SECURITIES AND EXCHANGE COMMISSION[image: ]

WASHINGTON, D.C. 20549

FORM 8-K

CURRENT REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

Date of report (Date of earliest event reported): November 14, 2005

HOST MARRIOTT CORPORATION

(Exact Name of Registrant as Specified in Charter)

	Maryland
	001-14625
	53-0085950

	(State or Other Jurisdiction of
	(Commission File Number)
	(IRS Employer Identification

	Incorporation)
	
	No.)

	6903 Rockledge Drive, Suite 1500
	
	

	Bethesda, Maryland
	
	20817

	(Address of Principal Executive Offices)
	
	(Zip Code)



Registrant’s telephone number, including area code: (240) 744-1000

Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under any of the following provisions:

· Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

· Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

· Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

· Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
[image: ]

Item 1.01[image: ]	Entry into a Material Definitive Agreement.

On November 14, 2005, Host Marriott Corporation, a Maryland corporation (“Host”), together with its operating subsidiary, Host Marriott, L.P., a Delaware limited partnership in which Host owns approximately 95% of the partnership interests (“Host OP” and, together with Host, the “Host Parties”), entered into a definitive master agreement and plan of merger (the “Master Agreement”) pursuant to which Host will acquire certain entities and assets that collectively own 25 domestic hotels and 13 foreign hotels from Starwood Hotels & Resorts Worldwide, Inc., a Maryland corporation (“Starwood”), Starwood Hotels & Resorts, a Maryland real estate investment trust (“Starwood Trust”), and certain subsidiaries of Starwood and Starwood Trust (collectively, the “Starwood Parties”). The Master Agreement provides for, among other things, (i) the internal restructuring of the Starwood Parties and the Host Parties and their respective subsidiaries, including the de-pairing of the “paired shares” of Starwood and Starwood Trust (“Paired Shares”), (ii) the merger of a wholly owned subsidiary of Host OP with and into Starwood Trust (the “REIT Merger”) and (iii) the acquisition by Host OP of other hotels and assets not owned by Starwood Trust through the acquisition of equity interests, assets or other rights (collectively, the “Closing Transactions”).

The total consideration payable in the Closing Transactions (excluding transaction expenses that will be incurred in connection therewith) will be approximately $4.037 billion, consisting of $1.063 billion in cash, the assumption of $704 million in debt and approximately $2.27 billion of equity (133,529,412 shares of Host Common Stock at the exchange price of $17.00 per share).

At the effective time and as a result of the REIT Merger (based upon the capitalization of Starwood Trust at September 30, 2005) (i) each (1) Class B share, par value $0.01 per share (“Class B Share”), of Starwood Trust and (2) Class A Exchangeable Preferred Share, par value of $0.01 per share (“Class A EPS”), of Starwood Trust issued and outstanding immediately prior to the effective time of the REIT Merger will be converted into and become exchangeable for 0.6122 shares of Host common stock, par value $0.01 per share (“Host Common Stock”), and $0.503 in cash from Host and (ii) the Class A shares, par value $0.01 per share (“Class A Shares”), of Starwood Trust issued and outstanding immediately prior to the effective time of the REIT Merger will be converted into and become exchangeable for an aggregate of $16,491,237 in cash from Host, subject to adjustment by, among other things, (A) the amount of working capital at closing, (B) changes in the amount of assumed indebtedness, (C) the agreed value of any hotels that are removed from the Closing Transactions prior to closing,

(D) certain capital expenditures and (E) the amount of any Host quarterly cash dividends above $0.15 per share of Host Common Stock and, in the event there is a certain reduction in the outstanding number of Paired Shares during the interim period between the execution of the Merger Agreement and closing, the remaining shares of Host Common Stock not otherwise issued in the REIT Merger. As of September 30, 2005, 100 Class A Shares were outstanding and held by Starwood, approximately 219,272,686 Class B Shares were outstanding and 562,222 Class A EPS were outstanding.

The exchange of shares in the REIT Merger as contemplated by the Master Agreement is expected to be a taxable transaction for U.S. federal income tax purposes.

The Host Parties and the Starwood Parties have made certain representations, warranties and covenants in the Master Agreement, including, among others, covenants (i) subject to certain exceptions, to preserve intact their respective business organizations and goodwill during the interim period between the execution of the Master Agreement and closing, (ii) not to engage in certain kinds of transactions during such period, (iii) to cause a stockholder meeting to be held by Host to consider approval of the issuance of Host Common Stock in the Closing Transactions and (iv) that the Board of Directors of Host will recommend such approval to its stockholders. In addition, the Starwood Parties have made certain additional customary covenants, including, among others, covenants (i) not to conduct the operations of the hotels to be acquired by Host other than in the ordinary course of business consistent with past practice and (ii) subject to certain limited exceptions to permit the Board of Trustees of Starwood Trust or the Board of Directors of Starwood, as applicable, to comply with its fiduciary duties, not to solicit, negotiate, provide information in furtherance of, approve, recommend or enter into alternative business combination transactions. Certain indemnities are provided by the parties to each other.

Consummation of the Closing Transactions is subject to customary conditions, including, among others, (i) approvals by the stockholders of Host, (ii) absence of any law or order prohibiting the consummation of the Closing Transactions, (iii) approvals by antitrust and competition authorities in certain countries, (iv) the registration statement of Host filed on Form S-4 becoming effective and (v) shares of Host Common Stock being approved for listing on the New York Stock Exchange. In addition, each party’s obligation to consummate the Closing Transactions is subject to certain other conditions, including, among others, (i) subject to

certain exceptions, the accuracy of the representations and warranties of the other party, (ii) the absence of any material adverse effect with respect to the business of the other party, (iii) material compliance of the other party with its covenants, (iv) the 20-day average closing price of Host’s common stock not falling below $13.60 and (v) the delivery of opinions from tax counsel to Host and Starwood Trust regarding certain REIT qualification matters. Pending satisfaction of closing conditions as to certain properties, their acquisition may be deferred to subsequent closings.[image: ]

The Master Agreement contains certain termination rights for both the Host Parties and the Starwood Parties, and further provides that, upon termination of the Master Agreement under specified circumstances, Starwood would be required to pay a termination fee of $100 million, plus up to $20 million in expenses.

The foregoing description of the Master Agreement and the Closing Transactions does not purport to be complete and is qualified in its entirety by reference to the Master Agreement, which will be filed as an exhibit to the registration statement on Form S-4 referenced below.

Additional Information about the Proposed Transactions and Where to Find It

In connection with the proposed transactions, Host will file a proxy statement/prospectus as part of a registration statement on Form S-4 and other documents regarding the proposed transactions with the Securities and Exchange Commission (“SEC”). Investors and security holders are urged to read the proxy statement/prospectus when it becomes available because it will contain important information about Host, Starwood and the proposed transactions. A definitive proxy statement/prospectus will be sent to stockholders of Host seeking their approval of the issuance of Host common stock in the transactions contemplated by the Master Agreement. Investors and security holders may obtain a free copy of the definitive proxy statement/prospectus (when available) and other documents filed by Host and Starwood with the SEC at the SEC’s web site at www.sec.gov. The definitive proxy statement/prospectus and other relevant documents may also be obtained, when available, free of cost by directing a request to Host Marriott Corporation, 6903 Rockledge Drive, Suite 1500, Bethesda, MD 20817, Attention Investor Relations, (telephone 240-744-1000). Investors and security holders are urged to read the proxy statement/prospectus and other relevant material when they become available before making any voting or investment decisions with respect to the proposed transactions.

Host and its directors and executive officers may be deemed, under SEC rules, to be participants in the solicitation of proxies from the stockholders of Host in respect of the proposed transactions. Information about Host and its directors and executive officers, and their ownership of securities in Host, is set forth in the proxy statement for Host’s 2005 Annual Meeting of Stockholders, which was filed with the SEC on April 11, 2005. Additional information regarding the direct and indirect interests of those persons may be obtained by reading the proxy statement/prospectus regarding the proposed transactions when it becomes available.

This communication shall not constitute an offer to sell or the solicitation of an offer to sell or the solicitation of an offer to buy any securities, nor shall there be any sale of securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such jurisdiction. No offering of securities shall be made except by means of a prospectus meeting the requirements of Section 10 of the Securities Act of 1933, as amended.

Item 8.01	Other Events.

In connection with the Master Agreement, Host OP has received financing commitments for a credit facility (the “Acquisition Credit Facility Commitments”) in an aggregate amount of up to $1,670,000,000 pursuant a commitment letter dated November 14, 2005 from Goldman Sachs Credit Partners, L.P., Deutsche Bank Securities Inc. and Deutsche Bank AG Cayman Islands Branch. We expect to use the net proceeds from borrowings under such credit facility to fund a portion of the cash component of the Closing Transactions. The Acquisition Credit Facility Commitments will expire on May 14, 2006 if the Closing Transactions have not occurred by this date, as well as being subject to other customary expiration events.

The financing under the Acquisition Credit Facility Commitments is subject to the negotiation and execution of definitive loan documentation, which is expected to include covenants, representations and events of default that are substantially similar to those contained in Host OP’s current revolving credit facility. The financing is also subject to other customary conditions, including, among other things, (i) the existence of no default under Host OP’s revolving credit agreement, senior notes, certain indebtedness assumed or incurred in connection with the acquisition, or any other indebtedness in an aggregate principal amount in excess of $50,000,000, (ii) the execution of an amendment to Host OP’s revolving credit agreement permitting the loans related to the Acquisition Credit Facility Commitments to share in the collateral securing such agreement, and (iii) consummation of the Closing Transactions.

Any loans incurred related to the Acquisition Credit Facility Commitments are expected to have an initial twelve month maturity, subject to two six-month extension options being available at Host OP’s option subject to the satisfaction of certain conditions. The

loans related to the Acquisition Credit Facility Commitments will be guaranteed by certain of our currently existing and to be acquired subsidiaries and secured by pledges of equity interests in certain of our currently existing and to be acquired subsidiaries. Such guarantees and pledges would also ratably benefit Host OP’s revolving credit facility, notes outstanding under Host OP’s senior note indenture and certain indebtedness that may be assumed in connection with the acquisition.[image: ]

Goldman, Sachs & Co. served as financial advisor to Host in the transaction.

On November 14, 2005, Host issued a press release announcing the execution of the Master Agreement.

All of the information in Exhibit 99.1 is filed under this Item 8.01 except for the following information that shall not be deemed filed for purposes of Section 18 of the Securities Exchange Act, as amended (the “Exchange Act”), or incorporated by reference in any filing under the Securities Act of 1933, as amended, or the Exchange Act:

The information set forth in the first, second and fourth full paragraphs under the heading “Financial Considerations” on pages 3 and 4, including the footnote thereto.

The information set forth in the table appearing on page 11.

The information set forth in the table appearing on page 12, including the footnote thereto.

The information set forth under the heading “Notes to Financial Information” on pages 14 and 15.

Forward-Looking Statements

The discussion in this Current Report includes forward-looking statements within the meaning of federal securities regulations. These forward-looking statements are identified by their use of terms and phrases such as “anticipate,” “believe,” “could,” estimate,” “expect,” “intend,” “may,” “plan,” predict,” “project,” “will,” “continue” and other similar terms and phrases, including statements about the expected scope and timing of the acquisition and expectations as to timing, nature and terms of financing and other sources of funds. Forward-looking statements are not guarantees of future performance and involve known and unknown risks, uncertainties and other factors which may cause the actual results to differ materially from those anticipated at the time the forward-looking statements are made. These risks include, but are not limited to: national and local economic and business conditions, including the potential for terrorist attacks, that will affect occupancy rates at our hotels and the demand for hotel products and services; operating risks associated with the hotel business; risks associated with the level of our indebtedness and our ability to meet covenants in our debt agreements; relationships with property managers; our ability to maintain our properties in a first-class manner, including meeting capital expenditure requirements; our ability to compete effectively in areas such as access, location, quality of accommodations and room rate structures; changes in travel patterns, taxes and government regulations which influence or determine wages, prices, construction procedures and costs; our ability to complete pending acquisitions and dispositions; and our ability to continue to satisfy complex rules in order for us to qualify as a real estate investment trust for federal income tax purposes and other risks and uncertainties associated with our business described in our filings with the SEC. The completion of the transaction with the Starwood Parties (either in whole or in part relating to the acquisition of certain hotels) is subject to numerous closing conditions, including but not limited to those listed in this Current Report, and there can be no assurances that the transactions as a whole, or portions of it, will be completed. Although we believe the expectations reflected in such forward-looking statements are based upon reasonable assumptions, we can give no assurance that the expectations will be attained or that any deviation will not be material. All information is as of the date of this filing and we undertake no obligation to update any forward-looking statement to conform the statement to actual results or changes in expectations, except as required by federal securities laws.

Item 9.01.	Financial Statements and Exhibits.

(c) Exhibits

Exhibit

No.	Description
[image: ][image: ]

99.1	Press release issued by Host Marriott Corporation, dated November 14, 2005.

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto duly authorized.[image: ]

	
	HOST MARRIOTT CORPORATION

	Date: November 14, 2005
	By:
	/s/  LARRY K. HARVEY

	
	Name:
	Larry K. Harvey

	
	Title:
	Senior Vice President and

	
	
	Corporate Controller
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99.1	Press release issued by Host Marriott Corporation, dated November 14, 2005.

Exhibit 99.1


Contact:



Kevin J. Jacobs

Vice President

240-744-5212



Gregory J. Larson

Senior Vice President

240-744-5120


HOST MARRIOTT CORPORATION ANNOUNCES ACQUISITION OF A PORTFOLIO OF 38 LUXURY AND UPPER UPSCALE HOTELS FROM STARWOOD HOTELS AND RESORTS; COMPANY TO CHANGE NAME UPON CLOSING TO HOST HOTELS & RESORTS, INC.

BETHESDA, MD; November 14, 2005 - Host Marriott Corporation (NYSE:HMT) announced today that it has signed a definitive merger agreement to acquire 38 luxury and upper upscale hotels from Starwood Hotels and Resorts (“Starwood”) for approximately $4.04 billion. The portfolio consists of 25 domestic and 13 international properties and a total of 18,964 rooms managed under the Westin®, Sheraton®, W Hotels®. The Luxury Collection® and St. Regis® brands*. As part of this transaction, the Company expects to assume approximately $700 million of debt and to issue approximately $2.3 billion of equity (133,529,412 common shares at the exchange price of $17.00 per share) to Starwood stockholders. The remainder of the purchase price will be paid in cash. The transaction is expected to close in the first quarter of 2006, and is subject to the approval of the Company’s stockholders, as well as other closing conditions. The boards of directors of both companies have approved the proposed transaction.

Christopher J. Nassetta, president and chief executive officer, stated, “We are thrilled to announce this acquisition. We believe these assets represent one of the highest quality lodging portfolios available and they will complement our existing portfolio of outstanding hotels. We also believe that we acquired the portfolio at an attractive price that will be accretive to both our earnings and our credit and will add to the

short-term and long-term value of the Company.” Nassetta also added, “We are very excited about the opportunity to enhance and grow our relationship with Starwood, one of the premier, innovative operating and brand companies in the lodging industry. We look forward to working with Starwood to maximize the value of these properties and intend to find additional opportunities that will benefit both companies’ shareholders.”[image: ]

Strong Portfolio

The portfolio assets are high-quality, luxury and upper upscale hotels with an average size of approximately 500 rooms and an expected RevPAR of $117 for 2005. Approximately 80% of the portfolio revenues are from properties in urban, convention or resort locations, six of which are city-center hotels with over 750 rooms. The portfolio is geographically diverse, with most assets located in markets with strong growth profiles and limited near-term supply. In addition, the Company is launching its expansion into Europe and increasing its presence in key domestic markets such as New York, Boston, San Diego and Seattle as a result of this acquisition.

“The Starwood portfolio fits our stated strategy of owning irreplaceable assets in premier markets with strong growth profiles and limited near-term supply,” said James F. Risoleo, executive vice president of acquisitions and development.

Enhanced Brand Diversification and Growth Potential

As part of this transaction, the Company is expanding an important relationship with Starwood, and thereby diversifying its brand representation. Westin®, the high-performing and innovative upper upscale brand that continues to gain market share, accounts for 33% of the portfolio revenues (comprised of 25% domestic and 8% international). Sheraton®, a brand the Company believes has significant growth potential driven by recently implemented improvements in its product and service, accounts for 55% of the portfolio (comprised of 35% domestic and 20% international). W Hotels®, a brand that

2

is emerging as the top hotel choice among young professionals and gen-Xers, accounts for 9% of the portfolio. In addition, the Company expects to work with Starwood to add value to the portfolio through aggressive asset management and believes that its expanded relationship with Starwood will foster additional growth opportunities for both companies in the future.[image: ]

International Platform

The transaction expands the Company’s geographic distribution into new markets outside of the United States. Six hotels representing 15% of the portfolio are located in Europe, and three hotels representing 10% of the portfolio are in Canada. Additional hotels are located in Fiji and Chile. Many of these international markets are in the early stages of lodging recovery, offering the opportunity for additional growth outside of the domestic lodging cycle.

Company Profile

Upon completion of the acquisition, the Company expects to have a total enterprise value of approximately $16 billion(1), making it the largest lodging company in the U.S. and the sixth-largest public REIT. Upon completion of the transaction, the Company will have 145 upper upscale and luxury hotels with over 74,000 rooms that are affiliated with 17 brands located in over 50 markets in nine countries.

Financial Considerations

The Company expects the portfolio to generate $355 million to $365 million of Earnings before Interest Expense, Taxes and Depreciation and Amortization (EBITDA) in calendar year 2006 on a stand-alone basis.
[image: ]

· Based on a share price of $17 per share, a fully diluted share count (including minority holders of operating partnership interests of Host Marriott, L.P.) of approximately 570 million shares and net debt of approximately $6.4 billion.
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On a full-year 2006 basis, this transaction would be $.03 to $.05 accretive to the Company’s Funds From Operations (FFO) per diluted share. Taking into consideration the shares expected to be issued in the transaction and the issuance and assumption of debt to finance the transaction, the Starwood portfolio is expected to generate FFO per diluted share of $1.56 to $1.64 for calendar year 2006 on a stand-alone basis[image: ](2). The transaction is also expected to modestly improve the Company’s leverage and coverage ratios.

W. Edward Walter, executive vice president and chief financial officer, stated, “We worked diligently with Starwood to structure a transaction that is strategically and financially sound for both parties. Although we have arranged a bridge loan commitment with Goldman, Sachs & Co. and Deutsche Bank Securities Inc., we expect to obtain permanent financing through a variety of attractive options including unsecured and secured debt, asset sales, and potentially arranging a third party joint venture for the European assets.”

EBITDA and FFO per diluted share are non-GAAP financial measures within the meaning of the rules of the Securities and Exchange Commission (SEC). See the discussion included in this press release for information regarding the non-GAAP financial measures.

Transaction Advisors

Goldman, Sachs & Co. served as financial advisor to the Company; Latham & Watkins LLP served as the Company’s lead transaction counsel. Additionally, Goldman, Sachs & Co. and Deutsche Bank Securities, Inc. are acting as co-lead arrangers and joint book running managers for the Company for the bridge loan.
[image: ]

· The forecast 2006 EBITDA and FFO per diluted share information for the Starwood portfolio are provided on a stand-alone basis and assume a January 1, 2006 closing. The effect of the acquisition on the Company’s 2006 results will depend on the timing of the closing of the transaction and, as noted earlier, the closing is not expected to occur until the first quarter of 2006 and the closing of some or all of the assets may not occur, or could be deferred until a later time, depending on various circumstances.
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Conference Call Information[image: ]

The Company will host a conference call for investors and other interested parties today at 10 a.m. Eastern Time (ET). Interested individuals are invited to listen to the call on the Internet at http://www.hostmarriott.com or by telephone at 719-785-9445. It is recommended that participants call 10 minutes ahead of the scheduled start time to ensure proper connection.

Additional Information about the Proposed Transaction and Where to Find It

In connection with the proposed transactions, the Company will file a proxy statement/prospectus as part of a registration statement on Form S-4 and other documents regarding the proposed transactions with the Securities and Exchange Commission (“SEC”). Investors and security holders are urged to read the proxy statement/prospectus when it becomes available because it will contain important information about the Company, Starwood Hotels & Resorts and the proposed transaction. A definitive proxy statement/prospectus will be sent to stockholders of the Company seeking their approval of the issuance of Host Marriott Corporation common stock in the transactions contemplated by the master agreement. Investors and security holders may obtain a free copy of the definitive proxy statement/prospectus (when available) and other documents filed by the Company with the SEC at the SEC’s web site at www.sec.gov. The definitive proxy statement/prospectus and other relevant documents may also be obtained, when available, free of cost by directing a request to Host Marriott Corporation, 6903 Rockledge Drive, Suite 1500, Bethesda, MD 20817, Attention Investor Relations, (telephone 240-744-1000). Investors and security holders are urged to read the proxy statement/prospectus and other relevant material when they become available before making any voting or investment decisions with respect to the proposed transactions.

The Company and its directors and executive officers may be deemed, under SEC rules, to be participants in the solicitation of proxies from the stockholders of Host Marriott Corporation in respect of the
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proposed transaction. Information about the Company and its directors and executive officers, and their ownership of securities in the Company, is set forth in the proxy statement for Host Marriott Corporation’s 2005 Annual Meeting of Stockholders, which was filed with the SEC on April 11, 2005. Additional information regarding the direct and indirect interests of those persons may be obtained by reading the proxy statement/prospectus regarding the proposed transactions when it becomes available.[image: ]

This communication shall not constitute an offer to sell or the solicitation of an offer to sell or the solicitation of an offer to buy any securities, nor shall there be any sale of securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such jurisdiction. No offering of securities shall be made except by means of a prospectus meeting the requirements of Section 10 of the Securities Act of 1933, as amended.

About Host Marriott

Host Marriott is a Fortune 500 lodging real estate company that currently owns or holds controlling interests in 107 upper upscale and luxury hotel properties primarily operated under premium brands, such as Marriott®, Ritz-Carlton®, Hyatt®, Four Seasons®, Fairmont®, Hilton® and Westin® (*). For further information, please visit the Company’s website at www.hostmarriott.com.

Cautionary Language Concerning Forward-Looking Statements

This press release contains forward-looking statements within the meaning of federal securities regulations. These forward-looking statements are identified by their use of terms and phrases such as “anticipate,” “believe,” “could,” estimate,” “expect,” “intend,” “may,” “plan,” predict,” “project,” “will,” “continue” and other similar terms and phrases, including references to assumption and forecasts of future results, statements about the expected scope and timing of the acquisition, expected earnings, FFO per diluted share and credit effects of the acquisition, consequences of management efforts, opportunities for growth and expectations as to timing, nature and terms of financing and other sources of funds. Forward-looking statements are not guarantees of future performance and involve known and unknown risks, uncertainties and other factors which may cause the actual results to differ materially from those anticipated at the time the forward-looking statements are made. These risks include, but are not limited to: national and local economic and business conditions, including the potential for terrorist attacks, that will affect occupancy rates at our hotels and the demand for hotel products and services; operating risks
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associated with the hotel business; risks associated with the level of our indebtedness and our ability to meet covenants in our debt agreements; relationships with property managers; our ability to maintain our properties in a first-class manner, including meeting capital expenditure requirements; our ability to compete effectively in areas such as access, location, quality of accommodations and room rate structures; changes in travel patterns, taxes and government regulations which influence or determine wages, prices, construction procedures and costs; our ability to complete pending acquisitions and dispositions; and our ability to continue to satisfy complex rules in order for us to qualify as a real estate investment trust for federal income tax purposes and other risks and uncertainties associated with our business described in the Company’s filings with the SEC. The completion of the transaction with Starwood (either in whole or in part relating to the acquisition of certain hotels) is subject to numerous closing conditions and there can be no assurances that the transactions as a whole, or portions of it will be completed. These closing conditions include, but are not limited to: the Company receiving approval from its stockholders to issue shares in connection with the transactions contemplated by the master agreement, obtaining various lender consents and regulatory approvals, the accuracy of representations and warranties and compliance with covenants, the absence of material events or conditions, and other customary closing conditions. Our expectations as to the financial consequences of the acquisition may be affected by the risks noted above and factors unique to acquisitions, including the timing and successful integration these hotels into our portfolio and the number and location of the hotels we ultimately acquire with the acquisition. Although the Company believes the expectations reflected in such forward-looking statements are based upon reasonable assumptions, it can give no assurance that the expectations will be attained or that any deviation will not be material. All information in this release is as of November 14, 2005, and the Company undertakes no obligation to update any forward-looking statement to conform the statement to actual results or changes in the Company’s expectations.[image: ]

· This press release contains registered trademarks that are the exclusive property of their respective owners, which are companies other than us. The owners of these trademarks have no responsibility or liability for the information contained in this press release.

· # #
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	#
	
	Asset
	City
	State
	Country
	Rooms
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	1
	Sheraton New York Hotel
	New York
	NY
	USA
	1,746
	

	2
	Sheraton Centre Toronto Hotel
	Toronto
	
	
	Canada
	1,377
	

	3
	Sheraton Boston Hotel
	Boston
	MA
	USA
	1,216
	

	4
	Sheraton San Diego Hotel & Marina
	San Diego
	CA
	USA
	1,044
	

	5
	The Westin Seattle
	Seattle
	WA
	USA
	891
	

	6
	Le Centre Sheraton Montreal Hotel
	Montreal
	
	
	Canada
	825
	

	7
	The Westin Los Angeles Airport
	Los Angeles
	CA
	USA
	740
	

	8
	W New York
	New York
	NY
	USA
	688
	

	9
	Sheraton Roma Hotel & Conference Center
	Rome
	
	
	Italy
	634
	

	10
	The Westin Indianapolis
	Indianapolis
	IN
	USA
	573
	

	11
	Sheraton Indianapolis Hotel & Suites
	Indianapolis
	IN
	USA
	560
	

	12
	The Westin Mission Hills Resort & Spa
	Rancho Mirage
	CA
	USA
	512
	

	13
	The Westin Palace, Madrid, a Luxury Collection Hotel
	Madrid
	
	
	Spain
	468
	

	14
	The Westin Cincinnati
	Cincinnati
	OH
	USA
	456
	

	15
	Sheraton Stamford Hotel
	Stamford
	CT
	USA
	448
	

	16
	The Westin Tabor Center
	Denver
	CO
	USA
	430
	

	17
	W Seattle
	Seattle
	WA
	USA
	426
	

	18
	The Westin South Coast Plaza
	Costa Mesa
	CA
	USA
	390
	

	19
	Sheraton Milwaukee Brookfield Hotel
	Brookfield
	WI
	USA
	389
	

	20
	Sheraton Santiago Hotel and Convention Center
	Santiago
	
	
	Chile
	379
	

	21
	Sheraton Braintree Hotel
	Braintree
	MA
	USA
	374
	

	22
	Sheraton Parsippany Hotel
	Parsippany
	NJ
	USA
	370
	

	23
	Sheraton Skyline Hotel & Conference Centre
	Hayes
	
	
	United Kingdom
	350
	

	24
	Sheraton Warsaw Hotel & Towers
	Warsaw
	
	
	Poland
	350
	

	25
	The Westin Waltham-Boston
	Waltham
	MA
	USA
	346
	

	26
	Sheraton Hamilton Hotel
	Hamilton
	
	
	Canada
	301
	

	27
	Sheraton Fiji Resort
	Nadi
	
	
	Fiji
	281
	

	28
	The Westin Royal Denarau Resort
	Nadi
	
	
	Fiji
	273
	

	29
	The Westin Grand, Washington, D.C.
	Washington
	D.C. USA
	263
	

	30
	Sheraton Suites Tampa Airport
	Tampa
	FL
	USA
	259
	

	31
	Sheraton Needham Hotel
	Needham
	MA
	USA
	247
	

	32
	St. Regis Hotel, Houston
	Houston
	TX
	USA
	232
	

	33
	The Westin Palace, Milan, a Luxury Collection Hotel
	Milan
	
	
	Italy
	228
	

	34
	Sheraton Tucson Hotel & Suites
	Tucson
	AZ
	USA
	216
	

	35
	Sheraton Providence Airport Hotel
	Warwick
	RI
	USA
	206
	

	36
	The Westin Europa & Regina, Venice
	Venice
	
	
	Italy
	185
	

	37
	Capitol Hill Suites
	Washington
	D.C. USA
	152
	

	38
	San Cristobal Tower, a Luxury Collection Hotel
	Santiago
	
	
	Chile
	139
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Total Portfolio
	
	
	
	
	
	
	
	
	18,964
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Percentage of Revenues for Host Marriott Corporation and the Starwood Portfolio by Region, Brand and Property Type based on Forecast 2005 Revenues[image: ]

	
	
	
	
	
	
	Host Marriott
	New Portfolio
	Combined
	Percentage
	

	Region
	%
	
	%
	
	%
	
	Change
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Atlanta
	8%
	0%
	6%
	(2%)
	

	
	DC Metro
	11%
	2%
	9%
	(2%)
	

	
	Florida
	15%
	1%
	12%
	(3%)
	

	
	Hawaii
	5%
	0%
	4%
	(1%)
	

	
	International
	3%
	29%
	9%
	6%
	

	
	Middle Atlantic
	16%
	21%
	17%
	1%
	

	
	Mountain
	3%
	2%
	2%
	(1%)
	

	
	New England
	5%
	12%
	7%
	2%
	

	
	North Central
	7%
	7%
	7%
	0%
	

	
	Pacific
	20%
	24%
	21%
	1%
	

	
	South Central
	7%
	2%
	6%
	(1%)
	

	
	
	
	
	
	
	Host Marriott
	New Portfolio
	Combined
	Percentage
	

	Brand
	%
	
	%
	
	%
	
	Change
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Marriott®
	70%
	0%
	53%
	(17%)
	

	
	Ritz-Carlton®
	12%
	0%
	9%
	(3%)
	

	
	Hyatt®
	9%
	0%
	7%
	(2%)
	

	
	Fairmont®
	2%
	0%
	2%
	0%
	

	
	Westin®
	1%
	33%
	9%
	8%
	

	
	Sheraton®
	0%
	55%
	14%
	14%
	

	
	W Hotels®
	0%
	9%
	2%
	2%
	

	
	Other
	6%
	3%
	4%
	(2%)
	

	
	
	
	
	
	
	Host Marriott
	New Portfolio
	Combined
	Percentage
	

	Type
	%
	
	%
	
	%
	
	Change
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Urban
	52%
	71%
	57%
	5%
	

	
	Resort
	20%
	9%
	17%
	(3%)
	

	
	Suburban
	19%
	10%
	17%
	(2%)
	

	
	Airport
	9%
	10%
	9%
	0%
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HOST MARRIOTT CORPORATION[image: ]

Reconciliation of Net Income to EBITDA for the Starwood Portfolio on a Stand-Alone Basis

for the Calendar Year 2006 Forecasts (1)

(unaudited, in millions)

	
	
	
	
	
	Calendar Year 2006 Forecasts
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Low-end
	
	High-end
	

	
	
	
	
	
	of Range
	
	of Range
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Forecast net income
	$
	93
	
	$
	103
	
	

	
	Interest expense
	
	
	135
	
	
	135
	
	

	
	Depreciation and amortization
	
	
	120
	
	
	120
	
	

	
	Income taxes
	
	
	7
	
	
	7
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	Property-level EBITDA
	$
	355
	
	$
	365
	
	

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	


[image: ][image: ][image: ][image: ][image: ][image: ]

See the notes following the table reconciling net income to FFO per diluted share for assumptions relating to the calendar year 2006 forecasts.
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Reconciliation of Net Income to Funds From Operations per Diluted Share for

the Starwood Portfolio on a Stand-Alone Basis for the Calendar Year 2006 Forecasts (1)

(unaudited, in millions, except per share amounts)

	
	
	
	
	
	Low-end of Range
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Calendar Year 2006 Forecast
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Per Share
	

	
	
	
	
	Income (Loss)
	Shares
	Amount
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Forecast net income
	$
	93
	
	133.5
	
	
	$
	.69
	
	
	

	
	Adjustments:
	
	
	
	
	
	
	
	
	
	
	

	
	Depreciation and amortization
	
	120
	
	—
	
	.90
	
	
	

	
	Incremental corporate expenses
	
	(4)
	—
	
	(.03)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	FFO per diluted share
	$
	209
	
	133.5
	
	
	$
	1.56
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	High-end of Range
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	Calendar Year 2006 Forecast
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Per Share
	

	
	
	
	
	Income (Loss)
	Shares
	Amount
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Forecast net income
	$
	103
	
	133.5
	
	
	$
	.77
	
	
	

	
	Adjustments:
	
	
	
	
	
	
	
	
	
	
	

	
	Depreciation and amortization
	
	120
	
	—
	
	.90
	
	
	

	
	Incremental corporate expenses
	
	(4)
	—
	
	(.03)
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	FFO per diluted share
	$
	219
	
	133.5
	
	
	$
	1.64
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


[image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ][image: ]

(1) The calendar year 2006 forecasts are based on the following assumptions:

· RevPAR will increase 7% to 9% for the calendar year 2006 for the low and high ends of the forecasted range, respectively;

· The issuance of 133,529,412 shares of common stock at a per share price of $17.00;

· The assumption of approximately $700 million of debt at an average rate of 7.5%;

· Debt financing of $1.2 billion at an average rate of approximately 7.0%;

· Estimated incremental corporate expenses for the Company of approximately $4 million; and

· Transaction costs of approximately 2% to 3% of the purchase price.

The amounts shown in the forecasts are based on these and other assumptions, as well as management’s estimate of operations for calendar year 2006 for the Starwood Portfolio on a stand-alone basis. These forecasts are forward-looking and are not guarantees of future performance and involve known and unknown risks, uncertainties and other factors which may cause actual transactions, results and performance to differ materially from those expressed or implied by these forecasts. Although the Company believes the expectations reflected in the forecasts are based upon reasonable
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Reconciliation of Net Income to Funds From Operations per Diluted Share for

the Starwood Portfolio on a Stand-Alone Basis for the Calendar Year 2006 Forecasts (1)

(unaudited, in millions, except per share amounts)

assumptions, it can give no assurance that the expectations will be attained or that the results will not be materially different than those expressed above.

Risks that may affect these assumptions and forecasted results include, but are not limited to, the following:

· the level of RevPAR growth may change significantly as the result of the completion of individual hotel budgets later this year;

· the level of capital expenditures may change significantly as the result of completion of individual hotel budgets later this year; any increase or decrease in capital expenditures will directly affect the level of depreciation expense and net income; and

· other risks and uncertainties associated with our business described herein and in the Company’s filings with the SEC.

The effect of the acquisition on the Company’s 2006 results will depend on the timing of the transaction. The closing is not expected to occur until near the end of the first quarter 2006 and the closing of some or all of the assets may be later. However, for purposes of estimating a full-year’s accretion to the Company’s FFO per diluted share, a January 1, 2006 closing was assumed.
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Notes to Financial Information

Non-GAAP Financial Measures

Included in this press release are certain “non-GAAP financial measures,” which are measures of historical or future financial performance that are not calculated and presented in accordance with U.S. generally accepted accounting principles, or GAAP, within the meaning of applicable SEC rules. They are as follows:
(i) Funds From Operations (FFO) per diluted share and (ii) Earnings before Interest Expense, Income Taxes, Depreciation and Amortization (EBITDA). The following discussion defines these terms and presents why we believe they are useful supplemental measures of performance.

FFO per Diluted Share

We present FFO per diluted share as a non-GAAP measure of performance in addition to earnings per share (calculated in accordance with GAAP). We calculate FFO per diluted share for a given operating period as FFO (defined as set forth below) for such period divided by the number of fully diluted shares outstanding during such period. The National Association of Real Estate Investment Trusts (NAREIT) defines FFO as net income (calculated in accordance with GAAP) excluding gains (losses) from sales of real estate, the cumulative effect of changes in accounting principles, real estate-related depreciation and amortization and adjustments for unconsolidated partnerships and joint ventures. We present FFO on a per share basis after making adjustments for the effects of dilutive securities and the payment of preferred stock dividends, in accordance with NAREIT guidelines.

FFO per diluted share of the Starwood portfolio on a stand-alone basis was calculated by determining the FFO of the portfolio at the property level and then subtracting (1) estimated interest expense of the debt we expect to incur or assume to finance the portfolio and (2) estimated incremental corporate expenses incurred as a result of the acquisition. The resulting FFO amount was divided by the number of shares expected to be issued to Starwood shareholders in the acquisition to determine a per diluted share amount.

We believe that FFO per diluted share is a useful supplemental measure of operating performance and that the presentation of FFO per diluted share, when combined with the primary GAAP presentation of earnings per share, provides beneficial information to investors. By excluding the effect of real estate depreciation, amortization and gains and losses from sales of real estate, all of which are based on historical cost accounting and which may be of lesser significance in evaluating current performance, we believe such measures can facilitate comparisons of operating performance between periods and with other REITs, even though FFO per diluted share does not represent an amount that accrues directly to holders of our common stock. Historical cost accounting for real estate assets implicitly assumes that the value of real estate assets diminishes predictably over time. As noted by NAREIT in its April 2002 “White Paper on Funds From Operations,” since real estate values have historically risen or fallen with market conditions, many industry investors have considered presentation of operating results for real estate companies that use historical cost accounting to be insufficient by themselves. For these reasons, NAREIT adopted the definition of FFO in order to promote an industry-wide measure of REIT operating performance.

Property-level EBITDA

EBITDA is a commonly used measure of performance in many industries. Management believes property-level EBITDA provides useful information to investors regarding the results of operations because it helps us and our investors evaluate the ongoing operating performance of our properties and facilitates comparisons between us and other lodging REITs, hotel owners who are not REITs and other capital-intensive companies. Management uses EBITDA to evaluate property-level results and as one measure in determining the value of acquisitions and dispositions and, like FFO per diluted share, it is widely used by management in the annual budget process.

Limitations on the Use of FFO per Diluted Share and EBITDA

We calculate FFO per diluted share in accordance with standards established by NAREIT, which may not be comparable to measures calculated by other companies who do not use the NAREIT definition of FFO or calculate FFO per diluted share in accordance with NAREIT guidance. In addition, although FFO per diluted share is a useful measure when comparing our results to other REITs, it may not be helpful to investors when comparing us to non-REITs.
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Notes to Financial Information

EBITDA, as presented, may also not be comparable to measures calculated by other companies. This information should not be considered as an alternative to net income, operating profit, cash from operations or any other operating performance measure calculated in accordance with GAAP. Cash expenditures for various long-term assets (such as renewal and replacement capital expenditures), interest expense (for EBITDA) and other items have been and will be incurred and are not reflected in the EBITDA and FFO per diluted share presentations. In addition, because the EBITDA presented is at the property level, corporate expenses (including incremental corporate expenses expected to be incurred as a result of the acquisition) are not reflected in the presentation. Management compensates for these limitations by separately considering the impact of these excluded items to the extent they are material to operating decisions or assessments of our operating performance. Our consolidated statement of operations and cash flows include interest expense, capital expenditures, and other excluded items, all of which should be considered when evaluating our performance, as well as the usefulness of our non-GAAP financial measures. Additionally, FFO per diluted share and EBITDA should not be considered measures of our liquidity or indicative of funds available to fund our cash needs, including our ability to make cash distributions. In addition, FFO per diluted share does not measure, and should not be used as a measure of, amounts that accrue directly to stockholders’ benefit.
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