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any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
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information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K

Extended Stay America, Inc. X

ESH Hospitality, Inc. X
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Extended Stay America, Inc.Large accelerated filer x Accelerated filer -
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(Do not check if a smaller reporting company)

ESH Hospitality, Inc. Large accelerated filer x Accelerated filer ~
Non-accelerated filer ~ Smaller reporting company

(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Extended Stay America, Inc. Yes © No x

ESH Hospitality, Inc. Yes © No x
As of June 30, 2014, the aggregate value of the registrants Paired Shares held by non-affiliates was approximately
$812.2 million, based on the number of shares held by non-affiliates as of June 30, 2014 and the closing price of the
registrants Paired Shares on the New York Stock Exchange on June 30, 2014.

Indicate by check mark whether the registrants have filed all documents and reports required to be filed by Section 12,
13, or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed

by acourt. Yes x No ~

As of February 20, 2015, Extended Stay America, Inc. had 204,517,265 shares of common stock outstanding and ESH
Hospitality, Inc. had 204,517,265 shares of Class B common stock and 250,303,494 shares of Class A common stock
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outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of our proxy statements relating to the 2015 Annual Meetings of Shareholders are incorporated by reference
into Part III of this combined annual report on Form 10-K.
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ABOUT THIS COMBINED ANNUAL REPORT

This combined annual report on Form 10-K is filed by Extended Stay America, Inc., a Delaware corporation (the

Corporation ), and its controlled subsidiary, ESH Hospitality, Inc., a Delaware corporation ( ESH REIT ). Both the
Corporation and ESH REIT have securities that have been registered under the Securities Act of 1933, as amended
(the Securities Act ), which are publicly traded and listed on the New York Stock Exchange (the NYSE ) as Paired
Shares, as defined below. As further discussed below, unless otherwise indicated or the context requires, the terms

Company, Extended Stay, Extended Stay America, we, our and us refer to the Corporation, ESH REIT and tl
subsidiaries considered as a single enterprise.

We believe combining the annual reports on Form 10-K of the Corporation and ESH REIT into this single report
results in the following benefits:

Enhances investors understanding of the Corporation and ESH REIT by enabling investors, whose
ownership of Paired Shares gives them an ownership interest in our hotel properties through ESH REIT and
in the operation of the hotels and other aspects of our business through the Corporation, to view the business
as a whole;

Eliminates duplicative and potentially confusing disclosure and provides a more streamlined presentation,
since a substantial amount of our disclosure applies to the Corporation and ESH REIT; and

Creates time and cost efficiencies through the preparation of one combined report instead of two separate
reports.
On November 18, 2013, the Corporation and ESH REIT completed their initial public offering (the Offering ) of
Paired Shares. Prior to the Offering, we completed the Pre-IPO Transactions (as defined in Business Our History The
Pre-IPO Transactions ), which restructured and reorganized the existing business. Unless otherwise indicated or the
context requires:

Company. Subsequent to the Pre-IPO Transactions, the term Company refers to the Corporation, ESH REIT
and their subsidiaries considered as a single enterprise. For the period from October 8, 2010 (the Acquisition
Date ) through the Pre-IPO Transactions, the term Company refers to ESH REIT, ESH Strategies (as defined
below), HVM (as defined below) and their subsidiaries considered as a single enterprise.

Corporation. The term Corporation refers to Extended Stay America, Inc., a Delaware corporation, and its
subsidiaries (excluding ESH REIT and its subsidiaries), which include the Operating Lessees (as defined
below), ESH Strategies (as defined below) and ESA Management (as defined below). The Corporation
controls ESH REIT through its ownership of ESH REIT s Class A common stock, which represents
approximately 55% of the outstanding common stock of ESH REIT.
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ESH REIT. Subsequent to the Pre-IPO Transactions, the term ESH REIT refers to ESH Hospitality, Inc., a
Delaware corporation that has elected to be taxed as a real estate investment trust ( REIT ), and its
subsidiaries. For the period from the Acquisition Date through the Pre-IPO Transactions, the term ESH

REIT refers to ESH Hospitality LLC, a Delaware limited liability company that elected to be taxed as a
REIT, its subsidiaries, which prior to the Pre-IPO Transactions, included three taxable REIT subsidiaries

(the Operating Lessees ) and HVM (as defined below), a consolidated variable interest entity. ESH REIT is a
majority-owned subsidiary of the Corporation, which leases its hotel properties to the Operating Lessees. For
the period from the Acquisition Date through the Pre-IPO Transactions, ESH REIT was owned by the
Sponsors (as defined below).

ESH Strategies. The term ESH Strategies refers to ESH Hospitality Strategies LLC, a Delaware limited
liability company, and its subsidiaries. ESH Strategies owns the intellectual property related to our business
and is a wholly-owned subsidiary of the Corporation. For the period from the Acquisition Date through the
Pre-IPO Transactions, ESH Strategies was owned by the Sponsors (as defined below).

ESA Management and HVM. The term ESA Management refers to ESA Management LLC, a Delaware
limited liability company, and its subsidiaries. ESA Management is a wholly-owned

ii
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subsidiary of the Corporation and manages ESH REIT s leased hotel properties on behalf of the Operating
Lessees. For the period from the Acquisition Date through the Pre-IPO Transactions, the Operating Lessees
engaged HVM LLC ( HVM ) as an eligible independent contractor within the meaning of Section 856(d)(9)
of the Internal Revenue Code of 1986, as amended (the Code ), to manage the leased hotel properties on their
behalf.

Company Predecessor. The term Company Predecessor refers to substantially all of the assets and operations
of Homestead Village LLC that were auctioned off by the former debtors of Homestead Village LLC in its
Chapter 11 reorganization, which were acquired by ESH REIT and ESH Strategies, collectively, on the
Acquisition Date. The acquisition was accounted for as a business combination in accordance with Financial
Accounting Standards Board ( FASB ) Accounting Standards Codification ( ASC ) 805, Business
Combinations.

ESH REIT Predecessor. The term ESH REIT Predecessor refers to the portion of the assets and operations of
Homestead Village LLC acquired by ESH REIT on the Acquisition Date. The acquisition was accounted for
as a business combination in accordance with FASB ASC 805, Business Combinations.

Paired Shares. The term Paired Shares means the shares of common stock, par value $0.01 per share, of the
Corporation, together with the shares of Class B common stock, par value $0.01 per share, of ESH REIT,
which are attached and trade as a single unit.

Sponsors. The term  Sponsors collectively refers to Centerbridge Partners, L.P., Paulson & Co. Inc.
and the Blackstone Group, L.P. and their funds or affiliates.
See Business Our Corporate Structure for a simplified structure chart reflecting our corporate structure.

For ease of presentation:

When we refer to our ownership of hotel properties, we are referring to the hotel properties owned by
subsidiaries of ESH REIT.

When we refer to the management and operation of our hotels, we are referring to the management of hotels
by ESA Management subsequent to the Pre-IPO Transactions and the management of hotels by HVM prior
to the Pre-IPO Transactions.

When we refer to our brands, we are referring to intellectual property related to our business owned by ESH
Strategies.

When we refer to our management team, our executives or officers, we are referring to the management team
(and executives and officers) of the Corporation and ESH REIT. Prior to the Pre-IPO Transactions, when we
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refer to our management team, our executives or officers, we are referring to HVM s management team (and
executives and officers).
As required by FASB ASC 810, Consolidations, due to the Corporation s controlling financial interest in ESH REIT,
the Corporation consolidates ESH REIT s financial position, results of operations, comprehensive income and cash
flows with those of the Corporation. As such, selected financial data, management s discussion and analysis of
financial condition and results of operations and financial statements are presented herein for each of the Company, on
a consolidated and combined basis, and ESH REIT. The Corporation s stand-alone financial condition and related
information is discussed herein where applicable. In addition, with respect to other financial and non-financial
disclosure items required by Form 10-K, any material differences between the Corporation and ESH REIT are
discussed separately herein.

To help investors understand the differences between the Company on a consolidated and combined basis, and ESH
REIT, this combined annual report on Form 10-K presents the following sections or portions of sections for each of
the Company on a consolidated and combined basis, and ESH REIT (where applicable):

PartIIItem 5 Market for Registrants Common Equity, Related Stockholder Matters and Issuer Purchases of

Equity Securities

iii
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Part Il Item 6  Selected Financial Data

Part Il Item 7 Management s Discussion and Analysis of Financial Condition and Results of Operations

Part IT Item 7A  Quantitative and Qualitative Disclosures About Market Risk

Part Il Item 8 Financial Statements and Supplementary Data
This report also includes separate Part II Item 9A  Controls and Procedures sections and separate Exhibit 31 and 32
certifications for each of Extended Stay America, Inc. and ESH Hospitality, Inc. in order to establish that the Chief
Executive Officer and the Chief Financial Officer of Extended Stay America, Inc. and the Chief Executive Officer and
the Chief Financial Officer of ESH Hospitality, Inc. have made the requisite certifications and that Extended Stay
America, Inc. and ESH Hospitality, Inc. are compliant with Rule 13a-15 or Rule 15d-15 of the Securities Exchange
Act of 1934 and 18 U.S.C. §1350.

CERTAIN DEFINED TERMS

The following are definitions of certain key lodging operating metrics used in this combined annual report on Form
10-K:

ADR or average daily rate means hotel room revenues divided by total number of rooms sold in a given period.

Extended stay market means the market of hotels with a fully equipped kitchenette in each guest room, which accept
reservations and do not require a lease, as defined by The Highland Group.

Hotel Operating Profit means the sum of room and other hotel revenues less hotel operating expenses (excluding loss
on disposal of assets) and Hotel Operating Margin means the ratio of Hotel Operating Profit divided by the sum of
room and other hotel revenues.

Mid-price extended stay segment means the segment of the extended stay market that generally operates at a daily rate
between $45 and $95, as defined by The Highland Group.

Occupancy or occupancy rate means the total number of rooms sold in a given period divided by the total number of
rooms available during that period.

RevPAR or revenue per available room means the product of average daily room rate charged and the average daily
occupancy achieved for a hotel or group of hotels in a given period. RevPAR does not include ancillary revenues,
such as food and beverage revenues, or parking, pet, telephone or other guest service revenues.

The following terms, when used in connection with our company-wide initiatives to reinvest in or renovate our hotel
properties, have the following meanings in this combined annual report on Form 10-K (in all cases, unless the context
otherwise requires or where otherwise indicated):

Hotel renovation or Platinum renovation package refers to upgrades that typically include remodeling of common

areas, new paint, carpet, signage, tile or vinyl flooring and counters in bathrooms and kitchens, as well as the
refurbishment of furniture, replacement of aged mattresses and installation of new flat screen televisions, artwork,
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lighting and bedspreads.

Room refresh or Silver refresh package refers to upgrades that typically include the replacement of aged mattresses
and installation of new flat screen televisions, lighting, bedspreads and signage.

v
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This combined annual report on Form 10-K contains forward-looking statements within the meaning of the federal
securities laws. All statements other than statements of historical facts included in this combined annual report on
Form 10-K may be forward-looking.

Statements herein regarding our ongoing hotel reinvestment program, our ability to meet our debt service obligations,
our future capital expenditures, our distribution policy, our plans, objectives, goals, beliefs, business strategies, future
events, business conditions, results of operations, financial position and our business outlook, business trends and

other information referred to under Business,  Risk Factors, = Market for Registrants Common Equity, Related
Stockholder Matters and Issuer Purchases of Equity Securities Distribution Policies and Management s Discussion
and Analysis of Financial Condition and Results of Operations include forward-looking statements. When used in this
combined annual report on Form 10-K, the words believe, expect, anticipate, intend, estimate, will, look for
and variations of such words or similar expressions are intended to identify forward-looking statements. The
forward-looking statements are not historical facts, and are based upon our current expectations, beliefs, estimates and
projections, and various assumptions, many of which, by their nature, are inherently uncertain and beyond our control.
Our expectations, beliefs, estimates and projections are expressed in good faith and we believe there is a reasonable
basis for them. However, there can be no assurance that management s expectations, beliefs, estimates and projections
will result or be achieved and actual results may vary materially from what is expressed in or indicated by the
forward-looking statements.

There are a number of risks, uncertainties and other important factors, many of which are beyond our control, that
could cause our actual results to differ materially from the forward-looking statements contained in this combined
annual report on Form 10-K. Such risks, uncertainties and other important factors include, but are not limited to:

changes in U.S. general and local economic activity and the impact of these changes on consumer
demand for lodging and related services in general and for extended stay lodging in particular;

levels of spending in the business, travel and leisure industries, as well as consumer confidence;

increased competition and the over-building of hotels in our markets;

fluctuations in the supply and demand for hotel rooms;

changes in the tastes and preferences of our customers;

the seasonal and cyclical nature of the real estate and lodging businesses;

interruptions in transportation systems, which may result in reduced business or leisure travel;
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events beyond our control, such as war, terrorist attacks, travel-related health concerns, natural disasters and

severe weather;

our ability to implement our business strategies profitably;

the availability of capital for renovations and future acquisitions;

our ability to integrate and successfully operate any hotel properties acquired, developed or built in the
future and the risks associated with these hotel properties;

the high fixed cost of hotel operations;

our ability to retain the services of certain members of our management;

incidents or adverse publicity concerning our hotels or other extended stay hotels;

decreases in brand loyalty due to increasing use of internet reservation channels;

changes in distribution arrangements, such as those with internet travel intermediaries;

Table of Contents
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nien

our ability to keep pace with improvements in technology utilized for reservations systems and other

operating systems;

the occurrence of cybersecurity incidents;

our ability to protect our trademarks and other intellectual property;

the ability of ESH REIT to qualify, and remain qualified, as a REIT under the Code;

actual or constructive ownership (including deemed ownership by virtue of certain attribution provisions
under the Code) of Paired Shares by investors who we do not control, which may cause ESH REIT to fail to
meet the REIT income tests;

changes in federal, state, or local tax law, including legislative, administrative, regulatory or other actions
affecting REITSs or changes in interpretations thereof or increased taxes resulting from tax audits;

our relationships with associates and changes in labor laws;

the cost of compliance with and liabilities under environmental, health and safety laws;

changes in real estate and zoning laws and increases in real property tax rates;

changes in local market or neighborhood conditions may diminish the value of real property;

increases in interest rates and operating costs;

our substantial indebtedness and debt service obligations, including material increases in our cost of
borrowing;

our ability to access credit or capital markets;

inadequate insurance coverage;

adverse litigation judgments or settlements; and
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our status as a controlled company.
There may be other factors that may cause our actual results to differ materially from the forward-looking statements,
including factors disclosed in this combined annual report on Form 10-K. You should evaluate all forward-looking
statements made in this combined annual report on Form 10-K in the context of these risks and uncertainties.

We caution you that the risks, uncertainties and other factors referenced above may not contain all of the risks,
uncertainties and other factors that are important to you. In addition, we cannot assure you that we will realize the
results, benefits or developments that we expect or anticipate or, even if substantially realized, that they will result in
the consequences or affect us or our business in the way expected. Estimates and forward-looking statements speak
only as of the date they were made and we undertake no obligation to publicly update or revise any forward-looking
statements to reflect subsequent events or circumstances, except as required by law.

vi
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PART I

Item 1. Business
Our Company

We are the largest integrated owner/operator of company-branded hotels in North America. Our business operates in
the extended stay lodging industry, and as of December 31, 2014, we own and operate 682 hotels comprising 76,000
rooms located in 44 states across the United States and in Canada. We own and operate 632 of our hotels under our
core brand, Extended Stay America, which serves the mid-price extended stay segment, and accounts for
approximately half of the segment by number of rooms in the United States. In addition, we own and operate three
Extended Stay Canada hotels and 47 hotels in the economy extended stay segment under the Crossland Economy
Studios brand. For the year ended December 31, 2014, the Company had revenues of approximately $1.2 billion,
Adjusted EBITDA of approximately $556.7 million and net income of approximately $150.6 million. See

Management s Discussion and Analysis of Financial Condition and Results of Operations Non-GAAP Financial
Measures for a definition of Adjusted EBITDA and a reconciliation of net income to Adjusted EBITDA.

Our extended stay hotels are designed to provide an affordable and attractive alternative to traditional lodging or
apartment accommodations and are targeted toward self-sufficient, value-conscious guests. Our hotels feature
fully-furnished rooms with in-room kitchens, complimentary grab-and-go breakfast, free WiFi, flat screen TVs and
limited housekeeping service, which is typically provided on a weekly basis. Our guests include business travelers,
professionals on temporary work or training assignments, persons relocating, temporarily displaced or purchasing a
home and anyone else in need of temporary housing. Our guests generally rent accommodations on a weekly or longer
term basis. For the year ended December 31, 2014, approximately 31%, 24% and 45% of our revenue was derived
from guests with stays from 1-6 days, from 7-29 days, and over 30 days, respectively.

Our History

We were founded in January 1995 as a developer, owner and operator of extended stay hotels. Following a period
focused primarily on new development, we became a consolidator of hotel properties by selectively acquiring
extended stay companies and hotels, ultimately creating the largest mid-price extended stay company in the United
States. We were acquired out of bankruptcy by the Sponsors on October 8, 2010. We now operate an extended stay
hospitality platform with approximately 9,100 employees and are led by a management team with public company
experience in hospitality, consumer retail and service businesses.

Prior to the Offering, we restructured and reorganized our then-existing business through the Pre-IPO Transactions.
We believe that our business is now more operationally efficient because all of the assets, operations and management
of our business, other than ownership of the hotel properties, is housed in one entity. Ownership of Paired Shares
gives investors an ownership interest in our hotel properties through ESH REIT and in the operation of our hotels and
other aspects of our business through the Corporation. This structure permits us to retain some, though not all, of the
REIT benefits of our prior structure (i.e., while ESH REIT continues to be taxed as a REIT for U.S. federal income tax
purposes, all distributions paid by ESH REIT to the Corporation are subject to corporate level tax, effectively
eliminating a majority of the tax benefit of REIT status for the consolidated enterprise).

The Corporation
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Extended Stay America, Inc. was incorporated in Delaware on July 8, 2013. The Corporation operates the 682 hotels
owned by ESH REIT. The hotels are operated by the Operating Lessees, wholly-owned subsidiaries of the
Corporation, pursuant to leases with ESH REIT, and are managed by ESA Management, a wholly-owned subsidiary
of the Corporation, pursuant to management agreements with the Operating Lessees.
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The substantial majority of the hotels are operated under our core brand, Extended Stay America. ESH Strategies, a
wholly-owned subsidiary of the Corporation, owns the brands related to our business.

ESH REIT

ESH Hospitality, Inc. was formed as a limited liability company in Delaware on September 16, 2010 and was
converted to a corporation on November 5, 2013. ESH REIT has elected to be taxed as a REIT. ESH REIT owns the
Company s 682 hotel properties, which are leased and operated by subsidiaries of the Corporation as described in the
preceding paragraph.

The Pre-IPO Transactions

The Corporation was formed for the purpose of effecting the Pre-IPO Transactions. Prior to the Pre-IPO Transactions,
ESH Hospitality Holdings LLC, a Delaware limited liability company ( Holdings ), owned all of ESH REIT s
then-outstanding common units. Prior to the Pre-IPO Transactions, the Sponsors owned an approximate 99% interest
in Holdings and the remaining interests were owned by certain members of the board of managers of Holdings and
executives of HVM. Prior to the Pre-IPO Transactions, the Operating Lessees were each taxable REIT subsidiaries
that leased the hotel properties from ESH REIT pursuant to operating leases. HVM was an eligible independent
contractor, within the meaning of Section 856(d)(9) of the Code, that managed the hotels pursuant to management
agreements with the Operating Lessees. Subsidiaries of ESH Strategies owned the trademarks and licensed their use to
the Operating Lessees pursuant to trademark license agreements.

Through the Pre-IPO Transactions, the existing business was restructured and reorganized such that Holdings was
liquidated and substantially all of the common stock of ESH REIT was distributed to the Sponsors; the Operating
Lessees, ESH Strategies and the assets and obligations of HVM were transferred to the Corporation; the shareholders
of ESH REIT transferred to the Corporation all of the Class A common stock of ESH REIT; and 100% of the common
stock of the Corporation and all of the Class B common stock of ESH REIT were paired, forming the Paired Shares.

The Corporation, through its direct wholly-owned subsidiaries, now leases the hotel properties from ESH REIT, owns
the trademarks related to the business and manages the hotels. In addition, the Corporation owns all of the Class A
common stock of ESH REIT, which represents approximately 55% of the outstanding shares of common stock of
ESH REIT. The Corporation used the majority of the proceeds it received in the Offering to purchase a sufficient
number of additional shares of Class A common stock of ESH REIT to ensure that, upon the completion of the
Offering, the Class A common stock of ESH REIT owned by the Corporation represented approximately 55% of the
outstanding common stock of ESH REIT.

Our Brands
We own and operate substantially all of our hotels under our core brand, Extended Stay America, and during 2013
completed a rebranding program to consolidate hotels that were operated under the former brands of Homestead

Studio Suites, Studio Plus and Extended Stay Deluxe under this single brand. Our Extended Stay America-branded
hotels feature:

In-room kitchens;
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Free WiFi;

Free grab-and-go breakfast;

Flat screen TVs with premium cable channels;

On-site guest laundry; and

Unlimited local phone service.
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We own and operate 632 Extended Stay America-branded hotels with approximately 69,600 rooms in the United
States and three hotels with 500 rooms in Canada under the Extended Stay Canada brand. Additionally, we own and
operate 47 hotels with approximately 5,900 rooms under the Crossland Economy Studios brand. Crossland Economy
Studios-branded hotels operate in a lower price tier than Extended Stay America-branded hotels, offering fewer
amenities and smaller room sizes and primarily appeal to guests with longer duration stays.

Our Corporate Structure

The chart below summarizes our corporate structure as of the date of this combined annual report on Form 10-K.
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Our Industry
U.S. Lodging Industry

The lodging industry is a significant part of the U.S. economy, generating over $133.4 billion of room revenues in

2014 and comprising approximately 4.9 million hotel rooms as of December 31, 2014, according to STR, Inc. (f/k/a
Smith Travel Research, Inc. ) ( STR ). Lodging industry performance is generally tied to both macro-economic and

micro-economic trends in the United States and, similar to other industries, experiences both positive and negative

operating cycles. Since the 2008 to 2009 recession, demand in the U.S. lodging industry has begun to recover while

supply growth has remained at historically low rates. According to PricewaterhouseCoopers ( PwC ), room supply grew

0.9% in 2014 and is expected to grow 1.5% in 2015, which is still well below historical annual supply growth of 1.9%

over the last 15 years. RevPAR has grown in the U.S. lodging industry for each year starting in 2010. According to

PwC, RevPAR for the overall U.S. lodging industry grew 8.3% in 2014, and is expected to grow 7.4% in 2015.

U.S. Extended Stay Segment

Extended stay hotels represent a growing segment within the U.S. lodging industry with approximately 372,933 rooms
for the year ended December 31, 2014, according to The Highland Group. The extended stay segment tends to follow
the cyclicality of the overall lodging industry. Extended stay hotels are further differentiated by price point into
economy, mid-price and upscale segments. Our business is focused primarily on the mid-price extended stay segment,
which comprised approximately half of the supply of extended stay rooms in 2014.

Seasonality

The lodging industry is seasonal in nature. Based upon the operating history of our hotels, we believe that our business
is not as seasonal in nature as the overall lodging industry. However, the Company s revenues are generally lower
during the first and fourth quarters of each calendar year as is typical in the U.S. lodging industry. Because many of
the Company s expenses are fixed and do not fluctuate with changes in revenues, declines in revenues can cause
disproportionate fluctuations or decreases in the Company s quarterly earnings and cash flows during these periods.

ESH REIT s revenues and earnings are generally highest during the fourth quarter of each calendar year as rental
revenues contingent upon Operating Lessee hotel revenues are not earned for accounting purposes until certain
revenue thresholds are achieved, which typically occur in the fourth quarter. ESH REIT s cash flows generally remain
consistent each quarter of the calendar year.

Cyclicality

The lodging industry is cyclical and its fundamental performance tends to follow the general economy, albeit on a
lagged basis. There is a history of increases and decreases in demand for hotel rooms, occupancy levels and rates
realized by owners of hotel properties through economic cycles. Variability of results through some economic cycles
in the past has been more severe due to changes in the supply of hotel rooms in given markets or in given categories of
hotels. The combination of changes in economic conditions and in the supply of hotel rooms can result in significant
volatility in results of operations for owners of hotel properties. The costs of running a hotel tend to be more fixed
than variable. Because of this, in an environment of either increasing or decreasing revenues, the rate of change in
earnings will be greater than the rate of change in revenues. See Risk Factors Risks Related to the Lodging
Industry The lodging industry, including the extended stay segment, is cyclical and a worsening of general economic
conditions or low levels of economic growth could materially adversely affect our business, financial condition,
results of operations and our ability to pay distributions to our shareholders.
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Competition

We operate in a highly competitive industry. Competition in the lodging industry is based on a number of factors,
including room rates, quality of accommodations, service levels, convenience of location, reputation, reservation
systems, brand recognition and the supply and availability of lodging in local markets, including short-term lease
apartments and other limited service hotels. Competitors may include new participants in the lodging industry and
participants in other segments of the lodging industry that may enter the extended stay segment. They may also
include existing participants in the extended stay segment that may increase their product offerings to include facilities
in the economy or mid-price segments. We also compete for travelers with hotels outside the extended stay segment as
well as serviced apartments. In addition, we face competition for both quality locations to build new facilities and for
guests to fill and pay for those facilities. We also face competition from third-party internet travel intermediaries, such
as Priceline.com, Expedia.com and Travelocity.com, and specialized intermediaries that locate and reserve hotel
rooms for corporate lodgers. See Risk Factors Risks Related to the Lodging Industry We operate in a highly
competitive industry.

Employees

We employ approximately 9,100 employees. Approximately 8,700 of these employees are hotel property-level
employees, comprised of approximately 3,600 full time employees and approximately 5,100 part time employees.
None of our employees are represented by unions or covered by collective bargaining agreements. We consider our
relations with our employees to be good.

Sales, Marketing and Reservations

Our sales team is made up of approximately 125 sales professionals focused on growing our business with key
accounts, building relationships with new customers and coaching our property operations teams on local sales. We
are organized regionally and by account, and our team focuses on the following customers: major Fortune 500
companies; small and medium sized businesses; travel agencies; relocation and staffing consultants; and medical,
technology, government and educational organizations. Approximately 40% of our total revenue in 2014 was derived
from accounts managed by this team. Our upgraded brand and amenity offerings now allow our sales team to target a
broader corporate customer base. We are currently piloting a new sales structure that provides more centralized
support as we believe further penetration of corporate accounts will yield a more profitable customer base.

We seek to maximize revenue in each hotel through our revenue management team, made up of approximately 40
professionals. They are responsible for determining prices and managing the availability of room inventory to
different channels and customer segments. Historically, we had very limited staffing and focus on this area. Beginning
in 2012, we significantly expanded our staffing and investment in revenue management. We have centralized our
approach and developed several analytical tools to inform pricing and inventory decisions. We are currently in the
process of rolling out an automated revenue management system at each of our hotels which will allow us to
automatically price against demand from our short and long term guests. We believe that this system will further
improve our sales team s efficiency and effectiveness.

Our marketing strategy is focused on growing awareness of our core brand, Extended Stay America, and demand for
our hotels through a combination of media channels, including TV, print, public relations and email marketing. We
also put a significant emphasis on our internet activity, buying search engine placement, internet display advertising
and other media to drive traffic to our website. We maintain a customer database and use it for targeted marketing
activity. Additionally, we have introduced marketing in new channels, such as TV and digital streaming videos, in part
to support our recent consolidation to substantially one core brand, Extended Stay America. During the first quarter of
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2015, we expect to launch our new customer loyalty program, called Extended Perks. The program will be built
around the idea of instant rewards no points required with members receiving discounts on our rooms, offers and
discounts from our merchandise partners, as well as check-in and room preference priorities.
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We use a central reservation system to provide access to our hotel inventory through a wide variety of

channels property-direct, our central call center, our desktop and mobile websites, travel agency global distribution
systems and our wholesale and online booking partners. We outsource our reservation system, our call center and
management of our website. For the year ended December 31, 2014, approximately 46% of our revenue was derived
from property-direct reservations, approximately 18% was derived from our central call center, approximately 18%
was derived from our own proprietary website, approximately 9% was derived from online booking partners and
approximately 9% was derived from global distribution systems. We believe we also have an opportunity to increase
the power and reach of our distribution network by enhanced connections with additional agency, merchant and
wholesale partners.

Environmental Matters

Our hotel properties are subject to various federal, state and local environmental laws that impose liability for
contamination. Under these laws, governmental entities have the authority to require us, as the current or former
owner of the property, to perform or pay for the clean-up of contamination (including hazardous substances, waste or
petroleum products) at or emanating from the property and to pay for natural resource damage arising from
contamination. These laws often impose liability without regard to whether the owner or operator knew of or caused
the contamination. Such liability can be joint and several, so that each covered person can be responsible for all of the
costs involved, even if more than one person may have been responsible for the contamination. We can also be liable
to private parties for costs of remediation, personal injury and death and/or property damage resulting from
contamination at or emanating from our hotel properties. Moreover, environmental contamination can affect the value
of a property and, therefore, an owner s ability to borrow funds using the property as collateral or to sell the property
on favorable terms or at all. Furthermore, persons who sent waste to a waste disposal facility, such as a landfill or an
incinerator, may be liable for costs associated with cleanup of that facility.

Phase I environmental assessments were obtained for substantially all of our hotel properties in 2012 and for all hotel
properties purchased since that time. The Phase I environmental assessments were intended to identify potential
contamination, but did not include any invasive sampling procedures, such as soil or ground water sampling. The
Phase I environmental assessments identified a number of known or potential environmental conditions associated
with historic uses of the hotel properties or adjacent properties. However, the Phase I environmental assessments did
not identify any environmental liability that we believe would have a material adverse effect on our business, assets,
results of operations or liquidity. It is possible that these environmental assessments did not reveal all potential
environmental liabilities, such as the presence of former underground tanks for the storage of petroleum-based or
waste products, that could create a potential for release of hazardous substances. In addition, it is possible that
environmental liabilities have arisen since the assessments were completed. No assurances can be given that (i) future
regulatory requirements will not impose any material environmental liability, or (ii) the current environmental
condition of our hotel properties will not be affected by the condition of properties in the vicinity of our hotel
properties (such as the presence of leaking underground storage tanks) or by third parties unrelated to us.

We have obtained environmental insurance subject to limits, deductibles and exclusions customarily carried for
similar businesses. We believe that our environmental insurance policy is appropriate and adequate given the relative
risk of loss, the cost of the coverage and industry practice; however, our environmental insurance coverage may not be
sufficient to fully cover our losses.

In addition, our hotels (including our real property, operations and equipment) are subject to various federal, state and
local environmental, health and safety regulatory requirements that address a wide variety of issues, including, but not
limited to, the use, management and disposal of hazardous substances and wastes, air emissions, discharges of waste
materials (such as refuge or sewage), the registration, maintenance and operation of our boilers and storage tanks,
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asbestos, and lead-based paint. Some of our hotels also routinely handle and use hazardous or regulated substances
and wastes as part of their operations, which are subject to regulation (for
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example, swimming pool chemicals or biological waste). Our hotels incur costs to comply with these environmental,
health and safety laws and regulations, and if these regulatory requirements are not met or become more stringent in
the future, or unforeseen events result in the discharge of dangerous or toxic substances at our hotel properties, we
could be subject to increased costs of compliance, fines and penalties for non-compliance, and material liability from
third parties for harm to the environment, damage to real property or personal injury and death. We are aware of no
past or present environmental liability for non-compliance with environmental, health and safety laws and regulations
that we believe would have a material adverse effect on our business, assets or results of operations.

Certain hotels we currently own or those we acquire in the future contain, may contain, or may have contained
asbestos-contaminating material ( ACM ). Environmental, health and safety laws require that ACM be properly
managed and maintained, and include requirements to undertake special precautions, such as removal or abatement, if
ACM would be disturbed during maintenance, renovation or demolition of a building. These laws regarding ACM
may impose fines and penalties on building owners, employers and operators for failure to comply with these
requirements or expose us to third-party liability. We are not presently aware of any ACM at our hotel properties that
would result in a material adverse effect on our business, assets or results of operations.

In addition, when excessive moisture accumulates in buildings or on building materials, mold growth may occur,
particularly if the moisture problem remains undiscovered or is not addressed over a period of time. Some molds may
produce airborne toxins or irritants. Concern about indoor exposure to mold has increased as exposure to mold may
cause a variety of adverse health effects and symptoms, including allergic or other reactions. As a result, the presence
of significant mold at any of our hotel properties could require us to undertake a costly remediation program to
contain or remove the mold from the affected property. In addition, the presence of significant mold could expose us
to liability from our guests, employees and others if or when property damage or health concerns arise. We are not
presently aware of any indoor air quality issues at our hotel properties that would result in a material adverse effect on
our business, assets or results of operations.

Regulation

A number of states and local governments regulate the licensing of hotels by requiring registration, disclosure
statements and compliance with specific standards of conduct. We believe that each of our hotels has the necessary
permits and approvals to operate its respective business and we intend to continue to obtain these permits and
approvals for any new hotels. We are also subject to laws governing our relationship with our employees, including
minimum wage requirements, overtime, working conditions and work permit requirements. An increase in the
minimum wage rate, employee benefit costs or other costs associated with employees could materially adversely
affect our business, including our results of operations. There are frequently proposals under consideration, at the
federal and state levels, to increase the minimum wage.

Under the American with Disabilities Act of 1990 (the ADA ), all public accommodations are required to meet certain
federal requirements related to access and use by disabled persons. We attempt to satisfy ADA requirements in the
designs for our hotels, but we cannot assure you that we will not be subjected to a material ADA claim. If that were to
happen, we could be ordered to spend substantial sums to achieve compliance, fines could be imposed against us, and
we could be required to pay damage awards to private litigants. The ADA and other regulatory initiatives could
materially adversely affect our business as well as the lodging industry in general.

Insurance

We currently have the types and amounts of insurance coverage that we consider appropriate for a company in our
business. While we believe that our insurance coverage is adequate, our business, results of operations and financial
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condition could be materially adversely affected if we were held liable for amounts exceeding the limits of our
insurance coverage or for claims outside the scope of our insurance coverage.
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Available Information

Our website address is www.extendedstay.com. Our combined annual reports on Form 10-K, combined quarterly
reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports, are available free of charge
through our website under Investor Relations, as soon as reasonably practicable after the electronic filing of these
reports is made with the Securities and Exchange Commission ( SEC ). The information contained on, or that can be
accessed through, our website, is expressly not incorporated by reference in this combined annual report on Form
10-K.

Item 1A. Risk Factors

You should carefully consider the following risks as well as the other information included in this combined annual
report on Form 10-K. Any of the following risks could materially and adversely affect our business, financial
condition or results of operations and our ability to pay distributions to our shareholders.

Risks Related to the Lodging Industry
We operate in a highly competitive industry.

The lodging industry is highly competitive. We compete with traditional hotels and lodging facilities (including
limited service hotels), other purpose built extended stay hotels (including those owned and operated by major
hospitality chains with well-established and recognized brands and individually-owned extended stay hotels) and
alternative lodging (including serviced apartments). We expect that competition within the mid-price and economy
segments of the extended stay lodging market will continue as we face increased competition from third-party internet
travel intermediaries, such as Priceline.com, Expedia.com and Travelocity.com, and specialized intermediaries that
locate and reserve hotel rooms for corporate lodgers. We compete based on a number of factors, including room rates,
quality of accommodations, service levels, convenience of location, reputation, reservation systems, brand
recognition, supply and availability of alternative lodging and ability to reach people through multiple channels. See

Business Competition. To maintain our rates, we may face pressure to offer increased services and amenities at our
hotel properties, comparable to those offered at traditional hotels, which could increase our operating costs and reduce
our profitability. We do not expect to increase our rates to match our competitors, and a number of our competitors
have a significant number of individuals participating in well established guest loyalty programs, which may enable
them to attract more customers and more effectively retain such customers. Our competitors may also have greater
financial and marketing resources than we do, which could allow them to reduce their rates, offer greater convenience,
services or amenities, build new hotels in direct competition with our existing hotels, improve their properties, and
expand and improve their marketing efforts, all of which could have a material adverse effect on our business,
financial condition and results of operations.

The lodging industry, including the extended stay segment, is cyclical and a worsening of general economic
conditions or low levels of economic growth could materially adversely affect our business, financial condition,
results of operations and our ability to pay distributions to our shareholders.

The performance of the lodging industry, including the extended stay segment, is closely linked to the performance of
the general economy and is sensitive to business and personal discretionary spending levels. Declines in corporate
budgets and spending and consumer demand due to adverse general economic conditions, risks affecting or reducing
travel patterns, lower consumer confidence and high unemployment or adverse political conditions can lower the
revenues and profitability of our hotels.
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Changes in consumer demand and general business cycles can subject, and have subjected, our revenues to significant
volatility. The majority of our expenses are relatively fixed. These fixed expenses include labor costs, interest, real
estate taxes, insurance and utilities, all of which may increase at a greater rate than our revenues. The expenses of
owning and operating hotels are not significantly reduced when circumstances such as market
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and economic factors and competition cause a reduction in revenues. Where cost-cutting efforts are insufficient to
offset declines in revenues, we could experience a material decline in margins and reduced operating cash flows or
losses. If we are unable to decrease our expenses significantly or rapidly when demand for our hotels decreases, the
decline in our revenues could have a material adverse effect on our net operating cash flows and profitability. This
effect can be especially pronounced during periods of economic contraction or slow economic growth, such as the
recent economic recession.

In addition to general economic conditions, new hotel room supply is an important factor that can affect the lodging
industry s performance and overbuilding has the potential to further exacerbate the negative effect of an economic
downturn or precipitate a cycle turn. Room rates and occupancy, and thus RevPAR, tend to increase when demand
growth exceeds supply growth. Decline in hotel room demand, or a continued growth in hotel room supply, could
result in revenues that are substantially below expectations or result in losses, which could have a material adverse
effect on our business, financial condition, results of operations and our ability to pay distributions to our
shareholders. See Business Our Industry for a description of increases in hotel room supply.

The extended stay segment has tended to follow the overall cyclicality of the lodging industry. In periods of declining
demand, competition for guests may result in more reliance on longer-term guests, who generally pay lower rates than
shorter-term guests, which could reduce revenues, margins and profitability. Equally, in periods of increasing demand,
a transition to shorter-term guests paying higher rates might result in increased hotel expenses for amenities
considered necessary to attract those guests, such as daily rather than weekly housekeeping, potentially reducing
operating margins.

Uncertainty regarding the rate and pace of recovery from the recent economic downturn and the impact any such
recovery may have on the lodging industry makes it difficult to predict future profitability levels. A slowing of the
current economic recovery or new economic weakness could materially adversely affect our revenues and
profitability.

We are subject to the operating risks common to the lodging industry.

Changes in general and local economic and market conditions and other factors beyond our control as well as the
business, financial, operating and other risks common to the lodging industry and inherent to the ownership of hotels

could materially adversely affect demand for lodging products and services. This includes demand for rooms at hotel
properties that we own, operate and potentially develop or acquire. These factors include:

changes in the relative mix of extended stay brands in various industry price categories;

over-building of hotels in our markets;

changes in the desirability of particular geographic locations, lodging preferences and travel patterns of
customers;

increases in customer price sensitivity, making it more difficult to achieve planned ADR increases;
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dependence on corporate and commercial travelers and on tourism;

decreased demand for longer-term lodging or lodging facilities;

decreased corporate budgets and spending and cancellations, deferrals or renegotiations of group business;

high levels of unemployment and depressed housing prices;
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increases in operating costs due to inflation and other factors that may not be offset by increased room rates;

increases in the cost, or the lack of availability, of capital to operate, maintain and renovate our hotel
properties;

potential increases in labor costs, including as a result of increases to federal and state minimum
wage levels, unionization of the labor force and increasing health care insurance expense;

changes in taxes and governmental regulations that influence or set wages, prices, interest rates or
construction and maintenance procedures and costs;

the costs and administrative burdens associated with compliance with applicable laws and regulations; and

events beyond our control that may disproportionately affect the travel industry, such as war, terrorist

attacks, travel-related health concerns, transportation and fuel prices, interruptions in transportation systems,

travel-related accidents, fires, natural disasters and severe weather.
These factors can adversely affect, and from time to time have materially adversely affected, individual hotel
properties, particular regions or our business as a whole. How we manage any one or more of these factors, or any
crisis, could limit or reduce demand and the rates we are able to charge for rooms or services, which could materially
adversely affect our operating results and future growth. These factors may be exacerbated by the relatively illiquid
nature of our real estate holdings, which limits our ability to vary our portfolio in response to changes in economic and
other conditions.

Our revenues are subject to seasonal fluctuations.

The lodging industry is seasonal in nature. The Company s occupancy rates and revenues generally are lower during
the first and fourth quarter of each calendar year. Quarterly variations in hotel revenues could materially adversely
affect the Company s near term operating revenues and cash flows, which in turn could have a material adverse effect
on the Company s business, financial condition and results of operations.

Risks Related to Our Business

If we fail to implement our business strategies, our business, financial condition and results of operations could be
materially adversely affected.

Our financial performance and success depend in large part on our ability to successfully implement our business
strategies. We cannot assure you that we will be able to successfully implement our business strategies, realize any
benefit from our strategies or be able to continue improving our results of operations. We may spend significant
amounts in connection with our business strategies, which would result in increased costs but may not result in
expected increased revenues or improved results of operations.

Implementation of our business strategies could be affected by a number of factors beyond our control, such as
increased competition, legal and regulatory developments, general economic conditions or increases in our operating
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costs. Any failure to successfully implement our business strategies could materially adversely affect our business,
financial condition and results of operations. We may, in addition, decide to alter or discontinue certain aspects of our
business strategies at any time.

Our capital expenditures may not result in our expected improvements in our business.

We are executing a phased hotel reinvestment program across our portfolio in order to seek to drive incremental

market share gains. As of December 31, 2014, we have substantially completed Platinum renovations at 335 hotels,
with total incurred costs of approximately $331.8 million. Also, as of December 31,
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2014, we are in the process of implementing Platinum renovations at 47 additional hotels, with estimated total costs of
approximately $46.2 million. During the fourth quarter of 2014, the Corporation s and ESH REIT s Boards of Directors
approved Platinum renovations for an additional 95 hotels totaling approximately $85.0 million, which are expected to
be completed by early 2016. Once complete, we will have completed Platinum renovations at 477 hotels, which is
approximately 75% of our Extended Stay America-branded hotels. See Management s Discussion and Analysis of
Financial Condition and Results of Operations Capital Expenditures.

The realization of returns on our investments in line with our expectations is dependent on a number of factors,
including, but not limited to, general economic conditions, events beyond our control, whether our assumptions in
making the investment were correct and changes in the factors underlying our investment decision, such as changes in
the tastes and preferences of our customers. We can provide no assurance that we will continue to see returns on our
previous capital expenditure investments, that we will realize our expected returns on our current investments, or any
returns at all, or that our future investments will result in our expected returns on investments, returns that are
consistent with our prior returns on capital expenditure investments, or any returns at all. Growth that we do realize as
a result of our capital expenditures is expected to stabilize over time. A failure to realize our expected returns on our
investments in our hotel properties could materially adversely affect our business, financial condition and results of
operations.

Access to capital, timing, budgeting and other risks associated with the ongoing need for capital expenditures at
our hotel properties could materially adversely affect our financial condition and limit our ability to compete
effectively and pay distributions to our shareholders.

The lodging industry is a capital intensive business that requires significant capital expenditures to own and operate
hotel properties. In addition, we must maintain, renovate and improve our hotel properties in order to remain
competitive, maintain the value and brand standards of our hotel properties and comply with applicable laws and
regulations.

Maintenance, renovations and improvements to our hotel properties create an ongoing need for cash and, to the extent
we cannot fund expenditures from cash generated by operations, funds must be borrowed or otherwise obtained. We
also intend to pay regular distributions, which means we may not retain cash for future capital expenditures. Access to
the capital that we need to renovate and maintain our existing hotel properties and to develop or acquire new hotel
properties is critical to the continued growth of our business and our revenues. The availability of capital or the
conditions under which we can obtain capital can have a significant impact on the overall level, cost and pace of
future renovation or development and therefore the ability to meaningfully grow our revenues. As of December 31,
2014, we had total indebtedness of approximately $2.9 billion. Our substantial indebtedness may impair our ability to
borrow additional amounts. Our ability to access additional capital could also be limited by the terms of our
indebtedness and any future indebtedness, which restrict or will restrict our ability to incur debt under certain
circumstances. In particular, ESH REIT s $2.52 billion mortgage loan entered into on November 30, 2012 (the 2012
Mortgage Loan ) and ESH REIT s $375.0 million term loan facility entered into on June 23, 2014 (the 2014 Term
Loan ) prohibit any further encumbrances on the collateral securing that indebtedness, which is comprised of
substantially all of our hotels. In the past, reduced investments in our properties resulted in declining performance of
our business.

Additionally, our ongoing operations and capital expenditures subject us to the following risks:

potential environmental problems, such as the need to remove or abate asbestos-containing materials;

Table of Contents 36



Edgar Filing: Extended Stay America, Inc. - Form 10-K

design defects, construction cost overruns (including labor and materials) and delays;

difficulty obtaining zoning, occupancy and other required permits or authorizations;

the possibility that revenues will be reduced temporarily while rooms offered are out of service due to capital
improvement projects; and

a possible shortage of available cash to fund capital improvements and the related possibility that financing
for these capital improvements may not be available on affordable terms or at all.
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If the cost of funding renovations or enhancements exceeds budgeted amounts, and/or the time period for renovation
is longer than initially anticipated, our profits could be reduced. If we are forced to spend larger amounts of cash from
operations than anticipated to operate, maintain or renovate existing hotel properties, then our ability to use cash for
other purposes, including paying distributions to our shareholders or the potential development or acquisition of hotel
properties, could be limited and our profits could be reduced. Similarly, if we cannot access the capital we need to
fund our operations or implement our business strategies, we may need to postpone or cancel planned maintenance,
renovations or improvements plans, which could impair our ability to compete effectively and harm our business,
financial condition and results of operations.

We are exposed to the risks resulting from real estate ownership, which could increase our costs, reduce our
profitability and limit our ability to respond to market conditions.

Our principal assets consist of real property. Our real estate ownership subjects us to additional risks not applicable to
those competitors in the lodging industry that only manage or franchise hotel properties, including:

the illiquid nature of real estate, which may limit our ability to promptly sell one or more hotels in our
portfolio in response to changing financial conditions;

adverse changes in economic and market conditions;

real estate, insurance, zoning, tax, environmental and eminent domain laws, including the condemnation of
our properties;

fluctuations in real estate values or impairments in the value of our assets;

the ongoing need for capital improvements and expenditures to maintain, renovate or upgrade hotel
properties;

risks associated with mortgage debt, including the possibility of default, fluctuating interest rate levels and
the availability of replacement financing;

the average age of hotels in our portfolio is approximately 16 years;

risks associated with the possibility that expense increases will outpace revenue increases and that in the
event of an economic downturn, our high proportion of fixed expenses will make it difficult to reduce our
expenses to the extent required to offset declining revenues;
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changes in laws and regulations, fiscal policies and zoning ordinances and the related costs of compliance;
and

events beyond our control, such as war, terrorist attacks and force majeure events, including earthquakes,
tornados, hurricanes, fires or floods.
Economic and other conditions may materially adversely affect the valuation of our hotel properties resulting in
impairment charges that could have a material adverse effect on our business, results of operations and earnings.

We hold goodwill, intangible assets and a significant amount of long-lived assets. We evaluate our tangible and
intangible assets annually for impairment, or more frequently based on various triggers, including when a property has
current or projected operating losses or when other material trends, contingencies or changes in circumstances indicate
that a triggering event has occurred, such that an asset s value may not be recoverable. See Management s Discussion
and Analysis of Financial Condition and Results of Operations  Critical Accounting Policies. Times of economic
distress, declining demand and declining earnings often result in declining asset values for real estate and real

property. As a result, we have incurred, and are likely to incur in the future, impairment charges, which may be

material and adversely affect our results of operations and earnings.
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We have a significant amount of debt and the agreements governing our indebtedness place, and any future
indebtedness may place, restrictions on us, reducing operational flexibility and creating default risks.

We have a significant amount of debt. As of December 31, 2014, we had total indebtedness of approximately $2.9
billion and the Company had a debt-to-equity ratio of 2.1x. In the future, subject to compliance with the covenants
included in our current indebtedness, we may incur significant additional indebtedness and intercompany indebtedness
to finance future hotel acquisitions, developments, renovation and improvement activities and for other corporate
purposes. Our substantial level of indebtedness could have a material adverse effect on our business, results of
operations and financial condition because it could, among other things:

require us to dedicate a substantial portion of our cash flows to make principal and interest payments on
indebtedness, thereby reducing our cash flows available to fund working capital, capital expenditures and
other general corporate purposes, including our ability to pay cash distributions to our shareholders;

increase our vulnerability to general adverse economic and industry conditions and limit our flexibility in
planning for, or reacting to, changes in our business and our industry;

limit our ability to borrow additional funds or refinance indebtedness on favorable terms or at all to expand
our business or ease liquidity constraints; and

place us at a competitive disadvantage relative to competitors that have less indebtedness or greater
resources.
We cannot assure you that our business will generate sufficient cash flows to enable us to pay our indebtedness, fund
our other liquidity needs or pay distributions to our shareholders. If we are unable to meet our debt service obligations,
our indebtedness will prevent us from paying cash distributions with respect to our stock. In such case, in order to
satisfy the REIT distribution requirements imposed by the Code, ESH REIT may distribute taxable stock dividends to
its shareholders in the form of additional shares of its stock.

We expect that we will need to refinance all or a portion of our debt on or before maturity. We cannot assure you that
we will be able to refinance any of our debt on attractive terms on or before maturity, commercially reasonable terms
or at all, particularly because of our substantial levels of debt and because of restrictions on debt prepayment and
additional debt incurrence contained in the agreements governing our existing debt. Our future results of operations
and our ability to service, extend or refinance our indebtedness will be subject to future economic conditions and to
financial, business and other factors, many of which are beyond our control.

The agreements governing our indebtedness contain covenants that place restrictions on us. These covenants may
restrict, among other activities, our ability to:

merge, consolidate or transfer all or substantially all of our assets;
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sell, transfer, pledge or encumber our stock or the ownership interests of our subsidiaries;

incur additional debt;

enter into, terminate or modify leases for our hotel properties;

make certain expenditures, including capital expenditures;

pay distributions on or repurchase our capital stock; and

enter into certain transactions with affiliates.
In addition, under the 2012 Mortgage Loan, the occurrence of (i) an Event of Default, (ii) a Debt Yield Trigger Event
(a Debt Yield, as defined, of less than 9.0%) or (iii) a Guarantor Bankruptcy Event would result in a Cash Trap Event,
each as defined. During the period of a Cash Trap Event, any excess cash flow, after all monthly requirements are
fully funded (including the payment of budgeted management fees and operating expenses), would be held by the loan
service agent as additional collateral for the 2012 Mortgage Loan, which would prevent ESH REIT from making cash
distributions.
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Under the Corporation Revolving Credit Facility, the occurrence of a Debt Yield Trigger Event or an Adjusted Debt
Yield Trigger event (each as defined of less than 12.0% as of the last day of any calendar month), a Default or an

Event of Default (each as defined) would require the Corporation to prepay advances existing under the Corporation
Revolving Credit Facility and cash collateralize outstanding letters of credit. The Corporation may cure a Trigger

Event by (a) repaying advances and cash collateralizing outstanding letters of credit, and (b) maintaining the threshold
Debt Yield level for three consecutive months following the month in which the Trigger Event occurred. During a
Trigger Event, a Default or an Event of Default, the Corporation is restricted from making cash distributions. As of
December 31, 2014, the Corporation s Debt Yield and Adjusted Debt Yield were 21.0% and 18.2%, respectively, and a
Cash Trap Event was not in effect.

Under the ESH Revolving Credit Facility and 2014 Term Loan, the occurrence of a Debt Yield Trigger Event or an
Adjusted Debt Yield Trigger Event, (each as defined of less than 11.5% as of the last day of any calendar month), a
Default or an Event of Default (each as defined) would require ESH REIT to prepay advances existing under ESH
REIT Revolving Credit Facility and cash collateralize outstanding letters of credit. ESH REIT may cure a Trigger
Event by (a) repaying advances and cash collateralizing outstanding letters of credit, and (b) maintaining the threshold
Debt Yield level for three consecutive months following the month in which the Trigger Event occurred. During a
Trigger Event, a Default or an Event of Default, ESH REIT is restricted from making cash distributions (subject to
certain exceptions to be agreed). As of December 31, 2014, ESH REIT s Debt Yield and Adjusted Debt Yield were
21.0% and 18.3%, respectively, and a Cash Trap Event was not in effect.

These covenants could impair our ability to grow our business, take advantage of attractive business opportunities,
successfully compete or pay distributions to shareholders. For a more detailed description of the covenants imposed

by the agreements governing our indebtedness, see Management s Discussion and Analysis of Financial Condition and
Results of Operations Our Indebtedness. Our ability to comply with the financial and other restrictive covenants may
be affected by events beyond our control, including general economic, financial and industry conditions. A breach of
any of the covenants under any of the agreements governing our indebtedness could result in an event of default.
Cross-default provisions in the debt agreements could cause an event of default under one debt agreement to trigger an
event of default under other debt agreements. Upon the occurrence of an event of default under any of our debt
agreements, the lenders could elect to declare all outstanding debt under such agreements to be immediately due and
payable. If we are unable to repay or refinance the accelerated debt, the lenders could proceed against any assets
pledged to secure that debt, which could include the foreclosure on some or all of the hotel properties securing such
indebtedness. Furthermore, the agreements governing any future indebtedness will likely contain covenants that place
additional restrictions on us.

Mortgage and term loan obligations expose us to the possibility of foreclosure, which could result in the loss of any
hotel property subject to mortgage or term loan debt.

The 2012 Mortgage Loan is secured by mortgages on 678 of our 682 hotel properties and related assets. The 2014
Term Loan is secured by ESH REIT s pledges of direct and indirect equity in the 2012 Mortgage Loan obligors.
Incurring mortgage and other secured debt obligations increases our risk of property losses because defaults on
secured indebtedness may result in foreclosure actions initiated by lenders and ultimately our loss of the hotel
properties or other properties securing such loans. If such obligors were in default under a loan, we could lose some or
all of the hotel properties securing, directly or indirectly, such loan to foreclosure. For tax purposes, a foreclosure of
our hotel properties would be treated as a sale of the hotel for a purchase price equal to the outstanding balance of the
debt secured by the mortgage. If the outstanding balance of the debt secured by the mortgage exceeds our tax basis in
the hotel, ESH REIT would recognize taxable income on foreclosure, but would not receive any cash proceeds, which
could hinder ESH REIT s ability to meet the REIT distribution requirements imposed by the Code. ESH REIT may
assume or incur new mortgage indebtedness on hotel properties that it develops or acquires in the future. Any default
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Our business depends on the quality and reputation of our brands, and any deterioration in the quality or
reputation of our brands or the lodging industry could materially adversely affect our market share, reputation,
business, financial condition and results of operations.

Our brands and our reputation are among our most important assets. We operate the substantial majority of our hotels
under our core brand, Extended Stay America. Our ability to attract and retain guests depends, in part, upon the
external perceptions of Extended Stay America and Crossland Economy Studios, the quality of our hotels and services
and our corporate and management integrity. An incident involving the potential safety or security of our guests or
employees, or negative publicity regarding safety or security at our competitors properties or in respect of our
third-party vendors and the industry, and any media coverage resulting therefrom, may harm our brands and our
reputation, cause a loss of consumer confidence in Extended Stay America and the industry, and materially adversely
affect our results of operations. The considerable expansion in the use of social media and online review sites over
recent years has compounded the potential scope and speed of any negative publicity that could be generated by such
incidents, whether or not the description of any events by social media is accurate. Adverse incidents have occurred in
the past and are likely to occur in the future.

In addition, we believe that the Corporation s trademarks and other intellectual property are fundamental to the
reputation of our brands. The Corporation develops, maintains, licenses and polices a substantial portfolio of
trademarks and other intellectual property rights. To the extent necessary, the Corporation enforces its intellectual
property rights to protect the value of its trademarks, our development activities, to protect our good name, to promote
brand recognition, to enhance our competitiveness and to otherwise support our business goals and objectives. The
Corporation relies on trademark laws to protect its proprietary rights. Monitoring for unauthorized use of the
Corporation s intellectual property is difficult. Litigation may be necessary to enforce the Corporation s intellectual
property rights or to determine the validity and scope of the proprietary rights of others. Litigation of this type could
result in substantial costs and diversion of resources, may result in counterclaims or other claims against the
Corporation and could significantly harm our results of operations. From time to time, the Corporation applies to have
certain trademarks registered. There is no guarantee that such trademark registrations will be granted. We cannot
assure you that all of the steps the Corporation has taken to protect its trademarks will be adequate to prevent imitation
of its trademarks by others. The unauthorized reproduction of the Corporation s trademarks could diminish the value of
our brands and their market acceptance, competitive advantages or goodwill, which could materially adversely affect
our business and financial condition.

We could incur significant costs related to government regulation and litigation over environmental, health and
safety matters.

Our hotel properties are subject to various federal, state and local environmental laws that impose liability for
contamination. Under these laws, governmental entities have the authority to require us, as the current or former
owner of the property, to perform or pay for the clean-up of contamination (including hazardous substances, waste or
petroleum products) at or emanating from the property and to pay for natural resource damage arising from
contamination. These laws often impose liability without regard to whether the owner or operator knew of or caused
the contamination. Such liability can be joint and several, so that each covered person can be responsible for all of the
costs involved, even if more than one person may have been responsible for the contamination. We can also be liable
to private parties for costs of remediation, personal injury and death and/or property damage resulting from
contamination at or emanating from our hotel properties. Moreover, environmental contamination can affect the value
of a property and, therefore, an owner s ability to borrow funds using the property as collateral or to sell the property
on favorable terms or at all. Furthermore, persons who sent waste to a waste disposal facility, such as a landfill or an
incinerator, may be liable for costs associated with cleanup of that facility.
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local environmental, health and safety regulatory requirements that address a wide variety of issues, including, but not
limited to, the use, management and disposal of hazardous substances and wastes, air
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emissions, discharges of waste materials (such as refuge or sewage), the registration, maintenance and operation of
our boilers and storage tanks, asbestos and lead-based paint. Some of our hotels also routinely handle and use
hazardous or regulated substances and wastes as part of their operations, which are subject to regulation (for example,
swimming pool chemicals or biological waste). Our hotels incur costs to comply with these environmental, health and
safety laws and regulations and if these regulatory requirements are not met or become more stringent in the future or
unforeseen events result in the discharge of dangerous or toxic substances at our hotel properties, we could be subject
to increased costs of compliance, fines and penalties for non-compliance and material liability from third parties for
harm to the environment, damage to real property or personal injury and death.

In particular, certain hotels we currently own or those we acquire in the future contain, may contain, or may have
contained, ACM. Environmental, health and safety laws require that ACM be properly managed and maintained, and
include requirements to undertake special precautions, such as removal or abatement, if ACM would be disturbed
during maintenance, renovation or demolition of a building. These laws regarding ACM may impose fines and
penalties on building owners, employers and operators for failure to comply with these requirements or expose us to
third-party liability.

The geographic concentration of our portfolio may make us particularly susceptible to adverse economic
developments in those geographic areas in which we operate a substantial portion of our hotels.

The concentration of our hotel properties in a particular geographic area may materially impact our operating results if
that area is impacted by negative economic developments. As of December 31, 2014, 13.6% of our rooms were in
California, 10.3% of our rooms were in Texas, 7.9% of our rooms were in Florida and 5.2% of our rooms were in
Illinois. We are particularly susceptible to adverse economic or other conditions in these markets (such as periods of
economic slowdown or recession, business layoffs or downsizing, industry slowdowns, relocations of businesses,
increases in real estate and other taxes and the cost of complying with governmental regulations or increased
regulation), as well as to natural disasters or terrorist events that occur in these markets. Our business, financial
condition and results of operations would be materially adversely affected by any significant adverse developments in
any of those markets. Our operations may also be materially adversely affected if competing hotels are built in these
markets. Furthermore, submarkets within any of these markets may be dependent on the economic performance of a
limited number of industries which drive those markets.

We may seek to expand through development or acquisitions of other companies and hotel properties, and we may
also seek to diversify through franchising; these activities may be unsuccessful or divert our management s
attention.

We intend to consider strategic and complementary acquisitions of other companies and hotel properties. In many
cases, we will be competing for these opportunities with third parties that may have substantially greater financial

resources than we do. Acquisitions of companies or hotel properties are subject to risks that could affect our business,
including risks related to:

failing to consummate acquisitions after incurring significant transaction costs;

issuing shares of stock that could dilute the interests of our existing shareholders;
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spending cash and incurring significant debt;

contributing hotel properties or related assets to ventures that could result in recognition of losses;

assuming unknown and contingent liabilities; or

creating additional expenses.
We cannot assure you that we will be able to successfully identify acquisition opportunities or complete transactions
on commercially reasonable terms or at all, or that we will actually realize any anticipated benefits
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from such acquisitions. There may be high barriers to entry, including restrictive zoning laws, limited availability of
hotel properties and higher costs of land, in many key markets and scarcity of available acquisition, development and
investment opportunities in desirable locations. Similarly, we cannot assure you that we will be able to obtain
financing for developments or acquisitions on attractive terms or at all, or that the ability to obtain such financing will
not be restricted by the terms of our current or future indebtedness. In addition, our pairing arrangement may prevent
our use of common tax-free acquisition structures, which may increase the cost and difficulty of acquiring other
businesses and hotel properties and inhibit our ability to expand through acquisitions in which consideration other
than cash is contemplated.

The success of any acquisition will also depend, in part, on our ability to integrate the acquisition with our existing
operations. We may experience difficulty with integrating acquired companies, hotel properties or other assets,
including difficulties relating to:

acquiring hotel properties with undisclosed defects in design or construction or requiring unanticipated
capital improvements;

entering new markets;

coordinating sales, distribution and marketing functions;

integrating information technology systems; and

preserving the important licensing, distribution, marketing, customer, labor and other relationships of the

acquired assets.
We own and operate all of the hotel properties associated with our brands. In the future, we may seek to realize the
benefits of franchising and franchise certain of our hotel properties pursuant to agreements with third-party
franchisees. We currently do not have experience operating a significant franchising business and expect that the
development and implementation of any franchise system will require significant expenditures and could divert
management s attention from other business concerns, each of which could have a material adverse effect on our
business, financial condition and results of operations. The viability of any franchising business will depend on our
ability to establish and maintain good relationships with franchisees. If we enter the franchising business, we may be
exposed to additional risks, including, but not limited to, the financial condition and access to capital of franchisees,
reputational harm due to the action of franchisees and litigation as a result of disagreements with franchisees. We
cannot guarantee that we will seek to expand or diversify our business through franchising in the near future.

In addition, any such development, acquisition or franchising activity could demand significant attention from our
management that would otherwise be available for our current ongoing operations, which could have a material
adverse effect on our business.

An increase in the use of third-party internet intermediaries to book online hotel reservations could materially

adversely affect our business, financial condition and results of operations.
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Some of the rooms at our hotels are booked through third-party internet travel intermediaries and other online travel
service providers. These intermediaries primarily focus on leisure travel and also provide offerings for corporate travel
and group meetings. Intermediaries use a variety of aggressive online marketing methods to attract customers,
including the purchase, by certain companies, of trademarked online keywords such as Extended Stay from internet
search engines to steer customers toward their websites. These intermediaries hope that consumers will eventually
develop brand loyalties to their reservation system rather than to our brands. Accordingly, our business, financial
condition and results of operations could be harmed if travel intermediaries succeed in significantly shifting loyalties
from our brands to their reservation systems and diverting bookings away from our website or through their fees
increasing the overall cost of internet bookings for our hotels.
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A failure by our intermediaries to attract or retain their customer bases could lower demand for hotel rooms and, in
turn, reduce our revenues from these [distribution] channels. Additionally, if bookings by these third-party
intermediaries increase, these intermediaries may be able to obtain higher commissions or other significant contract
concessions from us, increasing the overall cost of these third-party distribution channels. Some of our distribution
agreements with these companies are not exclusive, have a short term, are terminable at will or are subject to early
termination provisions. The loss of distributors, increased distribution costs or the renewal of distribution agreements
on significantly less favorable terms could adversely impact our business.

We are reliant upon technology and the disruption or malfunction in our information technology systems could
materially adversely affect our business.

The lodging industry depends upon the use of sophisticated information technology and systems, including those
utilized for reservations, revenue and property management, procurement and operation of our administrative systems.
For example, we depend on our central reservation system, which allows bookings of hotel rooms directly, via
telephone through our call centers, by travel agents, online through our website and through our online reservation
partners. We operate third-party systems, making us reliant on third-party service providers, data communication
networks and software upgrades, maintenance and support. Many of our information technology systems are outdated
and require substantial upgrading. These technologies are costly and are expected to require refinements that may
cause disruptions to many of our key information and technology systems. If we are unable to replace or introduce
information technology and other systems as quickly as our competitors or within budgeted costs or schedules, or if
we are unable to achieve the intended benefits of any new information technology or other systems, including our new
revenue management system, our results of operations could be adversely affected and our ability to compete
effectively could be diminished.

Further, we have from time to time experienced disruptions of these systems, and disruptions of the operation of these
systems as a result of failures related to our internal or our service provider systems and support may occur in the
future. Information technology systems that we rely upon are also vulnerable to damage or interruption from:

events beyond our control, such as war, terrorist attacks and force majeure events, including earthquakes,
tornados, blizzards, hurricanes, fires or floods;

power losses, computer systems failures, internet and telecommunications or data network failures, service
provider negligence, improper operation by or supervision of employees, user error, physical and electronic
losses of data and similar events; and

computer viruses, cyber attacks, penetration by individuals seeking to disrupt operations or misappropriate

information and other breaches of security.
The occurrence of any of these problems at any of our information technology facilities, any of our call centers or any
third party service providers could cause interruptions or delays in our business or loss of data, or render us unable to
process reservations. In addition, if our information technology systems are unable to provide the information
communications capacity that we need, or if our information technology systems suffer problems caused by installing
system enhancements, we could experience similar failures or interruptions. If our information technology systems
fail and our redundant systems or disaster recovery plans are not adequate to address such failures, or if our property
and business interruption insurance does not sufficiently compensate us for any losses that we may incur, our revenues
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and profits could be reduced and the reputation of our brands and our business could be harmed.

Cyber risk and the failure to maintain the integrity of internal or customer data could result in faulty business
decisions and harm our reputation or subject us to costs, fines or lawsuits, or limit our ability to accept credit cards.

Our businesses require the collection, transmission and retention of large volumes of internal and customer data,
including credit card numbers and other personally identifiable information of our customers, in various
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information technology systems that we maintain and in those maintained by third parties with whom we contract to
provide services. We and our service providers also maintain personally identifiable information about our employees.
The integrity and protection of that customer, employee and company data is critical to us. If that data is inaccurate or
incomplete, we could make faulty decisions. Further, our customers and employees have a high expectation that we
and our service providers will adequately protect their personal information. The information, security and privacy
requirements imposed by governmental regulation are increasingly demanding. Our systems may not be able to satisfy
these changing requirements and customer and employee expectations, or may require significant additional
investments or time in order to do so. Efforts to hack or breach security measures, failures of systems or software to
operate as designed or intended, viruses, operator error or inadvertent releases of data all threaten our and our service
provider s information systems and records. Our reliance on computer, internet-based and mobile systems and
communications and the frequency and sophistication of efforts by hackers to gain unauthorized access to such
systems have increased significantly in recent years. A breach in the security of our information technology systems
or those of our service providers could lead to an interruption in the operation of our systems, resulting in operational
inefficiencies and a loss of profits. Additionally, a significant theft, loss or misappropriation of, or access to,
customers or other proprietary data or other breach of our information technology systems could result in fines, legal
claims or legal proceedings, including regulatory investigations and actions, or liability for failure to comply with
privacy and information security laws, which could disrupt our operations, damage our reputation and expose us to
claims from customers, financial institutions, regulators, payment card associations, employees and other persons, any
of which could have a material adverse effect on our financial condition and results of operations.

In addition, we are subject to the Payment Card Industry Data Security Standard (the PCI DSS ), a set of requirements
administered by the Payment Card Industry Security Standards Council, an independent body created by the major
credit card brands, designed to ensure that companies handling credit card information maintain a secure environment.
In prior years, we failed to maintain compliance with the PCI DSS and accordingly were subject to monthly penalties
imposed by VISA. We are currently in compliance with the PCI DSS. If we fail to maintain PCI DSS compliance, we
could become subject to penalties or lose our ability to accept credit card payments. As approximately 80.0% of our
hotel revenues for the year ended December 31, 2014 were paid by credit card, loss of the ability to accept credit cards
for payment would create a significant disruption to our operations, could reduce our occupancy levels and could have

a material adverse effect on our business, financial condition and results of operations.

Changes in privacy laws could adversely affect our ability to market effectively.

We rely on a variety of direct marketing techniques, including telemarketing, email and postal mailings. Restrictions

in laws such as the Telemarketing Sales Rule, CAN-SPAM Act and various state laws or new federal laws regarding
marketing and solicitation or data protection laws that govern these activities could adversely affect the continuing
effectiveness of telemarketing, email and postal mailing techniques and could force changes in our marketing
strategies. If this occurs, we may not be able to develop adequate alternative marketing strategies, which could impact
the amount and timing of our revenues. In addition, any violation of these laws could result in significant penalties.

We also obtain access to potential customers from travel service providers and other companies with whom we have
substantial relationships and market to some individuals on these lists directly or by including our marketing message
in the other company s marketing materials. If access to these lists was prohibited or otherwise restricted, our ability to
develop new customers and introduce them to our services could be materially impaired.

We are exposed to a variety of risks associated with safety, security and crisis management.
There is a constant need to protect the safety and security of our guests, employees and assets against natural and
man-made threats. These threats include, but are not limited to, exceptional events such as extreme weather, civil or

political unrest, violence and terrorism, serious and organized crime, fraud, employee dishonesty, cyber crime, fire
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employee experience, could cause loss of life, sickness or injury and result in compensation claims, fines from
regulatory bodies, litigation and impact our reputation. Serious incidents or a combination of events could escalate
into a crisis, which if managed poorly by us could further expose our brands to reputational damage, which could have
a material adverse effect on our business, financial condition and results of operations.

Our hotel properties may contain or develop harmful mold, which could lead to liability for adverse health effects
and costs of remediating the problem.

When excessive moisture accumulates in buildings or on building materials, mold growth may occur, particularly if
the moisture problem remains undiscovered or is not addressed over a period of time. Some molds may produce
airborne toxins or irritants. Concern about indoor exposure to mold has increased as exposure to mold may cause a
variety of adverse health effects and symptoms, including allergic or other reactions. As a result, the presence of
significant mold at any of our hotel properties could require us to undertake a costly remediation program to contain
or remove the mold from the affected property. In addition, the presence of significant mold could expose us to
liability from our guests, employees and others if property damage or health concerns arise.

Compliance with the laws and regulations that apply to our hotel properties could materially adversely affect our
ability to make future developments, acquisitions or renovations, result in significant costs or delays and adversely
affect our business strategies.

Our hotels are subject to various local laws and regulatory requirements that address our ability to obtain licenses for
our operations. In particular, we are subject to permitting and licensing requirements, which can restrict the use of our
hotel properties and increase the cost of development, acquisition, renovation or operation of our hotels. In addition,
federal and state laws and regulations, including laws such as the ADA, impose further restrictions on our operations.
Under the ADA, all public accommodations must meet federal requirements related to access and use by disabled
persons. We may be subject to audits or investigations of all of our hotels to determine our compliance. Some of our
hotels may not be fully compliant with the ADA. If one or more of the hotels in our portfolio is not in compliance
with the ADA or any other regulatory requirements, we may be required to incur additional costs to bring the property
into compliance and we might be required to pay damages or governmental fines. In addition, the obligation to make
readily achievable accommodations is an ongoing one. Existing requirements may change and future requirements
may require us to make significant unanticipated capital expenditures that could materially adversely affect our
business, financial condition, liquidity, results of operations and cash flows.

Hospitality companies have been the target of class actions and other lawsuits alleging violations of federal and
state law and other claims, and we may be subject to legal claims.

Our operating income and profits may be reduced by legal or governmental proceedings brought by or on behalf of
our employees, customers or other third parties. In recent years, a number of hospitality companies have been subject
to lawsuits, including class action lawsuits, alleging violations of federal and state law regarding workplace and
employment matters, discrimination and other alleged violations of law. A number of these lawsuits have resulted in
the payment of substantial damages by the defendants. Similar lawsuits have been instituted against us from time to
time, and we cannot assure you that we will not incur substantial damages and expenses resulting from lawsuits of this
type or other claims, which could have a material adverse effect on our business, financial condition and results of
operations.

Changes in federal, state, local or foreign tax regulation or disputes with tax authorities could materially adversely
affect our business, financial condition and profitability by increasing our tax or tax compliance costs in the

United States and Canada.
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judgments and there are many transactions and calculations where the ultimate tax determination is
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uncertain. We are subject to taxation at the federal, state or provincial and local levels in the United States and
Canada. Our future tax rates could be materially adversely affected by changes in the composition of our earnings in
jurisdictions with differing tax rates, changes in the valuation of or valuation allowances against our deferred tax
assets and liabilities and substantive changes to tax rules and the application thereof by United States federal, state,
local and foreign governments, all of which could result in materially higher corporate taxes than would be incurred
under existing tax law or interpretation and could adversely affect our profitability. Further, our determination of our
tax liability is always subject to audit and review by applicable domestic and foreign tax authorities. Any adverse
outcome of any such audit or review could have an adverse effect on our business and reduce our profits to the extent
potential tax liabilities exceed our reserves, and the ultimate tax outcome may differ from the amounts recorded in our
financial statements and may materially affect our financial results in the period or periods for which such
determination is made, as well as future periods.

In addition, the recent economic downturn has reduced tax revenues for United States federal, state and local
governments and as a result tax authorities have increased their efforts to raise revenues through changes in tax laws
and audits. Increased efforts by tax authorities to raise revenues through changes in tax laws and audits could
materially increase our consolidated effective tax rate.

Increases in ESH REIT s real estate taxes could materially adversely affect our profitability and ability to pay
distributions to our shareholders.

Hotel properties are subject to real and personal property taxes. These taxes may increase as tax rates change and as
ESH REIT s hotel properties continue to be assessed and reassessed by taxing authorities. In particular, ESH REIT s
real estate taxes could increase following acquisitions as acquired properties are reassessed. In recent periods, state
and local governments have continued to seek to increase real estate taxes. If real estate taxes continue to increase, our
business, financial condition, results of operations and ESH REIT s ability to make distributions to its shareholders
could be materially adversely affected.

Our insurance may not fully compensate us for damage to or losses involving our hotel properties.

We maintain comprehensive insurance on each of our hotel properties, including liability, fire and extended coverage,
in the types and amounts we believe are adequate and customary in our industry. Nevertheless, there are some types of
losses, generally of a catastrophic nature, such as hurricanes, earthquakes, fires, floods, terrorist acts or liabilities that
result from breaches in the security of our information technology systems, that may be uninsurable or too expensive
to justify obtaining insurance. Additionally, market forces beyond our control could limit the scope of insurance
coverage that we can obtain or restrict our ability to obtain insurance coverage at reasonable rates. As a result, we may
not be successful in obtaining insurance without increases in cost or decreases in coverage levels. We use our
discretion in determining amounts, coverage limits and deductibility provisions of insurance, with a view toward
obtaining appropriate insurance on our hotel properties at a reasonable cost and on suitable terms. In the event of
significant damage or loss, our insurance coverage may not be sufficient to cover the full current market value or
replacement value of our investment in a property, and in some cases could result in certain losses being totally
uninsured. In addition, inflation, changes in building codes and zoning ordinances, environmental considerations and
other factors might make it impossible or impractical to use insurance proceeds to replace or repair a property that has
been damaged or destroyed. Under these and other circumstances, insurance proceeds may not be adequate to restore
our economic position with respect to a damaged or destroyed property. Accordingly, ESH REIT could lose some or
all of the capital it has invested in a property, as well as the anticipated future revenue from the property, and ESH
REIT could remain obligated for guarantees, debt or other financial obligations of the property. Our debt instruments
contain customary covenants requiring us to maintain insurance. Although we believe that we currently maintain
sufficient insurance coverage to satisfy these obligations, there is no assurance that in the future we will be able to
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procure coverage at a reasonable cost or at all. In addition, there can be no assurance that the lenders under our debt
instruments will not take the position that we do not have sufficient insurance coverage and therefore are in breach of
these instruments allowing the lenders to declare an event of default and accelerate repayment of debt.
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We are dependent upon our ability to attract and retain key officers and other highly qualified personnel.

Our success and our ability to implement our business strategies will depend in large part upon the efforts and skills of
our senior management and our ability to attract and retain key officers and other highly qualified personnel.
Competition for such personnel is intense. In recent years, we have experienced turnover of several senior
management roles and we have focused time and resources on recruiting or promoting from within the new members
of our current senior management team. The continued turnover of senior management or the unexpected loss of one
or more of our key personnel or any negative public perception with respect to these individuals could have a material
adverse effect on our business, results of operations and financial condition. There can be no assurance that we will be
successful in attracting and retaining qualified personnel. If we lose or suffer an extended interruption in the services
of one or more of our key officers, our business, financial condition and results of operations could be materially
adversely affected. Additionally, there can be no assurance that our senior management will be able to successfully
execute and implement our business and operating strategies.

Labor shortages could restrict our ability to operate our hotels or implement our business strategies or result in
increased labor costs that could reduce our profitability.

Our success depends in large part on our ability to attract, retain, train, manage and engage our employees. Our hotels
are staffed 24 hours a day, seven days a week by approximately 8,700 employees around the country. If we are unable
to attract, retain, train, manage and engage skilled employees, our ability to manage and staff our hotel properties
adequately could be impaired, which could reduce customer satisfaction and harm our reputation. Staffing shortages
could also hinder our ability to implement our business strategy. Because payroll costs are a major component of hotel
operating expenses and our general and administrative expenses, a shortage of skilled labor could also require higher
wages that would increase our labor costs, which could reduce our profitability and limit our ability to pay
distributions to shareholders. In addition, increases in minimum wage rates could result in significantly increased costs
for us and result in reduced margins and profitability.

Attempts by labor organizations to organize groups of our employees or changes in labor laws could disrupt our
operations, increase our labor costs or interfere with the ability of our management to focus on implementing our
business strategies.

We may become subject to collective bargaining agreements, similar agreements or regulations enforced by
governmental entities in the future. Changes in the federal regulatory scheme could make it easier for unions to
organize groups of our employees. If relationships with our employees or other field personnel deteriorate or become
adverse, our hotel properties could experience labor disruptions such as strikes, lockouts and public demonstrations.
Additionally, if such changes take effect, our employees or other field personnel could be subject to organizational
efforts, which could potentially lead to disruptions or require our management s time to address unionization issues.
Labor regulation could also lead to higher wage and benefit costs, changes in work rules that raise operating expenses
and legal costs, and limit our ability to take cost saving measures during economic downturns. These or similar
agreements, legislation or changes in regulations could disrupt our operations, hinder our ability to cross-train and
cross-promote our employees due to prescribed work rules and job classifications, reduce our profitability or interfere
with the ability of our management to focus on executing our business and operating strategies.

Adverse judgments or settlements resulting from legal proceedings in which we may be involved in the normal
course of our business could reduce our profitability or limit our ability to operate our business.

In the normal course of our business, we are often involved in various legal proceedings. We cannot predict with
certainty the cost of defense, the cost of prosecution or the ultimate outcome of these legal proceedings. Additionally,
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we could become the subject of future claims by third parties, including guests who use our hotels, our employees, our
shareholders or regulators. Any significant adverse determinations, judgments or settlements could reduce our
profitability and could materially adversely affect our business, financial condition and results of operations or limit
our ability to operate our business. Further, we may incur costs related to claims for which we have appropriate third
party indemnity, but such third parties fail to fulfill their contractual obligations. See Item 3-Legal Proceedings.
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We may be liable for indemnification or similar payments relating to the Company Predecessor in accordance with
the Fifth Amended Plan of Reorganization (the Plan ), the bankruptcy court s order confirming the Plan (the

Confirmation Order ), and under certain agreements providing for indemnification in connection with the
bankruptcy and/or reorganization of the Company Predecessor.

We may be liable for indemnification or similar payments relating to the Company Predecessor. Under its constitutive
documents, other agreements or applicable law, the Company Predecessor had obligations to defend, indemnify,
reimburse, exculpate, advance fees and expenses, or limit the liabilities of certain officers and employees for certain
matters relating to the Company Predecessor (the Predecessor Indemnification Obligations ). Under the Plan and the
Confirmation Order, we retained Predecessor Indemnification Obligations to those officers and employees who were
officers and employees both prior to and after the effective date of the Plan. We may, therefore, face liabilities with
respect to such Predecessor Indemnification Obligations. In addition, we may face liabilities arising from a separate
agreement providing for Predecessor Indemnification Obligations to a former officer. Currently, certain claims remain
outstanding against several of our former officers and employees in litigation brought on behalf of the Litigation
Trust, which could trigger our Predecessor Indemnification Obligations, and new claims may arise in the future
against those we have agreed to indemnify. While we believe the likelihood that we will be required to fund any
material Predecessor Indemnification Obligations is remote and we are unable to quantify the potential exposure for
which we may have to provide indemnification in the future, to the extent that we are required to fund any Predecessor
Indemnification Obligations, our results of operations and our liquidity and capital resources could be materially
adversely affected.

Risks Related to ESH REIT and its Status as a REIT

Failure of ESH REIT to qualify as a REIT or remain qualified as a REIT would cause it to be taxed as a regular C
corporation, which would expose it to substantial tax liability and substantially reduce the amount of cash available
to pay distributions to its shareholders.

ESH REIT elected to be taxed as a REIT for U.S. federal income tax purposes effective as of October 7, 2010. We
believe ESH REIT has been organized and operated in such a manner so as to qualify as a REIT and ESH REIT
currently intends to continue to operate as a REIT. However, qualification as a REIT involves the application of
highly technical and complex provisions of the Code, for which only a limited number of judicial and administrative
interpretations exist. The complexity of these provisions is greater in the case of a REIT that owns hotels and leases
them to a corporation with which a portion of its stock is paired. As a result, ESH REIT is likely to encounter a greater
number of interpretive issues under the REIT qualification rules, and more such issues which lack clear guidance, than
are other REITs. Even an inadvertent or technical mistake could jeopardize ESH REIT s REIT qualification.

In connection with the Offering and the August 2014 secondary offering, the Company received an opinion that ESH
REIT should have qualified as a REIT as of that time. We believe ESH REIT has continued to operate in conformity
with the requirements to qualify as a REIT since the date of the August 2014 secondary offering and that ESH REIT
continues to satisfy all requirements to maintain its REIT status. One of the requirements unique to our structure is
that, in order for ESH REIT to qualify as a REIT, no shareholder may actually or constructively own 10 percent or
more of the value of shares of ESH REIT or the Corporation. While we do not regularly monitor share ownership for
purposes of this test, in the event that a shareholder crosses the 10-percent threshold, we believe that the excess share
provisions of the ESH REIT and Corporation charters should be triggered to reduce the relevant shareholder s
ownership and insulate the Company from risk with respect to this issue.

If ESH REIT failed to qualify as a REIT in any taxable year, and no available relief provision applied, it would be
subject to U.S. federal income tax, including any applicable alternative minimum tax, on its taxable income at regular

Table of Contents 60



Edgar Filing: Extended Stay America, Inc. - Form 10-K

corporate rates, and distributions to holders of its stock would not be deductible by it in computing its taxable income.
ESH REIT may also be subject to additional state and local taxes if it fails to
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qualify as a REIT. Any such corporate tax liability could be substantial and would reduce the amount of cash available
for investment, debt service and distribution to holders of its stock, which in turn could have a material adverse effect
on the value and market price of our Paired Shares. To the extent that distributions to shareholders by ESH REIT have
been made on the belief that ESH REIT qualified as a REIT, ESH REIT might be required to borrow funds or to
liquidate certain of its investments to pay the applicable tax. If, for any reason, ESH REIT failed to qualify as a REIT
and it was not entitled to relief under certain Code provisions, it would be subject to a material tax liability and unable
to elect REIT status for the four taxable years following the year during which it ceased to so qualify, which would
materially adversely affect our business and operating strategies and the market value of our Paired Shares.

Failure to qualify as a REIT could result from a number of factors, including, without limitation:

the leases of ESH REIT s hotels to the Corporation are not respected as true leases for U.S. federal income
tax purposes;

rents received from the Corporation are treated as rents received from a related party tenant ;

ESH REIT is not respected as an entity separate from the Corporation or the REIT qualification tests are
applied to ESH REIT on a combined basis with the Corporation; or

failure to satisfy the REIT distribution requirements due to restrictions under ESH REIT s indebtedness.
In addition, if ESH REIT fails to qualify as a REIT, it will no longer be required to make distributions as a condition
to REIT qualification and all of its distributions to holders of its common stock, after payment of corporate level tax as
noted above, would be taxable as regular C corporation dividends to the extent of ESH REIT s current and
accumulated earnings and profits. Thus, if ESH REIT failed to qualify as a REIT, dividends paid to ESH REIT s
shareholders currently taxed as individuals would be qualified dividend income, currently taxed at preferential rates,
and ESH REIT s shareholders currently taxed as corporations (including the Corporation) would be entitled to the
dividends received deduction with respect to such dividends, subject in each case to applicable limitations under the
Code. As a result of all these factors, ESH REIT s failure to qualify as a REIT would impair our business and operating
strategies and materially adversely affect the market price of our Paired Shares.

If rents received by ESH REIT from the Corporation are treated as rent received from a related party tenant,
ESH REIT will fail to qualify as a REIT.

To qualify as rents from real property for purposes of the two gross income tests applicable to REITs, ESH REIT must

not own, actually or constructively (by virtue of certain attribution provisions of the Code), 10% or more (by vote or

value) of the stock of any corporate lessee or 10% or more of the assets or net profits of any non-corporate lessee (a
related party tenant ). The Corporation will be treated as a related party tenant for purposes of the gross income tests if

ESH REIT owns, actually or constructively (by virtue of certain attribution provisions of the Code), 10% or more of

the stock (by vote or value) of the Corporation. The Corporation does not believe that it is a related party tenant of

ESH REIT.

However, events beyond our knowledge or control could result in a shareholder, including an investor in the Sponsors
or the Sponsors funds, owning or being deemed to own 10% or more of the paired common stock. The ownership
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attribution rules that apply for purposes of the 10% threshold are complex and may cause the outstanding shares
owned by a group of related individuals or entities to be deemed to be constructively owned by one individual or
entity. As a result, for instance, the acquisition of less than 10% of the outstanding paired common stock (or the
acquisition of an interest in an entity which owns paired common stock) by an individual or entity could cause that
individual or entity to be treated as owning in excess of 10% of ESH REIT. In addition, a person may be treated as
owning 10% or more of the value of stock of ESH REIT by virtue of owning an interest in an entity other than a
Sponsor-managed fund that owns an interest in ESH REIT. Although ESH REIT intends to make timely annual
demands of certain shareholders of record to disclose the beneficial owners of
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Shares issued in their name, as required by the Treasury Regulations, monitoring actual or constructive ownership of
the Shares, including by investors in the Sponsors, on a continuous basis is not feasible. The charters of the
Corporation and ESH REIT contain restrictions on the amount of shares of stock of either entity so that no person can
own, actually or constructively (by virtue of certain attribution provisions of the Code), more than 9.8% of the
outstanding shares of any class or series of stock of either ESH REIT or the Corporation. The Class A common stock
of ESH REIT and the 125 shares of preferred stock of ESH REIT are not subject to the 9.8% ownership limitation
under the charter of ESH REIT. However, given the breadth of the Code s constructive ownership rules and the fact
that it is not feasible for ESH REIT and the Corporation to continuously monitor actual and constructive ownership of
paired common stock, there can be no assurance that such restrictions will be effective in preventing any person from
actually or constructively acquiring 9.8% or more of the outstanding shares of any class or series of stock of the
Corporation or ESH REIT. If the Corporation were treated as a related party tenant of ESH REIT, ESH REIT would
not be able to satisfy either of the two gross income tests applicable to REITs and would fail to qualify for REIT
status. If ESH REIT failed to qualify as a REIT and it was not entitled to relief under certain Code provisions, it would
be subject to a material tax liability and unable to elect REIT status for the four taxable years following the year
during which it ceased to so qualify. In addition, it is unlikely ESH REIT would avail itself of certain relief provisions
under the Code customarily available to a REIT that has failed to satisfy a REIT requirement but wants to retain its
REIT status. If a REIT fails to satisfy either of the two gross income requirements, such relief provisions require
payment of a punitive tax in an amount equal to 100% of the estimated profits of the REIT attributable to the amount
of gross income by which the REIT failed the gross income tests. Since substantially all of ESH REIT s gross income
is generated by rent paid pursuant to the operating leases with the Corporation, substantially all of ESH REIT s total
profits could become subject to such 100% tax under such relief provisions of the Code if this rent failed to qualify
under the two gross income tests. In that event, ESH REIT would not likely pursue any of the relief provisions
available to REITs under certain provisions of the Code.

Our structure has been infrequently utilized by public companies and has not been employed by a public company
since a similar structure was employed by a public company in 2006, and the IRS could challenge ESH REIT s
qualification as a REIT.

Our structure has been infrequently utilized by public companies and has not been employed by a public company

since a similar structure was employed by a public company in 2006, and there is little guidance on the tax treatment

of a paired share arrangement. Section 269B of the Code provides that the determination of whether an entity qualifies
as a REIT must be made on a combined basis if the entity is stapled to another entity. ESH REIT and the Corporation
will be considered stapled entities if more than 50% of the value of the beneficial ownership of shares of ESH REIT is
paired with the shares of the Corporation. We believe that the value of the Class B common stock does not represent
more than 50% of the value of all of the shares of stock of ESH REIT and, accordingly, that ESH REIT and the
Corporation are not stapled entities for purposes of Section 269B of the Code. If ESH REIT failed to qualify as a
REIT under this rule and it was not entitled to relief under certain Code provisions, it would be subject to a material

tax liability and unable to elect REIT status for the four taxable years following the year during which it ceased to so
qualify. Additionally, the IRS could challenge the REIT status of ESH REIT on the basis that the Class B common
stock is not freely transferrable. Such assertion, if successful, would result in the loss of ESH REIT s REIT status. If
ESH REIT failed to qualify as a REIT under this rule and it was not entitled to relief under certain Code provisions, it
would be subject to a material tax liability and unable to elect REIT status for the four taxable years following the year
during which it ceased to so qualify. Finally, the IRS could also assert that the Corporation should be treated as

owning all of the common stock of ESH REIT. If upheld, such an assertion would effectively eliminate the benefit of
REIT status for ESH REIT. We did not seek an advance ruling from the IRS regarding ESH REIT s qualification as a
REIT.
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The ownership limits that apply to REITs, as prescribed by the Code and by ESH REIT s charter, may inhibit
market activity in our Paired Shares and restrict our business combination opportunities.

In order for ESH REIT to qualify to be taxed as a REIT, not more than 50% in value of the outstanding shares of its
stock may be owned, beneficially or constructively, by five or fewer individuals, as defined in the Code to include
certain entities, at any time during the last half of each taxable year after the first year for which
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it elected to qualify to be taxed as a REIT. Subject to certain exceptions, ESH REIT s charter authorizes its Board of
Directors to take such actions as are necessary and desirable to preserve its qualification to be taxed as a REIT. ESH
REIT s charter also provides that, unless exempted by the Board of Directors, no person may own more than 9.8% of
the outstanding shares of any class or series of its stock. The constructive ownership rules are complex and may cause
shares of stock owned directly or constructively (by virtue of certain attribution provisions of the Code) by a group of
related individuals or entities to be constructively owned by one individual or entity. These ownership limits could
delay or prevent a transaction or a change in control of us that might involve a premium price for our Paired Shares or
otherwise be in the best interests of our shareholders.

If ESH REIT s leases with the Corporation are not respected as true leases for U.S. federal income tax purposes,
ESH REIT would fail to qualify as a REIT.

To qualify as a REIT, ESH REIT is required to satisfy two gross income tests, pursuant to which specified percentages
of its gross income must be passive income, such as rent. For the rent paid pursuant to the operating leases with the
Corporation, which generates substantially all of ESH REIT s gross income, to constitute qualifying rental income for
purposes of the gross income tests, the leases must be respected as true leases for U.S. federal income tax purposes
and must not be treated as service contracts, joint ventures or some other type of arrangement. ESH REIT has
structured the leases, and intends to structure any future leases, so that the leases will be respected as true leases for
U.S. federal income tax purposes, but there can be no assurance that the IRS will not challenge this treatment or that a
court would not sustain such a challenge. If the leases were not respected as true leases for U.S. federal income tax
purposes, ESH REIT would not be able to satisfy either of the two gross income tests applicable to REITs and would
fail to qualify for REIT status. If ESH REIT failed to qualify as a REIT and it was not entitled to relief under certain
Code provisions, it would be subject to a material tax liability and unable to elect REIT status for the four taxable
years following the year during which it ceased to so qualify.

If rents received by ESH REIT from the Corporation do not reflect arm s-length terms, the IRS could seek to
recharacterize the rents.

The rates of rent payable by the Corporation to ESH REIT under the operating leases are intended to reflect

arm s-length terms. However, transfer pricing is an inherently subjective matter, and the IRS could, under Section 482
of the Code, assert that the rates of rent between the Corporation and ESH REIT do not reflect arm s-length terms. If
the IRS was successful in asserting that the rates of rent were not on arm s-length terms, it could adversely impact our
REIT qualification, our effective tax rate and our income tax liability.

Our principal Operating Lessee was recently subject to an audit by the Internal Revenue Service.

In February 2014, we received notice that the Company s principal Operating Lessee would be subject to an audit by
the Internal Revenue Service (the IRS ) with respect to its 2011 taxable year, during which it was a taxable REIT
subsidiary of ESH REIT. In November 2014, the IRS completed this audit and issued a no change letter. Despite this
favorable outcome, the IRS may choose to audit the 2012 or 2013 taxable year for this Operating Lessee, or audit

other open years for other taxpayers. The IRS has conducted audits of other lodging REITSs and their taxable REIT
subsidiaries, and in at least three cases has focused on the transfer pricing aspects of the hotel leases between the REIT
and its taxable REIT subsidiaries. In two of those cases, the IRS found the terms of the leases not to be on arm s-length
terms and proposed adjustments in connection with the audits. While we believe that our rent provisions reflect

arm s-length terms, there can be no assurance that the IRS will agree in any potential audit.

ESH REIT has a limited operating history as a publicly traded REIT and may not be successful in operating as a
publicly traded REIT, which may adversely affect its ability to make distributions to its shareholders.
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technical and complex. ESH REIT cannot assure you that its management team s past experience will be
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sufficient to successfully operate ESH REIT as a publicly traded REIT, implement appropriate operating and
investment policies and comply with Code or Treasury Regulations that are applicable to it. Failure to comply with the
income, asset and other requirements imposed by the REIT rules and regulations could prevent ESH REIT from
qualifying as a REIT and could force it to pay unexpected taxes and penalties, which may adversely affect its ability to
make distributions to its shareholders.

Even if ESH REIT continues to qualify as a REIT, it may face other tax liabilities that could reduce our cash
flows.

Even if ESH REIT continues to qualify for taxation as a REIT, it may be subject to certain U.S. federal, state and local
taxes on its income and assets including, but not limited to, taxes on any undistributed income and property and
transfer taxes. In order to maintain its status as a REIT, each year ESH REIT must distribute to holders of its common
stock at least 90% of its REIT taxable income, determined before the deductions for distributions paid and excluding
any net capital gain. To the extent that ESH REIT satisfies this distribution requirement, but distributes less than
100% of its taxable income and net capital gain, it will be subject to U.S. federal corporate income tax on its
undistributed REIT taxable income and net capital gain. In addition, ESH REIT will be subject to a 4% nondeductible
excise tax if the actual amount that it pays out to holders of its common stock in a calendar year is less than a
minimum amount specified under the Code. ESH REIT intends to distribute at least 95% of its taxable income and net
capital gain. Thus, ESH REIT will be subject to U.S. federal corporate income tax on its undistributed REIT taxable
income and net capital gain and may be subject to U.S. federal excise tax. Any of these taxes would decrease cash
available for distributions to holders of its common stock, and lower cash distributions could adversely affect the
market price of our Paired Shares.

The REIT distribution requirements could materially adversely affect ESH REIT s liquidity and may force ESH
REIT to borrow funds or sell assets during unfavorable market conditions or make taxable distributions of its
capital stock.

In order to meet the REIT distribution requirements and avoid the payment of income and excise taxes, ESH REIT
may need to borrow funds on a short-term basis or sell assets, even if the then-prevailing market conditions are not
favorable for these borrowings or asset sales. ESH REIT s cash flows may be insufficient to fund required REIT
distributions as a result of differences in timing between the actual receipt of income and the recognition of income for
U.S. federal income tax purposes, or the effect of non-deductible capital expenditures, the creation of reserves or
required debt service obligations or amortization payments. The insufficiency of ESH REIT s cash flows to cover its
distribution requirements could have a material adverse effect on its ability to incur additional indebtedness or sell
equity securities in order to fund distributions required to maintain its qualification as a REIT.

ESH REIT may from time to time make distributions to its shareholders in the form of its taxable stock dividends,
which could result in shareholders incurring tax liability without receiving sufficient cash to pay such tax.

Although it has no current intention to do so, ESH REIT may in the future distribute taxable stock dividends to its
shareholders in the form of additional shares of its stock. ESH REIT might distribute additional shares of its Class A
common stock, shares of Class B common stock and/or shares of its preferred stock to the Corporation and/or shares
of its Class B common stock to the holders of its Class B common stock. Taxable shareholders receiving such
dividends will be required to include the full amount of the dividend as ordinary income to the extent of ESH REIT s
current and accumulated earnings and profits for U.S. federal income tax purposes. As a result, shareholders may be
required to pay income taxes with respect to such dividends in excess of the cash distributions received. If a U.S.
shareholder sells ESH REIT common or preferred shares that it receives as a dividend in order to pay this tax, the
sales proceeds may be less than the amount included in income with respect to the dividend, depending on the market
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price of our Paired Shares at the time of the sale. Furthermore, with respect to certain non-U.S. shareholders, ESH
REIT may be required to withhold U.S. federal income tax with respect to such dividends, including in respect of all
or a portion of such dividend that is payable in its common stock.
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Dividends paid by REITs do not qualify for the reduced tax rates available for some dividends.

Certain dividends known as qualified dividends payable to U.S. shareholders that are individuals, trusts or estates
currently are subject to the same tax rates as long-term capital gains, which are significantly lower than the maximum
rates for ordinary income. Dividends paid by REITSs, however, generally are not eligible for such reduced rates.
Although these rules do not adversely affect the taxation of REITs, the more favorable rates applicable to regular
corporate qualified dividends could cause investors who are individuals, trusts and estates to perceive investments in
REITs to be relatively less attractive than investments in the stocks of non-REIT corporations that pay dividends,
which could adversely affect the value of the shares of REITs and our Paired Shares.

Applicable REIT laws may restrict certain business activities and increase our overall tax liability.

As a REIT, ESH REIT is subject to various restrictions on the types of income it can earn, assets it can own and
activities in which it can engage. Business activities that could be impacted by applicable REIT laws include, but are
not limited to, activities such as developing alternative uses of real estate, including the development and/or sale of
hotel properties. Due to these restrictions, we anticipate that we will conduct certain business activities, including

those mentioned above, through the Corporation. The Corporation is taxable as a regular C corporation and is subject
to U.S. federal, state, local and, if applicable, foreign taxation on its taxable income. To qualify as a REIT, ESH REIT
must satisfy certain asset, income, organizational, distribution, shareholder ownership and other requirements on an
ongoing basis. In order to meet these tests, ESH REIT may be required to forego investments it might otherwise make.
Thus, ESH REIT s compliance with the REIT requirements may hinder our business and operating strategies, financial
condition and results of operations.

Complying with REIT requirements may limit our ability to hedge effectively and may cause us to incur tax
liabilities.

The REIT provisions of the Code substantially limit ESH REIT s ability to hedge its assets and liabilities. Any income
from a hedging transaction that ESH REIT enters into primarily to manage risk of currency fluctuations or to manage
risk of interest rate changes with respect to borrowings made or to be made to acquire or carry real estate assets does
not constitute gross income for purposes of the 75% or 95% gross income tests that apply to REITs, provided that
certain identification requirements are met. To the extent that ESH REIT enters into other types of hedging
transactions or fails to properly identify such transaction as a hedge, the income is likely to be treated as
non-qualifying income for purposes of both of the gross income tests. As a result of these rules, ESH REIT may be
required to limit its use of advantageous hedging techniques or implement those hedges through a TRS. This could
increase the cost of ESH REIT s hedging activities because its TRS may be subject to tax on gains or expose ESH
REIT to greater risks associated with changes in interest rates than it would otherwise choose to bear. In addition,
losses in a TRS will generally not provide any tax benefit, except that such losses could theoretically be carried back
or forward against past or future taxable income in the TRS.

The application of FIRPTA to non-U.S. holders of Class B common stock of ESH REIT is not clear.

A non-U.S. person disposing of a U.S. real property interest ( USRPI ), including shares of a U.S. corporation whose
assets consist principally of USRPIs, is generally subject to tax under the Foreign Investment in Real Property Tax
Act ( FIRPTA ), on the gain recognized on the disposition, in which case they would also be required to file U.S. tax
returns with respect to such gain. FIRPTA does not apply, however, to the disposition of stock in a REIT if the REIT
isa domestically controlled REIT. We intend to take the position that ESH REIT is a domestically controlled REIT
under the Code. However, there can be no assurance that the IRS will not challenge this treatment or that a court
would not sustain such a challenge. If ESH REIT were to fail to qualify as a domestically controlled REIT, gains
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Class B common stock was regularly traded on an established securities market (such as the NYSE) and the non-U.S.
holder did not at any time during a specified
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testing period directly or indirectly own more than 5% of the value of the outstanding Class B common stock. While
there is no authority addressing whether a component of a paired interest will be considered to be regularly traded on
an established securities market by virtue of the paired interest being considered to be regularly traded on an
established securities market, we intend to take the position that the Class B common stock of ESH REIT is traded on
an established securities market.

Non-U.S. holders of Class B common stock of ESH REIT may be subject to tax under FIRPTA on distributions.

Non-U.S. holders of Class B common stock may incur tax on distributions that are attributable to gain from a sale or
exchange of a USRPI by ESH REIT under FIRPTA. A USRPI includes certain interests in real property and stock in
corporations at least 50% of whose assets consist of USRPIs. Under FIRPTA, a non-U.S. shareholder is taxed on
distributions attributable to gain from sales of USRPISs as if such gain were effectively connected with a U.S. trade or
business of the non-U.S. shareholder, in which case they would also be required to file U.S. tax returns with respect to
such gains. A non-U.S. shareholder thus would be taxed on such a distribution at the normal capital gains rates
applicable to U.S. shareholders, subject to applicable alternative minimum tax and a special alternative minimum tax
in the case of a nonresident alien individual. A non-U.S. corporate shareholder not entitled to treaty relief or
exemption also may be subject to the 30% branch profits tax on such a distribution.

If the Class B common stock is regularly traded on an established securities market located in the United States,
capital gain distributions on the Class B common stock that are attributable to ESH REIT s sale of real property will be
treated as ordinary dividends rather than as gain from the sale of a USRPI as long as the non-U.S. shareholder did not
own more than 5% of the Class B common stock at any time during the one-year period preceding the distribution. As
a result, non-U.S. shareholders generally will be subject to withholding tax on such capital gain distributions in the
same manner as they are subject to withholding tax on ordinary dividends. As noted above, we intend to take the
position that the Class B common stock is regularly traded on an established securities market located in the United
States. If the Class B common stock is not considered to be regularly traded on an established securities market
located in the United States or the non-U.S. shareholder owned more than 5% of the Class B common stock at any
time during the one-year period preceding the distribution, capital gain distributions that are attributable to ESH

REIT s sale of real property would be subject to tax under FIRPTA, as described in the preceding paragraph. In such
case, ESH REIT must withhold 35% of any distribution that ESH REIT could designate as a capital gain dividend. A
non-U.S. shareholder may receive a credit against its tax liability for the amount ESH REIT withholds. Moreover, if a
non-U.S. shareholder disposes of ESH REIT common stock during the 30-day period preceding a distribution
payment, and such non-U.S. shareholder (or a person related to such non-U.S. shareholder) acquires or enters into a
contract or option to acquire the Class B common stock within 61 days of the first day of the 30-day period described
above, and any portion of such distribution payment would, but for the disposition, be treated as a USRPI capital gain
to such non-U.S. shareholder, then such non-U.S. shareholder shall be treated as having USRPI capital gain in an
amount that, but for the disposition, would have been treated as USRPI capital gain.

Risks Related to the Corporation
The Corporation is subject to tax at regular corporate rates.

The Corporation is subject to U.S. federal income tax, including any applicable alternative minimum tax, on its
taxable income at regular corporate rates, and distributions to holders of Corporation common stock are not deductible
by it in computing its taxable income. In calculating its taxable income, the Corporation must include as income any
distributions received from ESH REIT. Distributions to holders of Corporation common stock are taxable as dividends
to the extent of current and accumulated earnings and profits. Distributions paid by the Corporation to noncorporate
U.S. shareholders that constitute qualified dividend income will be taxable to the shareholder at the preferential rates
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profits would generally be considered a return of capital for U.S. federal income tax purposes to the extent of the

holder s adjusted tax basis in their shares. A return of capital is not taxable, but it has the effect of reducing the holder s
adjusted tax basis in their shares. If distributions exceed the adjusted tax basis of a holder s shares, they will be treated
as gain from the sale or exchange of such stock.

The application of FIRPTA could adversely affect non-U.S. holders of our Paired Shares.

The Corporation is expected to be a United States real property holding corporation under the Code. As a result, under
FIRPTA, certain non-U.S. holders of Corporation common stock may be subject to U.S. federal income tax on gain
from the disposition of such stock, in which case they would also be required to file U.S. tax returns with respect to
such gain. Whether these FIRPTA provisions apply depends on the amount of Corporation common stock that such
non-U.S. holder holds and whether, at the time they dispose of their shares, Corporation common stock is regularly
traded on an established securities market (such as the NYSE) within the meaning of the applicable Treasury
Regulations. While there is no authority addressing whether a component of a paired interest will be considered to be
traded on an established securities market by virtue of the paired interest being considered to be traded on an
established securities market, we intend to take the position that the common stock of the Corporation is traded on an
established securities market. So long as the Corporation common stock is regularly traded as noted above, only a
non-U.S. holder who has held, actually or constructively, more than 5% of the Corporation s common stock at any
time during the applicable testing period may be subject to U.S. federal income tax on the disposition of such common
stock under FIRPTA. In addition, a separate valuation of the Class B common stock of ESH REIT and common stock
of the Corporation may not be available. As a result, the portion of any gain on the disposition of a Paired Share that is
attributable to shares of common stock of the Corporation, and subject to FIRPTA, may be difficult to determine.

If ESH REIT was to lose its REIT status, it could materially adversely affect the Corporation, and therefore
materially adversely affect the Company.

The Corporation will receive a substantial portion of its income in the form of distributions from ESH REIT. If ESH
REIT was not treated as a REIT, it would be subject to U.S. federal income tax, including any applicable alternative
minimum tax, on its taxable income at regular corporate rates, and distributions to holders of its stock, including the
Corporation, would not be deductible by it in computing its taxable income. Any such corporate tax liability could be
substantial and would reduce the amount of cash available for distribution to holders of its stock, including the
Corporation, and would likely reduce the value of the ESH REIT Class A common stock held by the Corporation,
which in turn could have a material adverse effect on the value of the Corporation s common stock and our Paired
Shares. See  Risks Related to ESH REIT and its Status as a REIT.

Risks Related to our Paired Shares

If our stock price fluctuates, you could lose a significant part of your investment.

The market price of our Paired Shares may be influenced by many factors including:

announcements of new hotels or services or significant price reductions by us or our competitors;

changes in tax law or interpretations thereof;
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the failure of securities analysts to cover our Paired Shares or changes in analysts

variations in quarterly results of operations compared to market expectations;

default on our indebtedness or foreclosure of our hotel properties;

economic, legal and regulatory factors unrelated to our performance;

increased competition;

future sales of our Paired Shares or the perception that such sales may occur;
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investor perceptions of us and the lodging industry;

events beyond our control, such as war, terrorist attacks, travel-related health concerns, transportation and
fuel prices, travel-related accidents, natural disasters and severe weather; and

the other factors listed in this Risk Factors section.
As aresult of these factors, investors in Paired Shares may not be able to resell their Paired Shares at or above their
purchase price. In addition, our stock price may be volatile. The stock market in general has experienced extreme
price and volume fluctuations that have often been unrelated or disproportionate to the operating performance of
companies like us. Accordingly, these broad market and industry factors may significantly reduce the market price of
our Paired Shares, regardless of our operating performance.

Certain of our shareholders each beneficially own a substantial amount of our Paired Shares and have substantial
control over us and their interests may conflict with or differ from your interests as a shareholder.

Affiliates of the Sponsors each beneficially own approximately 23.3% of our Paired Shares, with no individual entity
owning, actually or constructively, more than 9.8% as provided in the respective charters of the Corporation and ESH
REIT. Accordingly, the Corporation is a controlled company within the meaning of the NYSE rules. ESH REIT is a
controlled company by virtue of its ownership by the Corporation, regardless of the Sponsors ownership. In addition,
four directors of the Corporation and three directors of ESH REIT were designated by the Sponsors pursuant to the
shareholders agreement between the Corporation, ESH REIT and the Sponsors. Further, the Sponsors are entitled to
consent rights on specified matters pursuant to the shareholders agreement. As a result, the Sponsors are able to exert
a significant degree of influence or actual control over our management and affairs and over matters requiring
shareholder approval, including the election of directors, a merger, consolidation or sale of all or substantially all of
our assets and other significant business or corporate transactions. These shareholders may have interests that are
different from yours and may vote in a way with which you disagree and which may be adverse to your interests. In
addition, this concentration of ownership could have the effect of delaying or preventing a change in control or
otherwise discouraging a potential acquirer from attempting to obtain control of us, which could cause the market
price of our Paired Shares to decline or prevent our shareholders from realizing a premium over the market price for
their Paired Shares.

Additionally, each of the Sponsors is in the business of making investments in companies and may acquire and hold,

and in a few instances have acquired and held, interests in businesses that compete directly or indirectly with us. One

or more of the Sponsors may also pursue acquisition opportunities that may be complementary to our business and, as

a result, those acquisition opportunities may not be available to us. The Corporation s and ESH REIT s charters provide
that none of the Sponsors, any of their affiliates or any director who is not employed by us (including any

non-employee director who serves as one of our officers in both his director and officer capacities) or his or her

affiliates have any duty to refrain from engaging, directly or indirectly, in the same business activities or similar

business activities or lines of business in which we operate.

Future sales or the possibility of future sales of a substantial amount of our Paired Shares may depress the price of
our Paired Shares.

Future sales or the availability for sale of substantial amounts of our Paired Shares in the public market could

adversely affect the prevailing market price of our Paired Shares and could impair our ability to raise capital through
future sales of equity securities.
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The charters of the Corporation and ESH REIT authorize us to issue 3,500,000,000 Paired Shares, of which
204,517,625 Paired Shares are outstanding as of February 20, 2015. Of these shares, the 32,487,500 Paired Shares
sold in the Offering are freely transferable without restriction or further registration under the Securities Act by
persons other than affiliates, as that term is defined in Rule 144 under the Securities Act. In addition, another
24,150,000 Paired Shares were sold into the public market as a result of a secondary offering that was completed in
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August 2014 by the Sponsors. The Sponsors currently own 142,943,912 Paired Shares collectively and have
additional registration rights with respect to the remainder of their Paired Shares.

We may issue Paired Shares or other securities from time to time as consideration for future acquisitions and
investments. If any such acquisition or investment is significant, the number of Paired Shares, or the number or
aggregate principal amount, as the case may be, of other securities that we may issue may in turn be substantial. We
may also grant registration rights covering those Paired Shares or other securities in connection with any such
acquisitions and investments.

We have also filed a registration statement on Form S-8 covering 8,000,000 Paired Shares in connection with our
employee benefit plans.

We cannot predict the size of future issuances of our Paired Shares or the effect, if any, that future issuances and sales
of our Paired Shares will have on the market price of our Paired Shares. Sales of substantial amounts of our Paired
Shares (including Paired Shares issued in connection with an acquisition), or the perception that such sales could
occur, may adversely affect prevailing market prices for our Paired Shares.

Under our equity incentive plans, the granting entity will need to compensate the non-granting entity for the
issuance of its component share of our Paired Shares.

The Extended Stay America, Inc. 2013 Long-Term Incentive Plan and the ESH Hospitality, Inc. 2013 Long-Term
Incentive Plan (each a 2013 LTIP ) contemplate grants of Paired Shares to employees, officers and directors of the
Corporation and ESH REIT (each a Granting Entity ), as applicable. Each Granting Entity makes awards to eligible
participants under its respective 2013 LTIP in respect of Paired Shares, subject to the non-Granting Entity s approval
of the terms of each award made under the Granting Entity s 2013 LTIP, and the non-Granting Entity s agreement to
issue its component of our Paired Share (i.e., with respect to the Corporation, a share of common stock, and with
respect to ESH REIT, a share of Class B common stock) to the grantee at the time of delivery of its component of our
Paired Share.

The Granting Entity will compensate the non-Granting Entity generally in cash for its issuance of its component of
our Paired Share for the fair market value at the time of issuance. In some cases, the applicable Granting Entity may
have to pay more for a share of the non-Granting Entity than it would have otherwise paid at the time of grant as the
result of an increase in the value of a Paired Share between the time of grant and the time of exercise or settlement. In
addition, the Corporation may need to acquire additional shares of Class A common stock of ESH REIT at the time of
issuance of the shares of Class B common stock of ESH REIT in order to maintain its 55% ownership interest in ESH
REIT.

Under the 2013 LTIPs, a grant of restricted stock units results in the recognition of total compensation expense equal

to the grant date fair value of such grant. Compensation expense related to a grant is recognized on a straight-line

basis over the requisite service period of each grant. As it relates to the Company s financial statements, with respect to
grants issued to directors of ESH REIT, such compensation expense is recognized on a mark-to-market basis each
period rather than on a straight-line basis.

If our operating and financial performance in any given period does not meet the guidance that we provide to the
public, our stock price may decline.

We provide public guidance on our expected operating and financial results for future periods. Any such guidance will
be comprised of forward-looking statements subject to the risks and uncertainties described in this combined annual
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report on Form 10-K and in our other public filings and statements. Our actual results may not always be in line with
or exceed any guidance we have provided, especially in times of economic uncertainty. If, in the future, our operating
or financial results for a particular period do not meet any guidance we provide or the expectations of investment
analysts or if we reduce our guidance for future periods, as we have in the past, the market price of our Paired Shares
may decline.
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If securities analysts do not publish research or reports about Extended Stay America, or if they issue unfavorable
commentary about us, or our industry, or downgrade our Paired Shares, the price of our Paired Shares could
decline.

The trading market for our Paired Shares depends in part on the research and reports that third-party securities analysts
publish about Extended Stay America and the lodging industry. One or more analysts could downgrade, and in the
past have downgraded, our Paired Shares or issue other negative commentary about Extended Stay America or our
industry. In addition, we may be unable or slow to maintain and attract additional research coverage. Alternatively, if
one or more of these analysts cease coverage of Extended Stay America, we could lose visibility in the market. As a
result of one or more of these factors, the trading price of our Paired Shares could decline.

Delaware law and our organizational documents may impede or discourage a takeover, which could deprive our
shareholders of the opportunity to receive a premium for their Paired Shares.

The Corporation and ESH REIT are Delaware corporations, and the anti-takeover provisions of Delaware law impose
various impediments to the ability of a third party to acquire control of us, even if a change of control would be
beneficial to our existing shareholders. In addition, provisions of the Corporation s and ESH REIT s charters and
bylaws may make it more difficult for, or prevent a third party from, acquiring control of us without the approval of
our Boards of Directors. These provisions include, among others:

the ability of our Boards of Directors to designate one or more series of preferred stock and issue shares of
preferred stock without shareholder approval;

actions by shareholders may not be taken by written consent, except that any action required or permitted to
be taken by our shareholders may be effected by written consent until such time as the Sponsors cease to
own 50% or more of the outstanding Paired Shares;

the sole power of a majority of the Boards of Directors to fix the number of directors;

advance notice requirements for nominating directors or introducing other business to be conducted at
shareholder meetings, provided that such notice will not be applicable to the Sponsors so long as they own at
least 50% of the outstanding Paired Shares; and

the limited ability of shareholders to call special meetings while the Sponsors own at least 50% of the
outstanding Paired Shares;

the affirmative supermajority vote of our shareholders to amend anti-takeover provisions in our charters and
bylaws.
The foregoing factors, as well as the significant ownership of Paired Shares by the Sponsors, and certain covenant
restrictions under our indebtedness could impede a merger, takeover or other business combination or discourage a
potential investor from making a tender offer for our Paired Shares, which, under certain circumstances, could reduce
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the market price of our Paired Shares.

The Corporation and ESH REIT may each issue shares of preferred stock in the future, which could make it
difficult for another company to acquire us or could otherwise adversely affect holders of our Paired Shares, which
could depress the price of our Paired Shares.

The Corporation has 21,202 shares of 8.0% voting preferred stock outstanding. ESH REIT has 125 shares of 12.5%
preferred stock outstanding. The Corporation s charter authorizes the Corporation to issue up to 350,000,000 shares of
one or more additional series of preferred stock. ESH REIT s charter authorizes ESH REIT to issue up to 350,000,000
shares of one or more additional series of preferred stock. The Boards of Directors of the Corporation and ESH REIT
will have the authority to determine the preferences, limitations and relative rights of shares of preferred stock and to
fix the number of shares constituting any series and the designation of such series, without any further vote or action
by shareholders. Preferred stock could be issued
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with voting, liquidation, dividend and other rights superior to the rights of our Paired Shares. The potential issuance of
preferred stock may delay or prevent a change in control of us, discouraging bids for our Paired Shares at a premium
over the market price and adversely affect the market price and the voting and other rights of the holders of our Paired
Shares.

ESH REIT may be subject to adverse legislative or regulatory tax changes that could adversely affect the market
price of our Paired Shares.

At any time, the U.S. federal income tax laws governing REITs or the administrative interpretations of those laws may
be amended. We cannot predict when or if any new U.S. federal income tax law, regulation, or administrative
interpretation, or any amendment to any existing U.S. federal income tax law, regulation or administrative
interpretation, will be adopted, promulgated or become effective and any such law, regulation, or interpretation may
take effect retroactively. ESH REIT, the Corporation and holders of Class B common stock could be adversely
affected by any such change in, or any new, U.S. federal income tax law, regulation or administrative interpretation,
which could effectively eliminate our structure, and in turn, adversely affect the market price of our Paired Shares.

There is a possibility that there will be amendments to or elimination of the pairing arrangement, which may, in
turn, impact ESH REIT s status as a REIT.

Each share of common stock of the Corporation is attached to and trades together with the Class B common stock of
ESH REIT. Under the Corporation s and ESH REIT s charters, each of the respective Board of Directors may modify
or eliminate this pairing arrangement without the consent of its respective shareholders at any time if that Board of
Directors no longer deems it in the best interests of the Corporation or ESH REIT, as the case may be, for their shares
to continue to be attached and trade together. At this time, neither board has determined the circumstances under
which the pairing arrangement would be terminated. However, circumstances that the respective board might consider
in making such a determination may include, for example, the enactment of legislation that would significantly reduce
or eliminate the benefits of our current structure. With respect to such determination, the respective board must fulfill
at all times its respective fiduciary duties and, therefore, it is not possible to predict at this time the future
circumstances under which the respective board would terminate the pairing arrangement. In addition, holders of
Paired Shares have the option, by the vote of a majority of our Paired Shares then outstanding, to eliminate the pairing
arrangement in accordance with the respective charters of the Corporation and ESH REIT. The pairing arrangement
will be automatically terminated upon bankruptcy of either of the Corporation or ESH REIT.

The Corporation and ESH REIT each have the right, at their option and without the consent of the holders of our
Paired Shares, to acquire shares of Class B common stock of ESH REIT from the holders of such shares in exchange
for cash, securities of the Corporation or ESH REIT, as the case may be, and/or any other property with a fair market
value, as determined by a valuation firm or investment bank, at least equal to the fair market value of the Class B
common stock of ESH REIT being exchanged. The Corporation and ESH REIT each have the right, at their option
and without the consent of the holders of our Paired Shares, to acquire shares of the Corporation s common stock from
the holders of such shares in exchange for cash, securities of the Corporation or ESH REIT, as the case may be, and/or
any other property with a fair market value, as determined by a valuation firm or investment bank, at least equal to the
fair market value of the Corporation s common stock being exchanged. Holders of our Paired Shares could be subject
to U.S. federal income tax on the exchange of shares of Class B common stock of ESH REIT or shares of common
stock of the Corporation and may not receive cash to pay the tax from the Corporation or ESH REIT.

After any such acquisition, shares of the Corporation s common stock may be paired with shares of Class B common
stock of ESH REIT in a different proportion, but such shares will continue to be attached and trade together. Further,
the Corporation s charter and ESH REIT s charter allow the respective Boards of Directors of the Corporation and ESH
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unpaired shares of the Corporation or ESH REIT may reduce the liquidity or value of our Paired Shares. The Class A
common stock of ESH REIT owned by the Corporation is also freely transferable and if transferred, the transferee will
hold unpaired shares of common stock of ESH REIT.

ESH REIT s Board of Directors could terminate its status as a REIT, subjecting ESH REIT s taxable income to
U.S. federal income taxation, which would increase its liabilities for taxes.

Under ESH REIT s charter, its Board of Directors may terminate its REIT status, without the consent of its
shareholders, at any time if the board no longer deems it in the best interests of ESH REIT to continue to qualify under
the Code as a REIT, subject to the Sponsors consent rights pursuant to the shareholders agreement between the
Corporation, ESH REIT and the Sponsors. ESH REIT s Board of Directors has not yet determined the circumstances
under which ESH REIT s status as a REIT would be terminated. However, circumstances that the board may consider
in making such a determination may include, for example:

the enactment of new legislation that would significantly reduce or eliminate the benefits of being a REIT or
having a paired share arrangement; or

ESH REIT no longer being able to satisfy the REIT requirements.
With respect to this determination, ESH REIT s board must fulfill at all times its fiduciary duties and, therefore, it is
not possible to predict at this time the future circumstances under which the board would terminate ESH REIT s status
as a REIT.

If ESH REIT s status as a REIT is terminated, its taxable income will be subject to U.S. federal income taxation
(including any applicable alternative minimum tax) at regular corporate rates. If ESH REIT s status was terminated and
it was not entitled to relief under certain Code provisions, it would be unable to elect REIT status for the four taxable
years following the year during which it ceased to so qualify.

The requirements of being a public company, including compliance with the reporting requirements of the
Exchange Act and the requirements of the Sarbanes-Oxley Act and the NYSE, may strain our resources, increase
our costs and divert management s attention, and we may be unable to comply with these requirements in a timely
or cost-effective manner.

As a public company, we are subject to the reporting requirements of the Securities Exchange Act of 1934, as
amended (the Exchange Act ), and the corporate governance standards of the Sarbanes-Oxley Act of 2002, or the
Sarbanes-Oxley Act, and the NYSE. These requirements place a strain on our management, systems and resources.
The Exchange Act requires us to file annual, quarterly and current reports with respect to our business and financial
condition within specified time periods and to prepare proxy statements with respect to the annual meetings of
shareholders of the Corporation and ESH REIT. The Sarbanes-Oxley Act requires that we maintain effective
disclosure controls and procedures and internal controls over financial reporting. The NYSE requires that we comply
with various corporate governance requirements. To comply with the Exchange Act, Sarbanes-Oxley Act and NYSE
requirements, significant resources and management oversight are required. This may divert management s attention
from other business concerns and lead to significant costs associated with compliance, which could have a material
adverse effect on us and the price of our Paired Shares. Advocacy efforts by shareholders and third parties may also
prompt even more changes in governance and reporting requirements. We cannot predict or estimate the amount of
additional costs we may incur or the timing of these costs.
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We are exposed to risks relating to evaluations of our internal controls required by Section 404 of the
Sarbanes-Oxley Act.

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our financial
results. We are required to provide reliable financial statements and reports to our shareholders. To monitor the
accuracy and reliability of our financial reporting, we have established an internal audit function that
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oversees our internal controls. In addition, we have developed policies and procedures with respect to company-wide
business processes and cycles in order to implement effective internal control over financial reporting. We have
established controls and procedures designed to ensure that total hotel revenues and hotel operating expenses are
properly recorded at our hotels. While we have undertaken substantial work to comply with Section 404 of the
Sarbanes-Oxley Act, we cannot be certain that we will be successful in maintaining effective internal control over our
financial reporting and may determine in the future that our existing internal controls need improvement. If we fail to
comply with proper overall controls, we could be materially harmed or fail to meet our reporting obligations. In
addition, the existence of a material weakness or significant deficiency in our internal controls could result in errors in
our financial statements that could require a restatement, cause us to fail to meet our reporting obligations, result in
increased costs to remediate any deficiencies, attract regulatory scrutiny or lawsuits and cause investors to lose
confidence in our reported financial information, leading to a substantial decline in the market price of our Paired
Shares.

In connection with the preparation of the 2014 consolidated financial statements of Extended Stay America, Inc., we
identified a significant deficiency.

We are a controlled company within the meaning of the NYSE rules and, as a result, qualify for, and rely on,
exemptions from certain corporate governance requirements.

A company of which more than 50% of the voting power is held by an individual, a group or another company is a
controlled company within the meaning of the NYSE rules and may elect not to comply with certain corporate
governance requirements of the NYSE, including:

the requirement that a majority of the Boards of Directors of the Corporation and ESH REIT consist of
independent directors;

the requirement that each of the Corporation and ESH REIT have a nominating/corporate governance
committee that is composed entirely of independent directors with a written charter addressing the
committee s purpose and responsibilities; and

the requirement that each of the Corporation and ESH REIT have a compensation committee that is
composed entirely of independent directors with a written charter addressing the committee s purpose and
responsibilities.
We rely on all of the exemptions listed above. Accordingly, you will not have the same protections afforded to
shareholders of companies that are subject to all of the corporate governance requirements of the NYSE.

Item 1B. Unresolved Staff Comments
None.
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Item 2. Properties

As of December 31, 2014, we owned and operated 682 hotels. The average age of our hotel properties at

December 31, 2014 was 15.9 years. We are under long-term ground leases at four of our hotel properties with initial
terms terminating at various dates between 2016 and 2096 with most leases including multiple renewal options for
generally five or 10 year periods. Other than the four ground leases described above, all remaining hotel properties
and grounds are fully owned. The following table provides certain information regarding those hotels.

State/Country Hotels Number of Rooms % of Total Rooms
California 85 10,311 13.6%
Texas 69 7,835 10.3%
Florida 54 6,018 7.9%
Illinois 34 3,935 5.2%
North Carolina 33 3,424 4.5%
Virginia 30 3,290 4.3%
Georgia 28 2,983 3.9%
Ohio 30 2,879 3.8%
Washington 23 2,691 3.5%
Arizona 19 2,229 2.9%
New Jersey 19 2,226 2.9%
Michigan 19 2,115 2.8%
Colorado 17 2,098 2.8%
Maryland 19 2,066 2.7%
Tennessee 19 2,015 2.7%
Missouri 16 1,724 2.3%
Pennsylvania 16 1,713 2.3%
Massachusetts 13 1,435 1.9%
New York 11 1,325 1.7%
Indiana 13 1,228 1.6%
South Carolina 11 1,102 1.5%
Minnesota 10 1,043 1.4%
Oregon 7 899 1.2%
Kentucky 10 896 1.2%
Louisiana 7 791 1.0%
Kansas 7 767 1.0%
Alabama 7 693 0.9%
Wisconsin 6 665 0.9%
Nevada 5 652 0.9%
Utah 5 622 0.8%
Connecticut 5 570 0.7%
Canada 3 500 0.7%
Oklahoma 5 475 0.6%
New Mexico 4 459 0.6%
Alaska 4 419 0.6%
Rhode Island 4 403 0.5%
Arkansas 3 305 0.4%
Mississippi 3 273 0.4%
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We lease our corporate headquarters in Charlotte, North Carolina. The initial lease term expires in August 2021 with
two additional five year renewal terms. Our offices are sufficient to meet our present needs, and we do not anticipate
any difficulty in securing additional office space, as needed, on terms acceptable to us.

Item 3. Legal Proceedings

We are from time to time subject to various claims and lawsuits incidental to our business. In the opinion of
management, these claims and suits, individually or in the aggregate, will not have a material adverse effect on the
Company s consolidated and combined financial statements, results of operations or liquidity or on ESH REIT s
consolidated financial statements, results of operations or liquidity.

Item 4. Mine Safety Disclosures
None.
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PART II

Item 5. Market for Registrants Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities
Market Information

The Paired Shares are listed on the NYSE under the symbol STAY and commenced trading on November 13, 2013.
Below is a summary of the high and low prices of our Paired Shares, as well as cash distributions declared by ESH
REIT, during all quarterly periods since the date of our initial public offering:

Price per Paired Share ESH REIT Cash

Distributions
2014 High Low Declared
Fourth Quarter $23.30 $17.63 $ 0.15
Third Quarter 24.06 21.86 0.15
Second Quarter 23.83 21.04 0.15
First Quarter 26.57 22.64 0.08
2013
Fourth Quarter $26.26 $20.00 $ 0.00

The Class A common stock of ESH REIT is held by the Corporation and has never been publicly traded.
Holders of Record

As of February 20, 2015, there were 63 holders of record of our Paired Shares and the Corporation was the only
holder of ESH REIT s Class A common stock. Because many of our Paired Shares are held by brokers and other
institutions on behalf of shareholders, we are unable to estimate the total number of beneficial owners represented by
these record holders.

Distribution Policies

In 2015, we intend to maintain or slightly increase our current distribution rate of $0.15 per Paired Share per quarter
unless our consolidated results of operations, net income, Adjusted EBITDA, liquidity, cash flows, financial condition
or prospects, economic conditions or other factors differ materially from our current assumptions. We intend to make
our expected distributions in respect of the Class B common stock of ESH REIT. In the event distributions in respect
of the Class B common stock of ESH REIT are not sufficient to meet our expected distributions, the expected
distributions may be completed through distributions in respect of the common stock of the Corporation using funds
distributed to the Corporation in respect of the Class A common stock of ESH REIT, after allowance for tax, if any,
on those funds.

The Corporation s and ESH REIT s Boards of Directors are independent of one another and owe separate fiduciary

duties to the Corporation and ESH REIT. Each Board of Directors will separately determine the form, timing and

amount of any distributions to be paid by the respective entities for any period. For a description of the Corporation s
distribution policy, please see  Corporation Distribution Policy and for ESH REIT s distribution policy, see =~ ESH REIT
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Distribution Policy.

Corporation Distribution Policy

The Corporation s Board of Directors has not declared any distributions on the Corporation s common stock and
currently has no intention to do so, except as described above. The payment of any distributions will be at the

discretion of the Corporation s Board of Directors. Any such distributions will be made subject to the Corporation s
compliance with applicable law and will depend on, among other things, the receipt by the
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Corporation of distributions from ESH REIT in respect of the Class A common stock, the Corporation s results of
operations and financial condition, level of indebtedness, capital requirements, capital contributions to ESH REIT,
contractual restrictions, restrictions in any existing or future debt agreements of the Corporation or ESH REIT and in
any preferred stock and other factors that the Corporation s Board of Directors may deem relevant.

The Corporation s ability to pay distributions will depend on its receipt of cash distributions from ESH REIT, which
may further restrict its ability to pay distributions. In particular, ESH REIT s ability to pay distributions is restricted by
the terms of its indebtedness. See Management s Discussion and Analysis of Financial Condition and Results of
Operations Our Indebtedness for a description of the restrictions on the Corporation s and ESH REIT s ability to pay
distributions.

ESH REIT Distribution Policy

To qualify as a REIT, ESH REIT must distribute annually to its shareholders an amount at least equal to:

90% of its REIT taxable income, computed without regard to the deduction for dividends paid and excluding
any net capital gain; plus

90% of the excess of its net income, if any, from foreclosure property over the tax imposed on such income
by the Code; less

the sum of certain items of non-cash income that exceeds a percentage of ESH REIT s income.
In 2015, ESH REIT intends to distribute at least 95% of its taxable income and net capital gain. ESH REIT is subject
to income tax on its taxable income that is not distributed and to an excise tax to the extent that certain percentages of
its taxable income are not distributed by specified dates. Taxable income as computed for purposes of the foregoing
tax rules will not necessarily correspond to ESH REIT s income before income taxes as determined under accounting
principles generally accepted in the United States ( GAAP ) for financial reporting purposes.

On February 26, 2015, the Board of Directors of ESH REIT declared a cash distribution of $0.15 per share for the
fourth quarter of 2014 on its Class A and Class B common stock. The distribution is payable on March 26, 2015, to
shareholders of record as of March 12, 2015.

The timing and frequency of ESH REIT s distributions will be authorized by ESH REIT s Board of Directors, in its sole
discretion, and declared based on a variety of factors, including:

actual consolidated results of operations;

ESH REIT s debt service requirements;

capital expenditure requirements for its hotel properties;
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ESH REIT s taxable income;

the annual distribution requirement under the REIT provisions of the Code;

contractual restrictions;

restrictions in any current or future debt agreements and in any preferred stock;

ESH REIT s operating expenses; and

other factors that ESH REIT s Board of Directors may deem relevant.
Holders of Class A common stock and Class B common stock are entitled to any common stock distributions that
ESH REIT s Board of Directors may declare. Approximately 55% of ESH REIT s distributions are paid to the
Corporation on account of its ownership of the Class A common stock. Each share of Class A and Class B common
stock will be entitled to the same amount of distributions per share, except as described below, ESH REIT may
declare and pay taxable stock dividends in respect of the Class A common stock that differ from dividends paid in
respect of the Class B common stock in order to maintain its REIT status.
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ESH REIT s ability to pay distributions is restricted by the terms of its indebtedness. In cases in which the terms of any
of ESH REIT s existing or future indebtedness prohibits the payment of cash dividends, ESH REIT may declare and
pay taxable stock dividends in order to maintain its REIT status. See Management s Discussion and Analysis of
Financial Condition and Results of Operations Our Indebtedness for a description of the restrictions on ESH REIT s
ability to pay distributions. In cases where ESH REIT distributes additional shares of its Class B common stock to the
holders of its Class B common stock, the Corporation may correspondingly distribute a number of additional shares of
its common stock, which together with the shares of Class B common stock distributed by ESH REIT will form Paired
Shares.

Stock Performance Graph

The following graph compares the total shareholder return on our Paired Shares to the cumulative total returns of the
Standard and Poor s 500 Stock Index ( S&P 500 ) and the Standard and Poor s 500 Hotel Index ( S&P Hotel Index ) for
the period from November 13, 2013, the date on which our Paired Shares commenced trading on the NYSE, through
December 31, 2014. The graph assumes an initial investment of $100 on November 13, 2013 in our Paired Shares and

in each of the indices and also assumes the reinvestment of dividends where applicable. The results shown in the

graph below are not necessarily indicative of future performance.

This performance graph shall and related information shall not be deemed soliciting material or to be filed for
purposes of Section 18 of the Exchange Act or otherwise subject to the liabilities under that Section, and shall not be
deemed to be incorporated by reference into any future filing under the Securities Act or Exchange Act, except to the
extent that we specifically incorporate it by reference into such filing.

Recent Sales of Unregistered Securities

On June 10, 2014, ESH REIT issued 7,661 shares of Class A common stock to the Corporation for consideration of
$76,826.50. The issuance of these shares of Class A common stock was made pursuant to an exemption provided by
Section 4(a)(2) of the Securities Act.

Purchase of Equity Securities by the Issuer and Affiliated Purchasers

None.
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Item 6. Selected Financial Data
Selected Historical Financial and Other Data The Company

The selected historical consolidated and combined financial data of the Company for the years ended December 31,
2014, 2013 and 2012 and as of December 31, 2014 and 2013 have been derived from the audited consolidated and
combined financial statements of the Company included elsewhere in this combined annual report on Form 10-K. The
selected historical consolidated and combined financial data of the Company for the year ended December 31, 2011
and for the period from October 8, 2010 through December 31, 2010 and as of December 31, 2012, 2011 and 2010
have been derived from the audited consolidated and combined financial statements of the Company not included
elsewhere in this combined annual report on Form 10-K. The selected historical consolidated and combined financial
data of the Company Predecessor for the period from January 1, 2010 through October 7, 2010 have been derived
from the audited consolidated and combined financial statements of the Company Predecessor not included elsewhere
in this combined annual report on Form 10-K. The following information should be read in conjunction with, and is
qualified by reference to, Management s Discussion and Analysis of Financial Condition and Results of Operations
and the historical audited consolidated and combined financial statements and related notes and other financial
information included herein.

On October 8, 2010, the Company acquired substantially all of the businesses, assets and operations of the Company
Predecessor that were auctioned off by the former debtors of the Company Predecessor, which was in Chapter 11
reorganization. The Company succeeded principally all of the assets and operations of the Company Predecessor. As a
result, the historical consolidated and combined financial results of the Company are presented alongside those of the
Company Predecessor herein. The acquisition was accounted for as a business combination in accordance with FASB
ASC 805, Business Combinations. Certain financial information of the Company is not comparable to that of the
Company Predecessor. This information includes, but may not be limited to, depreciation and amortization expense,
restructuring and acquisition transaction expenses, net interest expense, income tax expense and net reorganization
gain.
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(Dollars in thousands, other than per share December 31 December 31 December 31)ecember 3December 31,

data)

Statement of operations data:
Room revenues
Other hotel revenues

n

Year
Ended

2014

Year
Ended

2013

$1,195,816 $1,113,956 $ 984,273

17,659

Management fees, license fees and other

revenuces

Total revenues

Hotel operating expenses

General and administrative expenses
Depreciation and amortization
Impairment of long-lived assets
Gain on sale of hotel properties
Managed property payroll expenses
Restructuring expenses

Acquisition transaction expenses
Office building operating expenses

Total operating expenses

Other income

Income (loss) from operations
Other non-operating expense
Interest expense (income), net

1,213,475

592,101
84,381
187,207
2,300
(864)

865,125
388

348,738
3,763
149,364

Adequate protection payments in lieu of

interest

Income (loss) before reorganization gain, net

and income tax expense (benefit)
Reorganization gain, net

195,611

Income (loss) before income tax expense

(benefit)

Income tax expense (benefit)
Net income (loss)

Net (income) loss attributable to
noncontrolling interests
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195,611
45,057

150,554

(110,958)

17,787
1,075
1,132,818
540,551
108,325
168,053
3,330
728

605
235

821,827
1,134
312,125

234,459

77,666

77,666
(4,990)

82,656

3,575

Company
Period
from
October 8,
Year Year 2010
Ended Ended through
2012 2011 2010
$912,988 $188,702
16,898 18,693 4,131
10,291 11,047 2,576
1,011,462 942,728 195,409
493,635 463,369 101,823
88,543 75,041 17,589
129,938 120,438 26,955
1,420
6,600 6,409 1,488
5,763 10,491
1,675 593 21,521
1,010 217
727,574 677,351 169,593
384 232 148
284,272 265,609 25,964
257,349 211,924 49,529
26,923 53,685 (23,565)
26,923 53,685 (23,565)
4,642 7,050 (1,495)
22,281 46,635 (22,070)
(1,549) (1,062) (449)

Company
Predecessor
Period
from
January 1,
2010
through
October 7,
2010

$ 659,919
13,223

7,432
680,574
351,322

66,945
290,643
44,605

4,771

757

759,043
1,306

(77,163)
(45)
167,024

(244,142)
3,430,528

3,186,386
(120,454)
3,306,840

(1,517,271)
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Net income (loss) attributable to common
shareholders or members $ 39596 $ 86,231 $ 20,732 $ 45573 $(22,519) $ 1,789,569

Net income (loss) per common share-basic $ 019 $ 049 $ 012 $ 027 $ (0.13) $ 10.66

Net income (loss) per common share-diluted ~ $ 0.19 $ 049 $ 012 $ 026 $ (0.13) $ 10.66
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Company
Company Predecessor
Period
from Period from
October 8, January 1,
Year Year Year Year 2010 2010
Ended Ended Ended Ended through through
(Dollars in thousands, other than ADR December 31,December 31,December 31December 31, December 31, October 7,
and RevPAR data) 2014 2013 2012 2011 2010 2010
Other financial data:
Cash flows provided by (used in):
Operating activities $ 370,485 §$ 311,313  §$ 201,110 $180,605 $ 15,588 $ 106,623
Investing activities (182,243) (165,259) (223,842) (43,389) (3,920,033) (41,725)
Financing activities (127,160) (188,977) 27,594 (50,074) 3,914,507 (1,633)
Capital expenditures 173,239 172,540 271,464 106,064 11,583 38,034
EBITDA® 532,182 480,178 414,210 386,047 52,919 3,644,008
Adjusted EBITDA® 556,660 518,610 434,908 409,864 74,730 260,723
Hotel Operating Profit® 626,978 594,082 508,449 468,955 91,010 324,458
Hotel Operating Margin® 51.7% 52.5% 50.8% 50.3% 47.2% 48.2%
Adjusted Paired Share Income (Loss)© $ 169,711 § 121,829 § 71,030 $ 62,160 $ (2,354) $ (99,716)
Adjusted Paired Share Income (Loss) per
Paired Share - basic(® $ 083 % 070 % 042 $ 037 § (0.01) $ (0.59)
Adjusted Paired Share Income (Loss) per
Paired Share - diluted(©) $ 083 % 069 $ 041 $ 036 $ (0.01) $ (0.59)
Operating data:
Rooms (at period end) 76,000 76,219 75,928 73,657 73,657 73,657
Occupancy 74.3% 74.2% 73.3% 75.1% 72.3% 75.9%
ADR $§ 5793 § 5415 § 4977 $ 4520 $ 42.10 $ 42.07
RevPAR $ 4302 § 4018 $ 3646 $ 3396 $ 30.44 $ 31.93
Company
December 31, December 31, December 31, December 31, December 31,
(Dollars in thousands) 2014 2013 2012 2011 2010
Balance sheet data:
Cash and cash equivalents(D $ 121,324 $ 60457 $ 103,582 $ 98,584 $ 11,371
Restricted cash 73,382 47,339 61,613 236,743 253,212
Property and equipment, net 4,087,448 4,127,317 4,110,622 3,844,132 3,860,631
Total assets 4,481,120 4,449,687 4,491,734 4,357,304 4,351,644
Mortgage loans payable 2,518,049 2,519,843 2,525,708 1,980,219 2,004,286
Term loan facility payable, net
of unaccreted discount 373,320
Mezzanine loans payable 365,000 1,080,000 700,000 700,000
Revolving credit facilities 20,000
Mandatorily redeemable
preferred stock 21,202 21,202
Total liabilities 3,091,803 3,108,479 3,738,919 2,805,934 2,824,102
789,518 744,576 749,658 1,549,445 1,524,817
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Total shareholders and
member s equity

Noncontrolling interests 599,799 596,632 3,157 1,925 2,725
Total consolidated and
combined equity) 1,389,317 1,341,208 752,815 1,551,370 1,527,542

Total liabilities and
consolidated and combined
equity 4,481,120 4,449,687 4,491,734 4,357,304 4,351,644

(1) On February 26, 2015, ESH REIT declared a cash distribution with respect to the fourth quarter of 2014 of $0.15
per share payable to holders of record of ESH REIT Class A and Class B common stock as of March 12, 2015, or
approximately $68.2 million (of which approximately $37.5 million will be paid to the Corporation).

(a) EBITDA and Adjusted EBITDA. EBITDA and Adjusted EBITDA are key metrics used by management to assess
our operating performance and facilitate comparisons between us and other lodging companies, hotel owners and
capital-intensive companies.
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EBITDA and Adjusted EBITDA as presented may not be comparable to similar measures calculated by other
companies. This information should not be considered as an alternative to net income, net income per common share,
cash flow from operations or any other operating performance measure calculated in accordance with GAAP.
Additionally, EBITDA and Adjusted EBITDA should not solely be considered as measures of our liquidity or
indicative of funds available to fund our cash needs, including our ability to pay distributions. See Management s

Discussion and Analysis of Financial Condition and Results of Operations Non-GAAP Financial Measures EBITDA
and Adjusted EBITDA for a definition and discussion of EBITDA and Adjusted EBITDA.

The following table provides a reconciliation of net income (loss) to EBITDA and Adjusted EBITDA for the years

ended December 31, 2014, 2013, 2012 and 2011, the period from October 8, 2010 through December 31, 2010 and the

period from January 1, 2010 through October 7, 2010 (in thousands):

Year

Ended

2014

Net income (loss) $ 150,554

Interest expense,
net

Income tax
expense (benefit)
Depreciation and
amortization

EBITDA
Non-cash
equity-based
compensation
Other
non-operating
expense
Impairment of
long-lived assets
Gain on sale of
hotel properties
Restructuring
expenses
Acquisition
transaction
expenses
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149,364
45,057
187,207

532,182

8,803

3,763
2,300

(864)

Company
Period
from
October 8,
Year Year Year 2010
Ended Ended Ended through
December 31,December 31,December 31,December 31,December 31,
2013 2012 2011 2010
$ 82,656 $ 22,281 $ 46,635 $ (22,070)
234,459 257,349 211,924 49,529
(4,990) 4,642 7,050 (1,495)
168,053 129,938 120,438 26,955
480,178 414,210 386,047 52,919
20,168 4,409 4,730 290
3,330 1,420
605 5,763 10,491
235 1,675 593 21,521

Company
Predecessor
Period
from
January 1,
2010
through
October 7,
2010
$ 3,306,840

166,979
(120,454)
290,643

3,644,008

44,605

(3,430,528)
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Reorganization

gain, net

Other expenses 10,4761 14,0942 7,4313) 8,003® 2,6380)
Adjusted

EBITDA $556,660 $ 518,610 $ 434,908 $ 409,864 $ 74,730 $ 260,723

(1) Includes public company transition costs of approximately $3.0 million, including approximately $1.5 million
in secondary offering costs, consulting fees related to implementation of certain key strategic initiatives,
including review of our corporate infrastructure of approximately $1.9 million, and loss on disposal of assets
of approximately $5.6 million.

(2) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $11.2 million and loss on disposal of assets of approximately $2.9 million.

(3) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $1.6 million, consulting fees related to implementation of certain key strategic
initiatives, including services related to pricing and yield management projects, of approximately $4.9 million
and loss on disposal of assets of approximately $0.9 million.

(4) Includes consulting fees related to implementation of certain key strategic initiatives, including services
related to pricing and yield management projects, of approximately $7.4 million and loss on disposal of assets
of approximately $0.6 million.

(5) Includes loss on disposal of assets of approximately $2.6 million.
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(b) Hotel Operating Profit and Hotel Operating Margin. Hotel Operating Profit and Hotel Operating Margin are
supplemental measures of aggregate hotel-level profitability used by management to evaluate the operating
profitability of our hotels. See Management s Discussion and Analysis of Financial Condition and Results of
Operations Non-GAAP Financial Measures Hotel Operating Profit and Hotel Operating Margin for a definition and
discussion of Hotel Operating Profit and Hotel Operating Margin.

The following table provides a reconciliation of room revenues, other hotel revenues and hotel operating expenses

(excluding loss on disposal of assets) to Hotel Operating Profit and Hotel Operating Margin for the years ended

December 31, 2014, 2013, 2012 and 2011, the period from October 8, 2010 through December 31, 2010 and the

period from January 1, 2010 through October 7, 2010 (in thousands):

Company
Company Predecessor
Period
from Period
October 8, from January 1,
Year Year Year Year 2010 2010
Ended Ended Ended Ended through through
December 31, December 31, December 31, December 31,December 31, October 7,
2014 2013 2012 2011 2010 2010

Room
revenues $1,195,816 $1,113956 $ 984,273  $ 912,988 $ 188,702 $ 659,919
Other hotel
revenues 17,659 17,787 16,898 18,693 4,131 13,223
Total hotel
revenues 1,213,475 1,131,743 1,001,171 931,681 192,833 673,142
Hotel
operating
expenses) 586,497 537,661 492,722 462,726 101,823 348,684
Hotel
Operating
Profit $ 626978 $ 594,082 $§ 508,449 $ 468,955 $ 91,010 $ 324,458
Hotel
Operating
Margin 51.7% 52.5% 50.8% 50.3% 47.2% 48.2%

(1) Excludes loss on disposal of assets of approximately $5.6 million, $2.9 million, $0.9 million, $0.6 million,
$0.0 million and $2.6 million, respectively.

(¢c) Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share. We
believe that Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired
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Share provide meaningful indicators of the Company s operating performance in addition to separate and/or
individual analyses of net income attributable to common shareholders of the Corporation and net income
attributable to Class B common shareholders of ESH REIT, each of which may be impacted by specific GAAP
requirements and may not necessarily reflect how cash flows are generated on an individual entity or total
enterprise basis.
Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share should not
be considered as alternatives to net income of the Company, net income of the Corporation, net income of ESH REIT,
net income per share of common stock of the Corporation, net income per share of Class A or Class B common stock
of ESH REIT or any other operating measure calculated in accordance with GAAP. See Management s Discussion and
Analysis of Financial Condition and Results of Operations Non-GAAP Financial Measures Paired Share Income,
Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share for a definition and discussion of
Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Income per Paired Share.
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The following table provides a reconciliation of net income attributable to common shareholders or members to Paired
Share Income and Adjusted Paired Share Income and a calculation of Adjusted Paired Share Income per Paired Share
for the years ended December 31, 2014, 2013, 2012 and 2011, the period from October 8, 2010 through December 31,
2010 and the period from January 1, 2010 through October 7, 2010 (in thousands, except per Paired Share data):

Period
from
October 8,
Year Year Year Year 2010
Ended Ended Ended Ended through
December 31, December 31, December 31, December 31, December 31,
2014 2013 2012 2011 2010
Net income (loss)
attributable to
common shareholders
or members $ 39,596 $ 86,231 $ 20,732 $ 45,573 $ (22,519)
Noncontrolling
interests attributable
to Class B common
shares of ESH REIT 110,942 (4,305)(D
Paired Share Income
(Loss) 150,538 81,926 20,732 45,573 (22,519)
Debt extinguishment
costs 7,185 22,984 36,593
Other non-operating
expense 2,871
Impairment of
long-lived assets 1,771 3,245 1,420
Gain on sale of hotel
properties (659)
Restructuring
expenses 576 4,772 9,117
Acquisition
transaction expenses 229 1,360 515 20,165
Reorganization gain,
net
Other expenses 8,005 12,8694 6,1534 6,9550)
Adjusted Paired Share
Income (Loss) $ 169,711 $ 121,829 $ 71,030 $ 62,160 $ (2,354)

Adjusted Paired Share
Income (Loss) per

Paired Share - basic  $ 0.83 $ 0.70 $ 0.42 $ 0.37 $ (0.0
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Period
from
January 1,
2010
through
October 7,
2010

$ 1,789,569

1,789,569

22,615

(1,913,237)
1,337

$  (99,716)

$ (0.59)
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Adjusted Paired Share
Income (Loss) per
Paired Share - diluted $ 0.83 $ 0.69 $ 0.41 $ 0.36 $ (0.01) $ (0.59)

Weighted average
Paired Shares
outstanding - basic 203,548 174,894 169,816 168,813 167,915 167,915

Weighted average
Paired Shares
outstanding - diluted 204,508 176,268 171,796 171,345 167,915 167,915

(1) Prior to the change in our legal and corporate structure in November 2013, which occurred in connection with the
Corporation s and ESH REIT s initial public offering, no portion of the Company s (i.e., the Paired Shares )
noncontrolling interests represented interests attributable to the Class B common shares of ESH REIT.

(2) Includes public company transition costs of approximately $3.0 million pre-tax, including approximately $1.5
million pre-tax in secondary offering costs, consulting fees related to implementation of certain key strategic
initiatives, including review of our corporate infrastructure of approximately $1.9 million pre-tax, and loss on
disposal of assets of approximately $5.6 million pre-tax, which total approximately $8.0 million after-tax.

(3) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $11.2 million pre-tax and loss on disposal of assets of approximately $2.9 million
pre-tax, which total approximately $12.9 million after-tax.

(4) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $1.6 million pre-tax, consulting fees related to implementation of certain key
strategic initiatives, including services related to pricing and yield management projects, of approximately $4.9
million pre-tax and loss on disposal of assets of approximately $0.9 million pre-tax, which total approximately
$6.2 million after-tax.

(5) Includes consulting fees related to implementation of certain key strategic initiatives, including services related to
pricing and yield management projects, of approximately $7.4 million pre-tax and loss on disposal of assets of
approximately $0.6 million pre-tax, which total approximately $7.0 million after-tax.

(6) Includes loss on disposal of assets of approximately $2.6 million pre-tax, which totals approximately $1.3 million
after-tax.

47

Table of Contents 105



Edgar Filing: Extended Stay America, Inc. - Form 10-K

Table of Conten
Selected Historical Financial and Other Data ESH REIT

The selected historical consolidated financial data of ESH REIT for the years ended December 31, 2014, 2013 and
2012 and as of December 31, 2014 and 2013 have been derived from the audited consolidated financial statements of
ESH REIT included elsewhere in this combined annual report on Form 10-K. The selected historical consolidated
financial data of ESH REIT for the year ended December 31, 2011 and for the period from October 8, 2010 through
December 31, 2010 and as of December 31, 2012 and 2011 have been derived from the audited consolidated financial
statements of ESH REIT not included elsewhere in this combined annual report on Form 10-K. The selected historical
consolidated financial data of ESH REIT as of December 31, 2010 have been derived from the unaudited consolidated
financial statements of ESH REIT not included elsewhere in this combined annual report on Form 10-K. The selected
historical combined financial data of ESH REIT Predecessor for the period from January 1, 2010 through October 7,
2010 have been derived from the unaudited combined financial statements of ESH REIT Predecessor not included
elsewhere in this combined annual report on Form 10-K. The following information should be read in conjunction
with, and is qualified by reference to, Management s Discussion and Analysis of Financial Condition and Results of
Operations and the historical audited consolidated financial statements and related notes and other financial
information included herein.

The historical combined financial statements of ESH REIT Predecessor were prepared by combining the financial
results of the entities that owned the hotel properties and the assets and operating companies of the Company
Predecessor, other than those acquired by ESH Strategies, and represent the assets and entities consolidated in the
financial statements of ESH REIT after October 8, 2010. Certain financial information of ESH REIT is not
comparable to that of ESH REIT Predecessor. This information includes, but may not be limited to, depreciation and
amortization expense, restructuring and acquisition transaction expenses, net interest expense, income tax expense and
net reorganization gain.
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ESH REIT
Period
from
October 8,
Year Year Year Year 2010
Ended Ended Ended Ended through
(Dollars in thousands, other thanDecember 31December 31 December 31)ecember 31December 31,
per share data) 2014 2013 2012 2011 2010
Statement of operations data:
Rental revenues from Extended
Stay America, Inc. $ 684205 $ 71,900 $ $ $
Hotel room revenues 983,950 984,273 912,988 188,702
Other hotel revenues 15,576 16,898 18,693 4,131
Management fees and other
revenues 1,113 10,346 11,172 2,602
Total revenues 684,205 1,072,539 1,011,517 942,853 195,435
Hotel operating expenses 93,826 478,727 493,635 463,369 101,823
General and administrative
expenses 15,634 86,676 87,807 72,413 17,525
Depreciation and amortization 183,033 167,185 129,938 120,438 26,955
Impairment of long-lived assets 3,330 1,420
Gain on sale of hotel properties (864)
Managed property payroll expenses 639 6,600 6,409 1,488
Trademark license fees 2,998 3,004 2,795 579
Restructuring expenses 605 5,763 10,491
Acquisition transaction expenses 235 1,675 593 21,521
Office building operating expenses 1,010 217
Total operating expenses 291,629 740,395 729,842 677,518 170,108
Other income 269 1,075 384 232 148
Income (loss) from operations 392,845 333,219 282,059 265,567 25,475
Other non-operating expense 3,629
Interest expense, net 143,232 233,629 257,349 211,924 49,529

Adequate protection payments in
lieu of interest

Income (loss) before reorganization

gain, net and income tax expense

(benefit) 245,984 99,590 24,710 53,643 (24,054)
Reorganization gain, net

Income (loss) before income tax
(benefit) expense 245,984 99,590 24,710 53,643 (24,054)
Income tax (benefit) expense (1,110) (876) 4,642 7,050 (1,495)

Table of Contents

ESH REIT
Predecessor
Period
from
January 1,
2010
through
October 7,
2010

659,919
13,223

7,277
680,419
351,322

66,922
290,643
11,080
4,771
712

757

726,207
1,306

(44,482)
(44)

167,070

(211,508)
3,430,528

3,219,020
(120,454)
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Net income (loss) 247,094 100,466 20,068 46,593 (22,559)
Net income attributable to
noncontrolling interests (730) (1,549) (1,062) (449)

Net income (loss) attributable to
common shareholders or members $ 247,094 $ 99,736 $ 18,519 $ 45,531 $ (23,008)

Net income (loss) per common

share:

Class A-Basic $ 054 $ 026 $ 005 $ 012 $ (0.06)
Class A-Diluted $ 054 $ 026 $ 005 $ 012 § (0.06)
Class B-Basic $ 055 $ 026 $ 005 $ 012 $ (0.06)
Class B-Diluted $ 054 $ 025 $ 005 $ 012 $ (0.06)
Cash distributions per common

share

Class A $ 053 $ 020 $ 219 $ 007 $

Class B $ 053 $ 020 $ 219 $ 007 $

Other financial data:
Cash flows provided by (used in):

Operating activities $ 432,857 $ 295,198 $ 194,169 $180,546 $ 15,684

Investing activities (153,307) (164,078) (223,842)  (43,395) (3,909,527)

Financing activities (264,355) (215,679) 34,340 (50,074) 3,903,886

Capital expenditures 166,358 171,931 271,464 106,064 11,583
49
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3,339,474
(1,545,522)
$ 1,793,952
$ 4.81
$ 4.81
$ 4.81
$ 4.81
$
$
$ 105971
(41,725)
(1,633)
38,034
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(Dollars in thousands)
Balance sheet data:

Cash and cash equivalents(D
Restricted cash

Property and equipment, net
Total assets

Mortgage loans payable
Term loan facility payable, net
of discount

Mezzanine loans payable
Revolving credit facilities
Total liabilities

Total consolidated equity ()
Total liabilities and
consolidated equity

December 31,

2014

$ 33,816
49,999
4,079,648
4,300,948
2,518,049

373,320
2,968,915
1,332,033

4,300,948

December 31,
2013

$ 18,597
45,903
4,119,939
4,328,332
2,519,843

365,000
20,000
3,000,831
1,327,501

4,328,332

ESH REIT
December 31,
2012

$ 103,303
61,613
4,110,622
4,487,442
2,525,708

1,080,000

3,741,246
746,196

4,487,442

December 31,

$

2011

98,500
236,743
3,844,132
4,346,671
1,980,219

700,000

2,806,453
1,540,218

4,346,671

December 31,

$

2010

11,352
253,206
3,860,631
4,341,071
2,004,286

700,000

2,824,639
1,516,432

4,341,071

(1) On February 26, 2015, ESH REIT declared a cash distribution with respect to the fourth quarter of 2014 of $0.15
per share payable to holders of record of ESH REIT Class A and Class B common stock as of March 12, 2015, or
approximately $68.2 million (of which approximately $37.5 million will be paid to the Corporation).

EBITDA, Adjusted EBITDA, Hotel Operating Profit, Hotel Operating Margin, Paired Share Income, Adjusted Paired

Share Income and Adjusted Paired Share Income per Paired Share are not meaningful or useful measures for ESH

REIT on a stand-alone basis due to the fact that a Paired Share represents an investment in the Company, as a single

enterprise, which is reflected in the consolidated and combined Company results of operations; therefore, we believe

these performance measures are meaningful for the Company and Company Predecessor only.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with Business-Our Company,  Business-Our History-The
Pre-IPO Transactions,  Selected Historical Financial and Other Data the Company,  Selected Historical Financial and
Other Data ESH REIT, the consolidated and combined financial statements and related notes of the Company included
in Item 8 of this combined annual report on Form 10-K and the consolidated financial statements and related notes of
ESH REIT included in Item 8 of this combined annual report on Form 10-K.

We present below separate results of operations for each of the Company and ESH REIT. Where appropriate, the
discussion includes analysis of the effects of the Pre-IPO Transactions and the Offering. Portions of the discussion
reflect the changes in our structure resulting from the Pre-IPO Transactions. Prior to the Pre-IPO Transactions, the
Operating Lessees, which were wholly-owned subsidiaries of ESH REIT, leased the hotel properties from ESH REIT
pursuant to operating leases. HVM, an eligible independent contractor (within the meaning of Section 856(d)(9) of the
Code), managed the hotel properties pursuant to management agreements with the Operating Lessees. ESH Strategies
owned the trademarks and licensed their use to the Operating Lessees pursuant to trademark license agreements. The
Pre-IPO Transactions restructured and reorganized the existing business and legal entities such that the Operating
Lessees, ESH Strategies and the assets and obligations of HVM were transferred to the Corporation. Subsequent to the
Pre-IPO Transactions, our assets and operations, other than ownership of our real estate assets (which continue to be
owned by ESH REIT), are held by the Corporation and operated as an integrated enterprise. Also subsequent to the
Pre-IPO Transactions, the Corporation owns all of the Class A common stock of ESH REIT, representing
approximately 55% of the outstanding common stock of ESH REIT.

The following discussion may contain forward-looking statements about our market, analysis, future trends, the
demand for our services, capital expenditures and other future results, among other topics. Actual results may differ
materially from those suggested by our forward-looking statements for various reasons, including those discussed in

Risk Factors and Cautionary Note Regarding Forward-Looking Statements. Those sections expressly qualify any
subsequent oral and written forward-looking statements attributable to us or persons acting on our behalf.

Overview

We are the largest integrated owner/operator of company-branded hotels in North America. Our business operates in
the extended stay lodging industry, and as of December 31, 2014, we own and operate 682 hotel properties comprising
76,000 rooms located in 44 states across the United States and in Canada. We own and operate 632 of our hotels under
our core brand, Extended Stay America, which serves the mid-price extended stay segment, and accounts for
approximately half of the segment by number of rooms in the United States. In addition, we own and operate three
Extended Stay Canada hotels and 47 hotels in the economy extended stay segment under the Crossland Economy
Studios brand.

Our extended stay hotels are designed to provide an affordable and attractive alternative to traditional lodging or
apartment accommodations and are targeted toward self-sufficient, value-conscious guests. Our hotels feature
fully-furnished rooms with in-room kitchens, complimentary grab-and-go breakfast, free WiFi, flat screen TVs and
limited housekeeping service, which is typically provided on a weekly basis. Our guests include business travelers,
professionals on temporary work or training assignments, persons relocating, temporarily displaced or purchasing a
home and anyone else in need of temporary housing. Our guests generally rent accommodations on a weekly or longer
term basis. For the year ended December 31, 2014, approximately 31%, 24% and 45% of our revenue was derived
from guests with stays from 1-6 days, from 7-29 days, and over 30 days, respectively.

Key Metrics Evaluated by Management
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We evaluate the performance of our business through the use of certain non-GAAP financial measures. GAAP refers
to generally accepted accounting principles in the United States. Each of these non-GAAP financial measures should
be considered as supplemental measures to GAAP performance measures such as total
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revenues, net income, net income per share and cash flow provided by operating activities. We provide a more
detailed discussion of certain of these non-GAAP financial measures, how management uses such measures to
evaluate our financial condition and operating performance, a discussion of certain limitations of such measures and a
reconciliation of such measures to the nearest GAAP measures under  Non-GAAP Financial Measures.

Average daily rate ( ADR ) is a commonly used measure within the lodging industry to evaluate hotel financial
performance. ADR represents hotel room revenues divided by total number of rooms sold in a given period. ADR
measures average room price attained by a hotel or group of hotels, and ADR trends provide useful information
concerning pricing policies and the nature of the customer base of a hotel or group of hotels. Changes in room rates
have an impact on overall revenues and profitability.

Occupancy is a commonly used measure within the lodging industry to evaluate hotel financial performance.
Occupancy represents the total number of rooms sold in a given period divided by the total number of rooms available
during that period. Occupancy measures the utilization of our hotels available capacity. Management uses occupancy
to gauge demand at a specific hotel or group of hotels in a given period. Occupancy levels also help us determine
achievable ADR levels as demand for hotel rooms increases or decreases.

Revenue per available room ( RevPAR ) is a commonly used measure within the lodging industry to evaluate hotel
financial performance. RevPAR represents the product of average daily room rate charged and the average daily
occupancy achieved for a hotel or group of hotels in a given period. RevPAR does not include ancillary revenues,
such as food and beverage revenues, or parking, pet, telephone or other guest service revenues. Although RevPAR
does not include these other hotel revenues, it generally is considered a key indicator of core revenues for many
hotels. For the year ended December 31, 2014, room revenues represented approximately 98.5% of our total revenues.

RevPAR changes that are driven predominately by occupancy have different implications on incremental operating
profitability than do changes that are driven predominately by ADR. For example, increases in occupancy at a hotel
would lead to increases in room revenues and other hotel revenues, as well as incremental operating costs (including
housekeeping services, utilities and room amenity costs). RevPAR increases due to higher room rates, however, would
generally not result in additional operational room-related costs, with the exception of those charged or incurred as a
percentage of revenue, such as credit card fees. As a result, changes in RevPAR driven by increases or decreases in
ADR generally have a greater effect on operating profitability than changes in RevPAR driven by occupancy levels.
We review RevPAR by comparing current periods to the same periods in prior years.

Additional non-GAAP financial measures include EBITDA, Adjusted EBITDA, Hotel Opertating Profit, Hotel
Operating Margin, Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired
Share. These measures are discussed and further described under ~ Non-GAAP Financial Measures.
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Understanding Our Results of Operations The Company

Revenues and Expenses. The Company s revenues are derived from the operation of our hotels. Hotel operating
expenses account for the largest portion of the Company s operating expenses and reflect ongoing operating expenses

associated with the ownership and management of our hotels. The following table presents the components of the
Company s revenues as a percentage of our total revenues for the year ended December 31, 2014:

Percentage of

2014
Revenues
Room revenues. Room revenues are driven primarily by ADR and occupancy. Pricing 98.5%
policy and customer mix are significant drivers of ADR. Due to our relatively high occupancy
levels, our primary focus is on increasing RevPAR by increasing ADR. For the year ended
December 31, 2014, we experienced RevPAR growth of approximately 7.1% compared to the
year ended December 31, 2013, due to a shift in our customer mix to a greater number of high
yield, shorter-stay guests as well as the collective impact of our hotel reinvestment program,
upgraded operational practices, investments in marketing and focus on service excellence.
Other hotel revenues. Other hotel revenues include ancillary revenues such as laundry 1.5%

revenues, vending commissions, additional housekeeping fees and pet charges. Occupancy and
customer mix, as well as the number and percentage of guests that have longer-term stays, are
the key drivers of other hotel revenues.
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The following table presents the components of the Company s operating expenses as a percentage of our total

operating expenses for the year ended December 31, 2014:

Hotel operating expenses. Hotel operating expenses have both fixed and variable
components. Operating expenses that are relatively fixed include payroll expense, real estate tax
expense, property insurance expense and utilities expense. Occupancy is a key driver of expenses
that have a high degree of variability such as room supplies expense. Other variable expenses
include marketing costs, hotel reservations and commissions expense and repairs and
maintenance expense. We experienced an increase in hotel operating expenses of approximately
$51.6 million for the year ended December 31, 2014 compared to the year ended December 31,
2013, due mainly to increases in marketing and reservation costs as well as increases in property
insurance expense and repairs and maintenance expense, utilities expense, hotel personnel
expense, real estate tax expense and loss on disposal of assets.

General and administrative expenses. General and administrative expenses include expenses
associated with corporate overhead. These costs consist primarily of compensation expense of
our corporate staff and professional fees, including consulting, audit, tax and legal and public
company fees.

Depreciation and amortization. Depreciation and amortization is a non-cash charge that
relates primarily to the acquisition and related usage of hotels and other property and equipment.

Impairment of long-lived assets. Impairment of long-lived assets is a non-cash charge
recognized when events and circumstances indicate that the carrying value of an asset may not
be recoverable.

Gain on sale of hotel properties. Gain on sale of hotel properties includes the gain
recognized on the sale of hotels to third parties.
Understanding Our Results of Operations ESH REIT

Percentage of
2014
Operating
Expenses
68.4%

9.8%

21.6%

0.3%

0.1)%

Revenues. ESH REIT s rental revenues are generated from leasing the hotel properties to the Operating Lessees.
Rental revenues consist of fixed minimum rental payments plus specified percentages of hotel room revenues earned

by the Operating Lessees over designated revenue thresholds.
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Expenses. The following table presents the components of ESH REIT s operating expenses as a percentage of ESH
REIT s total operating expenses for the year ended December 31, 2014:

Percentage of

2014
Operating
Expenses
Hotel operating expenses. ESH REIT s hotel operating expenses include expenses directly 32.2%
related to ownership of the hotels, such as real estate tax expense and property insurance
expense.
General and administrative expenses. General and administrative expenses include overhead 5.4%
expenses incurred directly by ESH REIT and administrative service costs reimbursable to ESA
Management.
Depreciation and amortization. Depreciation and amortization is a non-cash charge that 62.7%
relates primarily to the acquisition and related usage of hotels and other property and equipment.
Gain on sale of hotel properties. Gain on sale of hotel properties includes the gain 0.3)%

recognized on the sale of hotels to third parties.
Results of Operations

Results of Operations discusses each of the Company s consolidated and combined financial statements and ESH
REIT s consolidated financial statements, each of which have been prepared in accordance with GAAP. The
preparation of these financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting periods. On an ongoing basis, we
evaluate our estimates and judgments, including those relating to property and equipment, goodwill, income taxes,
equity-based compensation, revenue recognition, consolidation policies and contingencies. We base our estimates and
judgments on historical experience and various other factors that are believed to be reasonable under the
circumstances. Actual results may differ from these estimates under different assumptions and conditions.

For the year ended December 31, 2014 and the period from the Pre-IPO Transactions through December 31, 2013, the
consolidated and combined financial statements of the Company include the financial position, results of operations,
comprehensive income, changes in equity and cash flows of the Corporation and its subsidiaries, including the
Operating Lessees, ESH Strategies, ESA Management and ESH REIT. Third party equity interests in ESH REIT,
which consist primarily of the Class B common stock of ESH REIT and represent approximately 45% of ESH REIT s
total common equity, are not owned by the Corporation and therefore are presented as noncontrolling interests.

For the periods prior to the Pre-IPO Transactions, the consolidated and combined financial statements of the Company
included the financial position, results of operations, comprehensive income, changes in equity and cash flows of the
Company s predecessor, which included ESH REIT s predecessor, ESH Hospitality LLC, ESH Strategies and a
consolidated variable interest entity, HVM, our former management entity. Third party equity interests in HVM,

which represented all of HVM s equity, were not owned by the Company s predecessor and therefore were presented as
noncontrolling interests. ESH REIT and ESH Strategies became a consolidated group by the time of the completion of
the Offering. Since the Pre-IPO Transactions, which resulted in these entities becoming a consolidated group, were
accounted for at historical cost, the Company s predecessor financial information combined ESH REIT s predecessor
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financial information with that of ESH Strategies.

For the year ended December 31, 2014 and the period from the Pre-IPO Transactions through December 31, 2013, the
consolidated financial statements of ESH REIT include the financial position, results of operations, comprehensive
income, changes in equity and cash flows of ESH REIT and its subsidiaries.
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For the periods prior to the Pre-IPO Transactions, the consolidated financial statements of ESH REIT included the
financial position, results of operations, comprehensive income, changes in equity and cash flows of ESH REIT s
predecessor, ESH Hospitality LLC, its subsidiaries, which included the Operating Lessees, and HVM. Third party
equity interests in HVM, which represented all of HVM s equity, were not owned by ESH REIT and therefore were
presented as noncontrolling interests.

Results of Operations The Company
Comparison of Years Ended December 31, 2014 and December 31, 2013

As of December 31, 2014, we owned and operated 682 hotels consisting of 76,000 rooms. As of December 31, 2013,
we owned and operated 684 hotels consisting of approximately 76,200 rooms.

The following table presents our consolidated and combined results of operations for the years ended December 31,
2014 and 2013, including the amount and percentage change in these results between the periods (in thousands):

Year Ended Year Ended
December 31, December 31,

2014 2013 Change ($) Change (%)
Revenues:
Room revenues $ 1,195,816 $ 1,113,956 $ 81,860 7.3%
Other hotel revenues 17,659 17,787 (128) (0.7)%
Management fees, license fees and other
revenues 1,075 (1,075) n/m
Total revenues 1,213,475 1,132,818 80,657 7.1%
Operating expenses:
Hotel operating expenses 592,101 540,551 51,550 9.5%
General and administrative expenses 84,381 108,325 (23,944) 22.1)%
Depreciation and amortization 187,207 168,053 19,154 11.4%
Impairment of long-lived assets 2,300 3,330 (1,030) (30.9%
Gain on sale of hotel properties (864) (864) n/m
Managed property payroll expenses 728 (728) n/m
Restructuring expenses 605 (605) n/m
Acquisition transaction expenses 235 (235) n/m
Total operating expenses 865,125 821,827 43,298 5.3%
Other income 388 1,134 (746) (65.8)%
Income from operations 348,738 312,125 36,613 11.7%
Other non-operating expense 3,763 3,763 n/m
Interest expense, net 149,364 234,459 (85,095) (36.3)%
Income before income tax expense (benefit) 195,611 77,666 117,945 n/m
Income tax expense (benefit) 45,057 (4,990) 50,047 n/m
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Net income 150,554 82,656 67,898
Net (income) loss attributable to noncontrolling
interests(!) (110,958) 3,575 (114,533)

Net income attributable to common
shareholders or members $ 39,596 $ 86,231 $ (46,635)

82.1%

n/m

n/m

(1) Noncontrolling interests in Extended Stay America, Inc. include approximately 45% of ESH REIT s common

equity and 125 shares of ESH REIT preferred stock.

n/m = not meaningful
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The following table presents key operating metrics, including occupancy, ADR, RevPAR and renovation
displacement data for our hotels for the years ended December 31, 2014 and 2013, respectively:

Year Year
Ended Ended
December 31, December 31,

2014 2013 Change
Number of hotels(!) 682 684 ()
Number of rooms(! 76,000 76,219 (219)
Occupancy 74.3% 74.2% 10 bps
ADR $ 57.93 $ 54.15 7.0%
RevPAR $ 43.02 $ 40.18 7.1%
Hotel Inventory (As of December 31)@):
Platinum Extended Stay America 335 230 105
Silver Extended Stay America 300 405 (105)
Crossland Economy Studios and other 47 49 2)
Total number of hotels 682 684 2)
Renovation Displacement Data (in thousands,
excluding percentages)®:
Total available room nights 27,795 27,722 73
Room nights displaced from renovation 224 222 2
% of available room nights displaced 0.8% 0.8% 0 bps

(1) On December 31, 2013, we acquired two hotels from LVP Acquisition Corporation ( LVP ); results of operations of
the acquired hotels were included in our consolidated and combined results of operations effective January 1,
2014. On July 28, 2014, we sold two hotel properties.

(2) Please see  Hotel Reinvestment Program for a discussion of our phased capital investment program across our
portfolio.

Room revenues. Room revenues increased by approximately $81.9 million, or 7.3%, to approximately $1,195.8

million for the year ended December 31, 2014 compared to approximately $1,114.0 million for the year ended

December 31, 2013. The increase in room revenues was due to a 7.0% increase in ADR and a 10 bps increase in

occupancy, resulting in a 7.1% increase in RevPAR, which was primarily a result of a shift in our customer mix to a

greater number of high yield, shorter-stay guests as well as our hotel reinvestment program, operating and service

initiatives and more consistent pricing and discount policies.

Other hotel revenues. Other hotel revenues remained relatively consistent, decreasing by approximately $0.1 million,
or 0.7%, to approximately $17.7 million for the year ended December 31, 2014 compared to approximately $17.8
million for the year ended December 31, 2013.

Management fees, license fees and other revenues. Management fees, license fees and other revenues were $0 for the

year ended December 31, 2014 compared to approximately $1.1 million for the year ended December 31, 2013. The
decrease in these fees was due to our acquisition of two hotels on December 31, 2013 which ESA Management
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previously managed.

Hotel operating expenses. Hotel operating expenses increased by approximately $51.6 million, or 9.5%, to
approximately $592.1 million for the year ended December 31, 2014 compared to approximately $540.6 million for
the year ended December 31, 2013. The increase in hotel operating expenses was partly driven by an increase in
marketing and reservation costs of approximately $17.9 million, primarily related to our national advertising
campaign and the system-wide implementation of our central reservations call center. Additionally, the increase was
impacted by increases in property insurance expense and repairs and maintenance expense of approximately $13.6
million, an increase in utilities expense of approximately $4.7 million and increases in hotel personnel expense, real
estate tax expense and loss on disposal of assets.

Hotel Operating Margin decreased to 51.7% for the year ended December 31, 2014 compared to 52.5% for the year
ended December 31, 2013 primarily due to the aforementioned cost increases. Total hotel revenues
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increased by approximately $81.7 million for the year ended December 31, 2014 compared to the year ended
December 31, 2013, while Hotel Operating Profit, excluding the loss on disposal of assets, increased by
approximately $32.9 million for the same period, which represents an operating margin flow-through, defined as the
change in Hotel Operating Profit divided by the change in total room and other hotel revenues, of approximately
40.2%.

General and administrative expenses. General and administrative expenses decreased by approximately $23.9 million,
or 22.1%, to approximately $84.4 million for the year ended December 31, 2014 compared to approximately $108.3
million for the year ended December 31, 2013. During 2013, costs related to our initial public offering totaled
approximately $25.8 million and consisted of approximately $14.6 million in equity-based compensation expense as a
result of the modification of the vesting schedules of awards outstanding prior to the Pre-IPO Transactions and
approximately $11.2 million primarily related to the Pre-IPO Transactions. Further, we incurred approximately $9.4
million related to our rebranding initiative, which was completed in 2013. Excluding these costs, general and
administrative expenses increased by approximately $11.3 million, or 15.5%, mainly due to an increase in
equity-based compensation expense of approximately $3.2 million, public company transition costs of approximately
$3.0 million, including approximately $1.5 million in secondary offering costs, and $1.9 million in consulting fees
related to implementation of certain key strategic initiatives, including review of our corporate infrastructure. The
remaining increase was primarily due to ongoing costs related to our new automated revenue management system and
new human resources payroll system.

Depreciation and amortization. Depreciation and amortization increased by approximately $19.2 million, or 11.4%, to
approximately $187.2 million for the year ended December 31, 2014 compared to approximately $168.1 million for
the year ended December 31, 2013. The increase in depreciation and amortization was primarily due to an increase in
investment in hotel assets as a result of our hotel reinvestment program.

Impairment of long-lived assets. Asset impairments are recorded as required based on an evaluation of property and
equipment and intangible assets for impairment. We recognized impairment charges related to property and equipment
of approximately $2.3 million related to two hotel properties and approximately $3.3 million related to four hotel
properties during the years ended December 31, 2014 and 2013, respectively.

Gain on sale of hotel properties. In July 2014, we recorded a gain on sale of hotel properties of approximately $0.9
million related to the sale of our two Hometown Inn-branded hotels.

Managed property payroll expenses. Managed property payroll expenses were $0 for the year ended December 31,
2014 compared to approximately $0.7 million for the year ended December 31, 2013. This decrease was due to our
acquisition of two hotels on December 31, 2013 which ESA Management previously managed.

Restructuring expenses. During the year ended December 31, 2013, we initiated an operations restructuring, which
changed certain aspects of our property staffing model, for which we incurred costs of approximately $0.6 million that
consisted of personnel relocation, recruitment and separation payments. No restructuring expenses were incurred
during the year ended December 31, 2014.

Acquisition transaction expenses. During the year ended December 31, 2013, we incurred acquisition transaction costs
of approximately $0.2 million related to our acquisition of assets of 17 hotels from HFI Acquisitions Company LL.C

( HFI ) in December 2012 and two hotels from LVP in December 2013. No acquisition transaction expenses were
incurred during the year ended December 31, 2014.
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Other-non operating expense. During the year ended December 31, 2014, we recognized a non-cash foreign currency
transaction loss of approximately $3.8 million related to the appreciation of the U.S. dollar versus the Canadian dollar
at one of our Canadian currency-based entities which has U.S. dollar denominated debt.
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Interest expense, net. In the fourth quarter of 2013 and subsequent to the Offering, ESH REIT repaid $715.0 million of
the 2012 Mezzanine Loans (as defined below), terminated the Extended Stay LLC revolving credit facility and entered
into the ESH REIT Revolving Credit Facility (as defined below). Also, the Corporation entered into the Corporation
Revolving Credit Facility (as defined below). In the second quarter of 2014, ESH REIT repaid the remaining
outstanding $365.0 million of the 2012 Mezzanine Loans using principally all of the net proceeds from its 2014 Term
Loan (as defined below). As a result of these transactions, the Company s total debt and mandatorily redeemable
preferred stock decreased by approximately $693.0 million, or 19.2%, from approximately $3.6 billion as of
September 30, 2013 to approximately $2.9 billion as of December 31, 2014, and its weighted-average interest rate
decreased from approximately 5.4% as of September 30, 2013 to approximately 4.0% as of December 31, 2014. For
the year ended December 31, 2014, net interest expense decreased by approximately $85.1 million, or 36.3%, to
approximately $149.4 million compared to approximately $234.5 million for the year ended December 31, 2013.

For the year ended December 31, 2014, net interest expense includes approximately $9.4 million of debt
extinguishment and other costs incurred in connection with the 2012 Mezzanine Loan prepayment of $365.0 million
made during the second quarter, which consist of prepayment penalties and other costs of approximately $4.3 million
and the write-off of unamortized deferred financing costs of approximately $5.1 million. For the year ended
December 31, 2013, net interest expense included approximately $27.1 million of debt extinguishment and other costs
incurred in connection with the 2012 Mezzanine Loan prepayment of $715.0 million made during the fourth quarter,
the establishment of the Corporation Revolving Credit Facility and the ESH REIT Revolving Credit Facility and the
termination of the Extended Stay LLC revolving credit facility, which consisted of prepayment penalties and other
costs of approximately $15.4 million and the write off of unamortized deferred financing costs of approximately $11.7
million.

Income tax expense (benefit). Our effective income tax rate was 23.0% for the year ended December 31, 2014
compared to (6.4)% for the year ended December 31, 2013, primarily due to our current legal and corporate structure
and the entity-related changes that were a result of the Pre-IPO Transactions, which included the recognition in 2013
of a deferred tax benefit at ESH REIT of approximately $6.6 million primarily related to net operating loss
carryforwards recognized in connection with the change in ESH REIT s expected distribution policy. Since the
Corporation owns the Class A common stock of ESH REIT, which represents approximately 55% of the outstanding
common stock of ESH REIT, approximately 55% of ESH REIT s distributions are subject to corporate income tax.
The Company s effective tax rate is lower than the federal statutory rate of 35% due to ESH REIT s status as a REIT
under the provisions of the Code during these periods, although ESH REIT will incur federal and state income tax at
statutory rates on its taxable income not distributed. In 2015, ESH REIT intends to distribute at least 95% of its
taxable income and net capital gain.

Comparison of Years Ended December 31, 2013 and December 31, 2012

As of December 31, 2013, we owned and operated 684 hotels consisting of approximately 76,200 rooms. As of
December 31, 2012, we owned 682 hotels consisting of approximately 75,900 rooms.
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The following table presents our consolidated and combined results of operations for the years ended December 31,
2013 and 2012, including the amount and percentage change in these results between the periods (in thousands):

Revenues:

Room revenues

Other hotel revenues

Management fees, license fees and other
revenues

Total revenues

Operating expenses:

Hotel operating expenses

General and administrative expenses
Depreciation and amortization
Impairment of long-lived assets
Managed property payroll expenses
Restructuring expenses

Acquisition transaction expenses

Total operating expenses
Other income

Income from operations
Interest expense, net

Income before income tax (benefit) expense

Income tax (benefit) expense

Net income

Net loss (income) attributable to noncontrolling

interests

Net income attributable to common
shareholders or members

n/m = not meaningful

Year Ended

December 31,

2013

$ 1,113,956
17,7787

1,075

1,132,818

540,551
108,325
168,053
3,330
728

605

235

821,827
1,134

312,125
234,459

77,666

(4,990)

82,656

3,575

$ 86,231

Year Ended
December 31,
2012

$ 984,273
16,898

10,291
1,011,462
493,635
88,543
129,938
1,420
6,600
5,763
1,675

727,574
384

284,272
257,349

26,923
4,642

22,281

(1,549)

$ 20,732

Change ($)

$ 129,683
889

(9,216)
121,356
46,916
19,782
38,115
1,910
(5.872)
(5,158)
(1,440)

94,253
750

27,853
(22,890)

50,743
(9,632)

60,375

5,124

$ 65499

Change (%)

13.2%
5.3%

(89.6)%

12.0%

9.5%
22.3%
29.3%

n/m
(89.0)%
(89.5)%
(86.0)%

13.0%
n/m

9.8%
(8.9)%

n/m

n/m
n/m

n/m

n/m

The following table presents key operating metrics, including occupancy, ADR, RevPAR and renovation
displacement data for our hotels for the years ended December 31, 2013 and 2012, respectively:
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Year Year
Ended Ended
December 31, December 31,

2013 2012 Change
Number of hotels(!) 684 682 2
Number of rooms(V 76,219 75,928 291
Occupancy 74.2% 73.3% 90 bps
ADR $ 54.15 $ 49.77 8.8%
RevPAR $ 40.18 $ 36.46 10.2%
Hotel Inventory (As of December 31)@):
Platinum Extended Stay America 230 187 43
Silver Extended Stay America 405 446 41
Crossland Economy Studios and other 49 49
Total number of hotels 684 682 2
Renovation Displacement Data (in thousands, excluding
percentages)®:
Total available room nights 27,722 26,996 726
Room nights displaced from renovation 222 283 (61)
% of available room nights displaced 0.8% 1.0% (20) bps
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(1) On December 31, 2013, we acquired two hotels from LVP; results of operations of the acquired hotels were
included in our consolidated and combined results of operations effective January 1, 2014. On December 13,
2012, we acquired 17 hotels from HFL.

(2) Please see  Hotel Reinvestment Program for a discussion of our phased capital investment program across our
portfolio.

Room revenues. Room revenues increased by approximately $129.7 million, or 13.2%, to approximately $1,114.0

million for the year ended December 31, 2013 compared to approximately $984.3 million for the year ended

December 31, 2012. Excluding room revenues of approximately $30.1 million related to the 17 HFI hotels for the year

ended December 31, 2013 and approximately $1.3 million for the period from December 13, 2012 through

December 31, 2012, the increase in room revenues of approximately $100.9 million was due to a 8.9% increase in

ADR and a 1.5% increase in occupancy, resulting in a 10.4% increase in RevPAR, which was primarily a result of our

hotel reinvestment program, operating and service initiatives and more consistent pricing and discount policies.

Other hotel revenues. Other hotel revenues remained relatively consistent, increasing by approximately $0.9 million,
or 5.3%, to approximately $17.8 million for the year ended December 31, 2013 compared to approximately $16.9
million for the year ended December 31, 2012.

Management fees, license fees and other revenues. Management fees, license fees and other revenues decreased by
approximately $9.2 million, or 89.6%, to approximately $1.1 million for the year ended December 31, 2013 compared
to approximately $10.3 million for the year ended December 31, 2012. Management fees and license fees from
managed hotel properties directly correlate with room revenues at those hotel properties and totaled approximately
$0.4 million and $2.9 million for the years ended December 31, 2013 and 2012, respectively. The reimbursement of
payroll expenses incurred on behalf of the managed hotel properties totaled approximately $0.7 million and $6.6
million for the years ended December 31, 2013 and 2012, respectively. These decreases were due to the fact that the
17 hotels acquired in December 2012 were managed by us during the year ended December 31, 2012, but were owned
by us during the year ended December 31, 2013.

Hotel operating expenses. Hotel operating expenses increased by approximately $46.9 million, or 9.5%, to
approximately $540.6 million for the year ended December 31, 2013 compared to approximately $493.6 million for
the year ended December 31, 2012. Excluding hotel operating expenses of approximately $15.9 million related to the
17 HFT hotels for the year ended December 31, 2013 and approximately $0.7 million for the period from

December 13, 2012 through December 31, 2012, the increase in hotel operating expenses of approximately $31.8
million was partly driven by an increase of approximately $8.7 million due to the offering of complimentary
grab-and-go breakfast at substantially all of our hotels during the year ended December 31, 2013 as compared to a
smaller percentage of our hotels during the year ended December 31, 2012. Also, the increase was related to increases
in hotel personnel expense, reservation costs, real estate tax expense, marketing expense due to our increased focus on
internet advertising and utilities expense for the year ended December 31, 2013 compared to the year ended
December 31, 2012.

Hotel Operating Margin increased to 52.5% for the year ended December 31, 2013 compared to 50.8% for the year
ended December 31, 2012. The increase in Hotel Operating Margin was primarily related to our increase in ADR.
Total hotel revenues increased by approximately $130.6 million for the year ended December 31, 2013 compared to
the year ended December 31, 2012, while Hotel Operating Profit increased by approximately $85.6 million for the
same period, which represents an operating margin flow-through, defined as the change in Hotel Operating Profit
divided by the change in total room and other hotel revenues, of approximately 65.6%.
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General and administrative expenses. General and administrative expenses increased by approximately $19.8 million,
or 22.3%, to approximately $108.3 million for the year ended December 31, 2013, compared to approximately $88.5
million for the year ended December 31, 2012. This increase was driven by a $15.8 million increase in equity-based
compensation expense, approximately $14.6 million of which related to the modification of the vesting schedules of
awards outstanding prior to the Pre-IPO Transactions, as well as $6.0 million in legal fees during the year ended
December 31, 2013, both of which related to our initial public offering.
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Depreciation and amortization. Depreciation and amortization increased by approximately $38.1 million, or 29.3%, to
approximately $168.1 million for the year ended December 31, 2013 compared to approximately $129.9 million for
the year ended December 31, 2012. Excluding depreciation expense of approximately $5.8 million related to the 17
HFT hotels for the year ended December 31, 2013 and approximately $0.3 million for the period from December 13,
2012 through December 31, 2012, the increase of approximately $32.7 million in depreciation and amortization was
primarily due to an increase in investment in hotel assets as a result of our hotel reinvestment program.

Impairment of long-lived assets. Asset impairments are recorded as required based on an evaluation of property and
equipment and intangible assets for impairment. We recognized an impairment charge related to property and
equipment of approximately $3.3 million related to four hotel properties and approximately $1.4 million related to one
hotel property during the years ended December 31, 2013 and December 31, 2012, respectively.

Managed property payroll expenses. Managed property payroll expenses decreased by approximately $5.9 million, or
89.0%, to approximately $0.7 million for the year ended December 31, 2013 compared to approximately $6.6 million
for the year ended December 31, 2012. This decrease was due to the fact that the 17 hotels acquired in December 2012
were managed by us during the year ended December 31, 2012, but were owned by us during the year ended
December 31, 2013.

Restructuring expenses. During the year ended December 31, 2013, we initiated an operations restructuring, which
changed certain aspects of our property staffing model, for which we incurred costs of approximately $0.6 million.
During the year ended December 31, 2011, we initiated a corporate restructuring that we completed during the year
ended December 31, 2012, which included, among other things, the relocation of the corporate headquarters to
Charlotte, North Carolina, for which we incurred costs of approximately $5.8 million, approximately $2.0 million of
which was a non-cash charge related to executive separation payments during the year ended December 31, 2012. For
these restructuring programs, expenses included personnel relocation, recruitment and separation payments and other
costs. As of December 31, 2013, all costs associated with both of these programs had been incurred.

Acquisition transaction expenses. During the year ended December 31, 2013, we incurred acquisition transaction costs
of approximately $0.2 million related to our acquisition of assets of 17 hotels in December 2012 and two hotels in
December 2013. During the year ended December 31, 2012, we incurred acquisition transaction costs of
approximately $1.7 million related to our acquisition of assets of 17 hotels.

Interest expense, net. Net interest expense decreased by approximately $22.9 million, or 8.9%, to approximately
$234.5 million for the year ended December 31, 2013 compared to approximately $257.3 million for the year ended
December 31, 2012. The decrease was due to a decrease in debt extinguishment and other costs of approximately
$18.1 million as well as a net decrease in contractual interest expense and amortization of deferred financing costs of
$5.0 million.

In November 2013, the Corporation entered into the Corporation Revolving Credit Facility and ESH REIT repaid
$715.0 million of the 2012 Mezzanine Loans, terminated the Extended Stay LLC revolving credit facility and entered
into the ESH REIT Revolving Credit Facility, which resulted in debt extinguishment and other costs of approximately
$27.1 million, composed of prepayment penalties of approximately $13.4 million, the write-off of unamortized
deferred financing costs of approximately $11.7 million and other costs of approximately $2.0 million. In November
2012, ESH REIT refinanced its then-outstanding mortgage and mezzanine loans, which resulted in debt
extinguishment and other costs of approximately $45.1 million, composed of prepayment penalties of approximately
$10.5 million, the write-off of unamortized deferred financing costs of approximately $34.4 million and other costs of
approximately $0.2 million. As a result of the debt refinancing in 2012, ESH REIT s total debt increased by
approximately $945.1 million and its weighted-average interest rate decreased by approximately 2.0%. This resulted
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in a net decrease in contractual interest expense and amortization of deferred financing costs of approximately $5.0
million.
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Income tax (benefit) expense. Our effective income tax rate decreased by approximately 23.6 percentage points to a
benefit of approximately 6.4% for the year ended December 31, 2013 compared to a provision of approximately

17.2% for the year ended December 31, 2012, primarily due to an income tax benefit of approximately $6.6 million
related to the 2013 recognition of a net deferred tax asset associated with the change in ESH REIT s expected
distribution policy. Taxable income associated with the Pre-IPO Transactions was exempt from federal tax, as it was
generally earned by ESH REIT. The Company s effective tax rate was lower than the federal statutory rate of 35% due
to ESH REIT s status as a REIT under the provisions of the Code during these periods and the fact that prior to the
Pre-IPO Transactions, the income of HVM and ESH Strategies was not taxed at the corporate level due to their

limited liability company tax status.

ESH REIT historically distributed 100% of its taxable income. In 2013, deferred tax balances were adjusted to reflect
the fact that an estimated 5% of ESH REIT s future taxable income was expected to be subject to tax. This change in
distribution policy resulted in the recognition of a deferred tax asset during 2013 of approximately $7.8 million related
to ESH REIT s net operating loss carryforwards that existed as of December 31, 2012. In addition, net deferred tax
liabilities of approximately $1.2 million were recorded during 2013 related to temporary differences expected to be
included in taxable income in future periods.

Results of Operations ESH REIT
Comparison of Years Ended December 31, 2014 and December 31, 2013

ESH REIT owns all of our hotel properties. For the year ended December 31, 2014 and for the period from the
Pre-IPO Transactions through December 31, 2013, the consolidated results of operations of ESH REIT include the
results of operations of ESH REIT and its subsidiaries, which do not include the Operating Lessees. Further, the
results of operations of ESA Management, which performs the management and administrative services previously
performed by HVM, are not consolidated within ESH REIT s results of operations, as ESA Management is owned by
the Corporation.

ESH REIT s consolidated results of operations for periods subsequent to the Pre-IPO Transactions present operating
results in a manner which reflects ESH REIT s legal and corporate structure, including the entity-related changes that
were a result of the Pre-IPO Transactions. For example:

For the year ended December 31, 2014 and for the period from the Pre-IPO Transactions through

December 31, 2013, ESH REIT s consolidated results of operations reflect ESH REIT s sole source of
revenue, lease rental revenues, which are not eliminated in consolidation due to the fact that ESH REIT does
not own the Operating Lessees. Prior to the Pre-IPO Transactions, ESH REIT s consolidated results of
operations reflected room and other hotel revenues, as lease rental revenues and expenses with respect to the
operating leases between ESH REIT and its previously owned, consolidated subsidiaries, the Operating
Lessees, eliminated in consolidation.

For the year ended December 31, 2014 and for the period from the Pre-IPO Transactions through

December 31, 2013, ESH REIT s consolidated results of operations reflect only those hotel operating
expenses that are incurred directly by ESH REIT. Prior to the Pre-IPO Transactions, ESH REIT s
consolidated results of operations reflected all hotel operating expenses, whether such costs were incurred by
ESH REIT (i.e., real estate tax expense and property insurance expense, which are directly related to the
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ownership of the hotels) or by the Operating Lessees (i.e., utilities expense, hotel payroll expense, marketing
expense and repairs and maintenance expense, which are incurred by the Operating Lessees as prescribed by
the operating leases).

For the year ended December 31, 2014 and for the period from the Pre-IPO Transactions through
December 31, 2013, costs reimbursed to ESA Management do not eliminate in consolidation and are
reflected as a component of general and administrative expenses. Prior to the Pre-IPO Transactions, since
ESH REIT consolidated the results of operations of HVM, administrative costs paid to HVM eliminated in
consolidation, and general and administrative expenses included all of ESH REIT predecessor s overhead
expenses.
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The following table presents ESH REIT s consolidated results of operations for the years ended December 31, 2014
and 2013, including the amount and percentage change in these results between the periods (in thousands):

Year
Ended Year Ended
December 31, December 31,
2014 2013 Change ($)  Change (%)
Revenues:
Rental revenues from Extended Stay
America, Inc. $ 684,205 $ 71,900 $ 612,305 n/m
Hotel room revenues 983,950 (983,950) n/m
Other hotel revenues 15,576 (15,576) n/m
Management fees and other revenues 1,113 (1,113) n/m
Total revenues 684,205 1,072,539 (388,334) (36.2)%
Operating expenses:
Hotel operating expenses 93,826 478,727 (384,901) (80.4)%
General and administrative expenses 15,634 86,676 (71,042) (82.0)%
Depreciation and amortization 183,033 167,185 15,848 9.5%
Impairment of long-lived assets 3,330 (3,330) n/m
Gain on sale of hotel properties (864) (864) n/m
Managed property payroll expenses 639 (639) n/m
Trademark license fees 2,998 (2,998) n/m
Restructuring expenses 605 (605) n/m
Acquisition transaction expenses 235 (235) n/m
Total operating expenses 291,629 740,395 (448,766) (60.6)%
Other income 269 1,075 (806) (75.0)%
Income from operations 392,845 333,219 59,626 17.9%
Other non-operating expense 3,629 3,629 n/m
Interest expense, net 143,232 233,629 (90,397) (38.7)%
Income before income tax benefit 245,984 99,590 146,394 n/m
Income tax benefit (1,110) (876) (234) (26.7)%
Net income 247,094 100,466 146,628 n/m
Net income attributable to noncontrolling
interests (730) 730 n/m
Net income attributable to common
shareholders or members $ 247,094 $ 99,736 $ 147,358 n/m
n/m = not meaningful
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Rental revenues from Extended Stay America, Inc. Rental revenues were approximately $684.2 million for the year
ended December 31, 2014 compared to $71.9 million for the year ended December 31, 2013. For the year ended
December 31, 2014 and for the period from the Pre-IPO Transactions through December 31, 2013, the consolidated
results of operations of ESH REIT include rental revenues associated with the operating leases, since during these
periods, rental revenues were not eliminated in consolidation. Rental revenues consist of fixed minimum rental
payments recognized on a straight-line basis over the lease terms plus specified percentages paid by the Operating
Lessees on revenues over designated thresholds. Percentage rental revenue of approximately $190.2 million was
recognized during the year ended December 31, 2014. For the period from January 1, 2013 through the Pre-IPO
Transactions, the consolidated results of operations of ESH REIT included the results of operations of the Operating
Lessees. During that period, ESH REIT s rental revenues, as well as the Operating Lessee s rental expenses, eliminated
in consolidation.

Hotel room revenues. In connection with the Pre-IPO Transactions, ESH REIT transferred the Operating Lessees to
the Corporation. ESH REIT s consolidated results of operations for the year ended December 31,
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2014 do not include results of operations of the Operating Lessees while ESH REIT s consolidated results of
operations for the year ended December 31, 2013 included results of operations of the Operating Lessees for the
period from January 1, 2013 through the Pre-IPO Transactions.

Other hotel revenues. In connection with the Pre-IPO Transactions, ESH REIT transferred the Operating Lessees to
the Corporation. ESH REIT s consolidated results of operations for the year ended December 31, 2014 do not include
results of operations of the Operating Lessees while ESH REIT s consolidated results of operations for the year ended
December 31, 2013 included the results of operations of the Operating Lessees for the period from January 1, 2013
through the Pre-IPO Transactions.

Management fees and other revenues. ESA Management, a subsidiary of the Corporation, acquired all of the assets
and assumed all of the liabilities of HVM in connection with the Pre-IPO Transactions. ESH REIT s consolidated
results of operations for the year ended December 31, 2014 do not include results of operations of ESA Management
while ESH REIT s consolidated results of operations for the year ended December 31, 2013 included results of
operations of HVM for the period from January 1, 2013 through the Pre-IPO Transactions.

Hotel operating expenses. In connection with the Pre-IPO Transactions, ESH REIT transferred the Operating Lessees

to the Corporation. ESH REIT s consolidated results of operations for the year ended December 31, 2014 do not
include results of operations of the Operating Lessees while ESH REIT s consolidated results of operations for the year
ended December 31, 2013 included results of operations of the Operating Lessees for the period from January 1, 2013
through the Pre-IPO Transactions. Hotel operating expenses decreased by approximately $384.9 million, or 80.4%, to
approximately $93.8 million for the year ended December 31, 2014 compared to approximately $478.7 million for the
year ended December 31, 2013. This decrease was due to the fact that for the year ended December 31, 2014, hotel
operating expenses include only those expenses directly related to ownership of the hotels, such as real estate tax
expense and property insurance expense, and do not include hotel operating expenses incurred by the Operating
Lessees.

Subsequent to the Pre-IPO Transactions, Hotel Operating Margin is not a relevant operating measure for ESH REIT as
its sole source of revenue is rental revenue generated from leasing the hotel properties and its hotel operating expenses
are limited to expenses directly related to ownership of the hotels.

General and administrative expenses. ESA Management acquired all of the assets and assumed all of the liabilities of
HVM in connection with the Pre-IPO Transactions. ESH REIT s consolidated results of operations for the year ended
December 31, 2014 do not include results of operations of ESA Management while ESH REIT s consolidated results
of operations for the year ended December 31, 2013 included results of operations of HVM for the period from
January 1, 2013 through the Pre-IPO Transactions. General and administrative expenses decreased by approximately
$71.0 million, or 82.0%, to approximately $15.6 million for the year ended December 31, 2014 compared to
approximately $86.7 million for the year ended December 31, 2013. This decrease was mainly due to the fact that for
the year ended December 31, 2014, general and administrative expenses do not include expenses of ESA
Management. For the year ended December 31, 2014, general and administrative expenses include professional fees,
including legal, audit, tax, board and other fees of approximately $5.0 million, public company transition costs of
approximately $1.4 million, which include approximately $0.7 million of secondary offering costs, and consulting
fees of approximately $1.9 million related to implementation of certain key strategic initiatives, including review of
our corporate infrastructure. Also included are reimbursed costs of approximately $7.3 million that ESH REIT
incurred under its services agreement with ESA Management for certain overhead services performed on ESH REIT s
behalf, which include services related to shared executive management, accounting, financial analysis, training and
technology, as well as payroll and related expenses of ESH REIT employees.
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Depreciation and amortization. Depreciation and amortization increased by approximately $15.8 million, or 9.5%, to
approximately $183.0 million for the year ended December 31, 2014 compared to approximately $167.2 million for
the year ended December 31, 2013. The increase in depreciation and amortization was primarily due to an increase in
investment in hotel assets as a result of our hotel reinvestment program.
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Impairment of long-lived assets. Asset impairments are recorded as required based on an evaluation of property and
equipment and intangible assets for impairment. No impairment charges were incurred by ESH REIT during the year
ended December 31, 2014. During the year ended December 31, 2013, ESH REIT recognized an impairment charge
related to property and equipment of approximately $3.3 million related to four hotel properties.

Gain on sale of hotel properties. In July 2014, ESH REIT recorded a gain on sale of hotel properties of approximately
$0.9 million related to the sale of our two Hometown Inn-branded hotels.

Managed property payroll expenses. ESA Management acquired all of the assets and assumed all of the liabilities of
HVM in connection with the Pre-IPO Transactions. ESH REIT s consolidated results of operations for the year ended
December 31, 2014 do not include results of operations of ESA Management while ESH REIT s consolidated results
of operations for the year ended December 31, 2013 included results of operations of HVM for the period from
January 1, 2013 through the Pre-IPO Transactions.

Trademark license fees. In connection with the Pre-IPO Transactions, ESH REIT transferred the Operating Lessees to
the Corporation. ESH REIT s consolidated results of operations for the year ended December 31, 2014 do not include
results of operations of the Operating Lessees while ESH REIT s consolidated results of operations for the year ended
December 31, 2013 included results of operations of the Operating Lessees for the period from January 1, 2013
through the Pre-IPO Transactions.

Restructuring expenses. During the year ended December 31, 2013, HVM initiated an operations restructuring which
changed certain aspects of its property staffing model, and incurred costs of approximately $0.6 million that consisted
of personnel relocation, recruitment and separation payments. No restructuring expenses were incurred during the year
ended December 31, 2014.

Acquisition transaction expenses. During the year ended December 31, 2013, ESH REIT incurred acquisition
transaction costs of approximately $0.2 million related to the acquisition of assets of 17 hotels in December 2012 and
two hotels in December 2013. No acquisition transaction expenses were incurred during the year ended December 31,
2014.

Other-non operating expense. During the year ended December 31, 2014, ESH REIT recognized a non-cash foreign
currency transaction loss of approximately $3.6 million related to the appreciation of the U.S. dollar versus the
Canadian dollar at one of ESH REIT s Canadian currency-based entities which has U.S. dollar denominated debt.

Interest expense, net. In the fourth quarter of 2013 and subsequent to the Offering, ESH REIT repaid $715.0 million of
the 2012 Mezzanine Loans, terminated the Extended Stay LLC revolving credit facility and entered into the ESH
REIT Revolving Credit Facility. In the second quarter of 2014, ESH REIT repaid the remaining outstanding $365.0
million of the 2012 Mezzanine Loans using principally all of the net proceeds from its 2014 Term Loan. As a result of
these transactions, ESH REIT s total debt decreased by approximately $714.2 million, or 19.8%, from approximately
$3.6 billion as of September 30, 2013 to approximately $2.9 billion as of December 31, 2014, and its
weighted-average interest rate decreased from approximately 5.4% as of September 30, 2013 to approximately 3.9%
as of December 31, 2014.

For the year ended December 31, 2014, net interest expense decreased by approximately $90.4 million, or 38.7%, to
approximately $143.2 million compared to approximately $233.6 million for the year ended December 31, 2013. For
the year ended December 31, 2014, net interest expense includes approximately $9.4 million of debt extinguishment
and other costs incurred in connection with the 2012 Mezzanine Loan prepayments of $365.0 million made during the
second quarter, which consist of prepayment penalties and other costs of approximately $4.3 million and the write-off
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$715.0 million made during the fourth quarter, the establishment of the ESH REIT Revolving Credit Facility and the
termination of the Extended Stay LLC revolving credit facility, which consisted of prepayment penalties and other
costs of approximately $15.2 million and the write off of unamortized deferred financing costs of approximately $11.7
million.

Income tax benefit. ESH REIT s effective income tax rate was approximately (0.5)% for the year ended December 31,
2014 compared to (0.9)% for the year ended December 31, 2013, primarily due to the 2013 recognition of a deferred
tax benefit of approximately $6.6 million primarily related to net operating loss carryforwards recognized in
connection with the change in ESH REIT s distribution policy. ESH REIT s effective tax rate is lower than the federal
statutory rate of 35% due to its status as a REIT under the provisions of the Code, although ESH REIT will incur
federal and state income tax at statutory rates on its taxable income not distributed.

Comparison of Years Ended December 31, 2013 and December 31, 2012

As of December 31, 2013, ESH REIT owned 684 hotels consisting of approximately 76,200 rooms. As of
December 31, 2012, ESH REIT owned 682 hotels consisting of approximately 75,900 rooms.

The following table presents ESH REIT s consolidated results of operations for the years ended December 31, 2013
and 2012, including the amount and percentage change in these results between the periods (in thousands):

Year Ended Year Ended
December 31, December 31,

2013 2012 Change ($) Change (%)
Revenues:
Rental revenues from Extended Stay America,
Inc. $ 71,900 $ $ 71,900 n/m
Hotel room revenues 983,950 984,273 (323) 0.0%
Other hotel revenues 15,576 16,898 (1,322) (7.8)%
Management fees and other revenues 1,113 10,346 (9,233) (89.2)%
Total revenues 1,072,539 1,011,517 61,022 6.0%
Operating expenses:
Hotel operating expenses 478,727 493,635 (14,908) (3.0)%
General and administrative expenses 86,676 87,807 (1,131) (1.3)%
Depreciation and amortization 167,185 129,938 37,247 28.7%
Impairment of long-lived assets 3,330 1,420 1,910 n/m
Managed property payroll expenses 639 6,600 (5,961) (90.3)%
Trademark license fees 2,998 3,004 (6) (0.2)%
Restructuring expenses 605 5,763 (5,158) (89.5)%
Acquisition transaction expenses 235 1,675 (1,440) (86.0)%
Total operating expenses 740,395 729,842 10,553 1.4%
Other income 1,075 384 691 n/m
Income from operations 333,219 282,059 51,160 18.1%

Table of Contents 138



Edgar Filing: Extended Stay America, Inc. - Form 10-K

Interest expense, net 233,629 257,349 (23,720) (9.2)%
Income before income tax (benefit) expense 99,590 24,710 74,880 n/m
Income tax (benefit) expense (876) 4,642 (5,518) n/m
Net income 100,466 20,068 80,398 n/m
Net income attributable to noncontrolling

interests (730) (1,549) 819 n/m

Net income attributable to common
shareholders or members $ 99,736 $ 18,519 $ 81,217 n/m

n/m = not meaningful
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Rental revenues from Extended Stay America, Inc. Consolidated rental revenues were approximately $71.9 million for
the year ended December 31, 2013 compared to $0 for the year ended December 31, 2012. For the period from
January 1, 2013 through the Pre-IPO Transactions, the consolidated results of operations of ESH REIT included the
results of operations of the Operating Lessees. Therefore, during that period, ESH REIT s rental revenues, as well as
the Operating Lessee s rental expenses, eliminated in consolidation. For the period from the Pre-IPO Transactions
through December 31, 2013, the consolidated results of operations of ESH REIT did not include the results of
operations of the Operating Lessees. Therefore, during that period, rental revenues were not eliminated in
consolidation. Rental revenues consist of fixed minimum rental payments recognized on a straight-line basis over the
lease term plus specified percentages paid by the Operating Lessees on revenues over designated thresholds.

Hotel room revenues. In connection with the Pre-IPO Transactions, ESH REIT transferred the Operating Lessees to
the Corporation; therefore, ESH REIT s consolidated results of operations for the year ended December 31, 2013
included results of operations of the Operating Lessees for the period from January 1, 2013 through the Pre-IPO
Transactions. ESH REIT s consolidated results of operations for the year ended December 31, 2012 included the
results of operations of the Operating Lessees for the full year.

Hotel room revenues decreased by approximately $0.3 million, to approximately $984.0 million for the year ended
December 31, 2013 compared to approximately $984.3 million for the year ended December 31, 2013. Excluding
room revenues of approximately $26.3 million related to the 17 HFI hotels for the year ended December 31, 2013 and
approximately $1.3 million for the period from December 13, 2012 through December 31, 2012, room revenues
decreased by approximately $25.3 million. The decrease was due to the fact that for the year ended December 31,
2013, subsequent to the Pre-IPO Transactions, room revenues did not include the room revenues of the Operating
Lessees. The decrease, therefore, was a result of the inclusion of slightly greater than ten months of Operating Lessee
room revenues in the year ended December 31, 2013 as compared with the inclusion of a full year of Operating Lessee
room revenues in the year ended December 31, 2012.

Other hotel revenues. Other hotel revenues decreased by approximately $1.3 million, or 7.8%, to approximately $15.6
million for the year ended December 31, 2013 compared to approximately $16.9 million for the year ended

December 31, 2012. Excluding other hotel revenues of approximately $0.3 million related to the 17 HFI hotels for the
year ended December 31, 2013 and $0 for the period from December 13, 2012 through December 31, 2012, other
hotel revenues decreased by approximately $1.6 million. The decrease was a result of the inclusion of other hotel
revenues related to the Operating Lessees for the period from January 1, 2013 through the Pre-IPO Transactions in the
year ended December 31, 2013 as compared with the inclusion of other hotel revenues related to the Operating
Lessees for the full year ended December 31, 2012.

Management fees and other revenues. ESA Management acquired all of the assets and assumed all of the liabilities of
HVM in connection with the Pre-IPO Transactions; therefore, ESH REIT s consolidated results of operations for the
year ended December 31, 2013 included results of operations of HVM for the period from January 1, 2013 through the
Pre-IPO Transactions. ESH REIT s consolidated results of operations for the year ended December 31, 2012 included
the results of operations for HVM for the full year.

Management fees and other revenues decreased by approximately $9.2 million, or 89.2%, to approximately $1.1
million for the year ended December 31, 2013 compared to approximately $10.3 million for the year ended
December 31, 2012. Management fees from managed hotel properties totaled approximately $0.5 million and $2.9
million for the years ended December 31, 2013 and 2012, respectively. The reimbursement of payroll expenses
incurred on behalf of the managed hotel properties totaled approximately $0.6 million and $6.6 million for the years
ended December 31, 2013 and 2012, respectively. These decreases were due to the fact that the 17 hotels acquired in
December 2012 were managed by HVM during most of the year ended December 31, 2012, but were owned during
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Hotel operating expenses. In connection with the Pre-IPO Transactions, ESH REIT transferred the Operating Lessees
to the Corporation; therefore, ESH REIT s consolidated results of operations for the year ended December 31, 2013
included results of operations of the Operating Lessees for the period from January 1, 2013 through the Pre-IPO
Transactions. ESH REIT s consolidated results of operations for the year ended December 31, 2012 included the
results of operations of the Operating Lessees for the full year.

Hotel operating expenses decreased by approximately $14.9 million, or 3.0%, to approximately $478.7 million for the
year ended December 31, 2013 compared to approximately $493.6 million for the year ended December 31, 2012.
Excluding hotel operating expenses of approximately $13.4 million related to the 17 HFI hotels for the year ended
December 31, 2013 and approximately $0.7 million for the period from December 13, 2012 through December 31,
2012, hotel operating expenses decreased by approximately $27.6 million. This decrease was due to the fact that for
the year ended December 31, 2013, subsequent to the Pre-IPO Transactions, hotel operating expenses included only
those hotel operating expenses directly related to ownership of the hotels, such as real estate tax expense and property
insurance expense, and did not include hotel operating expenses incurred by the Operating Lessees. The decrease,
therefore, was a result of the inclusion of slightly greater than ten months of Operating Lessee hotel operating
expenses in the year ended December 31, 2013 as compared with the inclusion of a full year of Operating Lessee hotel
operating expenses in the year ended December 31, 2012.

Subsequent to the Pre-IPO Transactions, Hotel Operating Margin is not a relevant operating measure for ESH REIT as
its sole source of consolidated revenue is rental revenue generated from leasing the hotel properties, and its hotel
operating expenses represent only a portion of the hotels total operating expenses, specifically those related to the
ownership of, but not the operation of, the hotels.

General and administrative expenses. General and administrative expenses decreased by approximately $1.1 million,
or 1.3%, to approximately $86.7 million for the year ended December 31, 2013, compared to approximately $87.8
million for the year ended December 31, 2012. The overall decrease was due to a decrease in consulting expenses of
approximately $4.3 million related to the implementation of certain key strategic initiatives, including services related
to pricing and yield management projects, as well as a decrease in payroll related expenses of approximately $3.2
million for the period from the Pre-IPO Transactions through December 31, 2013, during which the management
entity was not consolidated with or by ESH REIT. This decrease was offset by an increase of approximately $9.0
million in public company costs as a result of the Offering completed in November 2013.

Depreciation and amortization. Depreciation and amortization increased by approximately $37.2 million, or 28.7%, to
approximately $167.2 million for the year ended December 31, 2013 compared to approximately $129.9 million for
the year ended December 31, 2012. Excluding depreciation expense of approximately $5.8 million related to the 17
HFT hotels for the year ended December 31, 2013 and approximately $0.3 million for the period from December 13,
2012 through December 31, 2012, the increase of approximately $31.8 million in depreciation and amortization was
primarily due to an increase in investment in hotel assets as a result of our hotel reinvestment program.

Impairment of long-lived assets. Asset impairments are recorded as required based on an evaluation of property and
equipment and intangible assets for impairment. ESH REIT recognized an impairment charge related to property and
equipment of approximately $3.3 million related to four hotel properties and approximately $1.4 million related to one
hotel property during the years ended December 31, 2013 and 2012, respectively.

Managed property payroll expenses. Managed property payroll expenses decreased by approximately $6.0 million, or
90.3%, to approximately $0.6 million for the year ended December 31, 2013 compared to approximately $6.6 million
for the year ended December 31, 2012. This decrease was due to the fact that the 17 hotels acquired in December 2012
were managed by HVM during the year ended December 31, 2012, but were owned during the year ended
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Trademark license fees. Trademark license fees remained consistent at $3.0 million for the years ended December 31,
2013 and 2012. Prior to the Pre-IPO Transactions, ESH REIT owned the Operating Lessees, which pay fees to ESH
Strategies for the use of their trademark licenses. Trademark license fees are directly correlated with hotel room
revenues at the hotel properties. Subsequent to the Pre-IPO Transactions, ESH REIT no longer owns the Operating
Lessees.

Restructuring expenses. During the year ended December 31, 2013, HVM initiated an operations restructuring which
changed certain aspects of its property staffing model and incurred costs of approximately $0.6 million. During the
year ended December 31, 2011, HVM initiated a corporate restructuring that was completed during the year ended
December 31, 2012, which included, among other things, the relocation of the corporate headquarters to Charlotte,
North Carolina, and incurred costs of approximately $5.8 million, approximately $2.0 million of which was a
non-cash charge related to executive separation payments during the year ended December 31, 2012. For these
restructuring programs, expenses included personnel relocation, recruitment and separation payments and other costs.
As of the Pre-IPO Transactions, all costs associated with both of these programs had been incurred.

Acquisition transaction expenses. During the year ended December 31, 2013, ESH REIT incurred acquisition
transaction costs of approximately $0.2 million related to ESH REIT s acquisition of assets of 17 hotels in December
2012 and two hotels in December 2013. During the year ended December 31, 2012, ESH REIT incurred acquisition
transaction costs of approximately $1.7 million related to its acquisition of assets of 17 hotels.

Interest expense, net. Net interest expense decreased by approximately $23.7 million, or 9.2%, to approximately
$233.6 million for the year ended December 31, 2013 compared to approximately $257.3 million for the year ended
December 31, 2012. The decrease is due to a decrease in debt extinguishment and other costs of approximately $18.2
million as well as a net decrease in contractual interest expense and amortization of deferred financing costs of $5.2
million.

In November 2013, ESH REIT repaid $715.0 million of the 2012 Mezzanine Loans, terminated the Extended Stay
LLC revolving credit facility and entered into the ESH REIT Revolving Credit Facility, which resulted in debt
extinguishment and other costs of approximately $26.9 million, composed of prepayment penalties of approximately
$13.4 million, the write-off of unamortized deferred financing costs of approximately $11.7 million and other costs of
approximately $1.8 million. In November 2012, ESH REIT refinanced its then-outstanding mortgage and mezzanine
loans, which resulted in debt extinguishment and other costs of approximately $45.1 million, composed of prepayment
penalties of approximately $10.5 million, the write-off of unamortized deferred financing costs of approximately
$34.4 million and other costs of approximately $0.2 million. As a result of the debt refinancing in 2012, ESH REIT s
total debt increased by approximately $945.1 million and its weighted-average interest rate decreased by
approximately 2.0%. This resulted in a net decrease in contractual interest expense and amortization of deferred
financing costs of approximately $5.2 million.

Income tax (benefit) expense. ESH REIT s effective income tax rate decreased by approximately 19.7 percentage
points to a benefit of approximately 0.9% for the year ended December 31, 2013 compared to a provision of
approximately 18.8% for the year ended December 31, 2012, primarily due to an income tax benefit of approximately
$6.6 million related to the 2013 recognition of a net deferred tax asset associated with the change in ESH REIT s
expected distribution policy. ESH REIT s effective tax rate was lower than the federal statutory rate of 35% due to its
status as a REIT under the provisions of the Code during these periods and the fact that prior to the Pre-IPO
Transactions, the income of HVM was not taxed at the corporate level due to its limited liability company tax status.

ESH REIT historically distributed 100% of its taxable income. In 2013, deferred tax balances were adjusted to reflect
the fact that an estimated 5% of ESH REIT s future taxable income was expected to be subject to tax. This change in
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$7.8 million related to ESH REIT S net operating loss carryforwards that existed as of December 31, 2012. In addition,
net deferred tax liabilities of approximately $1.2 million were recorded during 2013 related to temporary differences
expected to be included in taxable income in future periods.

Non-GAAP Financial Measures
EBITDA and Adjusted EBITDA

EBITDA is defined as net income excluding: (1) net interest expense; (2) income tax expense (benefit); and

(3) depreciation and amortization. EBITDA is a commonly used measure of performance in many industries. The
Company believes that EBITDA provides useful information to investors regarding our operating performance as it
helps us and investors evaluate the ongoing performance of our hotels after removing the impact of our capital
structure, primarily interest expense, our corporate structure, primarily income tax expense and our asset base,
primarily depreciation and amortization. We believe that the use of EBITDA facilitates comparisons between us and
other lodging companies, hotel owners and capital-intensive companies. Additionally, EBITDA is a measure that is
widely used by management in our annual budgeting and compensation planning processes.

The Company uses Adjusted EBITDA when evaluating our performance because we believe the adjustment for
certain additional items, described below, provides useful supplemental information to investors regarding our
ongoing operating performance and that the presentation of Adjusted EBITDA, when combined with the GAAP
presentation of net income, net income per common share and cash flow provided by operating activities, is beneficial
to the overall understanding of our ongoing operating performance. We adjust EBITDA for the following items and
refer to this measure as Adjusted EBITDA:

Non-cash equity-based compensation We exclude non-cash charges related to the amortization of
equity-based compensation awards to employees and directors.

Other non-operating (income) expense We exclude the effect of other non-operating income or expense, as
we believe non-cash foreign currency transaction gain or loss is not reflective of ongoing or future operating
performance.

Impairment of long-lived assets We exclude the effect of impairment losses recorded on property and
equipment and intangible assets, as we believe they are not reflective of ongoing or future operating
performance.

(Gain) loss on sale of hotel properties We exclude the gain or loss on the sale of hotel properties, as we
believe they are not reflective of ongoing or future operating performance.

Restructuring expenses We exclude restructuring expenses that include employee separation payments and
other restructuring costs, as we believe they are not reflective of ongoing or future operating performance.
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Acquisition transaction expenses Transaction related expenses associated with the acquisition of hotels are
expensed when incurred. We exclude the effect of these costs, as we believe they are not reflective of
ongoing or future operating performance.

Other (income) expenses We exclude the effect of income or expenses that we do not consider reflective of
ongoing or future operating performance including the following: costs related to preparations for our initial
public offering and public company transition costs (including secondary offering costs), consulting fees
related to the implementation of certain key strategic initiatives and the loss on disposal of assets.
EBITDA and Adjusted EBITDA as presented may not be comparable to similar measures calculated by other
companies. This information should not be considered as an alternative to net income, net income per common share,
cash flow from operations or any other operating performance measure calculated in accordance with GAAP. Cash
expenditures for various real estate or hotel assets such as capital expenditures, interest
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expense and other items have been and will continue to be incurred and are not reflected in EBITDA or Adjusted
EBITDA. Management compensates for these limitations by separately considering the impact of these excluded

items to the extent they are material to operating decisions and assessments of operating performance. The Company s
consolidated and combined statements of operations and cash flows include capital expenditures, net interest expense
and other excluded items, all of which should be considered when evaluating our performance, in addition to our
non-GAAP financial measures. Additionally, EBITDA and Adjusted EBITDA should not solely be considered as
measures of our liquidity or indicative of funds available to fund our cash needs, including our ability to pay
distributions.

EBITDA and Adjusted EBITDA are not meaningful or useful measures for ESH REIT on a stand-alone basis due to
the fact that a Paired Share represents an investment in the Company, as a single enterprise, which is reflected in the
consolidated and combined Company results of operations; therefore, we believe these performance measures are
meaningful for the Company only. The following table provides a reconciliation of net income to EBITDA and
Adjusted EBITDA for the Company for the years ended December 31, 2014, 2013 and 2012 (in thousands):

Year Year Year
Ended Ended Ended
December 31, December 31, December 31,
2014 2013 2012
Net income $ 150,554 $ 82,656 $ 22,281
Interest expense, net 149,364 234,459 257,349
Income tax expense (benefit) 45,057 (4,990) 4,642
Depreciation and amortization 187,207 168,053 129,938
EBITDA 532,182 480,178 414,210
Non-cash equity-based
compensation 8,803 20,168 4,409
Other non-operating expense 3,763
Impairment of long-lived assets 2,300 3,330 1,420
Gain on sale of hotel properties (864)
Restructuring expenses 605 5,763
Acquisition transaction expenses 235 1,675
Other expenses 10,4761 14,0942 7,431
Adjusted EBITDA $ 556,660 $ 518,610 $ 434,908

(1) Includes public company transition costs of approximately $3.0 million, including approximately $1.5 million in
secondary offering costs, consulting fees related to implementation of certain key strategic initiatives, including
review of our corporate infrastructure of approximately $1.9 million, and loss on disposal of assets of
approximately $5.6 million.

(2) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $11.2 million and loss on disposal of assets of approximately $2.9 million.

(3) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $1.6 million, consulting fees related to implementation of certain key strategic
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initiatives, including services related to pricing and yield management projects, of approximately $4.9 million
and loss on disposal of assets of approximately $0.9 million.
Hotel Operating Profit and Hotel Operating Margin

Hotel Operating Profit and Hotel Operating Margin measure hotel-level operating results prior to debt service,
depreciation and amortization and general and administrative expenses and are supplemental measures of aggregate
hotel-level profitability used by management to evaluate the operating profitability of our hotels. We define Hotel
Operating Profit as the sum of room and other hotel revenues less hotel operating expenses (excluding loss on disposal
of assets) and Hotel Operating Margin as the ratio of Hotel Operating Profit divided by the sum of room and other
hotel revenues.
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Hotel Operating Profit and Hotel Operating Margin are not meaningful or useful measures for ESH REIT on a
stand-alone basis due to the fact that a Paired Share represents an investment in the Company, as a single enterprise,
which is reflected in the consolidated and combined Company results of operations; therefore, we believe these
performance measures are meaningful for the Company only. The following table provides a reconciliation of room
revenues, other hotel revenues and hotel operating expenses (excluding loss on disposal of assets) to Hotel Operating
Profit and Hotel Operating Margin for the Company for the years ended December 31, 2014, 2013 and 2012 (in
thousands):

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2014 2013 2012
Room revenues $ 1,195,816 $ 1,113,956 $ 984,273
Other hotel revenues 17,659 17,787 16,898
Total hotel revenues 1,213,475 1,131,743 1,001,171
Hotel operating expenses() 586,497 537,661 492,722
Hotel Operating Profit $ 626,978 $ 594,082 $ 508,449
Hotel Operating Margin 51.7% 52.5% 50.8%

(1) Excludes loss on disposal of assets of approximately $5.6 million, $2.9 million and $0.9 million, respectively.
Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share

We present Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share
as supplemental measures of the Company s operating performance. We believe that these are useful measures for
investors since our Paired Shares, directly through the common stock of the Corporation and Class B common stock
of ESH REIT, and indirectly through the Corporation s ownership of the Class A common stock of ESH REIT, entitle
holders of our Paired Shares to participate in 100% of the common equity and earnings of both the Corporation and
ESH REIT. As required by GAAP, net income attributable to common shareholders excludes earnings attributable to
ESH REIT s Class B common shares, a noncontrolling interest. Based on the limitation on transfer provided for in
each of the Corporation s and ESH REIT s charters, shares of common stock of the Corporation and shares of Class B
common stock of ESH REIT are transferrable and tradable only in combination as units, each unit consisting of one
share of the Corporation s common stock and one share of ESH REIT Class B common stock. As a result, we believe
that Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share
represent useful measures to holders of our Paired Shares.

Paired Share Income is defined as the sum of net income attributable to common shareholders or members and
noncontrolling interests attributable to Class B common shares of ESH REIT. Adjusted Paired Share Income is
defined as Paired Share Income adjusted for items that, net of income taxes, we believe are not reflective of our
ongoing or future operating performance. We adjust Paired Share Income for the following items, net of income taxes,
and refer to this measure as Adjusted Paired Share Income: debt extinguishment costs, other non-operating (income)
expense (including foreign currency transaction gain or loss), impairment of long-lived assets, (gain) loss on sale of
hotel properties, restructuring expenses, acquisition transaction expenses and other (income) expenses, such as costs

Table of Contents 150



Edgar Filing: Extended Stay America, Inc. - Form 10-K

related to our initial public offering, public company transition costs (including secondary offering costs), consulting
fees related to certain key strategic initiatives and the loss on disposal of assets. With the exception of equity-based
compensation, an ongoing charge, and debt extinguishment costs, these adjustments (other than the effect of income
taxes) are the same as those used in the reconciliation of EBITDA to Adjusted EBITDA.
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Adjusted Paired Share Income per Paired Share is defined as Adjusted Paired Share Income divided by the number of
Paired Shares outstanding on a basic and diluted basis. Until such time as the number of outstanding common shares
of the Corporation and Class B common shares of ESH REIT differ, we believe Adjusted Paired Share Income per
Paired Share is useful to investors, as it represents the economic risks and rewards related to an investment in our
Paired Shares. We believe that Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share
Income per Paired Share provide meaningful indicators of the Company s operating performance in addition to
separate and/or individual analyses of net income attributable to common shareholders of the Corporation and net
income attributable to Class B common shareholders of ESH REIT, each of which may be impacted by specific
GAAP requirements, including the recognition of contingent lease rental revenues and the recognition of lease rental
revenues on a straight-line basis, and may not necessarily reflect how cash flows are generated on an individual entity
or total enterprise basis.

Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share should not
be considered as an alternative to net income of the Company, net income of the Corporation, net income of ESH
REIT, net income per share of common stock of the Corporation, net income per share of Class A or Class B common
stock of ESH REIT or any other operating measure calculated in accordance with GAAP.

Paired Share Income, Adjusted Paired Share Income and Adjusted Paired Share Income per Paired Share are not
meaningful or useful measures for ESH REIT on a stand-alone basis due to the fact that a Paired Share represents an
investment in the Company, as a single enterprise, which is reflected in the consolidated and combined Company
results of operations; therefore, we believe these performance measures are meaningful for the Company only. The
following table provides a reconciliation of net income attributable to common shareholders or members to Paired
Share Income, Adjusted Paired Share Income and a calculation of Adjusted Paired Share Income per Paired Share for
the years ended December 31, 2014, 2013 and 2012 (in thousands, except per Paired Share data):

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2014 2013 2012

Net income attributable to common shareholders or
members $ 39,596 $ 86,231 $ 20,732
Noncontrolling interests attributable to Class B
common shares of ESH REIT 110,942 (4,305)D
Paired Share Income 150,538 81,926 20,732
Debt extinguishment costs 7,185 22,984 36,593
Other non-operating expense 2,871
Impairment of long-lived assets 1,771 3,245 1,420
Gain on sale of hotel properties (659)
Restructuring expenses 576 4,772
Acquisition transaction expenses 229 1,360
Other expenses 8,005 12,8693 6,153@
Adjusted Paired Share Income $ 169,711 $ 121,829 $ 71,030
Adjusted Paired Share Income per Paired Share basic ~ $ 0.83 $ 0.70 $ 0.42
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Adjusted Paired Share Income per Paired Share

diluted $ 0.83 $ 0.69 $ 0.41
Weighted average Paired Shares outstanding basic 203,548 174,894 169,816
Weighted average Paired Shares outstanding  diluted 204,508 176,268 171,796

(1) Prior to the change in our legal and corporate structure in November 2013, which occurred in connection with the
Corporation s and ESH REIT s initial public offering, no portion of the Company s (i.e., the Paired Shares )
noncontrolling interests represented interests attributable to the Class B common shares of ESH REIT.
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(2) Includes public company transition costs of approximately $3.0 million pre-tax, including approximately $1.5
million pre-tax in secondary offering costs, consulting fees related to implementation of certain key strategic
initiatives, including review of our corporate infrastructure of approximately $1.9 million pre-tax, and loss on
disposal of assets of approximately $5.6 million pre-tax, which total approximately $8.0 million after-tax.

(3) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $11.2 million pre-tax and loss on disposal of assets of approximately $2.9 million
pre-tax, which total approximately $12.9 million after-tax.

(4) Includes costs related to preparations for our initial public offering, consisting primarily of the Pre-IPO
Transactions, of approximately $1.6 million pre-tax, consulting fees related to implementation of certain key
strategic initiatives, including services related to pricing and yield management projects, of approximately $4.9
million pre-tax and loss on disposal of assets of approximately $0.9 million pre-tax, which total approximately
$6.2 million after-tax.

Inflation

We do not believe that inflation had a material effect on our business during the years ended December 31, 2014,
2013 or 2012. Although we believe that increases in the rate of inflation will generally result in comparable increases
in hotel room rates, severe inflation could contribute to a slowing of the national economy. Such a slowdown could
result in a reduction in room rates and fewer room reservations, negatively impacting our revenues and net income.

Liquidity and Capital Resources
Company Overview

On a consolidated and combined basis, we have historically generated significant cash flow from operations and have
financed our ongoing business primarily with existing cash and cash flow generated from operations. We generated
cash flow from operations of approximately $370.5 million for the year ended December 31, 2014. Our current
liquidity requirements consist primarily of funds necessary to pay for operating expenses directly associated with our
hotels, recurring maintenance and capital expenditures necessary to maintain our hotels, general and administrative
expenses, interest expense, scheduled principal payments on ESH REIT s outstanding indebtedness and required ESH
REIT distributions. In addition to recurring maintenance and capital expenditures necessary to maintain our hotels, we
are also performing, and expect to continue to perform, renovations to our hotels. See  Capital Expenditures Hotel
Reinvestment Program. We expect to fund our hotel reinvestment program from a combination of cash on hand, cash
flow from operations and/or borrowings under our revolving credit facilities, as needed. Other long-term liquidity
requirements may include the need to obtain funds to acquire or construct additional hotels.

The Company had cash and cash equivalents of approximately $121.3 million and restricted cash of approximately

$73.4 million at December 31, 2014. Based upon the current level of operations, management believes that our cash

flow from operations together with our cash balances and available borrowings under our revolving credit facilities (as
described in ~ Our Indebtedness ) will be adequate to meet our anticipated funding requirements and business objectives
for the foreseeable future. We regularly review our capital structure and at any time may refinance or repay existing
indebtedness, incur new indebtedness or issue debt or equity securities.

In December 2014, ESH REIT exercised its first of three one-year options to extend the original maturity date of
Component A of the 2012 Mortgage Loan, whose principal balance is approximately $348.0 million, to December 1,
2015. Assuming we exercise the remaining two one-year extension options, which are subject to limited conditions, to
extend the maturity of this debt, our long-term liquidity requirements will include funds for principal payments on
ESH REIT s 2012 Mortgage Loan and 2014 Term Loan maturing between December
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2017 and December 2019. The 2015 extension conditions include providing an adequate extension notice period, the
extension or renewal of an interest rate cap, as well as the requirement that none of the borrowing entities be in
default, as defined. The 2016 extension conditions include the same conditions as the 2015 extension, as well as the
requirement of a specified Extension Debt Yield, as defined, of 17.5%. Our long-term liquidity requirements will also
include the repayment of any outstanding amounts due under our revolving credit facilities which mature in
November 2016.

We expect to meet our long-term liquidity requirements through various sources of capital, including future debt or
equity financings by the Corporation and/or ESH REIT, existing working capital and cash flow from operations.
However, there are a number of factors that may have a material adverse effect on our ability to access these capital
sources, including the current and future state of overall equity and credit markets, our degree of leverage, the value of
our unencumbered assets and borrowing restrictions imposed by lenders, general market conditions for the lodging
industry, our operating performance and liquidity and market perceptions about us. The success of our business
strategy will depend, in part, on our ability to access these various capital sources. There can be no assurance that we
will be able to raise any such financing on terms acceptable to us or at all.

The Corporation

The Corporation s primary source of liquidity is distribution income it receives in respect of its ownership of
approximately 55% of the common stock of ESH REIT. Although not a source of liquidity for the year ended
December 31, 2014, other potential sources of liquidity include income from the operations of the Operating Lessees,
ESA Management and ESH Strategies.

The Corporation has accumulated, and we expect that it will continue to accumulate, cash. We expect that over time it
will return cash to ESH REIT in order to fund the renovation, acquisition or construction of new hotels, the repayment
of debt and for other corporate purposes. The Corporation may transfer cash to ESH REIT through the purchase of
additional shares of Class A common stock, which would increase its ownership of ESH REIT and reduce the
Company s overall tax efficiency. The Corporation may also lend funds to ESH REIT through the execution of an
unsecured intercompany credit facility. The covenants of any such unsecured intercompany credit facility would be
expected to be customary for similar debt securities in light of then-prevailing market conditions. In accordance with
existing restrictions under the ESH REIT Revolving Credit Facility and 2014 Term Loan, any such credit facility
would have an aggregate principal amount of no more than $200 million (up to $300 million allowed under the 2014
Term Loan), a maturity date which may not be earlier than 91 days after the ESH REIT Revolving Credit Facility
maturity date (as such date may be extended) or the 2014 Term Loan and be junior in right of payment to the ESH
REIT Revolving Credit Facility and 2014 Term Loan pursuant to a subordination agreement to be entered into.
Entering into an unsecured intercompany credit facility and the terms of such credit facility are subject to a number of
factors, and we may not enter into an intercompany credit facility at all.

The Corporation may pay distributions on its common stock to meet all or a portion of our expected distribution rate

on our Paired Shares. The Corporation s Board of Directors has not declared any distributions on the Corporation s
common stock and currently has no intention to do so, except as described in Market for Registrants Common Equity,
Related Stockholder Matters and Issuer Purchases of Equity Securities Distribution Policies. The payment of any
future distributions will be at the discretion of the Corporation s Board of Directors. Any such distributions will be
made subject to the Corporation s compliance with applicable law, and will depend on, among other things, the receipt
by the Corporation of distributions from ESH REIT in respect of the Class A common stock, the Corporation s results
of operations and financial condition, level of indebtedness, capital requirements, contractual restrictions, restrictions

in any existing and future debt agreements of the Corporation and ESH REIT and in any preferred stock and other
factors that the Corporation s Board of Directors may deem relevant.
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Based upon the current level of operations, management believes that the Corporation s cash position, cash flow from
operations and available borrowings under the Corporation Revolving Credit Facility will be adequate to meet all of
the Corporation s funding requirements and business objectives for the foreseeable future.
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ESH REIT

ESH REIT s primary source of liquidity is rental revenue derived from contractual lease obligations with the Operating
Lessees. ESH REIT s primary use of liquidity is fixed costs of ownership of the hotel properties, including interest
expense, scheduled principal payments on its outstanding indebtedness, real estate tax expense, property insurance
expense, capital expenditures, including those capital expenditures related to our hotel reinvestment program, and the
payment of distributions. In order to qualify and maintain its status as a REIT, ESH REIT must distribute annually to

its shareholders an amount at least equal to:

90% of its REIT taxable income, computed without regard to the deduction for dividends paid and excluding
any net capital gain; plus

90% of the excess of its net income, if any, from foreclosure property over the tax imposed on such income
by the Code; less

the sum of certain items of non-cash income that exceeds a percentage of ESH REIT s income.
In 2015, ESH REIT intends to distribute at least 95% of its taxable income and net capital gain. ESH REIT is subject
to income tax on its taxable income that is not distributed and to an excise tax to the extent that certain percentages of
its taxable income are not distributed by specified dates.

In 2015, we intend to maintain or slightly increase our current distribution rate of $0.15 per Paired Share per quarter,
which we intend to make in respect of the Class B common stock of ESH REIT, unless our consolidated results of
operations, net income, Adjusted EBITDA, liquidity, cash flows, financial condition or prospects, economic
conditions or other factors differ materially from our current assumptions. In the event distributions in respect of the
Class B common stock of ESH REIT are not sufficient to meet our expected Paired Share distributions, the expected
Paired Share distributions may be completed through distributions in respect of the common stock of the Corporation
using funds distributed to the Corporation in respect of the Class A common stock of ESH REIT, after allowance for
tax, if any, on those funds.

On February 26, 2015, the Board of Directors of ESH REIT declared a cash distribution of $0.15 per share for the
fourth quarter of 2014 on its Class A and Class B common stock. The distribution is payable on March 26, 2015 to
shareholders of record as of March 12, 2015. See Market for Registrants Common Equity, Related Stockholder
Matters and Issuer Purchases of Equity Securities Distribution Policies for a description of our distribution policies.

Due to REIT distribution requirements, ESH REIT has historically not accumulated significant amounts of cash and is

not expected to do so in the future. As a result, we expect that ESH REIT will need to refinance all or a portion of its

debt, including the 2012 Mortgage Loans and the 2014 Term Loan, on or before maturity. See ~ Our Indebtedness ESH
REIT Mortgage Loan and  Our Indebtedness ESH REIT Term Loan Facility. We cannot assure you that ESH REIT will
be able to refinance any of its debt on attractive terms on or before maturity, on commercially reasonable terms or at

all.

Based upon the current level of operations, management believes that ESH REIT s cash position, cash flow from
operations and available borrowings under the ESH REIT Revolving Credit Facility will be adequate to meet all of

ESH REIT s funding requirements and business objectives for the foreseeable future.
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Sources and Uses of Cash The Company

The following cash flow tables and comparisons are provided for the Company:

Comparison of Years Ended December 31, 2014 and December 31, 2013

We had unrestricted cash and cash equivalents of approximately $121.3 million and $60.5 million at December 31,

2014 and 2013, respectively. The following table summarizes the changes in our cash and cash equivalents as a result
of operating, investing and financing activities for the years ended December 31, 2014 and 2013:

Year Ended Year Ended

December 31, December 31,
(in thousands) 2014 2013 Change
Cash provided by (used in):
Operating activities $ 370,485 $ 311,313 $ 59,172
Investing activities (182,243) (165,259) (16,984)
Financing activities (127,160) (188,977) 61,817
Effects of changes in exchange rate on cash and cash
equivalents (215) (202) (13)
Net increase (decrease) in cash and cash equivalents $ 60,867 $ (43,125) $ 103,992

Cash Flows provided by Operating Activities

Cash flows provided by operating activities totaled approximately $370.5 million for the year ended December 31,
2014 compared to approximately $311.3 million for the year ended December 31, 2013, an increase of approximately
$59.2 million. Cash flow from operations increased primarily due to a decrease in interest payments as a result of the
partial repayment of the 2012 Mezzanine Loans, as well as improved hotel operating performance, specifically a 10
bps increase in occupancy and a 7.0% increase in ADR, which led to a 7.1% increase in RevPAR. These increases
were partially offset by higher income tax payments as a result of our current legal and corporate structure.

Cash Flows used in Investing Activities

Cash flows used in investing activities totaled approximately $182.2 million for the year ended December 31, 2014
compared to approximately $165.3 million for the year ended December 31, 2013, an increase of approximately $17.0
million. Cash flows used in investing activities increased primarily due to an increase in restricted cash provided as
collateral for insurance reserves of approximately $21.6 million and an increase in proceeds related to insurable
property events of approximately $11.9 million. These increases were partially offset by the fact that no cash was used
for hotel acquisitions in the year ended December 31, 2014 as compared to $16.4 million, which was used for hotel
acquisitions in the year ended December 31, 2013.

Cash Flows used in Financing Activities
Cash flows used in financing activities totaled approximately $127.2 million for the year ended December 31, 2014
compared to approximately $189.0 million for the year ended December 31, 2013, a decrease of approximately $61.8

million. Cash flows used in financing activities decreased primarily due to a decrease in net loan repayments of
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approximately $129.7 million. During the fourth quarter of 2013, the majority of the 2012 Mezzanine Loans were
repaid using proceeds from the Offering and cash on hand, and the remaining balance was repaid during the second
quarter of 2014 using principally all of the proceeds from the 2014 Term Loan. This decrease was offset by an
increase in net payments of $40.0 million on revolving credit facilities and an increase in distributions paid to
shareholders of approximately $27.8 million.
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Comparison of Years Ended December 31, 2013 and December 31, 2012

We had unrestricted cash and cash equivalents of approximately $60.5 million and $103.6 million at
December 31, 2013 and 2012, respectively. The following table summarizes the changes in our cash and cash
equivalents as a result of operating, investing and financing activities for the years ended December 31, 2013 and

2012:

Year Ended Year Ended

December 31, December 31,
(in thousands) 2013 2012 Change
Cash provided by (used in):
Operating activities $ 311,313 $ 201,110 $ 110,203
Investing activities (165,259) (223,842) 58,583
Financing activities (188,977) 27,594 (216,571)
Effects of changes in exchange rate on cash and cash
equivalents (202) 136 (338)
Net (decrease) increase in cash and cash equivalents $ (43,125) $ 4,998 $ (48,123)

Cash Flows provided by Operating Activities

Cash flows provided by operating activities totaled approximately $311.3 million for the year ended December 31,
2013 compared to approximately $201.1 million for the year ended December 31, 2012, an increase of approximately
$110.2 million. Cash flow from operations was positively impacted during the year ended December 31, 2013 by
additional cash generated through improved operating performance of our hotels, specifically a 10.2% increase in
RevPAR. Additionally, cash flows provided by operations increased as a result of the timing of interest payments
associated with ESH REIT s mortgage and mezzanine loans.

Cash Flows used in Investing Activities

Cash flows used in investing activities totaled approximately $165.3 million for the year ended December 31, 2013, of
which approximately $172.5 million related to the purchases of property and equipment and approximately $16.4
million related to the acquisition of the two LVP hotels, offset by approximately $14.3 million related to
reimbursements from loan escrow accounts and approximately $7.8 million of collateral for insurance reserves. For
the year ended December 31, 2012, cash used in investing activities was approximately $223.8 million.

Cash Flows (used in) provided by Financing Activities

Cash flows used in financing activities totaled approximately $189.0 million for the year ended December 31, 2013
and consisted primarily of a partial repayment of ESH REIT s 2012 Mezzanine Loans of $715.0 million and
distributions to our Sponsors of approximately $78.4 million, offset by proceeds from the sale of equity as a result of
the Offering of approximately $602.2 million. Cash flows provided by financing activities totaled approximately
$27.6 million for the year ended December 31, 2012 and included $3,600.0 million generated by new borrowings
from ESH REIT s 2012 Mortgage and Mezzanine Loans, partially offset by the repayment of approximately $2,674.5
million related to ESH REIT s 2010 mortgage and mezzanine loans, approximately $832.9 million of distributions to
our Sponsors and approximately $64.6 million related to the payment of the deferred financing and other costs.
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Sources and Uses of Cash ESH REIT

The following cash flow tables and comparisons are provided for ESH REIT:

Comparison of Years Ended December 31, 2014 and December 31, 2013

ESH REIT had unrestricted cash and cash equivalents of approximately $33.8 million and $18.6 million at

December 31, 2014 and 2013, respectively. The following table summarizes the changes in ESH REIT s cash and cash

equivalents as a result of operating, investing and financing activities for the years ended December 31, 2014 and
2013:

Year Ended Year Ended

December 31, December 31,
(in thousands) 2014 2013 Change
Cash provided by (used in):
Operating activities $ 432,857 $ 295,198 $137,659
Investing activities (153,307) (164,078) 10,771
Financing activities (264,355) (215,679) (48,676)
Effects of changes in exchange rate on cash and cash
equivalents 24 (147) 171
Net increase (decrease) in cash and cash equivalents $ 15,219 $ (84,706) $ 99,925

Cash Flows provided by Operating Activities

Cash flows provided by operating activities totaled approximately $432.9 million for the year ended December 31,
2014 compared to approximately $295.2 million for the year ended December 31, 2013, an increase of approximately
$137.7 million. Cash flow from operations increased primarily due to a decrease in interest payments as a result of the
partial repayment of the 2012 Mezzanine Loans. For the year ended December 31, 2014 and for the period from the
Pre-IPO Transactions through December 31, 2013, ESH REIT s cash flows from operations do not include cash flows
from operations of the Operating Lessees or our management entity while ESH REIT s cash flows from operations for
the period from January 1, 2013 through the Pre-IPO Transactions included cash flows from operations of the
Operating Lessees and our management entity.

Cash Flows used in Investing Activities

Cash flows used in investing activities totaled approximately $153.3 million for the year ended December 31, 2014
compared to approximately $164.1 million for the year ended December 31, 2013, a decrease of approximately $10.8
million. Cash flows used in investing activities decreased primarily due to the fact that no cash was used for hotel
acquisitions in the year ended December 31, 2014 as compared to $16.2 million used for hotel acquisitions in the year
ended December 31, 2013. This decrease was partially offset by an increase in proceeds related to insurable property
events of approximately $11.9 million.

Cash Flows used in Financing Activities
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Cash flows used in financing activities totaled approximately $264.4 million for the year ended December 31, 2014
compared to approximately $215.7 million for the year ended December 31, 2013, an increase of approximately $48.7
million. Cash flows used in financing activities increased primarily due to an increase in distributions paid to ESH
REIT s shareholders (approximately 55% of which was paid to the Corporation) of approximately $162.5 million as
well as net payments of $40.0 million on revolving credit facilities. These increases were partially offset by a decrease
in net loan repayments of approximately $156.4 million. During the fourth quarter of 2013, the majority of the 2012
Mezzanine Loans were repaid using proceeds from the Offering and cash on hand, and the remaining balance was
repaid during the second quarter of 2014 using principally all of the proceeds from the 2014 Term Loan.
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Comparison of Years Ended December 31, 2013 and December 31, 2012

ESH REIT had unrestricted cash and cash equivalents of approximately $18.6 million and $103.3 million at
December 31, 2013 and 2012, respectively. The following table summarizes the changes in ESH REIT s cash and cash
equivalents as a result of operating, investing and financing activities for the years ended December 31, 2013 and

2012:

Year Ended Year Ended

December 31, December 31,
(in thousands) 2013 2012 Change
Cash provided by (used in):
Operating activities $ 295,198 $ 194,169 $ 101,029
Investing activities (164,078) (223,842) 59,764
Financing activities (215,679) 34,340 (250,019)
Effects of changes in exchange rate on cash and cash
equivalents (147) 136 (283)
Net (decrease) increase in cash and cash equivalents $ (84,706) $ 4,803 $ (89,509)

Cash Flows provided by Operating Activities

Cash flows provided by operating activities totaled approximately $295.2 million for the year ended December 31,
2013 compared to approximately $194.2 million for the year ended December 31, 2012, an increase of approximately
$101.0 million. Cash flow from operations was positively impacted during the year ended December 31, 2013 by
additional cash generated through improved operating performance of our hotels, specifically a 10.2% increase in
RevPar. Additionally, cash flows provided by operations increased as a result of timing of interest payments
associated with ESH REIT s mortgage and mezzanine loans.

Cash Flows used in Investing Activities

Cash flows used in investing activities totaled approximately $164.1 million for the year ended December 31, 2013, of
which $171.9 million related to the purchase of property and equipment and approximately $16.2 million related to
the acquisition of the two LVP hotels, offset by approximately $14.3 million related to the reimbursement from loan
escrow accounts and approximately $7.8 million of collateral for insurance reserves. For the year ended December 31,
2012, cash used in investing activities was approximately $223.8 million.

Cash Flows (used in) provided by Financing Activities

Cash flows used in financing activities totaled approximately $215.7 million for the year ended December 31, 2013
and consisted primarily of a partial repayment of ESH REIT s 2012 Mezzanine Loans of $715.0 million and
distributions to our Sponsors of approximately $78.4 million, offset by proceeds from the sale of equity as a result of
the Offering of approximately $599.9 million. Cash flows provided by financing activities totaled approximately
$34.3 million for the year ended December 31, 2012 and included $3,600.0 million generated by new borrowings
from ESH REIT s 2012 Mortgage and Mezzanine Loans, partially offset by the repayment of approximately $2,674.5
million related to ESH REIT s 2010 mortgage and mezzanine loans, approximately $826.2 million of distributions to
our Sponsors and approximately $64.6 million related to the payment of deferred financing and other costs.

Table of Contents 166



Edgar Filing: Extended Stay America, Inc. - Form 10-K

Capital Expenditures

We maintain each of our hotels in good repair and condition and in conformity with applicable laws and regulations.
The cost of all improvements and significant alterations are generally made with cash flows from operations. During
the years ended December 31, 2014, 2013 and 2012, we incurred capital expenditures of
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approximately $173.2 million, $172.5 million and $271.5 million, respectively (excluding cash used for hotel
acquisitions). These capital expenditures were primarily made as a result of our hotel reinvestment program that began
in the third quarter of 2011, which remains ongoing. Funding for future capital expenditures is expected to be
provided primarily from cash flow from operations or, to the extent necessary, the Corporation s or ESH REIT s
Revolving Credit Facilities. In 2015, we expect to incur capital expenditures between $190.0 million and

$210.0 million.

Hotel Reinvestment Program

Since the third quarter of 2011, we have been performing significant hotel renovations and have been executing a
phased capital investment program across our portfolio in order to seek to drive incremental market share gains. We
have developed a methodology for selecting specific hotels for our reinvestment program by evaluating potential
returns based on multiple market and property specific variables. We created two levels of investment: the more
extensive Platinum renovation package and the more limited Silver refresh package. Prior to undertaking capital
investment at a hotel, management determines whether, in its view, the selected level of investment is likely to result
in incremental revenues and profits and achieve a return on investment that management believes would meet our
return criteria.

A Platinum renovation generally requires approximately $1.0 million in spend per hotel. Platinum renovations
typically include remodeling of common areas, new paint, carpet, signage, tile or vinyl flooring and counters in
bathrooms and kitchens, as well as the refurbishment of furniture, replacement of aged mattresses and installation of
new flat screen televisions, artwork, lighting and bedspreads. A Silver refresh generally requires approximately
$150,000 in spend per hotel. Silver refreshes typically include the replacement of aged mattresses and installation of
new flat screen televisions, lighting, bedspreads and signage.

We have undertaken the hotel reinvestment program in phases. As of December 31, 2014, we have substantially
completed Platinum renovations at 335 hotels, with total incurred costs of approximately $331.8 million. Also, as of
December 31, 2014, we are in the process of implementing Platinum renovations at 47 additional hotels with
estimated total costs of approximately $46.2 million. During the fourth quarter of 2014, the Corporation s and ESH
REIT s Boards of Directors approved Platinum renovations for an additional 95 hotels totaling approximately $85.0
million, which are expected to be completed by early 2016. Once complete, we will have completed Platinum
renovations at 477 hotels, which is approximately 75% of our Extended Stay America-branded hotels.

We believe that our capital investments are driving incremental market share at our renovated properties. We evaluate
our hotel reinvestment program by calculating the ADR, occupancy, RevPAR and RevPAR Index(D performance of
our renovated hotels. It takes approximately three months to complete a Platinum hotel renovation (period from
commencement to completion of renovations, the Renovation Period or the Displacement Period ), during which time
we experience temporary disruption and weakened performance at the hotel. Following the Displacement Period, it
typically takes an additional three months for the hotel to return to occupancy levels approximating Pre-Renovation
Period levels (such three-month period, the Ramp-Up Period ). In order to analyze the first year improvements
associated with our investments, we have developed a methodology that adjusts for the impact of the temporary
disruption associated with both the Displacement and Ramp-Up Periods. In particular, we compare the performance
over a twelve-month period starting the month after the completion of the Ramp-Up Period (the Post-Renovation
Period ) to the performance over a twelve-month period ending the month prior to the commencement of the
renovations (the Pre-Renovation Period ). As of December 31, 2014, 208 hotels had results for the entire
Post-Renovation Period. These 208 hotels demonstrated RevPAR growth of 20.8% and RevPAR Index growth of
8.5% in the Post-Renovation Period as compared to the Pre-Renovation Period. The majority of the growth was
achieved through increases in ADR, which grew 21.3% over the time period. While we attribute the RevPAR Index
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initiatives, including our increased marketing and service initiatives. The following table shows a summary of the
results of the 208 hotels for which we had Post-Renovation Period results as of December 31, 2014:

Pre-Renovation Post-Renovation Post-Renovation
Period Period Change
Occupancy 76.1% 75.8% (30) bps
ADR $ 56.91 $ 69.02 21.3%
RevPAR $ 43.51 $ 52.57 20.8%
RevPAR Index 87.8 95.3 8.5%

(1) RevPAR Index is stated as a percentage and is calculated for a hotel by comparing the hotel s RevPAR to the
aggregate RevPAR of a group of competing hotels generally in the same market. RevPAR Index is a weighted
average of the individual property results. We subscribe to STR, an independent, third party service, which
collects and compiles the data used to calculate RevPAR Index. We select the competing hotels included in the
RevPAR Index subject to STR s guidelines. STR does not endorse Extended Stay America, Inc. or any other
company, and STR data should not be viewed as investment advice or as a recommendation to take a particular
course of action.

Rebranding

During 2013, we completed a rebranding program to consolidate hotels that were operated under the former brands
Homestead Studio Suites, Studio Plus and Extended Stay Deluxe to our core brand, Extended Stay America. We spent
approximately $9.4 million and $10.0 million on rebranding during the years ended December 31, 2013 and 2012,
respectively. Costs associated with rebranding were recorded as general and administrative expenses. No rebranding
costs were incurred during the year ended December 31, 2014.

Our Indebtedness
Corporation Revolving Credit Facility

The Corporation entered into a revolving credit facility (the Corporation Revolving Credit Facility ) on November 18,
2013. The Corporation Revolving Credit Facility permitted borrowings up to $75.0 million by the Corporation until
November 18, 2014, at which time the borrowing availability under the facility was reduced to $50.0 million. The
facility provides for the issuance of up to $50.0 million of letters of credit as well as borrowings on same day notice,
referred to as swingline loans, in an amount up to $20.0 million. Borrowings under the facility bear interest at a rate
equal to an adjusted LIBOR rate or a base rate determined by reference to the highest of (1) the prime lending rate,

(2) the overnight federal funds rate plus 0.5% or (3) the one-month adjusted LIBOR rate plus 1.0%, plus an applicable
margin of 2.75% for base rate loans and 3.75% for LIBOR loans. There is no scheduled amortization under the

facility; the principal amount outstanding is due and payable in full at maturity, November 18, 2016, subject to a
one-year extension option.

As of December 31, 2014, the outstanding balance drawn on the Corporation Revolving Credit Facility was $0 and the

amount of borrowing capacity under the facility was $46.4 million, reduced from $50.0 million due to a $3.6 million
letter of credit outstanding.
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In addition to paying interest on any outstanding principal under the Corporation Revolving Credit Facility, the
Corporation is required to pay a fee in respect of unutilized commitments. If 50.0% or more of the facility is drawn,
the fee is 0.175%, while if less than 50.0% of the facility is drawn, such fee is 0.35%. The Corporation is also required
to pay customary letter of credit fees and agency fees.

If at any time outstanding loans, unreimbursed letter of credit drawings and undrawn letters of credit under the
Corporation Revolving Credit Facility exceed the lenders commitments at such time, the Corporation will be required

to repay outstanding loans or cash collateralize letters of credit at 105% in an aggregate amount equal to such excess,
with no reduction of the commitment amount.
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The Corporation s obligations under the Corporation Revolving Credit Facility are guaranteed by its existing and
future direct and indirect domestic subsidiaries (with certain exceptions, including, but not limited to, ESH REIT and
its subsidiaries and certain other entities that may not provide guarantees pursuant to the 2012 Mortgage Loan and
2014 Term Loan, as defined). The Corporation Revolving Credit Facility is secured by a first-priority security interest
in substantially all of the assets of the Corporation and the guarantors under the facility (with certain exceptions).

The Corporation Revolving Credit Facility contains a number of covenants that, among other things and subject to
certain exceptions, restrict the Corporation s ability and the ability of its subsidiaries (other than, with certain
exceptions, ESH REIT and its subsidiaries) to incur additional indebtedness, pay distributions and make other
restricted payments, engage in transactions with the Corporation s affiliates, sell all or substantially all of their assets,
merge and create liens. The Corporation Revolving Credit Facility also contains certain customary affirmative
covenants and events of default.

If any loans or obligations are outstanding during any fiscal quarter, the Corporation Revolving Credit Facility
requires that the Consolidated Leverage Ratio, as defined, calculated as of the end of such fiscal quarter, be less than
or equal to 9.0 to 1.0 for fiscal quarters ended on or before December 31, 2015 and 8.75 to 1.0 for fiscal quarters
ended on or after January 1, 2016. Further, if loans or obligations are outstanding during any calendar month, the
Corporation Revolving Credit Facility requires that the Debt Yield and the Adjusted Debt Yield, each as defined, not
be less than 9.0% as at the last day of such calendar month.

In order to avoid a Trigger Event or an Adjusted Trigger Event, each as defined, the Corporation Revolving Credit
Facility requires a Debt Yield and an Adjusted Debt Yield of at least 12.0%. The occurrence of a Trigger Event or an
Adjusted Trigger Event would require the Corporation to repay the outstanding facility balance and would restrict its
ability to make additional borrowings. As of December 31, 2014, the Debt Yield and Adjusted Debt Yield were 21.0%
and 18.2%, respectively, and no Trigger Event or Adjusted Trigger Event had occurred.

Corporation Mandatorily Redeemable Preferred Stock

The Corporation has authorized 350.0 million shares of preferred stock, par value $0.01 per share, of which 21,202
shares of mandatorily redeemable voting preferred stock were issued and outstanding as of December 31, 2014.
Dividends on the preferred shares are payable quarterly in arrears at a rate of 8.0% per year. With respect to dividend,
distribution and liquidation rights, the 8.0% voting preferred stock ranks senior to the Corporation s common stock.
Holders of the 8.0% voting preferred stock are generally entitled to one vote for each share and will vote together with
the Corporation common stock as a single class on all matters that the Corporation s common shareholders are entitled
to vote upon. On or after November 15, 2018, a holder of the 8.0% voting preferred stock has the right to require the
Corporation to redeem in cash the 8.0% voting preferred stock at $1,000 per share plus any accumulated but unpaid
dividends. On November 15, 2020, the Corporation shall mandatorily redeem all of the 8.0% voting preferred stock at
$1,000 per share plus any accumulated but unpaid dividends.

Due to the fact that the current outstanding preferred stock is mandatorily redeemable by the Corporation, it is
classified as a liability. Dividends on the shares of mandatorily redeemable preferred stock are classified as interest
expense.

ESH REIT Mortgage Loan
On November 30, 2012, ESA P Portfolio LLC, ESA P Portfolio MD Borrower LLC, ESA Canada Properties
Borrower LLC, ESH/TN Properties LLC (each a subsidiary of ESH REIT and collectively, the Mortgage Borrower )

entered into an approximately $2.52 billion mortgage loan comprised of three components (the 2012 Mortgage Loan ),
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which is governed by that certain Loan Agreement, dated as of November 30, 2012, by and among the Mortgage
Borrower, certain affiliates of the Mortgage Borrower,
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JPMorgan Chase Bank, National Association, German American Capital Corporation, Citigroup Global Markets

Realty Corp., Bank of America, N.A. and Goldman Sachs Mortgage Company (as amended, the MLA ). Component A
is comprised of five subcomponents, each with varying floating interest rates and a collective weighted-average

interest rate of LIBOR plus approximately 2.1% and a total balance of $348.0 million and an original maturity date of
December 1, 2014, with three one-year extension options. In December 2014, ESH REIT exercised its first one-year
extension option on Component A, extending the maturity of this component until December 1, 2015. Components B

and C have fixed interest rates of approximately 3.4% and 4.1%, total balances of $350.0 million and $1,820.0 million
and maturity dates of December 1, 2017 and December 1, 2019, respectively.

As of December 31, 2014, the outstanding balance on the 2012 Mortgage Loan was approximately $2.52 billion. The
2012 Mortgage Loan requires interest-only payments of approximately $7.9 million due on the first day of each
calendar month. Each component of the 2012 Mortgage Loan has amounts that are freely prepayable. The below table
shows freely prepayable amounts and prepayment penalties under the 2012 Mortgage Loan.

2012 Mortgage Loan ($ in millions)
Component A Component B Component C
Freely Prepayment Freely Prepayment Freely
Prepayable Penalty Prepayable Penalty Prepayable Prepayment Penalty()2)

January 2, 2015 to Greater of 1.0 % or
January 1, 2016

$348.0 0.0% $350.0 00% $ 1575 Yield Maintenance
After January 2, 2016 348.0 0.0% 350.0 0.0% 1,820.0 0.0%

(1) Prepayment penalty applies to the amount in excess of freely prepayable amounts.

(2) Yield Maintenance, calculated as set forth in the 2012 Mortgage Loan, means the excess of (i) the sum of the
present values of the scheduled payments of interest and principal to be made with respect to the portion of the
Component being prepaid (in excess of the freely payable portion) over (ii) the principal amount of the
Component being prepaid (in excess of the freely prepayable portion).

Substantially all of ESH REIT s hotel properties (678 of the 682 hotel properties) serve as collateral for the 2012

Mortgage Loan.

On November 18, 2013, the Corporation assumed the obligations of the guarantor under a customary recourse carve
out guaranty pursuant to which the Corporation guaranteed (a) under certain limited circumstances, losses related to
the 2012 Mortgage Loan plus enforcement costs incurred by the lenders, and (b) under certain other limited
circumstances, repayment of the 2012 Mortgage Loan up to an aggregate liability under this clause (b) of $252.0
million plus enforcement costs.

In connection with the 2012 Mortgage Loan, the Loan Parties (as defined in the MLA) made certain representations,
warranties and covenants customary in mortgage loan transactions, including, without limitation, regarding the
ownership and operation of the hotels and standard special purpose bankruptcy remote entity provisions that are
provided in order to make certain that each loan party (and certain specified affiliates) will maintain a prescribed level
of separateness to forestall a substantive consolidation of such entities in the event of a bankruptcy action.

The occurrence of an Event of Default, a Debt Yield Trigger Event (a Debt Yield, as defined, of less than 9.0%) or a
Guarantor Bankruptcy Event triggers a Cash Trap Event, as defined. During the period of a Cash Trap Event, any
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excess cash flow, after all monthly requirements (including the payment of management fees and operating expenses)
are fully funded, is held by the loan service agent as additional collateral for the 2012 Mortgage Loan. As of
December 31, 2014 no notice of a Cash Trap Event having been triggered had been received, as the Mortgage
Borrower s Debt Yield was 21.0%.
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A right of contribution agreement provides that if any funds of the Corporation are needed and used to service ESH
REIT s obligations under the 2012 Mortgage Loan, such as in the case of a Cash Trap Event, ESH REIT shall be
obligated to reimburse the Corporation, with interest, for the amount of any such funds that were applied for this
purpose as soon as permitted under the 2012 Mortgage Loan. Interest shall accrue on ESH REIT s reimbursement
obligation at the relevant applicable federal rate as determined under Section 1274(d) of the Code. In lieu of cash
payment, the Corporation may elect, at its option, to receive payment in the form of additional shares of Class A
common stock of ESH REIT of an equivalent value.

The 2012 Mortgage Loan is subject to certain customary events of default under the Loan Documents (as defined in
the MLA, hereinafter, the Mortgage Loan Documents ). Upon the occurrence of an Event of Default, as defined,
Lender, as defined, may, among other things, take the following actions: (i) accelerate the maturity date of the 2012
Mortgage Loan, (ii) foreclose on any or all of the mortgages securing the mortgage loan or (iii) apply amounts on
deposit in the reserve accounts to pay the debt service on the 2012 Mortgage Loan.

ESH REIT Term Loan Facility

ESH REIT and certain of its subsidiaries entered into a $375.0 million term loan facility (the 2014 Term Loan ) on
June 23, 2014. Subject to certain conditions, the principal amount of the 2014 Term Loan may be increased from time
to time up to an amount which would not cause the Consolidated Leverage Ratio, as defined, to exceed 5.25 to 1.0.
Loans under the 2014 Term Loan bear interest at a rate equal to (i) LIBOR (subject to a floor of 0.75%) plus 4.25%,
or (ii) a base rate (determined by reference to the highest of (1) the prime lending rate, (2) the overnight federal funds
rate plus 0.5%, or (3) the one-month adjusted LIBOR rate (subject to a floor of 0.75%) plus 1.0%) plus 3.25%. The
principal amount of the loan is due and payable on June 24, 2019, though the 2014 Term Loan may be extended with
the consent of the extending lenders. There is no scheduled amortization on the 2014 Term Loan; however, subject to
certain exceptions, mandatory prepayments are required up to 50% of Excess Cash Flow, based on ESH REIT s
Consolidated Leverage Ratio, each as defined.

As of December 31, 2014, the outstanding balance of the 2014 Term Loan was approximately $373.3 million, net of
an unaccreted discount of approximately $1.7 million. For the period from July 1, 2014 through December 31, 2014,
ESH REIT s Excess Cash Flow, as defined, totaled approximately $17.1 million, which requires ESH REIT to make a
mandatory prepayment of approximately $8.5 million on or prior to March 31, 2015.

Obligations under the 2014 Term Loan are guaranteed by certain of ESH REIT s existing and future direct and indirect
domestic subsidiaries (with certain exceptions, including certain entities that may not provide guarantees pursuant to
the 2012 Mortgage Loan). The 2014 Term Loan is secured by a first-priority security interest in substantially all of the
assets of ESH REIT and the guarantors under the facility on a pari passu basis with the ESH REIT Revolving Credit
Facility (with certain exceptions, including certain entities that may not be pledged pursuant to the 2012 Mortgage
Loan) subject to an intercreditor agreement that, among other things, provides for priority in favor of the ESH REIT
Revolving Credit Facility under certain circumstances.

ESH REIT has the option to voluntarily repay outstanding loans under the facility at any time upon three business

days prior written notice (for LIBOR loans) or same-day notice (for base rate loans). In addition to customary
breakage costs with respect to LIBOR loans, prepayment penalties include: (a) prior to June 24, 2015, a make whole

premium equal to the sum of the present value at such date, computed using a discount rate equal to the Treasury Rate

plus 50 basis points, of all interest that would accrue on the portion of the loans being prepaid from such date to and

including June 23, 2015, and an amount equal to 2.0% of the aggregate principal amount repaid; (b) on or after

June 24, 2015 but prior to December 24, 2015, 2.0% of the aggregate principal amount repaid; and (c) on or after

December 24, 2015 but prior to June 24, 2016, 1.0% of the aggregate principal amount repaid. Repayments on or after
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The 2014 Term Loan contains a number of covenants that, among other things and subject to certain exceptions,
restrict ESH REIT s ability and the ability of its subsidiaries to incur additional indebtedness, pay
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distributions and make other restricted payments, engage in transactions with ESH REIT s affiliates, sell all or
substantially all of their assets, merge and create liens. The 2014 Term Loan also contains certain customary
affirmative covenants and events of default.

During a Trigger Event, an Adjusted Trigger Event, a Default or an Event of Default, each as defined in the 2014
Term Loan, ESH REIT is restricted from making cash distributions, subject to certain exceptions. As of December 31,
2014, none of these events had occurred.

ESH REIT Mezzanine Loans

On November 30, 2012, Mezzanine A Borrower, Mezzanine B Borrower and Mezzanine C Borrower (as defined in
the MLA, each a subsidiary of ESH REIT, and collectively, the Mezzanine Borrowers ) entered into three mezzanine
loans totaling approximately $1.08 billion (the 2012 Mezzanine Loans ).

On November 26, 2013, ESH REIT repaid $270.0 million of the 2012 Mezzanine Loans. Repayment consisted of
$125.0 million of the 2012 Mezzanine A Loan, $82.5 million of the 2012 Mezzanine B Loan and $62.5 million of the
2012 Mezzanine C Loan. On December 27, 2013, ESH REIT repaid $445.0 million of the 2012 Mezzanine Loans.
Repayment consisted of approximately $206.0 million of the 2012 Mezzanine A Loan, approximately $136.0 million
of the 2012 Mezzanine B Loan and approximately $103.0 million of the 2012 Mezzanine C Loan. In connection with
the December 27, 2013 prepayment, ESH REIT incurred approximately $25.2 million of debt extinguishment and
other costs, composed of prepayment penalties of approximately $13.4 million, the write-off of unamortized deferred
financing costs of approximately $10.9 million and other costs of approximately $0.9 million.

On June 23, 2014, using principally all of the net proceeds from its 2014 Term Loan, ESH REIT repaid the remaining
outstanding balance of $365.0 million of its 2012 Mezzanine Loans. Repayment consisted of approximately $169.0
million of the 2012 Mezzanine A Loan, approximately $111.5 million of the 2012 Mezzanine B Loan and
approximately $84.5 million of the 2012 Mezzanine C Loan. During the year ended December 31, 2014, ESH REIT
incurred approximately $9.4 million of debt extinguishment and other costs in connection with the 2012 Mezzanine
Loan prepayments, consisting of prepayment penalties and other costs of approximately $4.3 million and the write-off
of unamortized deferred financing costs of approximately $5.1 million. Debt extinguishment costs are included as a
component of net interest expense.

Prior to repayment, the Mezzanine A Loan had a fixed interest rate per annum of approximately 8.3%, and a maturity
date of December 1, 2019, the Mezzanine B Loan had a fixed interest rate per annum of approximately 9.6%, and a
maturity date of December 1, 2019, and the Mezzanine C Loan had a fixed interest rate per annum of approximately
11.5%, and a maturity date of December 1, 2019.

Each of the 2012 Mezzanine Loans was subject to similar CMA requirements and loan covenants generally as
described above for the 2012 Mortgage Loan. The terms of the 2012 Mezzanine Loans tracked, in all material
respects, those set forth in the 2012 Mortgage Loan Documents with the exception of typical distinctions made
between mortgage loans and mezzanine loans. Certain investment funds of the Sponsors held $37.2 million of the
2012 Mezzanine Loans as of December 31, 2013.

ESH REIT Revolving Credit Facility
ESH REIT entered into a revolving credit facility (the ESH REIT Revolving Credit Facility ) on November 18, 2013.
The ESH REIT Revolving Credit Facility permits borrowings up to $250.0 million by ESH REIT. Subject to the

satisfaction of certain criteria, ESH REIT is able to request to increase the facility to an amount up to $350.0 million.
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The facility provides for the issuance of up to $50.0 million of letters of credit as well as borrowings on same-day
notice, referred to as swingline loans, in an amount up to $20.0 million. Borrowings under the facility bear interest at a
rate equal to an adjusted LIBOR rate or a base rate determined by
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reference to the highest of (1) the prime lending rate, (2) the overnight federal funds rate plus 0.5% or (3) the
one-month adjusted LIBOR rate plus 1.0%, plus an applicable margin of 2.00% for base rate loans and 3.00% for
LIBOR loans. There is no scheduled amortization under the facility; the principal amount is due and payable on
November 18, 2016, subject to a one-year extension option.

As of December 31, 2014, there are no outstanding draws on the ESH REIT Revolving Credit Facility and the amount
of borrowing capacity under the ESH REIT Revolving Credit Facility was $250.0 million.

In addition to paying interest on outstanding principal under the ESH REIT Revolving Credit Facility, ESH REIT is
required to pay a fee in respect of unutilized commitments. If 50.0% or more of the facility is drawn, the fee is
0.175%, while if less than 50.0% of the facility is drawn, such fee is 0.35%. ESH REIT is also required to pay
customary letter of credit fees and agency fees.

If at any time outstanding loans, unreimbursed letter of credit drawings and undrawn letters of credit under the ESH
REIT Revolving Credit Facility exceed the lenders commitments at such time, ESH REIT will be required to repay
outstanding loans or cash collateralize letters of credit at 105% in an aggregate amount equal to such excess, with no
reduction of the commitment amount.

ESH REIT s obligations under the ESH REIT Revolving Credit Facility are guaranteed by its existing and future direct
and indirect domestic subsidiaries (with certain exceptions, including certain entities that may not provide guarantees
pursuant to the 2012 Mortgage Loan). The ESH REIT Revolving Credit Facility is secured by a first-priority security
interest in substantially all of the assets of ESH REIT and the guarantors under the facility (with certain exceptions,
including certain entities that may not be pledged of pursuant to the 2012 Mortgage Loan).

The ESH REIT Revolving Credit Facility contains a number of covenants that, among other things and subject to
certain exceptions, restrict ESH REIT s ability and the ability of its subsidiaries to incur additional indebtedness, pay
distributions and make other restricted payments, engage in transactions with ESH REIT s affiliates, sell all or
substantially all of their assets, merge and create liens. The ESH REIT Revolving Credit Facility also contains certain
customary affirmative covenants and events of default.

If any loans or obligations are outstanding during any fiscal quarter, the ESH REIT Revolving Credit Facility requires
that the Consolidated Leverage Ratio, as defined, calculated as of the end of such fiscal quarter, be less than or equal
to 9.25 to 1.0 for fiscal quarters ended on or before December 31, 2015 and 9.00 to 1.0 for fiscal quarters ended on or
after January 1, 2016. Further, if loans or obligations are outstanding during any calendar month, the ESH REIT
Revolving Credit Facility requires that the Debt Yield or the Adjusted Debt Yield, each as defined, not be less than
9.0% as of the last day of such calendar month.

In order to avoid a Trigger Event or an Adjusted Trigger Event, the ESH REIT Revolving Credit Facility requires a
Debt Yield and an Adjusted Debt Yield, each as defined, of at least 11.5%. The occurrence of a Trigger Event or an
Adjusted Trigger Event would require ESH REIT to repay the outstanding facility balance and would restrict its
ability to make additional borrowings. As of December 31, 2014, the Debt Yield and Adjusted Debt Yield were 21.0%
and 18.3%, respectively, and no Trigger Event or Adjusted Trigger Event had occurred.
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The following table summarizes our contractual obligations as of December 31, 2014:

Payments Due by Period
(Dollars in thousands) Total 2015 2016 2017 2018 2019 Thereafter
Mortgage loans $2,518,049 $348,049) § $350,000 $ $1,820,000 $
Term loan facility® 375,000 8,537 366,463
Redeemable preferred
stock 21,202 21,202
Interest payments on
outstanding debt
obligations®®) 512,164 113,466 105,770 105,481 93,398 84,084 9,965
Operating lease
obligations 99,359 2,425 2,649 2,718 2,788 2,843 85,936
Purchase obligations® 1,605 1,605
Other commitments(© 5,410 292 299 299 299 299 3,922
Total contractual
obligations $3,532,789 $474,374  $108,718 $458,498 $96,485 $2,273,689 $ 121,025

(1) The 2012 Mortgage Loan Component A, due in December 2015, is subject to two remaining one-year extensions.

(2) The 2014 Term Loan is recorded on the Company s book net of an unaccreted discount of approximately $1.7
million as of December 31, 2014. For the period from July 1, 2014 through December 31, 2014, ESH REIT s
Excess Cash Flow, as defined, totaled approximately $17.1 million, which requires ESH REIT to make a
mandatory prepayment of approximately $8.5 million on or prior to March 31, 2015. Obligations exclude
mandatory prepayments related to ESH REIT s Excess Cash Flow for future years as they are not currently
known.

(3) Floating rate interest calculated using the one-month LIBOR at December 31, 2014 for the 2012 Mortgage Loan
and base rate plus LIBOR floor of 0.75% for the 2014 Term Loan.

(4) Includes dividends payable on the Corporation s mandatorily redeemable preferred stock.

(5) Purchase obligations consist of commitments for hotel capital expenditures, primarily related to our hotel
reinvestment program.

(6) The Company has a commitment to make quarterly payments in lieu of taxes to the owner of the land on which
one of the properties is located. The initial term of the agreement terminates in 2031.

Off-Balance Sheet Arrangements

Neither the Corporation nor ESH REIT have off balance sheet arrangements that have or are reasonably likely to have
a current or future effect on our financial condition, revenues or expenses, results of operations, liquidity, capital

expenditures or capital resources.

Critical Accounting Policies
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Our discussion and analysis of our historical financial condition and results of operations is based on the Company s
historical consolidated and combined financial statements and ESH REIT s historical consolidated financial
statements. The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amount of assets and liabilities, disclosures of contingent assets and liabilities
at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual amounts may differ significantly from these estimates and assumptions.

We have provided a summary of significant accounting policies in the notes to the Company s historical consolidated
and combined financial statements and ESH REIT s historical consolidated financial statements, each included
elsewhere in this combined annual report on Form 10-K. We have set forth below those accounting
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policies that we believe require material subjective or complex judgments and have the most significant impact on the
Company s and ESH REIT s financial condition and results of operations. We evaluate estimates, assumptions and
judgments on an ongoing basis, based on information that is then available to us, our experience and various matters
that we believe are reasonable and appropriate for consideration under the circumstances.

Investment in Property and Equipment

Property and equipment additions are recorded at cost. Major improvements that extend the life or utility of property
or equipment are capitalized and depreciated over a period equal to the shorter of the estimated useful life of the
improvement or the remaining estimated useful life of the asset. Ordinary repairs and maintenance are charged to
expense as incurred. Depreciation and amortization are recorded on a straight-line basis over estimated useful lives,
which range from 1 to 49 years.

Management assesses whether there has been impairment of the value of property and equipment whenever events or
changes in circumstances indicate that the carrying amount of an asset or group of assets may not be recoverable.

Impairment of Property and Equipment The Corporation

Recoverability of property and equipment is measured by a comparison of the carrying amount of a hotel property to
the estimated future undiscounted cash flows expected to be generated by the hotel property in instances where an
indicator or indicators of impairment exist. The most common indicators of impairment for a hotel property are a
current period operating or cash flow loss combined with a history of operating or cash flow losses, a projection that
demonstrates continuing losses associated with a hotel property and/or an estimated fair market value that is
substantially less than net book value. Impairment is recognized when estimated future undiscounted cash flows,
including proceeds from disposition, are less than the carrying value of the hotel property. To the extent that a hotel
property is impaired, the excess carrying amount of the hotel property over its estimated fair value is charged to
operating earnings. Fair value is determined based upon the discounted cash flows of the hotel property, quoted
market prices or independent appraisals, as considered necessary.

We use internally developed undiscounted cash flow models that include the following assumptions, among others:
projections of revenues, expenses and related cash flows based on assumed long-term growth rates, demand trends and
expected future capital expenditures. We base these assumptions on our historical data and experience, third-party
appraisals, industry projections, micro and macro general economic condition projections and our expectations. The
estimation of future undiscounted cash flows is inherently uncertain and relies upon assumptions regarding current
and future economic and market conditions. If such conditions change, then an impairment charge to reduce the
carrying value of the hotel property could occur in a future period in which conditions change.

Impairment of Property and Equipment ESH REIT

As it pertains to ESH REIT, recoverability of property and equipment is measured by a comparison of the carrying
amount of a group of hotel properties (a group of hotel properties aligns with hotel properties as they are grouped
under ESH REIT s operating leases) to the estimated future undiscounted cash flows expected to be generated by the
group of hotel properties. Impairment is recognized when estimated future undiscounted cash flows, including
proceeds from disposition, are less than the carrying value of the group of hotel properties. To the extent that a group
of hotel properties is impaired, the excess carrying amount of the group of hotel properties over its estimated fair
value is charged to operating earnings. Fair value is determined based upon the discounted cash flows of the group of
hotel properties, quoted market prices or independent appraisals, as considered necessary.
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demand trends and expected future capital expenditures. We base these assumptions on our historical data and
experience, third-party appraisals, industry projections, micro and macro general economic condition projections and
our expectations. The estimation of future undiscounted cash flows is inherently uncertain and relies upon
assumptions regarding current and future economic and market conditions. If such conditions change, then an
impairment charge to reduce the carrying value of the group of hotel properties could occur in a future period in which
conditions change.

Revenue Recognition The Corporation

Room and other hotel revenues are recognized when services are provided. Amounts paid in advance by customers are
recorded as deferred revenues. Other hotel revenues primarily consist of revenues derived from guest laundry, pet
fees, internet fees, additional housekeeping, telephone and other miscellaneous fees or services. Occupancy, hotel and
sales taxes collected from customers and remitted to the taxing authorities are excluded from revenues.

Revenue Recognition ESH REIT

ESH REIT s primary source of revenue is rental revenue derived from leases. ESH REIT records rental revenues on a
straight-line basis as they are earned during the lease term. With respect to contingent rental revenues, specifically
percentage rental revenue related to lessee hotel revenue, rental revenues are recognized once services have been
rendered (i.e., percentage rental revenue thresholds have been achieved) and such amounts are fixed and determinable.
Subsequent to the Pre-IPO Transactions, since the Operating Lessees are no longer subsidiaries of ESH REIT, lease
rental revenues are not eliminated in consolidation as they were prior to the Pre-IPO Transactions and, as such,
represent the sole source of revenues in ESH REIT s consolidated statements of operations.

Income Taxes

The Company s taxable income includes the taxable income of its wholly-owned subsidiaries, ESA Management, ESH
Strategies and the Operating Lessees, and includes distribution income related to its ownership of approximately 55%
of ESH REIT. As a result, approximately 55% of ESH REIT s distributions are subject to corporate income tax. Prior
to 2014, the Corporation received no distribution income with respect to its ownership interest in ESH REIT. Prior to
the Pre-IPO Transactions, all of ESH REIT s distributions were made to its owners (i.e., the Sponsors) and ESH REIT
generally incurred no federal income tax.

The Company recognizes deferred tax assets and liabilities using the asset and liability method, under which deferred
tax assets and liabilities are calculated based upon the temporary differences between the financial statement and
income tax bases of assets and liabilities using currently enacted tax rates. Valuation allowances are provided if, based
upon the weight of available evidence, it is more likely than not that some or all of the deferred tax assets will not be
realized in future periods. The realization of deferred tax assets is primarily dependent on estimated future taxable
income. A change in the estimate of future taxable income may require an addition to, or a reduction of, the valuation
allowance.

ESH REIT has elected to be taxed and expects to continue to qualify as a REIT under Sections 856 through 860 of the
Code. A REIT is a legal entity that holds real estate assets and is generally not subject to federal and state income
taxes. In order to maintain qualification as a REIT, ESH REIT is required to distribute at least 90% of its taxable
income, excluding capital gains, to its shareholders each year. In addition, ESH REIT must meet a number of complex
organizational and operational requirements. If ESH REIT were to fail to qualify as a REIT in any taxable year, it
would be subject to federal income taxes at regular corporate rates (including any applicable alternative minimum tax)
and generally would be precluded from qualifying as a REIT for the subsequent four taxable years following the year
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In 2014, ESH REIT distributed greater than 100% of its taxable income and therefore incurred no federal income tax.
In the future, ESH REIT intends to distribute approximately 95% of its taxable income and net capital gain.
Accordingly, ESH REIT is expected to be subject to federal and state income tax on approximately 5% of its taxable
income. The Company has recorded deferred tax assets and liabilities to reflect the fact that an estimated 5% of ESH
REIT s future taxable income is expected to be subject to tax. Included in the net deferred tax liability balance is a
deferred tax asset related to net operating loss carryforwards of ESH REIT that expire in 2032.

Prior to the Pre-IPO Transactions, the Operating Lessees were subsidiaries of ESH REIT and elected to be treated as
taxable REIT subsidiaries. As such, the Operating Lessees were generally subject to federal, state, local and/or foreign
income taxes on their separate tax returns. Further, ESH Strategies and HVM s operating results were reportable by
their members or members of their ultimate parent. Federal income taxes were not recognized for these entities. ESH
Strategies and HVM were also subject to state and local taxes in certain jurisdictions.

Equity-Based Compensation

The Corporation and ESH REIT each maintain a long-term incentive plan ( LTIP ) under which the Corporation and
ESH REIT may issue to eligible employees or directors restricted stock (i.e., Paired Share) awards, restricted stock
(i.e., Paired Share) units or other share-based awards. The Corporation and ESH REIT recognize costs resulting from
equity-based awards over their vesting periods. The issuing entity classifies equity-based awards granted in exchange
for employee services as either equity awards or as liability awards. The classification of an award either as an equity
award or a liability award is generally based upon cash settlement options. Equity awards are measured based on their
fair value on the date of grant. Liability awards are re-measured to fair value each reporting period. The value of all
equity-based awards, less estimated forfeitures, is recognized over the period during which an employee or director is
required to provide services in exchange for the award the requisite service period (usually the vesting period). No
compensation cost is recognized for awards for which employees or directors do not render the requisite services. All
awards granted subsequent to the Pre-IPO Transactions are classified as equity awards except those equity-based
awards issued by ESH REIT to its directors, which are classified as liability awards. The fair value of equity-based
awards on the date of grant is based on the closing price of a Paired Share on the date of grant.

For awards granted under the Corporation LTIP, ESH REIT will receive compensation from the Corporation generally
in cash for its issuance of its component of our Paired Share for the fair market value at the time of issuance. In some
cases, the Corporation may have to pay more for a share of the ESH REIT Class B common stock than it would have
otherwise paid at the time of grant as the result of an increase in the value of a Paired Share between the time of grant
and the time of exercise or settlement. This would result in no additional compensation expense. In addition, for
awards granted under the ESH REIT LTIP, ESH REIT will compensate the Corporation generally in cash for its
issuance of its component of our Paired Share for the fair market value at the time of issuance. In some cases, ESH
REIT may have to pay more for a share of the Corporation common stock than it would have otherwise paid at the
time of grant as the result of an increase in the value of a Paired Share between the time of grant and the time of
exercise or settlement.

Prior to the Pre-IPO Transactions, HVM maintained a management incentive plan, which provided for HVM

employees and members of the boards of managers of ESH Hospitality Holdings, LLC ( Holdings ) and ESH Strategies
Holdings, LL.C ( Strategies Holdings ) awards of restricted limited liability company interests ( Profit Units ) in Holdings
and Strategies Holdings. The fair value of equity-based awards on the date of grant was estimated using the

Black-Scholes Merton model, using various assumptions regarding (a) the expected holding period, (b) the risk-free

rate of return, (c) expected dividend yield on the underlying units, (d) the expected volatility in the fair value of the
Company s equity, and (e) a discount for lack of marketability, and was calculated based on the grant agreement terms,
which included thresholds for internal rate of return and recovery of Holdings and Strategies Holdings members initial
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The expected holding period represented the period of time that the Profit Units were expected to be outstanding. The
units were assumed to remain outstanding until ESH REIT and ESH Strategies experienced a change in control of
ownership or an initial public offering. The risk-free rate of return for periods approximating the expected holding
period of the units was based on the U.S. constant maturity treasuries yield in effect at the grant date. A dividend yield
was assumed based on the ESH REIT and ESH Strategies historical dividend rates. Because our equity was privately
held and was not traded in an active market, we used the historical volatility of the share values of publicly traded
companies within similar industries as a surrogate for the expected volatility of ESH REIT s and ESH Strategies
equity. The discount for lack of marketability was calculated for each expected holding period using a put-option
Black-Scholes Merton model. The key assumptions used for the period from January 1, 2013 through the Pre-IPO
Transactions and the year ended December 31, 2012 were as follows:

Period from

January 1, 2013 Year
through the Ended
Pre-IPO December 31,

Transactions 2012
Expected holding period 0.25 years 3 years
Risk free rate of return 0.2% 0.4%
Expected dividend yield 0.0% 0.0%
Expected volatility 30.0% 55.0%
Discount for lack of marketability 20. 0% 20.0%

The assumptions that had the most significant impact on the grant-date fair value of Profit Units were the ESH REIT s
and ESH Strategies total enterprise value, the expected holding period and expected volatility. Changes in total
enterprise value of $100.0 million impacted the grant-date fair value of Profit Units by up to 10.0%. Changes in the
expected holding period assumption of one-year impacted the grant-date fair value of Profit Units by up to 20.0%.
Changes in the expected volatility assumption of 10.0% impacted the grant-date fair value of Profit Units by up to
10.0%. Each of these changes in the grant-date fair value of Profit Units would be amortized on a straight-line basis
over the requisite service period of each grant.

In connection with the Pre-IPO Transactions, the holders of outstanding Profit Units received an aggregate
distribution of cash of approximately $2.4 million from Holdings and all remaining outstanding Profit Units were
converted into Paired Shares. Profit Units that were subject to time-based vesting were converted into restricted Paired
Shares that vest according to the same time-based vesting schedule that applied to such Profit Units, such that for each
grant, 20% of such grant continues to vest annually. Additionally, each of the grantees (including our named executive
officers) received accelerated vesting of the remaining 20% that was scheduled to vest only upon a Change of Control
Transaction at the time of such conversion. In connection with this accelerated vesting, the Company and ESH REIT
recognized $14.6 million and $2.3 million, respectively, as incremental compensation cost at the time of the
conversion.

Consolidation Policies

Judgment is required with respect to the consolidation of partnership and joint venture entities in terms of the
evaluation of control, including assessment of the importance of rights and privileges of the partners based on voting
rights, as well as financial interests that are not controllable through voting interests. The Corporation and ESH REIT
consolidate a subsidiary when they have the ability to direct the activities that most significantly impact the economic
performance of the subsidiary.
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The Corporation and ESH REIT also evaluate subsidiaries and affiliates, as well as other entities to determine if they

are variable interest entities ( VIEs ). If a subsidiary or an affiliate is a VIE, it is subject to the consolidation framework
specifically for VIEs. We consider an entity a VIE if equity investors own an interest therein that does not have the
characteristics of a controlling financial interest or if such investors do not have sufficient equity at risk for the entity

to finance its activities without additional subordinated financial support. In
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accordance with FASB ASC 810, Consolidations, the Corporation and ESH REIT review subsidiaries and affiliates,
as well as other entities, to determine if (i) they should be considered VIEs, and (ii) whether they should change their
consolidation determinations based on changes in their characteristics.

Prior to the Pre-IPO Transactions, ESH REIT held a variable interest in HVM. ESH REIT s maximum exposure to loss
as a result of its involvement with HVM was related to the need to secure alternative hotel management services and
systems support if HVM were ever unable to fulfill its management agreements with ESH REIT. ESH REIT

concluded that it was the primary beneficiary of HVM and, as a result, consolidated the financial position, results of
operations, comprehensive income and cash flows of HVM with those of ESH REIT through the Pre-IPO

Transactions. Subsequent to the Pre-IPO Transactions, HVM no longer meets the definition of a variable interest

entity.

Third party equity interests in consolidated subsidiaries or consolidated VIEs are presented as noncontrolling interests.
Recent Accounting Pronouncements

For further discussion of recently adopted accounting standards, see Note 2 to the consolidated and combined
financial statements of Extended Stay America, Inc. and the consolidated financial statements of ESH Hospitality,
Inc., both of which are included in this combined annual report on Form 10-K.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Both the Corporation and ESH REIT may continue to seek to reduce earnings and cash flow volatility associated with
changes in interest rates and foreign currency exchange rates by entering into financial arrangements to provide a
hedge against a portion of the risks associated with such volatility, when applicable. We will continue to have
exposure to such risks to the extent they are not hedged. We may enter into derivative financial arrangements to the
extent they meet the objectives described above and do not use derivatives for trading or speculative purposes.

The Corporation

As of December 31, 2014, the Corporation had minimal exposure to market risk from changes in interest rates because
it had no variable rate debt as there were no outstanding amounts drawn on the Corporation Revolving Credit Facility.
The Corporation s exposure to market risk from changes in interest rates will increase in future periods should the
Corporation incur variable rate debt, including draws on the Corporation Revolving Credit Facility.

ESH REIT

As of December 31, 2014, approximately $721.4 million of ESH REIT s outstanding indebtedness of approximately
$2.9 billion had a variable rate of interest. As of December 31, 2014, subsidiaries of ESH REIT are counterparties to

an interest rate cap on one-month LIBOR at 3.0% with a $348.0 million notional amount and a maturity date the same
as that of 2012 Mortgage Loan Component A. If market rates of interest on ESH REIT s variable rate debt fluctuate by
1.0%, interest expense would increase or decrease, and depending on the rate movement, ESH REIT s future earnings
and cash flows would fluctuate by approximately $5.1 million annually, assuming that the amount outstanding under
ESH REIT s variable rate debt remains at approximately $721.4 million.

As of December 31, 2014, less than 1.5% of the book value of ESH REIT s hotels are owned outside the United States.
ESH REIT has exposure to market risk from changes in foreign currency exchange rates for its Canadian hotels and
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of
Extended Stay America, Inc.
Charlotte, North Carolina

We have audited the accompanying consolidated balance sheets of Extended Stay America, Inc. and subsidiaries (the
Company ) as of December 31, 2014 and 2013, and the related consolidated and combined statements of operations,

comprehensive income, changes in equity, and cash flows for each of the three years in the period ended

December 31, 2014. Our audits also included the financial statement schedule listed in the Index at Item 15. These

financial statements and financial statement schedule are the responsibility of the Company s management. Our

responsibility is to express an opinion on the financial statements and financial statement schedule based on our

audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated and combined financial statements present fairly, in all material respects, the
financial position of Extended Stay America, Inc. and subsidiaries as of December 31, 2014 and 2013, and the results
of their operations and their cash flows for each of the three years in the period ended December 31, 2014, in
conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, such
financial statement schedule, when considered in relation to the basic consolidated and combined financial statements
taken as a whole, presents fairly, in all material respects, the information set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the Company s internal control over financial reporting as of December 31, 2014, based on the criteria
established in Internal Control Integrated Framework (2013) issued by the Committee of Sponsoring Organizations
of the Treadway Commission and our report dated February 26, 2015 expressed an unqualified opinion on the
Company s internal control over financial reporting.

/s/ Deloitte & Touche LLP

Charlotte, North Carolina

February 26, 2015
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

AS OF DECEMBER 31, 2014 AND 2013

(In thousands, except share and per share data)

December 31,

2014
ASSETS
PROPERTY AND EQUIPMENT Net of accumulated depreciation of $622,514
and $439,371 $ 4,087,448
RESTRICTED CASH 73,382
CASH AND CASH EQUIVALENTS 121,324
INTANGIBLE ASSETS Net of accumulated amortization of $5,814 and $4,440 31,656
GOODWILL 55,633
DEFERRED FINANCING COSTS Net of accumulated amortization of $24,107
and $11,313 37,071
ACCOUNTS RECEIVABLE Net of allowance for doubtful accounts of $2,762
and $1,404 26,552
OTHER ASSETS 48,054
TOTAL ASSETS $ 4,481,120
LIABILITIES AND EQUITY
LIABILITIES:
Mortgage loans payable $ 2,518,049
Term loan facility payable Net of unaccreted discount of $1,680 and $0 373,320
Mezzanine loans payable
Revolving credit facilities
Mandatorily redeemable preferred stock $0.01 par value, $1,000 redemption
value, 8.0%, 350,000,000 shares authorized, 21,202 shares issued and
outstanding as of December 31, 2014 and 2013 21,202
Accounts payable and accrued liabilities 172,440
Deferred tax liabilities 6,792
Total liabilities 3,091,803
COMMITMENTS AND CONTINGENCIES (Note 13)
EQUITY:
Common stock $0.01 par value, 3,500,000,000 shares authorized, 204,517,265 2,048

and 204,787,500 shares issued and outstanding as of December 31, 2014 and
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December 31,
2013

$ 4,127,317
47,339
60,457
33,030
55,633
51,251

21,566
53,094

$ 4,449,687

$ 2,519,843
365,000
20,000

21,202
175,122
7,312

3,108,479

2,048
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2013, respectively

Additional paid in capital

Retained earnings (accumulated deficit)
Accumulated other comprehensive loss

Total Extended Stay America, Inc. shareholders equity
Noncontrolling interests

Total equity

TOTAL LIABILITIES AND EQUITY

See accompanying notes to consolidated and combined financial statements.

97

Table of Contents

779,447
13,833
(5,810)

789,518
599,799

1,389,317

$ 4,481,120

772,359
(25,763)
(4,068)

744,576
596,632

1,341,208

$ 4,449,687
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED AND COMBINED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In thousands, except per share data)

REVENUES:

Room revenues

Other hotel revenues

Management fees, license fees and other revenues

Total revenues

OPERATING EXPENSES:

Hotel operating expenses

General and administrative expenses
Depreciation and amortization
Impairment of long-lived assets
Gain on sale of hotel properties
Managed property payroll expenses
Restructuring expenses

Acquisition transaction expenses

Total operating expenses

OTHER INCOME

INCOME FROM OPERATIONS
OTHER NON-OPERATING EXPENSE
INTEREST EXPENSE, NET

INCOME BEFORE INCOME TAX EXPENSE (BENEFIT)

INCOME TAX EXPENSE (BENEFIT)
NET INCOME

NET (INCOME) LOSS ATTRIBUTABLE TO
NONCONTROLLING INTERESTS
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Year
Ended
December 31,
2014

$ 1,195816
17,659

1,213,475

592,101
84,381
187,207
2,300
(864)

865,125

388
348,738
3,763
149,364

195,611
45,057

150,554

(110,958)

Year
Ended
December 31,
2013

$ 1,113,956
17,787
1,075

1,132,818

540,551
108,325
168,053
3,330
728

605

235

821,827
1,134

312,125
234,459

77,666
(4,990)

82,656

3,575

Year
Ended
December 31,
2012

$ 984,273
16,898
10,291

1,011,462

493,635
88,543
129,938
1,420
6,600
5,763
1,675

727,574
384

284,272
257,349

26,923
4,642

22,281

(1,549)
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NET INCOME ATTRIBUTABLE TO COMMON

SHAREHOLDERS OR MEMBERS $ 39,596
NET INCOME PER COMMON SHARE BASIC $ 0.19
NET INCOME PER COMMON SHARE DILUTED $ 0.19

WEIGHTED AVERAGE COMMON SHARES
OUTSTANDING BASIC 203,548

WEIGHTED AVERAGE COMMON SHARES
OUTSTANDING DILUTED 204,508

See accompanying notes to consolidated and combined financial statements.
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$

86,231

0.49

0.49

174,894

176,268

20,732

0.12

0.12

169,816

171,796
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED AND COMBINED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In thousands)
Year Ended
December 31,
2014

NET INCOME $ 150,554
FOREIGN CURRENCY TRANSLATION (LOSS)
INCOME (2,728)
COMPREHENSIVE INCOME 147,826
COMPREHENSIVE (INCOME) LOSS ATTRIBUTABLE
TO NONCONTROLLING INTERESTS (109,972)
COMPREHENSIVE INCOME ATTRIBUTABLE TO
COMMON SHAREHOLDERS OR MEMBERS $ 37,854

See accompanying notes to consolidated and combined financial statements.
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Year Ended
December 31,
2013
$ 82,656

(3,980)
78,676
3,575
$ 82,251

Year Ended
December 31,
2012
$ 22,281

87

22,368
(1,554)

$ 20,814
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED AND COMBINED STATEMENTS OF CHANGES IN EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In thousands)

Members
Capital

ALANCE January 1,
012 $1,552,429
et income
oreign currency
anslation income
lember contributions 5,925
lember distributions (820,258)
SH REIT preferred
istributions
quity-based
ompensation 6,428

ALANCE December 31,

012 744,524
et income (loss)

oreign currency

anslation loss

lember distributions

SH REIT preferred

istributions

quity-based

ompensation 4,094
'ompany reorganization (748,618)
ale of equity, net of

suance costs

ALANCE December 31,
013

et income

oreign currency

anslation loss
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Common
Stock

Shares

100
172,200

32,488

204,788

Amount Capital

$

1,723

325

2,048

$

14,712
424,233

333,414

772,359

Accumulated Total
Retained Other
Additional EarningSomprehensive and

Paid in (AccumulatedIncome
Deficit) (Loss)

$ (3,026) $
20,732

(12,680)

(16)

5,010

86,231

(78,400)

(16)

(38,588)

(25,763)
39,596

Shareholders
Non-
Members controlling
Equity Interests
42 $1,549,445 $ 1,925
20,732 1,549
82 82 5
5,925 75
(832,938) (397)
(16)
6,428
124 749,658 3,157
86,231 (3,575)
(3,980) (3,980)
(78,400) (2,011)
(16)
18,806 1,362
(212) (361,462) 329,273
333,739 268,426
(4,068) 744,576 596,632
39,596 110,958
(1,742) (1,742) (986)

Total
Equity

$1,551,370
22,281

87

6,000
(833,335
16
6,428
752,815
82,656

(3,980
(80,411

6

20,168
(32,189

602,165
1,341,208
150,554
(2,728
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SH REIT common

istributions (108,504) (108,504
SH REIT preferred

Istributions (16) (16
quity-based

Ompensation 271) 7,088 7,088 1,715 8,803

ALANCE December 31,
014 $ 204,517 $2,048 $779,447 $ 13,833 $(5,810) $ 789,518 $ 599,799 $1,389,317

See accompanying notes to consolidated and combined financial statements.
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

CONSOLIDATED AND COMBINED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In thousands)

OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to net cash provided by
operating activities:

Depreciation

Amortization of intangible assets

Foreign currency transaction loss

Amortization and write-off of deferred financing costs and
accretion of debt discount

Amortization of above-market ground leases

Loss on disposal of property and equipment

Impairment of long-lived assets

Gain on sale of hotel properties

Equity-based compensation

Deferred income tax (benefit) expense

Changes in assets and liabilities:

Accounts receivable, net

Other assets

Accounts payable and accrued liabilities

Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchases of property and equipment

Acquisition of hotels, property and equipment

Proceeds from sale of hotel properties, net

(Increase) decrease in restricted cash and insurance collateral
Proceeds from insurance recoveries

Purchase of HVM noncontrolling interests

Net cash used in investing activities
FINANCING ACTIVITIES:

Table of Contents

Year Ended
December 31,
2014

$ 150,554

185,833
1,374
3,763

19,597
(136)
3,144
2,300
(864)
8,803
(520)

(5,040)
(821)
2,498

370,485

(173,239)
3,223

(26,151)
13,924

(182,243)

Year Ended
December 31,
2013

$ 82,656

166,679
1,374

24,191
(136)

3,493

3,330

20,168
(11,554)

(2,909)
(2,464)
26,485
311,313
(172,540)
(16,368)
22,173
2,020
(544)

(165,259)

Year Ended
December 31,
2012

$ 22,281

128,564
1,374

45,365
(136)

3,499

1,420

6,428
2,387

(2,879)

(5,098)

(2,095)
201,110

(271,464)

(128,299)
175,167
754

(223,842)
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Proceeds from mortgage loans

Principal payments on mortgage loans
Proceeds from mezzanine loans
Principal payments on mezzanine loans
Proceeds from term loan facility, net of discount
Proceeds from revolving credit facilities
Payments on revolving credit facilities
Payment of deferred financing costs
Sale of equity

Equity issuance costs

ESH REIT common distributions

ESH REIT preferred distributions
Distributions to HVM members
Contributions from HVM members

Net cash (used in) provided by financing activities
CHANGES IN CASH AND CASH EQUIVALENTS DUE

TO CHANGES IN FOREIGN CURRENCY EXCHANGE
RATES

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS Beginning of period
CASH AND CASH EQUIVALENTS End of period
SUPPLEMENTAL CASH FLOW INFORMATION:

Cash payments for interest, excluding prepayment and other
penalties

Income tax payments net of refunds of $281, $941, and $66
NONCASH INVESTING AND FINANCING ACTIVITIES:
Capital expenditures included in accounts payable and accrued
liabilities

Acquisition of hotels, property and equipment paid by
Sponsors

Payment of deferred financing costs by Sponsors

Issuance of mandatorily redeemable preferred stock

(1,794)
(365,000)
373,125
210,000

(230,000)
(5,222)

(108,253)
(16)

(127,160)

(215)

60,867
60,457

121,324

125,258

36,379

15,912

See accompanying notes to consolidated and combined financial statements.
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(5,865)
(715,000)
20,000
(9,850)
649,750
(47,585)
(78,400)

(16)
(2,011)

(188,977)

(202)

(43,125)
103,582

60,457

201,227

233

21,241

21,202

2,520,000
(1,974,511)
1,080,000

(700,000)

(64,619)

(832,938)
(16)
(397)

75

27,594

136

4,998

98,584

103,582

196,350

11,349

13,625

3,925

2,000
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED AND COMBINED FINANCIAL STATEMENTS

AS OF DECEMBER 31, 2014 AND 2013 AND FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND
2012

1. BUSINESS, ORGANIZATION AND BASIS OF CONSOLIDATION AND COMBINATION

Extended Stay America, Inc. (the Corporation ) was incorporated in the state of Delaware on July 8, 2013. Prior to
November 2013, the Corporation had no operations. ESH Hospitality, Inc. ( ESH REIT ) was formed as a limited
liability company in the state of Delaware on September 16, 2010 and was converted to a corporation on November 5,
2013. The formation of the Corporation and the conversion of ESH REIT into a Delaware corporation were completed
as part of the Pre-IPO Transactions, defined and discussed below, and in contemplation of the Corporation s and ESH
REIT s initial public offering. Subsequent to the Pre-IPO Transactions, defined and discussed below, the Corporation
holds all of the issued and outstanding Class A common stock of ESH REIT, which represents approximately 55% of
the outstanding common stock of ESH REIT. Due to its controlling interest in ESH REIT, the Corporation
consolidates the financial position, results of operations, comprehensive income and cash flows of ESH REIT. The
term, the Company, as used herein refers to the Corporation and ESH REIT and their subsidiaries presented on a
consolidated and combined basis.

As of December 31, 2014 and 2013, the Company owned and operated 679 and 681 hotel properties, respectively, in
44 U.S. states consisting of 75,500 and approximately 75,700 rooms, respectively, and three hotels in Canada
consisting of 500 rooms. The majority of hotels are operated under the core brand, Extended Stay America. Three
Canadian hotels operate under the brand Extended Stay Canada and 47 hotels operate under the brand Crossland
Economy Studios.

Organization Prior to the Pre-IPO Transactions and Initial Public Offering

Prior to the Pre-IPO Transactions, ESH REIT s predecessor, ESH Hospitality LLC, was directly owned by ESH
Hospitality Holdings LL.C ( Holdings ), a Delaware limited liability company, whose members were investment funds
sponsored and managed by Centerbridge Partners L.P., Paulson & Co. Inc. and The Blackstone Group L.P. and their
affiliates (collectively, the Sponsors ).

The hotels were leased by ESH Hospitality LLC s taxable REIT subsidiaries (the Operating Lessees ), which contracted
with HVM LLC ( HVM ), a separate, independently owned hotel management and administrative services company, to
manage the hotels and provide certain other administrative services. HVM was indirectly owned by individuals who

were each active in the business of HVM and was managed by an entity indirectly owned by employees of the

Sponsors. The brands were owned by a subsidiary of ESH Strategies LLC (  ESH Strategies ), a Delaware limited
liability company, that licensed the brands to the Operating Lessees. ESH Strategies (together with ESH Hospitality

LLC, the Company s predecessor) was directly owned by ESH Hospitality Strategies Holdings LLC ( Strategies
Holdings ), a Delaware limited liability company, whose members were substantially the same investment funds as

those that owned Holdings.

The Pre-IPO Transactions
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The Pre-IPO Transactions, which were completed in November 2013, restructured and reorganized the then-existing

businesses and entities prior to the Corporation s and ESH REIT s initial public offering, and consisted primarily of the
following:

Holdings distributed 96.5% of the common stock of ESH REIT to the holders of Class A Units in Holdings
and retained the remaining shares, which were subsequently paired with Corporation common stock and
distributed as described below; the common stock of ESH REIT was recapitalized into two classes of
common stock: Class A common stock and Class B common stock.

102

Table of Contents 205



Edgar Filing: Extended Stay America, Inc. - Form 10-K

Table of Conten

The Sponsors acquired the Corporation for a nominal fee.

ESH REIT transferred the Operating Lessees to newly-formed, wholly-owned subsidiaries of the
Corporation; in connection with the transfer of 1.0% of the Operating Lessees, the Corporation paid ESH
REIT approximately $1.6 million and the operating leases were amended to reflect then current fair market
value terms.

A newly-formed, wholly-owned subsidiary of the Corporation, ESA Management LLC ( ESA Management ),
acquired all of the assets and assumed all of the liabilities of HVM for approximately $0.8 million; the

existing management agreements were terminated and ESA Management entered into new management
agreements with the Operating Lessees. ESA Management assumed sponsorship of HVM s savings plan that
qualifies under Section 401(k) of the Internal Revenue Code of 1986, as amended (the Code ) (see Note 16).

The shareholders of ESH REIT contributed the Class A common stock of ESH REIT, representing
approximately 55% of the outstanding common stock of ESH REIT, to the Corporation in exchange for
common stock of the Corporation; the common stock of the Corporation was stapled to, or paired with, the
Class B common stock of ESH REIT on a one-for-one basis, forming the Paired Shares offered pursuant to
the Corporation s and ESH REIT s initial public offering.

The Corporation acquired all of the interests in ESH Strategies in exchange for approximately $21.2 million
of mandatorily redeemable preferred stock of the Corporation, which pays preferred dividends at 8.0% per
annum (see Note 8).

Holdings distributed its remaining Paired Shares.
Because the Sponsors owned the same percentages of the Company subsequent to the Pre-IPO Transactions as they
owned of Holdings and Strategies Holdings prior to the Pre-IPO Transactions, a non-substantive exchange occurred.
Accordingly, the transfer of net assets that occurred in connection with the Pre-IPO Transactions was recognized at
historical cost basis.

Following the Pre-IPO Transactions, the Corporation, through its direct wholly-owned subsidiaries, leases the hotel
properties from ESH REIT, owns the trademarks related to the business and manages the hotel properties. ESH REIT
owns all of the hotel properties. The Corporation owns, and is expected to continue to own, all of the Class A common
stock of ESH REIT, which represents approximately 55% of the outstanding common stock of ESH REIT.

Initial Public Offering and Secondary Offering

On November 18, 2013, the Corporation and ESH REIT completed an initial public offering (the Offering ) of
32,487,500 Paired Shares for cash consideration of $20.00 per Paired Share, each Paired Share consisting of one share
of common stock, par value $0.01 per share, of the Corporation, that is attached to and trades as a single unit with one
share of Class B common stock, par value $0.01 per share, of ESH REIT. The Offering included 4,237,500 Paired
Shares purchased by the underwriters in connection with the exercise in full of their option to purchase additional
Paired Shares and raised total gross proceeds to the Corporation and ESH REIT of approximately $649.8 million.
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After deducting underwriting discounts, commissions and other transaction costs, the Offering raised proceeds to the
Corporation and ESH REIT of approximately $602.2 million. The proceeds were divided among the Corporation and
ESH REIT based on their relative valuations. The Corporation used the majority of the proceeds it received to
purchase shares of Class A common stock of ESH REIT to maintain its ownership of approximately 55% of the
outstanding common stock of ESH REIT. ESH REIT used its proceeds from the Offering, including proceeds received
pursuant to the sale of Class A common stock to the Corporation, in addition to cash on hand, to repay approximately
$331.0 million of its Mezzanine A Loan, approximately $218.5 million of its Mezzanine B Loan and approximately
$165.5 million of its Mezzanine C Loan (see Note 7).
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On August 12, 2014, certain selling stockholders (the Selling Shareholders ) sold 24,150,000 Paired Shares as part of a
secondary offering. The Selling Shareholders consisted solely of entities affiliated with the Sponsors and did not

include officers or directors of the Corporation or ESH REIT. Neither the Corporation nor ESH REIT sold Paired

Shares in the secondary offering and neither received proceeds from the secondary offering. The Corporation and ESH
REIT did, however, incur professional fees in connection with the secondary offering. For the year ended

December 31, 2014, total costs incurred and expensed were approximately $1.5 million.

As of December 31, 2014 and 2013, the public owns approximately 28.9% and 15.9%, respectively, of the outstanding
Paired Shares, while the Sponsors and senior management, including certain directors, own approximately 71.1% and
84.1%, respectively, of the outstanding Paired Shares.

As of December 31, 2014, the Corporation owns 250,303,494 shares of ESH REIT s Class A common stock; the
Sponsors, senior management, including certain directors, and the public own 204,517,265 shares of ESH REIT s
Class B common stock.

Basis of Consolidation and Combination

The accompanying consolidated and combined financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America ( U.S. GAAP ). References to the Company, its financial
position, results of operations, comprehensive income, changes in equity and cash flows mean the Corporation and its
consolidated subsidiaries, including the Operating Lessees, ESH Strategies, ESA Management and ESH REIT, for
periods from the Pre-IPO Transactions through December 31, 2014, and to the Company s predecessor, which includes
ESH REIT s predecessor, ESH Strategies and HVM (see Notes 2 and 12), for periods through the Pre-IPO
Transactions.

For periods from the Pre-IPO Transactions through December 31, 2014, third party equity interests in ESH REIT
consist of all of the shares of Class B common stock of ESH REIT, which represent approximately 45% of ESH

REIT s total common equity, and 125 shares of preferred stock of ESH REIT (see Note 11). These interests, which are
not owned by the Corporation, are presented as noncontrolling interests in the accompanying consolidated and
combined financial statements.

For periods through the Pre-IPO Transactions, third party equity interests in HVM, which represented all of HVM s
equity, were not owned by the Company or the Company s predecessor and are presented as noncontrolling interests in
the accompanying consolidated and combined financial statements (see Notes 11 and 12).

ESH REIT s predecessor and ESH Strategies were entities under common ownership of substantially the same
investment funds of the Sponsors and common management. The Sponsors reorganized ESH REIT s predecessor and
ESH Strategies as part of the Pre-IPO Transactions to effect the Offering. Since the Pre-IPO Transactions, which
resulted in the entities becoming a consolidated group, were accounted for at historical cost, the Company s
predecessor financial information combines ESH REIT s predecessor financial information with that of ESH
Strategies.

All intercompany accounts and transactions have been eliminated.

2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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Use of Estimates The preparation of the accompanying consolidated and combined financial statements in conformity
with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, disclosures of contingent assets and liabilities at the date of the financial statements, and the reported
amounts of revenues and expenses during the reporting period. Management used significant estimates to determine
the allocation of purchase price to assets that were acquired in 2013 and 2012
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(see Note 4). Significant estimates also include the estimated useful lives of tangible assets as well as the assessment
of tangible and intangible assets, including goodwill for impairment, estimated liabilities for insurance reserves and
the grant-date fair value of restricted stock awards related to equity-based compensation prior to the completion of the
Pre-IPO Transactions. Actual results could differ from those estimates.

Cash and Cash Equivalents The Company considers all cash on hand, demand deposits with financial institutions,
credit card receivables, and short-term, highly liquid investments with original maturities of three months or less to be
cash equivalents. The Company has deposits in excess of $250,000 with financial institutions that are not insured by
the Federal Deposit Insurance Corporation. The Company does not believe cash and cash equivalents expose it to
significant credit risk.

Accounts Receivable and Allowance for Doubtful Accounts Provision for doubtful accounts is made when
collection of receivables is considered doubtful. Balances are considered past due when payment is not received by the
contractual due date. When management determines that accounts receivable are uncollectible, they are written off
against the allowance for doubtful accounts.

Restricted Cash Restricted cash primarily consists of amounts held in cash management accounts and in escrows for
the payment of hotel occupancy/sales taxes, real estate taxes and insurance, capital improvements, ground leases,
operating expenses (including management fees and reimbursements) and mortgage debt service, all as required by
ESH REIT s mortgage loan agreement (see Note 7). As of December 31, 2014, restricted cash also includes deposits
held for insurance collateral of approximately $21.6 million.

Property and Equipment Property and equipment additions are recorded at cost. Major improvements that extend the
life or utility of property or equipment are capitalized and depreciated over a period equal to the shorter of the
estimated useful life of the improvement or the remaining estimated useful life of the asset. Ordinary repairs and
maintenance are charged to expense as incurred.

Depreciation and amortization are recorded on a straight-line basis over the following estimated useful lives:

Hotel buildings 5 49 years
Hotel building improvements 3 39 years
Hotel site improvements 3 20 years
Hotel furniture, fixtures and equipment 1 10 years
Office furniture, fixtures and equipment 3 7 years

Management assesses whether there has been impairment of the value of property and equipment whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of
property and equipment is measured by a comparison of the carrying amount of a hotel property to the estimated
future undiscounted cash flows expected to be generated by each hotel property. Impairment is recognized when
estimated future undiscounted cash flows, including proceeds from disposition, are less than the carrying value of
each hotel property.

To the extent that a hotel property is impaired, the excess carrying amount of each hotel property over its estimated
fair value is charged to operating earnings. Fair value is determined based upon the discounted cash flows of each
hotel property, quoted market prices or independent appraisals, as considered necessary. The Company recognized
impairment charges related to property and equipment of approximately $2.3 million, $3.3 million and $1.4 million
for the years ended December 31, 2014, 2013 and 2012, respectively (see Note 5). The estimation of future
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undiscounted cash flows is inherently uncertain and relies upon assumptions regarding current and future economic
and market conditions. If such conditions change, then an impairment charge to reduce the carrying value of each
hotel property could occur in a future period in which conditions change.

Intangible Assets and Liabilities Intangible assets and liabilities include trademarks, above-market contracts,
corporate customer relationships and customer databases. Above-market contracts, corporate customer
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relationships and customer databases are amortized using the straight-line method over their estimated remaining
useful lives, which in the case of contracts is typically the remaining non-cancelable term. Finite-lived intangible
assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of
the intangible asset may not be recoverable. Trademarks are not amortized. Indefinite-lived intangible assets are
reviewed for impairment at least annually. At such time their classification as indefinite-lived intangible assets is
reassessed. The Company first assesses qualitative factors to determine if it is not more likely than not that the fair
value of its indefinite-lived intangible assets is less than its carrying amount. No impairment charges related to
intangible assets were recognized during the years ended December 31, 2014, 2013 or 2012.

Goodwill Goodwill represents the excess purchase price over the fair value of net assets acquired. The Company tests
goodwill for impairment at least annually in the fourth quarter. The Company tests for impairment more frequently if
events or circumstances change that would more likely than not reduce the fair value of a reporting unit below its
carrying amount. The Company has one operating segment, which is its reporting unit; therefore, management
analyzes goodwill associated with all hotels when analyzing for potential impairment. The Company first assesses
qualitative factors to determine if it is not more likely than not that the fair value of its reporting unit is less than its
carrying amount. No impairment charges related to goodwill were recognized during the years ended December 31,
2014, 2013 or 2012.

Property Acquisitions The purchase price of net tangible and identified intangible assets and liabilities are recorded
based on their relative fair values on the date of acquisition. The fair value of the acquired land and site
improvements, building and improvements, and furniture, fixtures and equipment is determined considering a variety
of factors, including the physical condition and quality of the hotels, estimated rates and valuation assumptions
consistent with current market conditions, based on independent appraisals and other relevant market data obtained in
connection with the acquisition of the hotels. The results of operations of acquired hotel properties are included in the
accompanying consolidated and combined statements of operations since their respective dates of acquisition.

Deferred Financing Costs Costs incurred in obtaining financing are amortized over the terms of the related loans on a
straight-line basis, which approximates the effective interest method. Upon repayment of, or in conjunction with a
material change in the terms of, the underlying debt agreement, remaining unamortized costs are charged to earnings.
During the years ended December 31, 2014, 2013 and 2012, approximately $5.1 million, $11.7 million and $34.4
million, respectively, of unamortized deferred financing costs, primarily related to the prepayment of mortgage and
mezzanine loans, were charged to earnings and are included in net interest expense in the accompanying consolidated
and combined statements of operations. Amortization of deferred financing costs unrelated to the prepayment of
mortgage and mezzanine loans, which is also included in net interest expense in the accompanying consolidated and
combined statements of operations, was approximately $14.3 million, $12.5 million and $11.0 million for the years
ended December 31, 2014, 2013 and 2012, respectively.

Revenue Recognition Room and other hotel revenues are recognized when services are provided. Amounts paid in
advance by customers are recorded as deferred revenues and included in accounts payable and accrued liabilities in
the accompanying consolidated balance sheets. Other hotel revenues primarily consist of revenues derived from guest
laundry, pet fees, internet fees, additional housekeeping, telephone and other miscellaneous fees or services.
Occupancy, hotel and sales taxes collected from customers and remitted to the taxing authorities are excluded from
revenues.

Advertising Costs Advertising costs are expensed as incurred. In 2014, total advertising costs were approximately
$28.3 million and are classified as hotel operating expenses in the accompanying consolidated statement of operations.
Prior to 2014, internet advertising costs were included in hotel operating expenses and all other advertising costs were
included in general and administrative expenses in the accompanying consolidated and combined statements of
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operations. For the years ended December 31, 2013 and 2012, advertising costs were approximately $28.2 million and
$25.2 million, respectively, approximately $18.8 million and $15.2 million of which are classified as hotel operating
expenses, and approximately $9.4 million and $10.0 million of which are classified as general and administrative
expenses, respectively.
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Operating Leases Rent expense, including ground rent, is recognized on a straight-line basis over the terms of the
related leases.

Fair Value of Financial Instruments U.S. GAAP establishes a three-level valuation hierarchy based upon observable
and unobservable inputs for fair value measurement of financial instruments:

Level 1 Observable inputs, such as quoted prices in active markets at the measurement date for identical assets or
liabilities

Level 2 Significant inputs that are observable, directly or indirectly, such as other quoted prices in markets that are not
active or inputs which are observable, either directly or indirectly, for substantially the full term of the asset or liability

Level 3 Significant unobservable inputs for which there is little to no market data and for which the Company makes
its own assumptions about how market participants would price the asset or liability

Fair value is defined as the price that would be received when selling an asset or the price paid to transfer a liability in
an orderly transaction between market participants at the measurement date (exit price). In instances where inputs
used to measure fair value fall into different levels of the fair value hierarchy, the level in the fair value hierarchy
within which the fair value measurement in its entirety has been determined is based on the lowest-level input
significant to the fair value measurement in its entirety. The Company s assessment of the significance of a particular
input to the fair value measurement in its entirety requires judgment and considers factors specific to the asset or
liability.

The Company s financial instruments consist of cash and cash equivalents, restricted cash, accounts receivable,
accounts payable and accrued liabilities, mortgage and term loans, mandatorily redeemable preferred stock and
revolving credit facilities. The carrying values of cash and cash equivalents, restricted cash, accounts receivable,
accounts payable and accrued liabilities and revolving credit facilities are representative of their fair values due to the
short-term nature or frequent settlement of these instruments. The fair values of mortgage and term loans and
mandatorily redeemable preferred stock are determined by comparing current borrowing rates and risk spreads offered
in the market to the stated interest rates and spreads on the Company s current mortgage and term loans and
mandatorily redeemable preferred stock or quoted market prices, when available (see Notes 7 and 8).

Derivative Instruments Derivative instruments, including derivative instruments embedded in other contracts (if
applicable), are recorded in the accompanying consolidated balance sheets as either assets or liabilities measured at
fair value. Changes in fair value are recognized currently in earnings unless specific hedge accounting criteria are met.
The Company does not enter into derivative financial instruments for trading or speculative purposes.

Insurance Reserves The Company utilizes various high-deductible insurance programs for workers compensation,
general liability and health insurance claims. Such retained losses require estimates in determining the liability for
claims arising under these programs. Workers compensation, general liability and health insurance liabilities are
estimated using actuarial evaluations based on historical and projected claims and medical cost trends. As of
December 31, 2014 and 2013, approximately $41.3 million and $36.2 million, respectively, of liabilities for such
high-deductible insurance programs are included in accounts payable and accrued liabilities in the accompanying
consolidated balance sheets.

Variable Interest Entity Prior to the Pre-IPO Transactions, the Company held a variable interest in HVM, a separate,

independently owned hotel management and administrative services company (see Note 12). The Company s
maximum exposure to loss as a result of its involvement with HVM was related to the need to secure alternative hotel
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obligations under its management agreements with ESH REIT. The assets of HVM could not be used to settle
obligations of the Company and the Company s assets could not be used to settle obligations of HVM. For the period
from January 1, 2013 through the Pre-IPO Transactions and the year ended December 31, 2012, the Company or the
Company s predecessor represented approximately 99% and 97%, respectively, of the business conducted by HVM.
The Company concluded that it was the primary beneficiary of HVM and, as a result, consolidated the financial
position, results of operations, comprehensive income and cash flows of HVM for periods prior to the Pre-IPO
Transactions. Since the Company had no equity interest in HVM, the results of operations and members capital of
HVM were reported as noncontrolling interests in the accompanying consolidated and combined financial statements
for periods through the Pre-IPO Transactions. Subsequent to the Pre-IPO Transactions, HVM no longer meets the
definition of a variable interest entity. See summarized financial information of HVM in Note 12.

Income Taxes Subsequent to the Pre-IPO Transactions, the Company s taxable income includes the taxable income of
its wholly-owned subsidiaries, ESA Management, ESH Strategies and the Operating Lessees, and includes

distribution income related to its ownership of approximately 55% of ESH REIT. As a result, approximately 55% of
ESH REIT s distributions are subject to corporate income tax. Prior to 2014, the Corporation received no distribution
income with respect to its ownership interest in ESH REIT. Prior to the Pre-IPO Transactions, all of ESH REIT s
distributions were made to its owners (i.e., the Sponsors) and ESH REIT generally incurred no federal income tax.

The Company recognizes deferred tax assets and liabilities using the asset and liability method, under which deferred
tax assets and liabilities are calculated based upon the temporary differences between the financial statement and
income tax bases of assets and liabilities using currently enacted tax rates. Valuation allowances are provided if, based
upon the weight of available evidence, it is more likely than not that some or all of the deferred tax assets will not be
realized in future periods. The realization of deferred tax assets is primarily dependent on estimated future taxable
income. A change in the estimate of future taxable income may require an addition to, or a reduction of, the valuation
allowance.

ESH REIT has elected to be taxed as and expects to continue to qualify as a real estate investment trust ( REIT ) under
provisions of the Code. A REIT is a legal entity that holds real estate assets and is generally not subject to federal and
state income taxes. In order to maintain qualification as a REIT, ESH REIT is required to distribute at least 90% of its
taxable income, excluding capital gains, to its shareholders each year. In addition, ESH REIT must meet a number of
complex organizational and operational requirements. If ESH REIT were to fail to qualify as a REIT in any taxable
year, it would be subject to federal income taxes at regular corporate rates (including any applicable alternative
minimum tax) and generally would be precluded from qualifying as a REIT for the subsequent four taxable years
following the year during which it lost its REIT qualification. Even in qualifying as a REIT, ESH REIT may be

subject to state and local taxes in certain jurisdictions, and is subject to federal income and excise taxes on

undistributed income.

In 2014, ESH REIT distributed greater than 100% of its taxable income and therefore incurred no federal income tax.
In the future, ESH REIT intends to distribute approximately 95% of its taxable income and net capital gain.
Accordingly, ESH REIT is expected to be subject to federal and state income tax on approximately 5% of its taxable
income. The Company has recorded deferred tax assets and liabilities to reflect the fact that an estimated 5% of ESH
REIT s future taxable income is expected to be subject to tax. Included in the net deferred tax liability balance is a
deferred tax asset related to net operating loss carryforwards of ESH REIT that expire in 2032.

Prior to the Pre-IPO Transactions, the Operating Lessees were subsidiaries of ESH REIT and elected to be treated as
taxable REIT subsidiaries. As such, the Operating Lessees were generally subject to federal, state, local and/or foreign
income taxes on their separate tax returns. ESH Strategies and HVM s operating results were reportable by their
members or members of their ultimate parent. Thus, federal income taxes were not recognized for these entities. ESH
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Foreign Currency The financial statements of certain of the Company s subsidiaries and its investments therein are
maintained in their functional currency, the Canadian dollar ( C$ ), and their income and expenses are translated into
U.S. dollars using the average exchange rate for the period. The assets and liabilities of these subsidiaries are
translated into U.S. dollars using the exchange rate in effect at the balance sheet date. As of December 31, 2014 and
2013, foreign currency translation losses of approximately $5.8 million and $4.1 million, respectively, are reflected in
accumulated other comprehensive loss as a component of equity in the accompanying consolidated balance sheets.

Foreign currency transaction losses mainly related to U.S. dollar denominated debt at Canadian subsidiaries of
approximately $3.8 million are included in other non-operating expense in the accompanying consolidated statement
of operations for the year ended December 31, 2014.

Comprehensive Income Comprehensive income includes net income and other comprehensive income, which
consists of foreign currency translation adjustments. Comprehensive income is presented in the accompanying
consolidated and combined statements of comprehensive income and foreign currency translation adjustments are
displayed as a separate component of consolidated equity.

Equity-Based Compensation The Corporation and ESH REIT each maintain a Long-Term Incentive Plan ( LTIP )
under which the Corporation and ESH REIT may issue to eligible employees or directors restricted stock awards,
restricted stock units or other equity-based awards. The Company recognizes costs related to equity-based awards over
their vesting periods. The issuing entity classifies equity-based awards granted in exchange for employee services as
either equity awards or as liability awards. The classification of an award either as an equity award or a liability award
is generally based upon cash settlement options. Equity awards are measured based on their fair value on the date of
grant. Liability awards are re-measured to fair value each reporting period. The value of all awards, less estimated
forfeitures, is recognized over the period during which an employee or director is required to provide services in
exchange for the award the requisite service period (usually the vesting period). No compensation cost is recognized
for awards for which employees or directors do not render the requisite services. All awards granted subsequent to the
Pre-IPO Transactions are classified as equity awards except those equity-based awards issued by ESH REIT to its
directors, which are classified as liability awards.

Prior to the Pre-IPO Transactions, HVM maintained a management incentive plan further described in Note 15.
Equity-based compensation related to this plan was recorded in the accompanying consolidated and combined
statements of operations due to the fact that HVM was a consolidated variable interest entity.

Segments The Company s hotel operations represent a single operating segment based on the way the Company
manages its business. The Company s hotels provide similar services, use similar processes to sell those services and
sell their services to similar classes of customers. The amounts of long-lived assets and net sales outside the U.S. are
not significant for any period presented.

Recently Issued Accounting Standards

Income Statement Extraordinary and Unusual Items In January 2015, the Financial Accounting Standards Board

( FASB ) issued an accounting standards update to simplify income statement presentation by eliminating the concept
of extraordinary items. This standard will be effective for interim and annual reporting periods beginning after
December 15, 2015, with early adoption permitted, and may be applied either prospectively or retrospectively. The
Company does not expect the adoption of the updated accounting standard to have a material effect on its consolidated
and combined financial statements.
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Presentation of Financial Statements Going Concern In August 2014, the FASB issued an accounting standard which
provides guidance on determining when and how reporting entities must disclose going concern uncertainties in their
financial statements. The new standard requires management to perform interim and annual
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assessments of an entity s ability to continue as a going concern within one year of the date of issuance of the entity s
financial statements. Further, an entity must provide certain disclosures if there is substantial doubt about its ability to
continue as a going concern. The new accounting standard is effective for interim and annual reporting periods
beginning after December 15, 2016, and early adoption is permitted. The Company does not expect the adoption of

this guidance to have a material effect on its consolidated and combined financial statements.

Stock Compensation Share-Based Payment Awards In June 2014, the FASB issued an accounting standards update
which clarifies that entities should treat performance targets that can be met after the requisite service period of a
share-based payment award as performance conditions that affect vesting. The compensation expense related to such
awards should be delayed until it becomes probable that the performance target will be met. The updated accounting
standard does not contain additional disclosure requirements. This standard will be effective for interim and annual
reporting periods beginning after December 15, 2015, with early adoption permitted, and may be applied either
prospectively or retrospectively. As the Company does not currently have performance targets for any of its
share-based payment awards, the Company does not expect the adoption of the updated accounting standard to have a
material effect on its consolidated and combined financial statements.

Contractual Revenue In May 2014, the FASB issued an accounting standards update which amends existing revenue
recognition accounting standards. This update is based on the principle that revenue is recognized when an entity
transfers goods or services to customers in an amount that reflects the consideration to which the entity expects to be
entitled in exchange for those goods or services. The updated accounting standard also requires more detailed
disclosure to enable users of financial statements to understand the nature, amount, timing and uncertainty of revenue
and cash flows arising from contracts with customers. The updated accounting standard is effective for annual
reporting periods beginning after December 15, 2016, and shall be applied using one of two retrospective application
methods. Early adoption is not permitted. The Company does not expect the adoption of the updated accounting
standard to have a material effect on its consolidated and combined financial statements.

Reporting Discontinued Operations In April 2014, the FASB issued an accounting standards update which modifies
the definition of discontinued operations and requires that only disposals of components of an entity that represent a
strategic shift that has (or will have) a major effect on an entity s operations and financial results be reported as
discontinued operations in the financial statements. This updated accounting standard is effective for all disposals (or
classifications as held for sale) of an entity that occur within annual periods beginning on or after December 15, 2014
and interim periods within those years. Early adoption is permitted, but only for disposals that have not been reported
in financial statements previously issued or available for issuance. The Company adopted this guidance as of
January 1, 2014, and it did not have a material effect on the Company s accompanying consolidated and combined
financial statements due to a limited number of historical dispositions. This guidance is expected to result in reporting
discontinued operations less frequently than the previous accounting standard. For example, the sale of the two
Hometown Inn-branded hotels in 2014 were not reported as discontinued operations as they did not represent a
strategic shift that had a major effect on the Company s operations or financial results.

Income Taxes In July 2013, the FASB issued an accounting standards update which provides guidance on the financial
statement presentation of an unrecognized tax benefit when a net operating loss carryforward, a similar tax loss or a

tax credit carryforward exists. This updated accounting standard is effective for fiscal and interim reporting periods
beginning after December 15, 2013 and should be applied prospectively to all unrecognized tax benefits that exist at

the effective date, and retrospective application is permitted. The Company adopted this guidance as of January 1,
2014, and it did not have a material effect on the Company s accompanying consolidated and combined financial
statements.
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when the cumulative translation adjustment ( CTA ) related to an entity s investment in a foreign
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entity should be released to earnings. The CTA should be released when an entity sells a foreign subsidiary or a group
of net assets within a foreign entity and the sale represents the substantially complete liquidation of the investment in a
foreign entity. The CTA should also be released when an entity no longer has a controlling financial interest in an
investment in a foreign entity. This updated accounting standard is effective for fiscal and interim reporting periods
beginning after December 15, 2013, and shall be applied prospectively. The Company adopted this guidance as of
January 1, 2014, and it did not have a material effect on the Company s accompanying consolidated and combined
financial statements.

3. NET INCOME PER SHARE

Basic net income per share is computed by dividing net income available to common shareholders by the weighted
average number of shares of the Corporation s unrestricted common stock outstanding. Diluted net income per share is
computed by dividing net income available to common shareholders, as adjusted for potentially dilutive securities, by
the weighted average number of shares of the Corporation s unrestricted common stock outstanding plus other
potentially dilutive securities. Dilutive securities include equity-based awards issued under long-term incentive plans.

As discussed in Note 1, in November 2013, the Company completed the Pre-IPO Transactions. For purposes of
computing net income per share, it is assumed that the recapitalization of the Company had occurred for all periods
presented and therefore the outstanding shares have been adjusted to reflect the conversion of shares that took place in
contemplation of the Offering. Accordingly, the denominators in the computations of basic and diluted net income per
share reflect the Company predecessor s recapitalization for the years ended December 31, 2013 and 2012.

The calculations of basic and diluted net income per share, including a reconciliation of the numerators and
denominators, are as follows:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(in thousands, except per share data) 2014 2013 2012
Numerator:
Net income available to common
shareholders basic $ 39,596 $ 86,231 $ 20,732
Less amounts available to noncontrolling
interests assuming conversion (315) (166) (53)
Net income available to common
shareholders diluted $ 39,281 $ 86,065 $ 20,679
Denominator:
Weighted average number of common shares
outstanding basic 203,548 174,894 169,816
Dilutive securities 960 1,374 1,980
Weighted average number of common shares
outstanding diluted 204,508 176,268 171,796

Table of Contents 222



Edgar Filing: Extended Stay America, Inc. - Form 10-K

Net income per common share basic $ 0.19 $ 0.49 $ 0.12
Net income per common share diluted $ 0.19 $ 0.49 $ 0.12
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4. ACQUISITIONS

2013 LVP Acquisition On December 31, 2013, the Company acquired the assets and assumed the liabilities of two
hotels from LVP Acquisition Corporation ( LVP ) for cash consideration of approximately $16.5 million. The
acquisition was accounted for as a business combination in accordance with FASB ASC 805, Business Combinations,
which requires that the consideration be allocated to the acquired assets and assumed liabilities based on their
acquisition date fair values. The vast majority of the purchase price was allocated to property and equipment.

2012 HFI Acquisition On December 13, 2012, the Company acquired the assets and assumed the liabilities of 17
hotels from HFI Acquisitions Company LLC ( HFI ) for cash consideration of approximately $131.8 million. The
acquisition was accounted for as a business combination in accordance with FASB ASC 805, Business Combinations.
The consideration transferred to acquire the 17 HFI hotels, which HVM previously managed, and the purchase price
allocation among the assets acquired and liabilities assumed, was as follows (dollars in thousands):

Estimated
Amount Useful Life
Land and site improvements $ 61,686 5 11 years
Building and improvements 59,547 19 40 years
Furniture, fixtures and equipment 10,598 3 10 years
Other assets and liabilities net 41
Total purchase price $131,790

The following table sets forth room revenues, other hotel revenues, hotel operating expenses, depreciation and
amortization, interest expense and net income assuming the 17 HFI hotels had been acquired on January 1, 2012 (in
thousands and unaudited):

Year Ended
December 31,
2012
Room revenues $ 1,014,335
Other hotel revenues 17,266
Hotel operating expenses 506,399
Depreciation and amortization 136,386
Interest expense 264,691
Net income 26,816

The 17 HFI acquired hotels contributed total revenues of approximately $35.0 million and $30.5 million, and income
from operations of approximately $17.6 million and $14.5 million, for the years ended December 31, 2014 and 2013,
respectively, as compared to total revenues of approximately $1.3 million and income from operations of
approximately $0.6 million for the period from December 13, 2012 through December 31, 2012.

Acquisition related expenses Legal, professional and other fees and costs directly related to the acquisitions described
above totaled approximately $0.2 million and $1.7 million for the years ended December 31, 2013 and 2012,
respectively. These costs are included in acquisition transaction expenses in the accompanying consolidated and
combined statements of operations.
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5. PROPERTY AND EQUIPMENT
Net investment in property and equipment as of December 31, 2014 and 2013, consists of the following (in
thousands):

December 31, December 31,
2014 2013

Hotel properties:
Land and site improvements $ 1,351,160 $ 1,347,260
Building and improvements 2,894,021 2,839,454
Furniture, fixtures and equipment 443,149 362,022
Total hotel properties 4,688,330 4,548,736
Corporate furniture, fixtures and equipment 19,957 16,131
Undeveloped land parcel 1,675 1,821
Total cost 4,709,962 4,566,688
Less accumulated depreciation:
Hotel properties (608,600) (427,533)
Corporate furniture, fixtures and equipment (13,914) (11,838)
Total accumulated depreciation (622,514) (439,371)
Property and equipment net $ 4,087,448 $ 4,127,317

During the years ended December 31, 2014, 2013 and 2012, the Company, using Level 3 unobservable inputs,
recognized impairment charges of approximately $2.3 million, $3.3 million and $1.4 million, respectively, in the
accompanying consolidated and combined statements of operations. Quantitative information with respect to
unobservable inputs consists of internally developed cash flow models that include the following assumptions, among
others: projections of revenues, expenses and hotel related cash flows based on assumed long-term growth rates,
demand trends, expected future capital expenditures and estimated discount rates. These assumptions were based on
the Company s historical data and experience, the Company s budgets, industry projections and micro and macro
general economic condition projections.

On July 28, 2014, the Company sold two hotel properties, with a carrying value of approximately $2.2 million, for
proceeds of $3.5 million. Net of closing costs, the Company recognized a gain on sale of approximately $0.9
million. At the time of the sale, as required by the 2012 Mortgage Loan, the Company made a mortgage loan

repayment of approximately $1.8 million.

As of December 31, 2014, substantially all of the hotel properties (678 of 682 hotel properties) are pledged as security
for ESH REIT s 2012 Mortgage Loan (as defined in Note 7).
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6. INTANGIBLE ASSETS AND GOODWILL

The Company s intangible assets and goodwill as of December 31, 2014 and 2013, consist of the following (dollars in

thousands):

Definite-lived intangible assets:
Customer relationships
Customer e-mail database

Total definite-lived intangible assets
Indefinite-lived tangible assets trademarks

Total intangible assets
Goodwill

Total intangible assets and goodwill

Definite-lived intangible assets:
Customer relationships
Customer e-mail database

Total definite-lived intangible assets
Indefinite-lived tangible assets trademarks

Total intangible assets
Goodwill

Total intangible assets and goodwill

December 31,

2014
Estimated Gross
Useful Carrying  Accumulated
Life Amount Amortization

20 years $ 26,800 $ (5,670)

5 years 170 (144)
26,970 (5,814)
10,500
37,470 (5,814)
55,633

$ 93,103 $ (5.814)

December 31,

2013
Estimated Gross
Useful Carrying  Accumulated
Life Amount Amortization

20 years $ 26,800 $ (4,330)

5 years 170 (110)
26,970 (4,440)
10,500
37,470 (4,440)
55,633

$ 93,103 $ (4,440)

Net

Book Value

$

$

21,130
26

21,156
10,500

31,656
55,633

87,289

Net

Book Value

$

$

22,470
60

22,530
10,500

33,030
55,633

88,663

The remaining weighted-average amortization period for definite-lived intangible assets was approximately 16 years
as of December 31, 2014. Estimated future amortization expense for intangible assets is as follows (in thousands):
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December 31,
2015

2016

2017

2018

2019
Thereafter

Total
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$ 1,366
1,340
1,340
1,340
1,340

14,430

$21,156
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7. DEBT

Summary The Company s outstanding debt as of December 31, 2014 and 2013, is as follows (in thousands):

Mortgage loans payable

Term loan facility payable, net of unaccreted discount of $1,680
and $0

Mezzanine loans payable
Revolving credit facilities

Total debt

December 31,

2014
$ 2,518,049
373,320
$ 2,891,369

December 31,
2013

$ 2,519,843

365,000

20,000

$ 2,904,843

During the years ended December 31, 2014 and 2013, the following transactions occurred (in thousands):

Debt beginning of year

Additions:

Proceeds from term loan facility, net of discount
Proceeds from revolving credit facilities
Accretion of debt discount

Deductions

Payments on mortgage loans

Payments on mezzanine loans

Payments on revolving credit facilities

Debt end of year

December 31,
2014
$ 2,904,843

373,125
210,000
195

(1,794)
(365,000)
(230,000)

$ 2,891,369

December 31,
2013
$ 3,605,708

20,000

(5,865)
(715,000)

$ 2,904,843

The Company s debt as of December 31, 2014 and 2013, consists of the following (in thousands):

Outstanding Principal

Stated December 31December 31,
n Amount 2014 2013 Rate?
rtgage loans
2 Mortgage
in  Component

$ 350,000 $ 348,049 $ 349,843 LIBORWM +2.0547%

2 Mortgage
in  Component

350,000 350,000 350,000 3.4047%

1,820,000 1,820,000 1,820,000 4.0547%
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2.2260%

3.4047%
4.0547%

Interest Rate
Stated Interest December Flgcember 31, Maturity
2014

2013

2.2227%

3.4047%
4.0547%

Date

12/1/2015@)

12/1/2017
12/1/2019

Amortizatior

Interest only

Interest only
Interest only
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375,000 373,320

500,000 168,981

330,000 111,528

250,000 84,491
50,000®)

250,000 20,000

$2,891,369 $2,904,843

(1) London Interbank Offering Rate.
(2) The Company is a counterparty to an interest rate cap on one-month LIBOR at 3.0% with a stated notional amount
of approximately $348.0 million and a maturity date the same as that of Component A of the 2012 Mortgage Loan.

(3) The original maturity date of Component A of the 2012 Mortgage Loan was December 1, 2014. In December

LIBORMW®) + 4.25%

8.25%

9.625%

11.50%

LIBORM + 3.75%

LIBOR® + 3.00%

5.00%

N/A

N/A

N/A

N/A

N/A

N/A

8.25%

9.625%

11.50%

N/A

3.1646%

6/24/2019

12/1/2019

12/1/2019

12/1/2019

11/18/2016

11/18/2016

Interest only

Interest only
Interest only

Interest only

Interest only

Interest only

2014, ESH REIT exercised its first one-year extension option and extended the maturity date of Component A of
the 2012 Mortgage Loan to December 1, 2015. ESH REIT has the option to extend the maturity date for up to two

additional consecutive one-year periods, subject to limited conditions.
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(4) The 2014 Term Loan is presented net of an unaccreted discount of approximately $1.7 million as of December 31,
2014.

(5) The 2014 Term Loan includes a LIBOR floor of 0.75%.

(6) There is no scheduled amortization on the 2014 Term Loan; however, subject to certain exceptions, mandatory
prepayments are required up to 50% of Excess Cash Flow based on ESH REIT s Consolidated Leverage Ratio,
each as defined. For the period from July 1, 2014 through December 31, 2014, ESH REIT s Excess Cash Flow, as
defined, totaled approximately $17.1 million, which requires ESH REIT to make a mandatory prepayment of
approximately $8.5 million on or prior to March 31, 2015.

(7) Each revolving credit facility is subject to a one-year extension option.

(8) On November 18, 2014, the Corporation revolving credit facility s borrowing availability decreased to $50.0
million from $75.0 million.

On June 23, 2014, using principally all of the net proceeds from its 2014 Term Loan (as defined below), ESH REIT

repaid the remaining outstanding balance of $365.0 million of its 2012 Mezzanine Loans (as defined below). During

2014, ESH REIT incurred approximately $9.4 million of debt extinguishment and other costs in connection with the

partial repayment of the 2012 Mezzanine Loans, consisting of prepayment penalties and other costs of approximately

$4.3 million and the write-off of unamortized deferred financing costs of approximately $5.1 million. Debt
extinguishment costs are included as a component of net interest expense in the accompanying consolidated and
combined statements of operations.

In the fourth quarter of 2013 and subsequent to the Offering, ESH REIT repaid $715.0 million of the 2012 Mezzanine
Loans. Prior to the partial repayment of the 2012 Mezzanine Loans, interest-only payments of approximately $8.5
million were due on the first day of each calendar month. Subsequent to the 2013 partial repayment of the 2012
Mezzanine Loans, interest-only payments of approximately $2.9 million were due on the first day of each calendar
month. During 2013, ESH REIT incurred approximately $25.2 million of debt extinguishment and other costs in
connection with the 2012 Mezzanine Loan prepayments, composed of prepayment penalties of approximately $13.4
million, the write-off of unamortized deferred financing costs of approximately $10.9 million and other costs of
approximately $0.9 million.

ESH REIT Mortgage Loans

2012 Mortgage Loan On November 30, 2012, ESH REIT entered into a $2.52 billion mortgage loan comprised of
three components (the 2012 Mortgage Loan ). The 2012 Mortgage Loan requires interest-only payments of
approximately $7.9 million due on the first day of each calendar month. Principal amounts, interest rates and
maturities of components of the 2012 Mortgage Loan are included in the table above.

Up to approximately $855.5 million (the full amounts of Component A and Component B and $157.5 million of
Component C of the 2012 Mortgage Loan) may be voluntarily prepaid at any time without incurring a prepayment
premium or penalty. Through January 1, 2016, Component C prepayments greater than $157.5 million will incur a
yield maintenance premium of the greater of (i) 1.0% of the outstanding principal balance of Component C and (ii) the
excess of the sum of the present values of the scheduled payments of interest and principal to be made with respect to
the portion of Component C being prepaid over the principal amount being prepaid. After January 1, 2016,
Component C may be prepaid without incurring a prepayment penalty or premium.

In December 2014, ESH REIT exercised its first one-year extension option and extended the maturity date of
Component A of the 2012 Mortgage Loan to December 1, 2015. ESH REIT has the option to extend the maturity date
of this Component for up to two additional consecutive one-year periods, subject to certain conditions. The 2015
extension conditions include adequate written notice of such extension, the extension or renewal of an interest rate
cap, and the requirement that none of the borrowing entities be in default, as defined. The 2016 extension conditions
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include the same conditions as the 2015 extension, as well as the requirement of an Extension Debt Yield, as defined,
of at least 17.5%.

As of December 31, 2014 and 2013, substantially all of ESH REIT s hotel properties served as collateral for the 2012
Mortgage Loan. Under certain limited circumstances, losses related to the 2012 Mortgage Loan and costs incurred by
the lenders are guaranteed by certain of the Corporation s subsidiaries up to an aggregate liability of $252.0 million.
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The occurrence of a Mortgage Loan Event of Default, a Debt Yield Trigger Event (a Debt Yield, as defined, of less
than 9.0%), or a Guarantor Bankruptcy triggers a Cash Trap Event, each as defined. During the period of a Cash Trap
Event, any excess cash flow, after all monthly requirements (including the payment of management fees and operating
expenses) are fully funded, is held by the loan service agent as additional collateral for the 2012 Mortgage Loan. As of
December 31, 2014 and 2013, none of these events had occurred.

As of December 31, 2014 and 2013, all receipts from the mortgaged properties were required to be deposited into a
domestic cash management account ( CMA ) for hotels in the U.S. and a Canadian CMA for hotels in Canada. Such
CMAs are under the control of the loan service agent as specified by the terms of the mortgage loan agreement and
cash management agreements and are, therefore, classified as restricted cash on the accompanying consolidated
balance sheets. Receipts are allocated to CMA subaccounts for hotel occupancy/goods and services sales taxes, real
estate taxes, insurance, ground leases, operating expenses (including management fees and reimbursements), capital
improvements and mortgage debt service. Funds in excess of a month s Canadian waterfall requirements are converted
to U.S. dollars and transferred to the domestic CMA. Funds in excess of a month s domestic waterfall requirements are
distributed to the Corporation and/or ESH REIT so long as no Cash Trap Event has occurred.

2010 Mortgage Loan On October 8, 2010 (the Acquisition Date ), ESH REIT entered into a $2.0 billion mortgage loan
secured by 663 hotel properties (the 2010 Mortgage Loan ). The 2010 Mortgage Loan required constant monthly
payments of $12.2 million due on the first day of each calendar month, consisting of principal amortization and

interest. The 2010 Mortgage Loan was set to mature on November 1, 2015; however, ESH REIT prepaid the mortgage
loan on November 30, 2012, without premium or penalty.

Assumed Mortgage Loan Two of ESH REIT s hotel properties were subject to a mortgage loan that was assumed on the
Acquisition Date when the hotels were acquired (the Assumed Mortgage Loan ). The Assumed Mortgage Loan was
secured by the two hotel properties. On October 23, 2013, ESH REIT prepaid the Assumed Mortgage Loan, which

had an outstanding principal balance of approximately $5.5 million.

ESH REIT Mezzanine Loans

2012 Mezzanine Loans On November 30, 2012, ESH REIT entered into three mezzanine loans totaling $1.08 billion
(the 2012 Mezzanine Loans ). The 2012 Mezzanine Loans would have matured on December 1, 2019, with all
outstanding principal and unpaid interest due on that date; however, as discussed above, in the fourth quarter of 2013,
ESH REIT repaid $715.0 million of the 2012 Mezzanine Loans and on June 23, 2014, using principally all of the net
proceeds from its 2014 Term Loan, ESH REIT repaid the remaining outstanding balance of $365.0 million of the
2012 Mezzanine Loans.

Under certain limited circumstances, losses related to the 2012 Mezzanine Loans and costs incurred by the lenders
were guaranteed by certain of the Corporation s subsidiaries up to an aggregate liability of $108.0 million.
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2010 Mezzanine Loans On the Acquisition Date, ESH REIT entered into mezzanine loans totaling $700.0 million,
consisting of $350.0 million of senior mezzanine debt that bore interest at 9.75% and $350.0 million of junior
mezzanine debt that bore interest at 12.0% (the 2010 Mezzanine Loans ). The 2010 Mezzanine Loans would have
matured on November 1, 2015, with all outstanding principal and unpaid interest due on that date; however, on
November 30, 2012, ESH REIT voluntarily prepaid the 2010 Mezzanine Loans and incurred a prepayment premium
of approximately $10.5 million, which is included as a component of net interest expense in the accompanying
consolidated and combined statement of operations for the year ended December 31, 2012.

ESH REIT Term Loan Facility

On June 23, 2014, ESH REIT entered into a $375.0 million term loan facility (the 2014 Term Loan ). ESH REIT used
the 2014 Term Loan proceeds to repay the outstanding balance on its 2012 Mezzanine Loans of $365.0 million.
Subject to certain conditions, the principal amount of the 2014 Term Loan may be increased from time to time up to
an amount which would not cause the Consolidated Leverage Ratio, as defined, to exceed 5.25 to 1.0. The 2014 Term
Loan matures on June 24, 2019 and bears interest at a rate equal to (i) LIBOR (subject to a floor of 0.75%) plus
4.25%, or (ii) a base rate (determined by reference to the highest of (1) prime lending rate, (2) the overnight federal
funds rate plus 0.5%, or (3) the one-month adjusted LIBOR rate (subject to a floor of 0.75%) plus 1.0%) plus 3.25%.
There is no scheduled amortization on the 2014 Term Loan; however, subject to certain exceptions, mandatory
prepayments are required up to 50% of Excess Cash Flow, based on ESH REIT s Consolidated Leverage Ratio, each
as defined. For the period from July 1, 2014 through December 31, 2014, ESH REIT s Excess Cash Flow, as defined,
totaled approximately $17.1 million, which requires ESH REIT to make a mandatory prepayment of approximately
$8.5 million on or prior to March 31, 2015.

As of December 31, 2014, the outstanding balance on the 2014 Term Loan was approximately $373.3 million, net of
an unaccreted discount of approximately $1.7 million.

Obligations under the 2014 Term Loan are primarily secured by a first-priority security interest in substantially all
assets of ESH REIT on a pari passu basis with obligations under the ESH REIT revolving credit facility, discussed
below. The 2014 Term Loan may be repaid prior to its maturity, subject to the following prepayment penalties:

(a) prior to June 24, 2015, a make whole premium equal to the sum of the present value at such date of all interest that
would accrue on the portion of the loans being prepaid from such date to and including June 23, 2015, and an amount
equal to 2.0% of the aggregate principal amount repaid; (b) on or after June 24, 2015 but prior to December 24, 2015,
2.0% of the aggregate principal amount repaid; and (c) on or after December 24, 2015 but prior to June 24, 2016,
1.0% of the aggregate principal amount repaid. Repayments on or after June 24, 2016 require no prepayment
penalties.

During a Trigger Event, an Adjusted Trigger Event, a Default or an Event of Default, each as defined, ESH REIT is
restricted from making cash distributions, subject to certain exceptions. As of December 31, 2014, none of these
events had occurred.

Revolving Credit Facilities

Corporation Revolving Credit Facility On November 18, 2013, the Corporation entered into a revolving credit
facility of $75.0 million. On November 18, 2014, the borrowing availability under the facility decreased to $50.0
million. The facility provides for the issuance of up to $50.0 million letters of credit as well as borrowings on same
day notice, referred to as swingline loans, in an amount up to $20.0 million. The Corporation incurs a fee of 0.35% or
0.175% on the unutilized revolver balance, based on the outstanding amount under the facility, and a fee of 3.875% on
outstanding letters of credit due on the last day of each quarter. Borrowings under the facility bear interest at a rate
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LIBOR rate plus 1.0%, plus an applicable margin of 2.75% for the base rate loans and 3.75% for LIBOR loans. There
is no scheduled amortization under the facility and the facility matures on November 18, 2016, subject to a one-year
extension option. As of December 31, 2014, the Corporation had one letter of credit outstanding under this facility of
$3.6 million, an outstanding balance drawn of $0 and borrowing capacity available of $46.4 million. As of

December 31, 2013 the Corporation had three letters of credit outstanding under this facility, totaling approximately
$24.9 million, an outstanding balance drawn of $0 and borrowing capacity available of approximately $50.1 million.
The Corporation incurred approximately $1.2 million and $0.2 million, respectively, of interest expense and fees in
connection with the Corporation revolving credit facility, which are included as a component of net interest expense in
the Company s accompanying consolidated and combined statements of operations for the years ended December 31,
2014 and 2013.

In order to avoid a Trigger Event or an Adjusted Trigger Event, this facility requires a Debt Yield and an Adjusted
Debt Yield, each as defined, of at least 12.0%, and, to avoid an Event of Default, a Consolidated Leverage Ratio, as
defined, of no more than 9.0 to 1.0 (with the requirement decreasing to no more than 8.75 to 1.0 over the life of the
facility) and a Debt Yield or Adjusted Debt Yield of at least 9.0%. The occurrence of a Trigger Event or an Adjusted
Trigger Event requires the Corporation to repay the outstanding facility balance and restricts its ability to draw
additional proceeds. As of December 31, 2014 and 2013, none of these events had occurred.

ESH REIT Revolving Credit Facility On November 18, 2013, ESH REIT entered into a $250.0 million revolving
credit facility. Subject to the satisfaction of certain criteria, ESH REIT is able to request to increase the facility to an
amount up to $350.0 million at any time. The facility provides for the issuance of up to $50.0 million of letters of
credit as well as borrowings on same day notice, referred to as swingline loans, in an amount up to $20.0 million. ESH
REIT incurs a fee of 0.35% or 0.175% on the unutilized revolver balance, based on the outstandin