Blackstone Gets Hilton in Colossal $26 Billion Deal
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One of the biggest success stories in the hotel industry has been The Blackstone Group, which a few years ago started buying and selling lodging companies. Now the investment group has attained what could possibly be its crowning achievement, buying Hilton Hotels Corporation (NYSE:HLT). The deal which was announced at 6:00 PM Tuesday evening as investors and scrutinizers were headed off for the Fourth of July holiday break is for a colossal $26 billion. The selling price of $47.50 a share translates to a 40 percent premium over the stock’s closing price on Monday, and if consummated will be one of the largest deals in history. 

The deal was approved by Hilton’s Board of Directors on Tuesday and the transaction is set to close during the fourth quarter of 2007. Since this morning, Hilton’s stock has been rapidly climbing. As of 1:00 PM Eastern Standard Time, it was up $9.40 (26.07 percent) to $45.45 and should climb higher throughout the day. 

“Our priority has always been to maximize shareholder value. Our Board of Directors concluded that this transaction provides compelling value for our shareholders with a significant premium,” said Stephen Bollenbach, Hilton’s co-chairman and CEO. “We are delighted that a company with the resources and reputation of Blackstone fully appreciates the value inherent in our global presence, strong brands, industry leading marketing and technology programs, and unique portfolio of hotel properties.” 

Jonathan Gray, Senior Managing Director, Blackstone, added, "It is hard to imagine a better strategic fit for us than Hilton with its world-class people, brands and network of hotels. This transaction is about building the premier global hospitality business. We are committed to investing in the company and working with Hilton's outstanding owners and franchisees to continue to grow and enhance the business." 

Blackstone already owns more than 100,000 hotel rooms in the U.S. and Europe, ranging with limited service properties under the La Quinta Inns and Suites flag, as well as hotels in its luxury portfolio; LXR Luxury Resorts and Hotels. Hotels in that collection are such renowned properties as The Boulders Resort and Spa (Arizona), The El Conquistador Resort (Puerto Rico), The Boca Raton Resort and Club (Florida), The Golden Door Spa (San Diego), and The London NYC (New York). 

Hilton Hotels Corp currently operates brands under the following flags: Hilton, Conrad Hotels & Resorts, Doubletree, Embassy Suites, Hampton Inn, Hilton Garden Inn, Hilton Grand Vacations, Homewood Suites by Hilton, and The Waldorf=Astoria Collection. Blackstone has been making some serious deals during the last few years. It bought both Meristar Hospitality and Prime Hospitality, breaking up the companies and selling some hotels and also acquired Extended Stay America and Homestead Village and combined the companies before selling that off as well. Blackstone had also bought Budgetel, converted its properties an sold the name earlier this year. 

According to a press release issued by Hilton and Blackstone, Blackstone intends to invest in the Hilton properties and brands globally to enhance the portfolio’s value. It does not plan to break the company into smaller components and sell them off. The release notes that Blackstone invested approximately $1 billion in redevelopment capital in its LXR properties during the last three years while also growing the La Quinta brand by approximately 45% since its acquisition in January 2006. 

According to Bruce Ford, said Senior VP of Sales with Lodging Econometrics the deal is the perfect fit for Blackstone. “Hilton continues to lead the industry with an extremely aggressive new construction pipeline across the world. Blackstone’s acquisition of the brands may prove to be their most lucrative yet in the hotel industry,” said Ford. He believes Blackstone will fully integrate La Quinta into the Hilton family. His reasoning is that it will help boost that brand’s ability to get access to a host of new developers. 

The deal signals another major chapter in the ascent of private equity that has flooded into the marketplace. Last December, Harrah’s Entertainment was successfully wooed by an astounding $26.8 billion deal (including debt) to be taken private by Texas Pacific Group (TPG) and Apollo Management, L.P. The deal was for $16.1 billion in cash and the assumption of $10.7 billion in debt. 

Now speculation moves to what other major players will be up for grabs. The most likely contender is Starwood Hotels & Resorts, which has been going through a leadership shakeup since its founder Barry Sternlicht left the company two years ago. On March 31 the company’s CEO Steven Heyer resigned under shady circumstances – he left without any compensation package – and the company has seen a lot of turnover in the upper ends of management during the last two years. 
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Glenn Haussman, Hotel Interactive's Editor In Chief, has been specializing in the hospitality industry for more than 10 years. He often speaks at lodging industry events, is quoted frequently as an expert source by newspapers and is an adjunct professor at New York University. 


