quarter implies fourth quarter, so your implied fourth quarter outlook is optimistic and
I've just wondering in light of -- you gave good color about how group room nights are trending, but
you also did say that about a quarter those are booked within three months. So, I'm just wondering
how that -- how much does that short-term booking window swing your quarter's results, and as you
think about guidance do you take into consideration the risk that you may have from lowish
visibility?
Arne Sorenson: Yes, we're trying obviously the -- there is a lot we don't know and it's -- you do us
a favor to ask the question because there is not just on group bookings in the quarter, for the quarter,
but transient booking and business travel. There is only a tiny fraction of business transient travel
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for the fourth quarter which is on our books today. That is business that tends to show up a week
before travel something like that in bulk. And so the guidance that we've given you for the third
quarter and that is implicit in our full year numbers for the fourth quarters is the best judgment that
we've got.
We cannot look at what's on our books today and say that we know for certainty where it's going to
be, but we're comforted quite a bit by the breadth and demand growth that we're seeing from our
business clients across the United States and the strength across the globe. It's not a -- it is the
exception that is weaker at this point in time. So we're seeing good demand growth in the
overwhelming majority of places.
Felicia Hendrix - Barclays Capital: Okay, and actually your comment about strength across the
globe gets to my next question because I'm just wondering and maybe you just answered this, but
I'll ask it anyway, in Europe, I'm just wondering -- are you seeing any change at all from corporates
in terms of their investment in travel?
Arne Sorenson: Not from a year ago, but if you're saying change in the last few months as our
concerns about Greece and Spain and others have increased….
Felicia Hendrix - Barclays Capital: Correct.
Arne Sorenson: No. we are at the moment observing a sovereign debt crisis, which is not by itself
impacting economic activity, and that's kind of economic activity that drives travel. There is a risk
obviously that if that sovereign debt crisis develops in a way where it is having a broad impact in
slowing the much less exciting and headline worthy economic growth, German exports and other
things, then it will start to have an impact. And what we're seeing now is a meaningfully more
active economy in many parts of the globe compared to what it was a year ago. And remember all
of these numbers we give you are 12 month comparison. So, while we feel really good about the
growth that's here, an 8 percent RevPAR growth in our second quarter of 2010 still leaves us a long
way short of where we were in 2007.
Felicia Hendrix - Barclays Capital: Okay that's helpful. Thank you.
Shaun Kelley - Bank of America/Merrill Lynch: Good morning guys. I was wondering if you
could give a little bit more color on the corporate negotiated rate process. You gave some indication
in the prepared remarks but wondering specifically kind of when do you think you will have kind of
a enough of the data point there to begin to glean something about 2011 and then also just how
much does that, does corporate negotiates make up of your mix this year?
Arne Sorenson: It's about 15 percent we think now I think in -- it's probably been as low as 12 –
may 11 or 12 percent of room nights in full service hotels. It’s probably a little bit more than that as
it's growing now significantly but it ought to be in that range I think as we go forward.
We are probably not likely to have much more clarity a quarter from now than we do today. A
quarter from now we will be well into those negotiations and generally today we are not but I would
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anticipate that a quarter from now relatively few of them will have been completed and so it's likely
to be a year end kind of thing.
Now, ultimately as we get into to it, we think obviously that rates should be coming up and coming
up meaningfully from where they were negotiated a year ago. I think there is no surprise in that.
That will, like everything else, that will leave the rates still substantially below where they were in
2007. So, those special corporate rates have dropped significantly and even if we came up in high
single digits and or even 10 percent on those rates in special corporate accounts, it's going to leave
us quite short of where we were in 2007.
We will also see some dynamic underway which is that within the special corporate universe we
have got relatively better business and relatively weaker business and some of that weaker business
will find that it gets pushed out and that we end up with a little bit of a mix shift if you will even
within special corporate. And both of those things will be relevant to what rate we are ultimately
able to drive on average in 2011.
Shaun Kelley - Bank of America/Merrill Lynch: That's helpful and then I guess the second part
of that would be, could you talk a little bit about what industries you guys are seeing, the biggest
pick ups in, like where kind of, what sectors are driving this and then what kind of what are the
weak spots still?
Arne Sorenson: Yeah I think generally -- we do have that data someplace here. Generally we're
seeing recovery across the industry and remember how bleak things were in the second quarter of
last year. While not every industry was hit as bad as the finance industry in 2009, everybody was
watching what was happening in the economy and frightened by it and as a consequence it had an
impact really on the travel patterns of virtually everybody last year. I think we see obviously the
financial industry is one of the big growth areas because it's backed so much more dramatically but
we are seeing tech business is coming along well. Auto business was moribund a year ago and there
are good pockets of growth there. Consulting and insurance seems to be up significantly. I think
generally we've got business back on the road.
Shaun Kelley - Bank of America/Merrill Lynch: Great, thanks.
Chris Woronka - Deutsche Bank: Hey, good morning guys. Arne I think you started to kind of
hit on it when, the last question about where are these -- some of these special corporate rates are
versus '07 but can you maybe tell us where, a little bit more precisely where they are versus last
year, the ones that you’re raising 10 percent and more?
Arne Sorenson: You mean where they are today versus a year ago?
Chris Woronka - Deutsche Bank: Yeah.
Arne Sorenson: Yeah. I think if you look over a couple of year period of time, it's not unusual to
see special corporate rates down 20 percent. I can't give you an average off the top of my head. I
don't know whether we've got that here or not. I suspect not. But we've had, there's been a lot of
pressure on special corporate obviously over the last couple of years.
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Chris Woronka - Deutsche Bank: Okay, great. And on the group side, can you -- I may have
missed it -- can you kind of share with us where, what pricing looks like there for kind of '11 or '11
and beyond?
Arne Sorenson: Yeah, I think the, it’s interesting, if you look at the things that we're pricing today
or getting ready to price today. We talked about corporate rack rates in the prepared remarks but
you also look at sort of retail rates that are available. So where we're pricing new incremental
business today, were probably up in high single digit range from where we were a year ago. When
we look at the group business we're pricing today for next year and comparing the way we priced it
a year ago for this year, we're probably also up on average in the high single digits. And then of
course we've talked a bit about special corporate which we're really not pricing today but which
we'll be negotiating later this fall. And we would expect those rates to be up in the same general
order of magnitude.
Chris Woronka - Deutsche Bank: Okay, great. And then I think you guys mentioned earlier that
the revolver balance may be kind of near zero at year end and you're going to be at your targeted
leverage levels. Should we read that to mean that stock buybacks are more likely or potential next
year?
Carl Berquist: Well I think you're right as you look at our balance sheet. If the trends continue, we
will generate and could end the year of our capital spending stays the same with some cash above
what we usually have and maintain our three times coverage ratio. I think from a share purchase
standpoint though, first and foremost its to maintain our credit rating and to invest back into the
business and ultimately if we do continue with these trends into the next year or two, then we also
see share repurchase as a way of returning cash to shareholders. But I don't think you'll see that in
2010.
Chris Woronka - Deutsche Bank: Okay, very good. Thanks.
Jeff Donnelly - Wells Fargo: Good morning guys. Arne, I'm trying to think about your visibility
on your second half 2010 guidance. As the year has progressed, are you entering each quarter with
more business actually on the books for the coming quarter or do you just have more confidence
that it shows up?
Carl Berquist: Oh, it's probably more the latter than the former. I suspect we're seeing a very, very
modest but nevertheless a bit of an increase in the booking window and so in a sense I suppose the
first part of your question is also true that we got a little bit more business on the books but that
doesn't – that doesn’t have much of an impact into what we're saying that we expect over the
coming quarters. I think what we're saying we expect over the coming quarters is really more driven
by the trends we're seeing in pricing and the steadiness we're seeing in that demand growth.
Jeff Donnelly - Wells Fargo: And I'm curious now that you have had several months of results
that certainly have been better than expectation, what specifically is your process for incorporating
that into your yield management for future periods to ensure that you're not leaving anything on the
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table. I mean is it just as simple as telling revenue managers to be aggressive on rates and patient on
occupancy, I mean how do you push that through?
Arne Sorenson: Well, we do both in terms of running the business obviously, which is more
important than how we build the guidance. But Mr. Marriott and I and other executives across the
company have been around the globe holding town halls with our teams. We've done it in Shanghai
and Beijing and San Antonio and Orlando and Washington and Charlotte and Frankfurt and Paris. I
can name a few more if I had stopped and thought about it and in every one of those we have said
that the team get the rate up.
And we're really trying to give them some courage to go out there and drive rate even though
obviously there are some risks associated with that, and the primary risk is that we're going to lose
some occupancy. And so we have been beating the drum on this since the first of the year if not a
little bit before that and you know I can think vividly about conversations with customers in the
fourth quarter of 2009, where the conversation we had with them was, fourth quarter 2009 is a great
time to book if you know you're going to hold your meeting, it's a great time to book because rates
have not started to move and if the recovery goes the way we would anticipate it, we wouldn't be at
all surprised to see that rate begins to move in 2010. And as a consequence, things are going to get
more expensive.
And so we've been pushing that theme really very, very hard. I think as it comes to guidance, we
apply the judgment here in Bethesda to what we see rolled up from the field. Those things are not
independent of each other in the sense that we're having a constant communication with folks in our
hotels and our revenue management teams and our executives who are overseeing big chunks of this
business, but generally I think what we have seen is our property level forecasts have started to
come up, closer to the kind of guidance that we've been already providing you for now at least a
couple of quarters because we could see it and we could see it based on experience in prior
recessions that we would continue to see pricing build as demand remained high.
And so really, if you compare our guidance today with a quarter ago, our guidance a quarter ago
was add more judgment from us in it and less of the individual property forecasts that were as
aggressive as what we put out there. And today, a quarter later, we've seen that many of the
properties in the national order feel that their forecast have moved to where our judgments are.
Jeff Donnelly - Wells Fargo: Do you think all else equal that they maybe having a more
centralized pricing model particularly in certain areas of your business like large group and what
have you -- it really helps you push through, more significant price increases right now rather than
having to rely on the sort of convincing the masses if you will?
Arne Sorenson: Well, I think whether it's centralized or distributed, you've got to give the team the
cover to take the risk to drive rate and it's not going to happen by itself. So if you're simply sitting
back and waiting for individual properties to stick their necks out and drive rate, you'll see that
you're not been as aggressive as you can be, and so we've been very deliberate about giving them
that cover.
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We obviously also have a very sophisticated revenue management system which gives lots of
guidance on a day-to-day basis by our property teams, true expertise, and they've been a great, a
great partner and a great source of leadership in this biz.
Jeff Donnelly - Wells Fargo: Just one last question is on the conversion activities. Is it probably
full services or select service and what's been I guess the catalyst for the pickup there? Do you think
that's going to continue picking up in the 2011?
Arne Sorenson: It's been primarily full service to date. I think it's been Autograph, probably more
than anything else. As we go forward, I suspect we'll see that continue, we are really gratified by the
appetite that we are hearing from the ownership community to convert to Autograph. And really
pleased by the results of the early hotels that have joined that collection. The other thing I think
we'll see is, if and as we see transactions step up in the industry and trading of existing hotels, that is
a really important thing to drive conversion activity.
Carl Berquist: And we would expect those conversions in the most part to be a full service hotels.
Arne Sorenson: All right we got one minute, do we still have a question in the queue?
Ryan Meliker - Morgan Stanley: Hi guys. Most of my questions have been answered, but just
real quickly. And you know the numbers may not be huge, but I just want to get your -- some of the
information on how you're thinking about it. When you look at 3Q guidance for the owned and
leased property net of direct expenses, you've got that number coming down versus 3Q'09 in an
environment where margin seems to be going up and RevPAR is increasing. What's going on that's
driving that number?
Arne Sorenson: Jump us with the last question Ryan.
Carl Berquist: Yeah. I think in the –
Laura Paugh: The year ago quarter…
Carl Berquist: Yes. We had $6 million of cancelation fees booked in the third quarter of '09 that
will not repeat itself in '10.
Ryan Meliker -Morgan Stanley: Okay, so okay, so you're basically –
Carl Berquist: So, it was a one time item that we had last year, that's in there.
Ryan Meliker - Morgan Stanley: Okay, that helpful. Thanks.
Arne Sorenson: All right, thank you everybody. We appreciate your time this morning and we
look forward to welcoming you wherever your journey takes you. Keep travelling.

--End--
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