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Delaware Delaware

(State or other jurisdiction of (State or other jurisdiction of

incorporation or organization) incorporation or organization)

46-3140312 27-3559821

(I.R.S. Employer (I.R.S. Employer

Identification No.) Identification No.)

11525 N. Community House Road, Suite 100 11525 N. Community House Road, Suite 100
Charlotte, North Carolina 28277 Charlotte, North Carolina 28277

(Address of principal executive offices, zip code)  (Address of principal executive offices, zip code)
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
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any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).

Extended Stay America, Inc. Yes x No ~

ESH Hospitality, Inc. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company or an emerging growth company. See the definitions of “large accelerated filer,”
“accelerated filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act.
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ESH Hospitality, Inc. Large accelerated filer x Accelerated filer ~
Non-accelerated filer Smaller reporting ..
company

Emerging growth company ~

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ~

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

188,287,660 shares of common stock, par value $0.01 per share, of Extended Stay America, Inc., which are attached
to and traded together with 188,287,660 shares of Class B common stock, par value $0.01 per share, of ESH
Hospitality, Inc., and 250,493,583 shares of Class A common stock, par value $0.01 per share, of ESH Hospitality,
Inc., were all outstanding as of October 29, 2018.
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ABOUT THIS COMBINED QUARTERLY REPORT

This combined quarterly report on Form 10-Q 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 Nasdaq Global Select Market ("Nasdaq") as Paired
Shares, as defined herein. As further discussed herein, 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 their
subsidiaries considered as a single enterprise.

As required by Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 810,
Consolidation, 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.
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-Q, any material
differences between the Corporation and ESH REIT are discussed herein.

This combined quarterly report on Form 10-Q presents the following sections or portions of sections separately for
each of the Company, on a consolidated basis, and ESH REIT, where applicable:

Part I Item 1 — Unaudited Financial Statements

Part I Item 2 — Management’s Discussion and Analysis of Financial Condition and Results of Operations

Part I Item 3 — Quantitative and Qualitative Disclosures About Market Risk

Part I Item 4 — Controls and Procedures

This combined quarterly report also includes 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 each registrant has 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, as amended
(the “Exchange Act”), and 18 U.S.C. §1350.

We believe combining the quarterly reports on Form 10-Q 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, as defined herein, gives them an ownership interest in our hotel properties through ESH REIT and in
the operation, management, development and franchising of 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 both the Corporation and ESH REIT; and

Creates time and cost efficiencies through the preparation of one combined report instead of two separate reports.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This combined quarterly report on Form 10-Q contains “forward-looking statements” within the meaning of the federal
securities laws. All statements other than statements of historical facts included in this combined quarterly report on
Form 10-Q may be forward-looking, including statements regarding, among other things, our ability to meet our debt
service obligations, future capital expenditures (including future acquisitions and/or hotel renovation programs),
distribution policies, development, growth and franchise opportunities, anticipated benefits or use of proceeds from
any dispositions, plans, objectives, goals, beliefs, business strategies, future events, business conditions, results of
operations, financial position and our business outlook and business trends.

When used in this combined quarterly report on Form 10-Q, the words “believe,” “expect,” “anticipate,” “intend,” “estimate,”
“will,” “look forward to” 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 differ materially from what is
expressed in or indicated by the forward-looking statements.

As disclosed in our combined annual report on Form 10-K filed with the U.S. Securities and Exchange Commission
(“SEC”) on February 27, 2018 and in other filings with the SEC, 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 quarterly report on Form 10-Q. You should evaluate all
forward-looking statements made in this combined quarterly report on Form 10-Q 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 may be 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 have the
results or effect on us or our business in the way expected. In particular, no assurance can be given that any of our
planned or expected strategic initiatives or objectives discussed herein or in other filings with the SEC will be initiated
or completed on our expected timing or at all. 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.
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PART I — FINANCIAL INFORMATION

Item 1. Unaudited Financial Statements

EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

AS OF SEPTEMBER 30, 2018 AND DECEMBER 31, 2017
(In thousands, except share and per share data)

(Unaudited)

ASSETS

PROPERTY AND EQUIPMENT - Net of accumulated depreciation of $1,164,702 and
$1,142,799

RESTRICTED CASH

CASH AND CASH EQUIVALENTS

INTANGIBLE ASSETS - Net of accumulated amortization of $10,701 and $9,690
GOODWILL

ACCOUNTS RECEIVABLE - Net of allowance for doubtful accounts of $1,886 and
$2,206

DEFERRED TAX ASSETS

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND EQUITY

LIABILITIES:

Term loan facilities payable - Net of unamortized deferred financing costs and debt
discount

of $15,675 and $18,695

Senior notes payable - Net of unamortized deferred financing costs and debt discount
of $27,241 and $30,344

Mandatorily redeemable preferred stock - $0.01 par value, $1,000 redemption value,
8.0%, 350,000,000 shares authorized, 7,133 shares issued and outstanding

Accounts payable and accrued liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (Note 9)

EQUITY:

Common stock - $0.01 par value, 3,500,000,000 shares authorized, 188,517,065 and
192,099,933 shares issued and outstanding

Additional paid in capital

Retained earnings

Accumulated other comprehensive income

Total Extended Stay America, Inc. shareholders’ equity

Noncontrolling interests

Total equity

TOTAL LIABILITIES AND EQUITY

See accompanying notes to unaudited condensed consolidated financial statements.
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September 30, December 31,

2018

$ 3,468,792

16,286
370,355
27,057
45,777

24,176

13,658
66,471
$4,032,572

$ 1,198,969

1,272,759

7,133

235,212
2,714,073

1,885

749,381
90,135
3,544
844,945
473,554
1,318,499
$4,032,572

2017

$3,753,134

37,631
113,343
27,043
48,866

21,578

8,125
66,285
$ 4,076,005

$ 1,265,112

1,269,656

7,133

188,257
2,730,158

1,921

768,679
6,917
3,066
780,583
565,264
1,345,847
$4,076,005
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017

(In thousands, except per share data)
(Unaudited)

REVENUES:

Room revenues

Other hotel revenues

Franchise and management fees

Other revenues from franchised and managed properties
Total revenues

OPERATING EXPENSES:

Hotel operating expenses

General and administrative expenses

Depreciation and amortization

Impairment of long-lived assets

Other expenses from franchised and managed properties

Total operating expenses

GAIN (LOSS) ON SALE OF HOTEL PROPERTIES (Note 4)
OTHER INCOME

INCOME FROM OPERATIONS

OTHER NON-OPERATING (INCOME) EXPENSE
INTEREST EXPENSE, NET

INCOME BEFORE INCOME TAX EXPENSE

INCOME TAX EXPENSE

NET INCOME

NET INCOME ATTRIBUTABLE TO NONCONTROLLING
INTERESTS

NET INCOME ATTRIBUTABLE TO EXTENDED STAY AMERICA,

INC. COMMON SHAREHOLDERS

NET INCOME PER EXTENDED STAY AMERICA, INC. COMMON

SHARE:
Basic
Diluted

WEIGHTED-AVERAGE EXTENDED STAY AMERICA, INC.

COMMON SHARES OUTSTANDING:
Basic
Diluted

Three Months Ended
September 30,

2018 2017
$340,917 $345,089
5,943 5,777
1,446 —
348,306 350,866
2,770 —
351,076 350,866
156,341 152,155
21,921 23,823
52,138 57,314
230,400 233,292
2,770 —
233,170 233,292
3,517 —

39 344
121,462 117,918
(251 ) (278
31,007 31,651
90,706 86,545
15,014 20,295
75,692 66,250
(3,790 ) (12,374
$71902 $53,876
$0.38 $0.28
$0.38 $0.28
188,822 192,357
189,253 193,331

See accompanying notes to unaudited condensed consolidated financial statements.

Nine Months Ended
September 30,
2018 2017
$958,075 $963,505
16,710 16,715
3,493 —
978,278 980,220
7,066 —
985,344 980,220
443,025 442,726
71,406 75,560
159,652 172,789
43,600 20,357
717,683 711,432
7,066 —
724,749 711,432
41,599 (1,897
501 2,400
302,695 269,291
) 48 (426
95,072 96,958
207,575 172,759
35,218 40,721
172,357 132,038
) (20,547 ) (3,286

$151,810

$0.80
$0.80

189,681
190,111

$128,752

$0.67
$0.66

193,399
194,001

)
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017
(In thousands)

(Unaudited)
Three Months Nine Months Ended
Ended September 30
September 30, ’
2018 2017 2018 2017
NET INCOME $75,692 $66,250 $172,357 $132,038
OTHER COMPREHENSIVE INCOME, NET OF TAX:
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS:
FOREIGN CURRENCY TRANSLATION GAIN (LOSS), NET OF TAX L 65 (52 ) 470
OF $0, $0 AND $(125)
RECLASSIFICATION ADJUSTMENT - SALE OF CANADIAN L o o 10913
HOTEL PROPERTIES, NET OF TAX OF $(3,599) ’
TOTAL FOREIGN CURRENCY TRANSLATION ADJUSTMENTS — 65 (52 ) 11,383

DERIVATIVE ADJUSTMENTS:

INTEREST RATE CASH FLOW HEDGE (LOSS) GAIN, NET OF TAX
OF $(25), $25, $190 and $57

RECLASSIFICATION ADJUSTMENT - AMOUNTS RECLASSIFIED

157 ) (e ) 1,752 (509 )

TO NET INCOME, NET OF TAX OF $0 o 103 T 706
TOTAL DERIVATIVE ADJUSTMENTS (157 ) 87 1,752 197
COMPREHENSIVE INCOME 75,535 66,402 174,057 143,618

COMPREHENSIVE INCOME ATTRIBUTABLE TO
NONCONTROLLING INTERESTS

COMPREHENSIVE INCOME ATTRIBUTABLE TO EXTENDED
STAY AMERICA, INC. COMMON SHAREHOLDERS

See accompanying notes to unaudited condensed consolidated financial statements.

(3,713 ) (12,423 ) (21,392 ) (7,271 )

$71,822 $53,979 $152,665 $136,347
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017

(In thousands, except per share data)
(Unaudited)

Common Stock

Shares  Amount

BALANCE - January 1
2017

Net income

Foreign currency
translation, net of tax
Interest rate cash flow
hedge gain, net of tax
Repurchase of
Corporation common
stock and ESH REIT
Class B common stock
(Paired Shares)
Corporation common
distributions - $0.18 per —
common share

ESH REIT common
distributions - $0.43 per —
Class B common share
ESH REIT preferred
distributions

Adjustment to
noncontrolling interest

for change in ownership
of ESH REIT
Equity-based
compensation
BALANCE -
September 30, 2017

195,407 $1,957

(3,430 ) 37 )

317 3

192,294 $1,923
Common Stock
Amount

Shares

192,100 $1,921

Ac!lelonal Retained
Paid in Earnings
Capital &

$774811 $23,679
128,752

(37,253 )

(35,140 )

(6,627 ) —

2,130
$770,314 $80,038

Additional )
Paid in Retained

Capital Earnings

$768,679 $6,917

Total
Accumulated Extended
Other Stay Non-
. . . Total
ComprehensivAmerica, controlling uit
(Loss) Inc. Interests quity
Income Shareholders'
Equity
$ (5,615 ) $794,832  $582,407 $1,377,239
— 128,752 3,286 132,038
7,507 7,507 3,876 11,383
88 88 109 197
— (37,290 ) (21,491 ) (58,781 )
— (35,140 ) — (35,140 )
— — (83,975 ) (83,975 )
— — (12 ) (12 )
— (6,627 ) 6,627 —
— 2,133 3,333 5,466
$ 1,980 $854,255 $494,160 $1,348,415
Total
Accumulated Extended
Stay Non-
Other . . Total
Comprehensi America, controlling Bauit
Incorrr;e \i%c. Interests quity
Shareholders'
Equity
$ 3,066 $780,583  $565,264 $1,345,847
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BALANCE - January 1,
2018

Net income

Foreign currency
translation loss, net of
tax

Cumulative effect
adjustment of ASU
2017-12

Interest rate cash flow
hedge gain, net of tax
Repurchase of
Corporation common
stock and ESH REIT
Class B common stock
(Paired Shares)
Corporation common
distributions - $0.16 per
common share

ESH REIT common
distributions - $0.49 per
Class B common share
ESH REIT preferred
distributions
Adjustment to
noncontrolling interest

Edgar Filing: Extended Stay America, Inc

for change in ownership

of ESH REIT
Equity-based
compensation
BALANCE -
September 30, 2018

(3,987 ) (40
404 4
188,517

$1,885 $749,381 $90,135 § 3,544

(12,196

(7,019

(83

151,810

377

(50,664 )

) (18,305 )

)_

)_

(52

(377

907

.- Form 10-Q

151,810

) (52

907

(50,704

(30,501

(7,019

79

$ 844,945

See accompanying notes to unaudited condensed consolidated financial statements.
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20,547 172,357

) — (52

845 1,752

) (28,972 ) (79,676

) — (30,501

(93,371 ) (93,371

(12 ) (12

) 7,019 —

) 2,234 2,155

$473,554 $1,318,499

10
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017
(In thousands)

(Unaudited)

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 (gain)

Loss on interest rate swap

Amortization and write-off of deferred financing costs and debt discount
Amortization and write-off of above-market ground leases

Debt prepayment and extinguishment costs

Loss on disposal of property and equipment

(Gain) loss on sale of hotel properties

Impairment of long-lived assets

Equity-based compensation

Deferred income tax benefit

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 hotel property

Development in process payments

Proceeds from sale of hotel properties

Proceeds from insurance and related recoveries

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:

Principal payments on term loan facilities

Proceeds from revolving credit facilities

Payments on revolving credit facilities

Debt prepayment and extinguishment costs

Tax withholdings related to restricted stock unit settlements
Repurchase of Corporation common stock and ESH REIT Class B common stock (Paired
Shares)

Repurchase of Corporation mandatorily redeemable preferred stock
Corporation common distributions

ESH REIT common distributions

ESH REIT preferred distributions

Net cash used in financing activities

Nine Months Ended
September 30,
2018 2017

$172,357 $132,038

158,647 171,784
1,005 1,005

48 (782 )
— 709

6,618 6,072
(240 ) (102 )
1,183 1,168
2,617 8,065

(41,599 ) 1,897
43,600 20,357
5,999 9,049
5,724 ) (2,602 )

2,273 ) (6,754 )
(837 ) 4,212 )
41,649 32,895
383,050 370,587

(106,394 ) (132,875)
12,729 ) —
(28,414 ) —
274,100 47,952
4,533 471
131,096 (84,452 )

(69,163 ) (12,976 )

— 105,000
— (150,000 )
(1,183 ) (1,168 )
(3,989 ) (3,548 )
(79,676 ) (58,781 )
— (14,069 )
(30,737 ) (34,978 )
(93,652 ) (83,616 )
12 ) (16 )
(278,412 ) (254,152)
67 ) 275
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CHANGES IN CASH, CASH EQUIVALENTS AND RESTRICTED CASH DUE TO
CHANGES IN FOREIGN CURRENCY EXCHANGE RATES

NET INCREASE IN CASH, CASH EQUIVALENTS AND RESTRICTED CASH 235,667
CASH, CASH EQUIVALENTS AND RESTRICTED CASH - Beginning of period 150,974
CASH, CASH EQUIVALENTS AND RESTRICTED CASH - End of period $386,641
SUPPLEMENTAL CASH FLOW INFORMATION:

Cash payments for interest, excluding prepayment and other penalties $71,130
Cash payments for income taxes, net of refunds of $96 and $403 $28,303
NONCASH INVESTING AND FINANCING ACTIVITIES:

Capital expenditures included in accounts payable and accrued liabilities $20,829
Proceeds from sale of hotel properties included in other assets $—

Corporation common stock distributions included in accounts payable and accrued liabilities ~ $298
ESH REIT common stock distributions included in accounts payable and accrued liabilities $697
See accompanying notes to unaudited condensed consolidated financial statements.
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32,258
105,772
$138,03

$77,346
$37,192

$17,132
$12,675
$721
$1,623

0
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EXTENDED STAY AMERICA, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

AS OF SEPTEMBER 30, 2018 AND DECEMBER 31, 2017 AND FOR THE THREE AND NINE MONTHS
ENDED

SEPTEMBER 30, 2018 AND 2017

(Unaudited)

1.BUSINESS, ORGANIZATION AND BASIS OF CONSOLIDATION

Extended Stay America, Inc. (the “Corporation”) was incorporated in the state of Delaware on July 8, 2013. 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 Corporation owns, and is expected to continue to
own, all of the issued and outstanding Class A common stock of ESH REIT, which, as of September 30, 2018,
represents approximately 57% 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 its consolidated subsidiaries,
including ESH REIT.

A “Paired Share” consists 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. Each
outstanding share of Corporation common stock is attached to and trades with one share of ESH REIT Class B
common stock.

The Company is an integrated owner/operator of Extended Stay America branded hotels and is also engaged in
franchising and managing extended stay hotels for third parties in the U.S. As of September 30, 2018, the Company
owned and operated 567 hotel properties in 40 U.S. states consisting of approximately 62,700 rooms, and franchised
or managed 59 hotel properties for third parties consisting of approximately 6,200 rooms. All system-wide hotels are
operated under the Extended Stay America brand. As of December 31, 2017, the Company owned and operated 624
hotel properties in 44 U.S. states consisting of approximately 68,600 rooms and managed three hotels under
short-term management agreements.

Hotel properties owned by the Company are owned by wholly-owned subsidiaries of ESH REIT and are operated by
wholly-owned subsidiaries of the Corporation (the “Operating Lessees”) pursuant to leases between the entities. The
hotels are managed by ESA Management LLC (“ESA Management”), a wholly-owned subsidiary of the Corporation,
which also manages hotels on behalf of third parties. The Extended Stay America brand is owned by ESH Hospitality
Strategies LLC (“ESH Strategies™), also a wholly-owned subsidiary of the Corporation. ESH Strategies licenses the
brand and intellectual property related to our businesses to its subsidiaries, ESH Strategies Branding LLC and ESH
Strategies Franchise LLC, which license them to the Operating Lessees and third parties, respectively.

As of September 30, 2018 and December 31, 2017, the Corporation had approximately 188.5 million shares and 192.1
million shares of common stock outstanding, respectively. As of September 30, 2018 and December 31, 2017, ESH
REIT’s common equity consisted of the following: (i) approximately 250.5 million shares of Class A common stock
outstanding (approximately 57% of its common equity), all of which were owned by the Corporation, and (ii)
approximately 188.5 million shares and 192.1 million shares of Class B common stock outstanding, respectively,
approximately 43% of its common equity.

Paired Share Repurchase Program—In January and February 2018, the Boards of Directors of the Corporation and ESH
REIT authorized an extension of the maturity date of the existing combined Paired Share repurchase program through
December 31, 2018, and authorized an increase to the amount of the combined Paired Share repurchase program to up
to $400 million of Paired Shares, each effective January 1, 2018. Repurchases may be made at management's
discretion from time to time in the open market, in privately negotiated transactions or by other means (including
through Rule 10b5-1 trading plans). As of September 30, 2018, the Corporation and ESH REIT had repurchased and
retired approximately 17.0 million Paired Shares for approximately $176.5 million and $105.4 million, respectively.
Basis of Consolidation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the U.S. (“U.S. GAAP”), and include the financial position, results of
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operations, comprehensive income, changes in equity and cash flows of the Corporation and its consolidated
subsidiaries. Third party equity interests in consolidated subsidiaries are presented as noncontrolling interests. Despite
the fact that each share of Corporation common stock is paired on a one-for-one basis with each share of ESH REIT
Class B common stock, the Corporation does not own ESH REIT Class B common stock; therefore, ESH REIT Class
B common stock represents a third party equity interest. As such, the rights associated with ESH REIT Class B
common stock, along with other third party equity

8
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interests in ESH REIT, which include 125 shares of preferred stock, are presented as noncontrolling interests in the
accompanying unaudited condensed consolidated financial statements. Changes in ownership interests in a
consolidated subsidiary that do not result in a loss of control are accounted for as equity transactions. All
intercompany accounts and transactions have been eliminated. With respect to the unaudited condensed consolidated
statements of cash flows and segments disclosure (see Note 11), certain prior period amounts have been presented for
comparability to current period presentation.

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Interim Presentation—Certain information and footnote disclosures normally included in financial statements presented
in accordance with U.S. GAAP have been condensed or omitted in the accompanying unaudited condensed
consolidated financial statements. The Company believes the disclosures made are adequate to prevent the
information presented from being misleading. However, the unaudited condensed consolidated financial statements
should be read in conjunction with the audited consolidated financial statements as of and for the year ended
December 31, 2017 included in the combined annual report on Form 10-K filed with the U.S. Securities and Exchange
Commission (“SEC”) on February 27, 2018.

The accompanying unaudited condensed consolidated financial statements reflect all adjustments (consisting only of
normal and recurring items) necessary to present fairly the Company’s financial position as of September 30, 2018, the
results of the Company’s operations and comprehensive income for the three and nine months ended September 30,
2018 and 2017 and changes in equity and cash flows for the nine months ended September 30, 2018 and 2017. Interim
results are not necessarily indicative of full year performance because of the impact of seasonal and short-term
variations, as well as the impact of acquisitions, dispositions and hotel renovations.

Use of Estimates—The preparation of the accompanying unaudited condensed consolidated 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 estimated useful lives of tangible assets as well as in the assessment of tangible and
intangible assets for impairment (see Note 5), estimated liabilities for insurance reserves and income taxes and the
grant-date fair value of certain equity-based awards. Actual results could differ from those estimates.

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 acquired land, site improvements,
building and improvements and furniture, fixtures and equipment are determined on an “if-vacant” basis considering a
variety of factors, including the physical condition and quality of the hotels, estimated rates and valuation assumptions
consistent with current market conditions, 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 condensed consolidated statements of operations since their dates of acquisition.

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 expensed as incurred. Depreciation and amortization are recorded on a straight-line basis over
estimated useful lives which range from two to 49 years.

Management assesses the performance of long-lived assets for potential impairment quarterly, as well as when events
or changes in circumstances indicate the carrying amount of an asset or group of assets may not be recoverable.
Recoverability of property and equipment is measured by a comparison of the carrying amount of a hotel property (or
group of hotel properties) to the estimated future undiscounted cash flows expected to be generated by the hotel
property (or 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 hotel property (or group of hotel
properties). To the extent that a hotel property (or group of hotel properties) is impaired, the excess carrying amount
over estimated fair value is recognized as an impairment charge and reduces income from operations. Fair value is
determined based upon discounted cash flows of the hotel property (or group of hotel properties), bids, quoted market
prices or independent appraisals, as considered necessary. The estimation of future undiscounted cash flows is
inherently uncertain and relies upon assumptions regarding current and future economic and market conditions. If
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such conditions change, then an impairment charge to reduce the carrying value of a hotel property, or multiple hotel
properties, could occur in a future period in which conditions change (see Note 5).

9
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Revenue Generated from Owned and Operated Hotels—Revenue generated from owned and operated hotels consists of
room revenues and other hotel revenues which are recognized when services are provided. Each room night consumed
by a guest with a cancellable reservation represents a contract whereby the Company has a performance obligation to
provide the room night at an agreed upon price. For room nights consumed by a guest with a non-cancellable
reservation, the entire reservation period represents the contract term whereby the Company has a performance
obligation to provide the room night or room nights at an agreed upon price. When a reservation is made, the
Company deems that the parties have approved the contract in accordance with customary business practices and are
committed to perform their respective obligations. At such time, each party’s rights regarding the services to be
transferred are identified, payment terms for services to be transferred are specified, the contract has commercial
substance and, in most instances, it is probable the Company will collect substantially all consideration to which it
will be entitled in exchange for services.

The Company and the guest agree upon a fixed rate at the time of booking; therefore, the sales price is identifiable and
allocated to the Company’s single performance obligation. In certain instances, variable consideration may exist with
respect to the transaction price such as discounts, coupons, price concessions and re-rates upon guest checkout.

In evaluating its performance obligation, the Company bundles the obligation to provide the guest the room itself with
other obligations (such as free WiFi, grab and go breakfast, access to on-site laundry facilities and parking) as the
additional items are not distinct and separable because the guest cannot benefit from the additional amenities without
the consumed room night. The Company's obligation to provide the additional items or services are not separately
identifiable from the fundamental contractual obligation (i.e., providing the room and its contents). The Company has
no performance obligations once a guest’s stay is complete.

For cancellable reservations, the Company recognizes revenue as each performance obligation (i.e., each room night)
is met. Such contract is renewed if the guest continues their stay. For non-cancellable reservations, the Company
recognizes revenue over the term of the performance period (i.e., the reservation period) as room nights are consumed.
For non-cancellable reservations, the room rate is typically fixed over the reservation period. The Company uses an
output method based on performance completed to date (i.e, room nights consumed) to determine the amount of
revenue to recognize on a daily basis if the length of a non-cancellable reservation exceeds one night as consumption
of the room nights indicates when the services are transferred to the guest.

Certain revenues generated from owned and operated hotels are generated through third party intermediaries or
distribution channels. Regardless of the basis on which the Company is compensated (i.e., gross or net), the Company
is responsible for fulfilling the promise to provide hotel service (i.e., the performance obligation) to the guest and
retains inventory risk. In these instances, the Company does not have full discretion in establishing the guest’s price for
the room and, in almost all instances, does not have access to the room rate charged to the guest. Since the Company
controls the inventory and hotel services provided, and because third party intermediaries are typically not
contractually required to consume or guarantee room night consumption, the Company has concluded that it is the
principal in these transactions. As such, the Company is required to gross-up amounts received from these third party
intermediaries such that revenue should equal the price charged to the guest. Third party intermediaries that pay the
Company directly typically charge the guest additional fees, blend the room offering with other offerings at amounts
which, to the Company, are not allocable, and may adjust the price without approval. As such, the Company is unable
to calculate the specific room rate charged to the guest. Since any gross-up estimate the Company would make has
significant uncertainty that ultimately would not be resolved, despite its role as principal, the Company records the net
amount paid by certain third party intermediaries as room revenues.

Revenue Generated from Franchise and Management Fees—The Company recognizes fees earned under franchise and
management agreements with third parties as performance obligations are satisfied (i.e., services are provided).
Franchise and management fees are typically based on a percentage of hotel revenues and, as a result, fees vary from
period to period. A component of management fees includes a dollar-for-dollar reimbursement of hotel-level salaries,
as applicable, and certain other costs. A portion of fees associated with a typical hotel management agreement is
expected to be categorized as variable consideration. In the event that fees include variables that extend beyond the
current period, the Company uses the most likely amount method to determine the amount of revenue to record based
on a reasonable revenue forecast for the applicable hotel. The Company does not expect to have constraining
estimates, as hotel revenues are obtained monthly and used to calculate franchise and management fees monthly. The
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Company uses an output method based on performance completed to date (i.e., franchise and management services
performed) to determine the amount of revenue to recognize on a daily basis as services associated with the respective
franchise and management fees are earned over time.

Segments—The Company has two operating segments based on the management of its business, owned hotels and
franchise and management. The Company assesses the performance of these segments on an individual basis (see
Note 11).

10
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Recently Issued Accounting Standards

Fair Value Measurement—In August 2018, the Financial Accounting Standards Board (“FASB”) issued an accounting
standards update which modifies the disclosure requirements for fair value measurements in Topic 820, Fair Value
Measurement. This update will be effective for fiscal years and interim periods within those fiscal years beginning
after December 15, 2019, and may be early adopted. The Company does not expect the adoption of this update to have
a material effect on its consolidated financial statements.

Intangibles-Goodwill and Other—Internal-Use Software—In August 2018, the FASB issued an accounting standards
update which aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is a
service contract with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use
software and hosting arrangements that include an internal-use software license. This update will be effective for
fiscal years and interim periods within those fiscal years beginning after December 15, 2019, and may be early
adopted. The Company expects to apply this update prospectively, and does not expect adoption of this update to have
a material effect on its consolidated financial statements.

Compensation—Stock Compensation—In June 2018, the FASB issued an accounting standards update which expands the
scope of Topic 718, Stock Compensation to include share-based payments granted to non-employees in exchange for
goods or services. The new guidance simplifies the accounting for share-based payments granted to non-employees
for goods or services by aligning it with the accounting for share-based payments granted to employees, with certain
exceptions. Under the new guidance, non-employee share-based payment awards included within the scope of Topic
718 will be measured at the grant-date fair value of the equity instruments. In addition, classification of non-employee
share-based payment awards will be subject to the requirements of Topic 718 unless modified after the good has been
delivered and/or the service has been rendered and any other conditions necessary to earn the right to benefit from the
instruments have been satisfied. This approach will eliminate the requirement to reassess classification of such awards
upon vesting. This update will be effective for fiscal years and interim periods within those fiscal years beginning
after December 15, 2018. The Company expects to apply this amendment retrospectively, and does not expect the
adoption of this update to have a material effect on its consolidated financial statements.

In May 2017, the FASB issued an accounting standards update that provides guidance about which changes to the
terms or conditions of a share-based payment award requires an entity to apply modification accounting. The
Company adopted this update on January 1, 2018, using a prospective transition method. The adoption of this update
did not have a material effect on the Company’s consolidated financial statements.

Comprehensive Income—In February 2018, the FASB issued an accounting standards update that allows a
reclassification from accumulated other comprehensive income to retained earnings for stranded tax effects resulting
from the Tax Cuts and Jobs Act (“TCJA”). This update will be effective for fiscal years beginning after December 15,
2018, and interim periods within those fiscal years, and should be applied either in the period of adoption or
retrospectively to each period (or periods) in which the effect of the change in the U.S. federal corporate income tax
rate in the TCJA is recognized. The Company does not expect the adoption of this update to have a material effect on
its consolidated financial statements.

Goodwill—In January 2017, the FASB issued an accounting standards update in which the guidance on testing for
goodwill was updated to eliminate Step 2 in the determination on whether goodwill should be considered impaired.
Annual and/or interim assessments are still required. This update will be effective for fiscal years and interim periods
within fiscal years beginning after December 15, 2019, and may be adopted early. The Company expects to apply this
amendment prospectively, and does not expect the adoption of this update to have a material effect on its consolidated
financial statements.

Statement of Cash Flows—In August and November 2016, the FASB issued accounting standards updates which
provide additional clarity on the classification of specific events on the statement of cash flows. These events include
debt prepayment and extinguishment costs, settlement of zero-coupon debt instruments, contingent consideration
payments made after a business combination, proceeds from settlement of insurance claims, distributions received
from equity method investees and beneficial interests in securitization transactions. These updates also require
amounts generally described as restricted cash to be included with cash and cash equivalents when reconciling
beginning-of-period and end-of-period total amounts on the statement of cash flows. The Company adopted these
updates on January 1, 2018, using a retrospective transition method to each period presented. The adoption of these
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updates required cash outflows related to debt prepayment and extinguishment costs to be classified as financing
activities, which totaled approximately $1.2 million during the nine months ended September 30, 2018. For the nine
months ended September 30, 2017, debt modification and extinguishment costs included within net cash provided by
operating activities, as originally presented, totaled approximately $1.2 million and have been adjusted. An additional
effect of the adoption of these accounting standards was to include restricted cash in the beginning and
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end of period balances instead of in investing activities, as they were previously. For the nine months ended
September 30, 2017, changes in restricted cash included within net cash used in investing activities, as originally
presented, was approximately $0.2 million.

Derivatives and Hedging—In August 2017, the FASB issued an accounting standards update which changes the
designation and measurement guidance for qualifying hedging relationships and the presentation of hedging results.
This update expands and refines hedge accounting and aligns recognition and presentation of its effects within the
financial statements. The Company adopted this update on January 1, 2018 and recorded a cumulative-effect
adjustment to reclassify a previously recorded loss of approximately $0.7 million from retained earnings to
accumulated other comprehensive income. In addition to the cumulative-effect adjustment, impacts of adoption
included the elimination of hedge ineffectiveness related to designated interest rate swaps, the presentation of all
interest rate hedge related items that impact earnings in the interest expense line item in the consolidated statement of
operations and an election to perform qualitative assessments of hedge effectiveness.

Leases—In February 2016, the FASB issued an accounting standards update which introduces a lessee model that
requires a right-of-use asset and lease obligation to be presented on the balance sheet for all leases, whether operating
or financing. The update eliminates the requirement in current U.S. GAAP for an entity to use bright-line tests in
determining lease classification. The update also requires lessors to increase the transparency of their exposure to
changes in value of their residual assets and how they manage that exposure. Since February 2016, the FASB has
issued several additional accounting standards updates related to the new lease standard, including to provide various
transition methods and optional practical expedients. For example, in July 2018, the FASB issued an accounting
standards update which permits an additional (and optional) transition method that allows an entity to report the
comparative periods presented in the period of adoption under current U.S. GAAP (ASC 840, Leases). These updates
will be effective for interim and annual reporting periods beginning after December 15, 2018.

The Company will adopt these updates on January 1, 2019, and expects to elect the following optional practical
expedients related to (i) the identification and classification of leases that commenced before the effective date, (ii)
initial direct costs for leases that commenced before the effective date, (iii) the ability to use hindsight in evaluating
lessee options to extend or terminate a lease or to purchase the underlying asset, (iv) land easements, and (v) the
evaluation of components of a contract. The election to apply these practical expedients means the Company will
continue to account for leases that commenced before the effective date in accordance with current U.S. GAAP unless
the lease is modified, except that the Company will recognize a right-of-use asset and a lease liability for all operating
leases based on the present value of the remaining minimum rental payments that are disclosed under current U.S.
GAAP.

The Company is evaluating whether it will adopt the additional transition method described above, the result of which
would be to apply the new lease standard at the adoption date. If such transition method is elected, the Company’s
reporting for the comparative periods presented in the financial statements in which it adopts the new lease standard
will continue to be presented in accordance with current U.S. GAAP.

As of September 30, 2018, using its incremental borrowing rate with respect to the future minimum lease payments
under its operating leases, the Company has preliminarily estimated that the lease liability would be between
approximately $11.5 million and $15.5 million and the right of use asset would be between approximately $3.5
million and $7.5 million, which includes adjustments for accrued lease payments, above market lease liabilities and
lease incentives. The Company does not expect the adoption of these updates to have a material effect on its unaudited
condensed consolidated statements of operations or cash flows.

The recording of a lease obligation may increase total indebtedness for purposes of financial covenants within certain
of the Company’s existing debt agreements; however, the Company currently does not expect this increase to cause
instances of non-compliance with any of these covenants.

Contractual Revenue—The Company adopted ASC 606, Revenue from Contracts with Customers, on January 1, 2018,
to all contracts as of January 1, 2018, on a modified retrospective basis. The core principle of ASC 606 is that
recognized revenue reflects consideration to which a company is entitled in exchange for specifically identified
services. ASC 606 requires companies to use the following five-step model as part of the revenue recognition process:
(1) identify the contract; (2) identify performance obligations; (3) determine the transaction price; (4) allocate the
transaction price to performance obligations; and (5) recognize revenue when performance obligations are satisfied.
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Adoption of ASC 606 had no impact to the recognition of revenue in the Company’s unaudited condensed consolidated
financial statements and no cumulative effect adjustment was recognized upon adoption. Adoption of the standard
resulted in
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enhanced revenue-related disclosures that provide information with respect to the Company’s analysis of certain
contracts, significant judgments, the disaggregation of owned hotel room revenues by booking source and length of
guest stay, outstanding contract liabilities and contract liabilities recognized as revenue (see Note 12).

The Company elected to apply its contract review to portfolios of contracts with similar characteristics as the
Company expects the effects of applying these contracts on a portfolio basis versus an individual basis would not be
materially different in the context of the unaudited condensed consolidated statement of operations. Contract
portfolios reviewed include: (i) rooms sold on-site at the property, through the Company’s call center and website, (ii)
rooms sold by the Company’s sales team, and (iii) rooms sold by traditional and online travel agents, including
merchant and opaque arrangements.

The Company elected not to disclose the transaction price related to future performance obligations due to the fact that
the current expected duration of all material contracts for hotel stays are less than one year. Additionally, the
Company elected to recognize revenue in the amount to which it has a right to bill third parties under their respective
franchise and/or management agreements as it has a right to consideration from these third parties in an amount that
corresponds directly with the third parties’ hotel revenues.

Although ASC 606 did not have a material impact to the Company’s results of operations, the Company implemented
changes to its processes and procedures related to revenue recognition and the control activities within them. These
included the development of new policies based on the five-step model outlined above, training and ongoing contract
review procedures with respect to the validation of information used in financial statement disclosures.
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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 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 unrestricted common stock outstanding plus other potentially dilutive
securities. Dilutive securities include certain equity-based awards issued under long-term incentive plans and are
included in the calculation, provided that the inclusion of such securities is not anti-dilutive.

The calculations of basic and diluted net income per share, including a reconciliation of the numerators and
denominators, are as follows (in thousands, except per share data):

Three Months Nine Months Ended
Ended September 30
September 30, p ’

2018 2017 2018 2017
Numerator:
Net income available to Extended Stay America, Inc. common
shareholders - basic
Income attributable to noncontrolling interests assuming conversion 5 ) (37 ) (26 ) (60 )
Net income avai‘lable to Extended Stay America, Inc. common $71.897 $53.839 $151.784 $128.692
shareholders - diluted
Denominator:
Welghteq average number of Extended Stay America, Inc. common shares 188.822 192357 189.681  193.399
outstanding - basic
Dilutive securities 431 974 430 602
Welghteq average number of Extended Stay America, Inc. common shares 189253 193331 190,111 194001
outstanding - diluted
Net income per Extended Stay America, Inc. common share - basic $0.38 $0.28 $0.80 $0.67
Net income per Extended Stay America, Inc. common share - diluted $0.38 $0.28 $0.80 $0.66

$71,902 $53,876 $151,810 $128,752
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4.HOTEL ACQUISITIONS AND DISPOSITIONS

ACQUISITIONS

On May 30, 2018, the Company acquired a hotel from Legacy Rock Hill, LLC for cash consideration of
approximately $13.0 million. Other than ordinary components of prorated net working capital, no liabilities were
assumed in the purchase. The acquisition was accounted for as a business combination in accordance with ASC 805,
Business Combinations, which requires that the consideration be allocated to acquired assets and assumed liabilities
based on their acquisition date fair values. The vast majority of the purchase price was allocated to building and
improvements. Legal, professional and other costs directly related to the acquisition were approximately $(0.1)
million and $0.2 million for the three and nine months ended September 30, 2018, respectively, and are included in
general and administrative expenses in the accompanying unaudited condensed consolidated statements of operations.
The purchase price allocation among the assets acquired is as follows (in thousands, except for estimated useful lives):

Amount Estimated
Useful Life
Land and site improvements $1,397 3-20 years
Building and improvements 10,488 4-49 years
Furniture, fixtures and equipment 1,115  2-10 years
Total purchase price $13,000

For the three and nine months ended September 30, 2018, approximately $0.5 million and $0.6 million, respectively,
in room and other hotel revenues and $0.1 million and $0.1 million, respectively, in income from operations are
included in the accompanying unaudited condensed consolidated statements of operations related to this hotel. Prior to
its acquisition by the Company, the hotel opened in late 2017.

DISPOSITIONS

2018 Dispositions—In September 2018, the Company sold a total of 32 hotels in two separate transactions for $122.6
million. The carrying value of these hotels, including net working capital and allocable goodwill, net of impairment
charges recorded prior to sale, was approximately $116.9 million. These transactions resulted in a total gain on sale of
approximately $3.8 million, net of closing costs and adjustments, which is reported in gain on sale of hotel properties
during the three and nine months ended September 30, 2018 in the accompanying unaudited condensed consolidated
statements of operations.

In February 2018, the Company sold 25 hotels for approximately $112.1 million. The carrying value of these hotels,
including net working capital and allocable goodwill, net of an impairment charge recorded prior to sale, was
approximately $104.7 million. In March 2018, the Company sold one additional hotel for approximately $44.8
million. The carrying value of the hotel, including allocable goodwill, was approximately $13.1 million. These
transactions resulted in a total gain on sale of approximately $37.8 million, net of closing costs and adjustments,
which is reported in gain on sale of hotel properties during the nine months ended September 30, 2018 in the
accompanying unaudited condensed consolidated statements of operations.

2017 Dispositions—In May 2017, the Company sold its three Extended Stay Canada-branded hotels for 76.0 million
Canadian dollars, or approximately $55.3 million. The carrying value of the hotels, including net working capital and
allocable goodwill, net of an impairment charge recorded prior to sale, was approximately 56.7 million Canadian
dollars, or approximately $41.2 million, prior to the evaluation of existing accumulated foreign currency translation
loss. Due to the fact that the Company's Canadian subsidiaries liquidated substantially all of their assets,
approximately $14.5 million of accumulated foreign currency translation loss was recognized at the time of sale. This
charge more than fully offset the Canadian subsidiaries' gain on sale, which resulted in a net loss on sale of the
Canadian hotels of approximately $1.9 million, net of closing costs and adjustments. In May and December 2017, the
Company sold two additional hotels for approximately $21.4 million. The carrying value of these hotels, including net
working capital and allocable goodwill, net of an impairment charge recorded prior to sale, was approximately $9.2
million, resulting in a total gain on sale of approximately $11.9 million, net of closing costs and adjustments.

15

25



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

None of the above dispositions are reported as discontinued operations. The table below summarizes the hotel
dispositions described above (in thousands, except number of hotels and number of rooms):

Month Number
Year Brand Location of
Sold
Hotels
2018 Exteqded Stay Various September 16
America
2018 Exteqded Stay Various September 16
America
2018 Exteqded Stay Various February 25
America
2018 Exteqded Stay Texas March 1
America
2017 Exteqded Stay Colorado December 1
America
2017 Extended Stay Canada May 3
Canada
2017 Other Massachusetts May 1
(1

Number Net Gain (Loss)  Franchised/Managed
of .

Proceeds Recognized @
Rooms
1,680 $60,710 $6,614 M Yes
1,776 $58,144 $(2,840 )M Yes
2,430 $111,156 $ 6,768 M Yes
101 $44,090 $31,058 Yes
160 $15985 $11,870 Yes
500 $43,551 $(1,894 )@ No
103 $5,092 $(2 )M No

Net of impairment charges of approximately $24.3 million, $6.3 million, $2.1 million and $1.7 million,
respectively, recorded prior to sale.

Due to the fact that the Company's Canadian subsidiaries liquidated substantially all of their assets, approximately
(2)$14.5 million of accumulated foreign currency translation loss was recognized at the time of sale. An impairment
charge of approximately $12.4 million was recorded prior to sale.

(3) As of September 30, 2018.

During the three and nine months ended September 30, 2018 and 2017, the disposed hotel properties contributed total
room and other hotel revenues, total operating expenses and income before income tax expense as follows (in

thousands):

Total room and other hotel revenues
Total operating expenses

Income (loss) before income tax expense 2,055

Three Months
Ended

September 30,
2018 2017

$10,900 $22,834 $37,922
17,516 51,113

8,845
5,632

Nine Months Ended
September 30,

2018 2017
$66,851
M 69,940 @
(13,191 YD (2,462 )@

(1)Includes impairment charge of approximately $20.6 million related to certain hotels sold in September 2018.

2) September 2018.

16

Includes impairment charge of approximately $15.7 million related to certain hotels sold in May 2017 and
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5.PROPERTY AND EQUIPMENT
Net investment in property and equipment as of September 30, 2018 and December 31, 2017, consists of the following
(in thousands):

September 30, December

2018 31,2017
Hotel properties:
Land and site improvements $1,229,442  $1,286,784
Building and improvements 2,709,416 2,934,048
Furniture, fixtures and equipment 639,225 649,487
Total hotel properties 4,578,083 4,870,319
Development in process 31,730 2,453
Corporate furniture, fixtures, equipment and other 22,006 21,486
Undeveloped land parcel 1,675 1,675
Total cost 4,633,494 4,895,933
Less accumulated depreciation:
Hotel properties (1,148,789 ) (1,128,465 )
Corporate furniture, fixtures, equipment and other (15,913 ) (14,334 )
Total accumulated depreciation (1,164,702 ) (1,142,799 )
Property and equipment - net $3,468,792  $3,753,134

As of September 30, 2018, development in process consists of nine land parcels which are in various phases of
construction and/or development. Additionally, in September 2018, the Company acquired a hotel under construction
from Legacy Greenville, LLC for cash consideration of approximately $12.3 million. Because the hotel had not
opened at the date of acquisition, the transaction was accounted for as an acquisition of assets rather than a business
combination under ASC 805, Business Combinations. The hotel is expected to open in the fourth quarter of 2018. As
of September 30, 2018, these assets are included in development in process.

During the three and nine months ended September 30, 2018, the Company, using Level 3 unobservable inputs and, in
certain instances, using Level 2 observable inputs recognized impairment charges of $0 and approximately $43.6
million, respectively. During the first quarter of 2018, the Company recognized impairment charges for 21 hotels,
generally located in the Midwestern U.S., the majority of which were incurred in connection with evaluating the
potential sale of certain non-core assets. During the three and nine months ended September 30, 2017, the Company
recognized approximately $0 and $20.4 million, respectively, of impairment charges primarily related to its Canadian
hotels.

Quantitative information with respect to observable inputs consists of non-binding bids or, in certain instances,
binding agreements to sell a hotel or portfolio of hotels to one or more third parties. 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 that range
from 6% to 10% and terminal capitalization rates that range from 7% to 11%. These assumptions are based on the
Company’s historical data and experience, the Company’s budgets, industry projections and micro and macro general
economic condition projections.

The estimation and evaluation of future cash flows, in particular the holding period for real estate assets and asset
composition and/or concentration within real estate portfolios, relies on judgments and assumptions regarding holding
period, current and future operating and economic performance, and current and future market conditions. It is
possible that such judgments and/or estimates will change; if this occurs, the Company may recognize additional
impairment charges reflecting either changes in estimate, circumstance or the estimated market value of its assets.
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6.DEBT
Summary - The Company’s outstanding debt, net of unamortized debt discount and unamortized deferred financing
costs, as of September 30, 2018 and December 31, 2017, consists of the following (dollars in thousands):
Unamortized
Carrying Amount Deferred Financing Interest Rate
Stated Costs
Amount(® September December Stated SeptembeDecembge )
September December 3 Of) 31, Interest 3 O? 31, l1\/lratur1ty

Loan
30,2018 31,2017 2018 2017 Rate 2018 2017

Date
Term loan

facilities

ESH REIT

2016 Term  $1,300,000® $1,210,079® $1,278,5453) $11,110 $13,433
Facility
Senior notes
ESH REIT
2025 Notes
Revolving
credit
facilities

ESH REIT
2016
Revolving
Credit Facility
Corporation
2016
Revolving
Credit Facility
Unsecured
Intercompany
Facility
Unsecured
Intercompany 75,000 ® — — — — 5.00 % 5.00% 5.00% 8/30/2023
Facility

Total $2,501,421  $2,568,901 $31,619 $36,554

LIBOR®

@,
“
+2.00% 399%™ 3.69% 8/30/2023 ()

1,300,000 1,291,342 © 1,290,356 ©) 18,583 20,700 5.25 P 5.25%  5.25% 5/1/2025

350,000 @ — — 1,607 2,020 @ 517]35(%)R+ N/A N/A  8/30/2021

;, LIBOR +

_ — ) (
50,000 319 401 3.00%

N/A N/A  8/30/2021

Amortization is interest only, except for the 2016 Term Facility (as defined below), which amortizes in equal
(1)quarterly installments of approximately $3.1 million. See (6) below. In February 2018, ESH REIT made a
voluntary prepayment of $60.0 million.

ESH REIT is able to increase its borrowings under the 2016 ESH REIT Credit Facilities (as defined below) by an

amount of up to $600.0 million, plus additional amounts, in each case subject to certain conditions.

The 2016 Term Facility is presented net of an unamortized debt discount of approximately $4.6 million and $5.3

million as of September 30, 2018 and December 31, 2017, respectively.

$300.0 million of the 2016 Term Facility is subject to an interest rate swap at a fixed rate of 1.175% as of

September 30, 2018 (see Note 7).

) The 2025 Notes (as defined below) are presented net of an unamortized debt discount of approximately

$8.7 million and $9.6 million as of September 30, 2018 and December 31, 2017, respectively.

(6)In addition to scheduled amortization noted in (1) above, subject to certain exceptions, annual mandatory
prepayments of up to 50% of Excess Cash Flow, as defined, may be required under the 2016 Term Facility. Annual
mandatory prepayments for the year are due during the first quarter of the following year. No mandatory

2
3)
“)
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prepayments were required in the first quarter of 2018 based on ESH REIT's Excess Cash Flow for the year ended

December 31, 2017.

Unamortized deferred financing costs related to revolving credit facilities are included in other assets in the

accompanying unaudited condensed consolidated balance sheets.

As of September 30, 2018, no amounts were outstanding under the Unsecured Intercompany Facility. ESH REIT is

able to borrow under the Unsecured Intercompany Facility an amount up to $300.0 million, plus additional

(8)amounts, in each case subject to certain conditions. Outstanding debt balances and interest expense, as applicable,
owed from ESH REIT to the Corporation related to the Unsecured Intercompany Facility eliminate in
consolidation.

ESH REIT Credit Facilities

On August 30, 2016, ESH REIT entered into a credit agreement, as may be amended and supplemented from time to

time, providing for senior secured credit facilities (collectively, the “2016 ESH REIT Credit Facilities”) consisting of a

$1,300.0 million senior secured term loan facility (as amended and supplemented from time to time, the “2016 Term

Facility””) and a $350.0 million senior secured revolving credit facility (as amended and supplemented from time to

time, the “2016 ESH REIT Revolving Credit Facility”). Subject to the satisfaction of certain criteria, borrowings under

the 2016 ESH REIT Credit Facilities may be increased by an amount of up to $600.0 million, plus additional amounts,

so long as, after giving effect to the incurrence of such incremental facility and the application of proceeds thereof, its

pro-forma senior loan-to-value ratio is less than or equal to 45%.

)
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Obligations under the 2016 ESH REIT Credit Facilities are guaranteed by certain existing and future material
domestic subsidiaries of ESH REIT, other than those owning real property, subject to customary exceptions.
Obligations under the 2016 ESH REIT Credit Facilities are secured, subject to certain exceptions, including an
exception for real property, by a first-priority security interest in substantially all of the assets of ESH REIT and the
guarantors.

The 2016 ESH REIT Credit Facilities contain a number of restrictive covenants that, among other things and subject
to certain exceptions, limit ESH REIT’s ability and the ability of its subsidiaries to incur additional debt, modify
existing debt, create certain liens, pay dividends and distributions, make certain investments and other restricted
payments, enter into affiliate transactions, amend or modify certain material operating leases and management
agreements, sell assets or merge, consolidate or transfer all or substantially all of their assets. The 2016 ESH REIT
Credit Facilities contain certain customary representations and warranties, affirmative covenants and events of default,
including, but not limited to, cross-defaults to certain other indebtedness and certain material operating leases and
management agreements. If an event of default occurs, the administrative agent is entitled to take various actions,
including the acceleration of amounts due under the 2016 ESH REIT Credit Facilities and additional actions that a
secured creditor is permitted to take following a default. As of September 30, 2018, ESH REIT was in compliance
with all covenants under the 2016 ESH REIT Credit Facilities.

2016 Term Facility—In May 2018, ESH REIT entered into a third amendment to the 2016 Term Facility (such
amendment, the “Third Repricing Amendment”). The 2016 Term Facility bears interest at a rate equal to (i) LIBOR plus
1.75% for any period during which ESH REIT maintains a public corporate family rating better than or equal to BB
(with a stable or better outlook) from S&P and Ba3 (with a stable or better outlook) from Moody's (a “Level 1 Period”)
or LIBOR plus 2.00% for any period other than a Level 1 Period; or (ii) a base rate (determined by reference to the
highest of (A) the prime lending rate, (B) the overnight federal funds rate plus 0.50% or (C) the one-month adjusted
LIBOR rate plus 1.00%) plus 0.75% during a Level 1 Period or 1.00% for any period other than a Level 1 Period. The
2016 Term Facility amortizes in equal quarterly installments in amounts equal to 0.25% of the aggregate principal
amount of such loan outstanding on the Third Repricing Amendment effective date, or approximately $12.2 million
per year. The remaining balance is payable at maturity. In addition to scheduled amortization, subject to certain
exceptions, mandatory prepayments of up to 50% of annual Excess Cash Flow, as defined, may be required based on
ESH REIT's Consolidated Total Net Leverage Ratio, as defined. Annual mandatory prepayments are due during the
first quarter of the following year. No mandatory prepayments were required in the first quarter of 2018 based on ESH
REIT's Excess Cash Flow for the year ended December 31, 2017. The 2016 Term Facility matures on August 30,
2023.

ESH REIT has the option to voluntarily prepay outstanding loans under the 2016 Term Facility at any time upon three
business days’ prior written notice for LIBOR loans or on one business day’s prior written notice for base rate loans. In
February 2018, ESH REIT made a voluntary prepayment of $60.0 million and wrote off approximately $0.6 million of
deferred financing costs related to the prepayment. In addition to customary “breakage” costs with respect to LIBOR
loans, amounts refinanced, substituted or replaced by indebtedness which has a lower all-in yield than the all-in yield
under the 2016 Term Facility on or prior to November 22, 2018 (other than as a result of a change of control, a
significant acquisition or a transformative transaction) are subject to a prepayment penalty equal to 1.00% of the
aggregate principal amount refinanced, substituted or replaced. Prepayments made after November 22, 2018 are not
subject to a prepayment penalty.

2016 ESH REIT Revolving Credit Facility—The 2016 ESH REIT Revolving Credit Facility provides for the issuance of
up to $50.0 million of letters of credit. Borrowings under the facility bear interest at a rate equal to (i) LIBOR plus a
spread that ranges from 2.25% to 2.75% based on ESH REIT’s Consolidated Total Net Leverage Ratio, as defined, or
(ii) base rate (determined by reference to the highest of (A) the prime lending rate, (B) the overnight federal funds rate
plus 0.50%, or (C) the one-month adjusted LIBOR rate plus 1.00%) plus a spread that ranges from 1.25% to 1.75%
based on ESH REIT’s Consolidated Total Net Leverage Ratio, as defined. There is no scheduled amortization under

the 2016 ESH REIT Revolving Credit Facility and the facility matures on August 30, 2021.
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In addition to paying interest on outstanding principal, ESH REIT incurs a fee of 0.35% or 0.175% on the unutilized
revolver balance. ESH REIT is also required to pay customary letter of credit fees and agency fees. As of
September 30, 2018, ESH REIT had no letters of credit outstanding under the facility and available borrowing
capacity of $350.0 million.

The 2016 ESH REIT Revolving Credit Facility is subject to a springing financial covenant whereby the senior
loan-to-value ratio may not exceed 45% when the aggregate principal amount of borrowings and letters of credit under
the 2016 ESH REIT Revolving Credit Facility, excluding up to $30.0 million of letters of credit, is equal to or greater
than 25% of the aggregate available principal amount of the 2016 ESH REIT Revolving Credit Facility on the
applicable fiscal quarter end date.
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ESH REIT Senior Notes Due 2025

In May 2015 and March 2016, ESH REIT issued $500.0 million and $800.0 million, respectively, of its 5.25% senior
notes due in 2025 (the “2025 Notes”) under an indenture (the “Indenture”) with Deutsche Bank Trust Company Americas,
as trustee, in private placements pursuant to Rule 144 A of the Securities Act. The 2025 Notes mature on May 1, 2025
and bear interest at a fixed rate of 5.25% per annum, payable semi-annually in arrears on May 1 and November 1 of
each year.

The 2025 Notes are fully and unconditionally guaranteed, jointly and severally, on an unsecured basis by each of ESH
REIT’s subsidiaries that guarantee ESH REIT’s obligations under the 2016 ESH REIT Credit Facilities. The 2025
Notes rank equally in right of payment with ESH REIT’s existing and future senior unsecured indebtedness, and senior
in right of payment to all future subordinated indebtedness, if any. The 2025 Notes are effectively junior to any of
ESH REIT’s secured indebtedness to the extent of the value of the assets securing such indebtedness.

ESH REIT may redeem the 2025 Notes at any time on or after May 1, 2020, in whole or in part, at a redemption price
equal to 102.625% of the principal amount, declining annually to 100% of the principal amount from May 1, 2023 and
thereafter, plus accrued and unpaid interest. Prior to May 1, 2020, ESH REIT may redeem the 2025 Notes, in whole or
in part, at a redemption price equal to 100% of the principal amount, plus a “make-whole” premium, as defined in the
Indenture, plus accrued and unpaid interest. Upon a Change of Control, as defined, holders of the 2025 Notes have the
right to require ESH REIT to redeem the 2025 Notes at 101% of the principal amount, plus accrued and unpaid
interest.

The Indenture contains a number of customary covenants that, among other things and subject to certain exceptions,
limit ESH REIT’s ability and the ability of its subsidiaries to incur additional debt, create certain liens, pay dividends
or distributions, make certain investments and other restricted payments, enter into affiliate transactions, sell assets or
merge, consolidate or transfer all or substantially all of their assets. The Indenture also contains certain customary
events of default, including, but not limited to, cross-defaults to certain other indebtedness. If an event of default
occurs, the holders of the Notes and the Trustee are entitled to take various actions, including declaring the 2025
Notes immediately due and payable. As of September 30, 2018, ESH REIT was in compliance with all covenants set
forth in the Indenture.

Corporation Revolving Credit Facility

On August 30, 2016, the Corporation entered into a revolving credit facility (the “2016 Corporation Revolving Credit
Facility”) of $50.0 million. The facility provides for the issuance of up to $50.0 million of letters of credit as well as
borrowing 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 (i) LIBOR plus 3.00% or (ii) base rate (determined by reference to the highest of
(A) the prime lending rate, (B) the overnight federal funds rate plus 0.50% or (C) the one-month adjusted LIBOR rate
plus 1.00%) plus 2.00%. There is no scheduled amortization under the 2016 Corporation Revolving Credit Facility
and the facility matures on August 30, 2021.

In addition to paying interest on outstanding principal, the Corporation incurs a fee of 0.35% or 0.175% on the
unutilized revolver balance. The Corporation is also required to pay customary letter of credit fees and agency fees. As
of September 30, 2018, the Corporation had one letter of credit outstanding under this facility of approximately $0.2
million and available borrowing capacity of $49.8 million.

Obligations under the 2016 Corporation Revolving Credit Facility are guaranteed by certain existing and future
material domestic subsidiaries of the Corporation, excluding ESH REIT and its subsidiaries, and subject to customary
exceptions. The facility is secured, subject to certain exceptions, by a first-priority security interest in substantially all
of the assets of the Corporation and the guarantors.

If obligations are outstanding under the facility during any fiscal quarter, the 2016 Corporation Revolving Credit
Facility requires that the Consolidated Leverage Ratio, as defined, calculated as of the end of such fiscal quarter for
any consecutive four quarter period, be less than or equal to 8.75 to 1.00. The facility is also subject to a springing
financial covenant whereby the senior loan-to-value ratio may not exceed 45% when the aggregate principal amount
of borrowings and letters of credit under the 2016 Corporation Revolving Credit Facility, excluding up to $30.0
million of letters of credit, is equal to or greater than 25% of the aggregate available principal amount of the 2016
Corporation Revolving Credit Facility on the applicable fiscal quarter end date.
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The 2016 Corporation Revolving Credit Facility contains a number of restrictive covenants that, among other things
and subject to certain exceptions, limit the Corporation’s ability and the ability of its subsidiaries to incur additional
debt, modify existing debt, create certain liens, pay dividends or distributions, make certain restricted payments, enter
into affiliate transactions, amend or modify certain material operating leases and management agreements, merge,
consolidate or transfer all
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or substantially all of its assets. The 2016 Corporation Revolving Credit Facility also contains certain customary
affirmative covenants and events of default, including, but not limited to, cross-defaults to certain other indebtedness
and certain material operating leases. If an event of default occurs, the administrative agent is entitled to take various
actions, including the acceleration of amounts due under the facility and additional actions that a secured creditor is
permitted to take following a default. As of September 30, 2018, the Corporation was in compliance with all
covenants under the 2016 Corporation Revolving Credit Facility.

Unsecured Intercompany Facility

On August 30, 2016, ESH REIT, as borrower, and the Corporation, as lender, entered into an unsecured intercompany
credit facility (the “Unsecured Intercompany Facility”’), under which ESH REIT borrowed $75.0 million from the
Corporation upon the facility's closing. As of September 30, 2018 and December 31, 2017, the amount outstanding
under the facility was $0. Subject to certain conditions, the principal amount of the Unsecured Intercompany Facility
may be increased up to an amount that shall not exceed the greater of (i) $300.0 million and (ii) an unlimited amount
so long as the incremental loan-to-value ratio, determined on a pro-forma basis as of the last day of the most recently
ended test period, as if any incremental loans available under such incremental commitments had been outstanding on
the last day of such period, and, in each case, without netting the cash proceeds of any such incremental loans, does
not exceed 5.0%. Loans under the facility bear interest at 5.0% per annum. There is no scheduled amortization and the
facility matures on August 30, 2023. ESH REIT has the option to voluntarily prepay outstanding loans at any time
upon one business day’s prior written notice.

The Unsecured Intercompany Facility contains a number of restrictive covenants that, among other things and subject
to certain exceptions, limit ESH REIT’s ability and the ability of its subsidiaries to incur additional debt, modify
existing debt, create certain liens, pay dividends or distributions, make certain investments and other restricted
payments, enter into affiliate transactions, amend or modify certain material operating leases and management
agreements, sell assets or merge, consolidate or transfer all or substantially all of their assets. The facility contains
certain customary representations and warranties, affirmative covenants and events of default, including, but not
limited to, cross-defaults to certain other indebtedness and certain material operating leases and management
agreements. If an event of default occurs, the Corporation is entitled to take various actions, including the acceleration
of amounts due under the facility and all other actions that a creditor is permitted to take following a default. As of
September 30, 2018, ESH REIT was in compliance with all covenants under the Unsecured Intercompany Facility.
Interest Expense, net—The components of net interest expense during the three and nine months ended September 30,
2018 and 2017, are as follows (in thousands):

Three Months Nine Months

Ended September  Ended September

30, 30,

2018 2017 2018 2017
Contractual interest () $29,120 $29,314 $87,158 $89,018
Amortization of deferred financing costs and debt discount 1,996 2,024 6,008 6,073
Debt extinguishment and other costs 231 363 2,428 1,980
Interest Income 340 ) (50 ) (522 ) (113 )
Total $31,007 $31,651 $95,072 $96,958

(1) Contractual interest includes dividends payable on shares of the Corporation's mandatorily redeemable preferred
stock.
Future Maturities of Debt—The future maturities of debt as of September 30, 2018, are as follows (in thousands):

Years Ending December 31,

Remainder of 2018 $3,052

2019 12,207 M
2020 12,207 M
2021 12,207 M
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12,207 M
2,462,764
$2,514,644
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Under the 2016 Term Facility, annual mandatory prepayments of up to 50% of Excess Cash Flow, as defined, may
be required. Annual mandatory prepayments for the year are due during the first quarter of the following year. No
mandatory prepayments were required in the first quarter of 2018 based on ESH REIT's Excess Cash Flow for the
year ended December 31, 2017.

Fair Value of Debt and Mandatorily Redeemable Preferred Stock—As of September 30, 2018 and December 31, 2017,
the estimated fair value of the Company's debt was approximately $2.5 billion and $2.6 billion, respectively.
Estimated fair values are determined by comparing current borrowing rates and risk spreads offered in the market
(Level 2 fair value measures) or quoted market prices (Level 1 fair value measures), when available, to the stated
interest rates and spreads on the Company's debt. As of September 30, 2018 and December 31, 2017, the estimated
fair value of the Corporation's 8.0% mandatorily redeemable preferred stock was approximately $7.1 million. The
estimated fair value of the Corporation's 8.0% mandatorily redeemable preferred stock is determined by comparing
current borrowing rates and risk spreads offered in the market (Level 2 fair value measures) to stated interest rates and
spreads on the mandatorily redeemable preferred stock.

7.DERIVATIVE INSTRUMENTS

In September 2016, ESH REIT entered into a floating-to-fixed interest rate swap, as amended and supplemented from
time to time, at a fixed rate of 1.175% and a floating rate of one-month LIBOR to manage its exposure to interest rate
risk on a portion of the 2016 Term Facility. The notional amount of the interest rate swap as of September 30, 2018
was $300.0 million. The notional amount decreases by an additional $50.0 million every six months until the swap's
maturity in September 2021.

On January 1, 2018, the Company adopted ASU 2017-12, Derivatives and Hedging: Targeted Improvements to
Accounting for Hedging Activities, which changes the designation and measurement guidance for qualifying hedging
relationships as well as the presentation of hedging results, and as a result recorded a cumulative-effect adjustment to
reclassify a previously recorded loss of approximately $0.7 million from retained earnings to accumulated other
comprehensive income and noncontrolling interests. For the three and nine months ended September 30, 2018, the
Company received proceeds of approximately $0.8 million and $1.9 million that offset interest expense, respectively,
and recorded interest (income) expense of approximately $(0.1) million and $0.8 million for the three and nine months
ended September 30, 2017, respectively. As of September 30, 2018, approximately $3.9 million is expected to be
recognized through earnings over the following twelve months.

The table below presents the amounts and classification on the Company's financial statements related to the interest
rate swap (in thousands):

ey

Accumulated Interest
other Other .
Other . . (income)
comprehensive  non-operating
assets . ) expense,
income, net of income
net
tax
As of September 30, 2018 $8,328% 7,078 M
As of December 31, 2017 $6,387$ 5,992 @
For the three months ended September 30, 2018 $ — $(803 )
For the three months ended September 30, 2017 $ 104 $66 )
For the nine months ended September 30, 2018 $ — $(1,888)
For the nine months ended September 30, 2017 $ 356 $807

Changes during the nine months ended September 30, 2018, consisted of changes in fair value of $1.9 million and
cumulative-effect adjustment of $(0.7) million.

Changes during the year ended December 31, 2017, consisted of changes in fair value of $1.4 million (effective
(2)portion) and amortization of accumulated other comprehensive income prior to hedge de-designation of $0.7
million and removal of a previous LIBOR floor of approximately $(0.3) million.

ey
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8.INCOME TAXES

The Corporation’s taxable income includes the taxable income of its wholly-owned subsidiaries and distribution
income related to its ownership of approximately 57% of ESH REIT.
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ESH REIT has elected to be taxed and expects to continue to qualify as a real estate investment trust (“REIT”) under
Sections 856 through 860 of the Internal Revenue Code of 1986, as amended (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 net capital gain, 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 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. ESH REIT intends to distribute its taxable
income to the extent necessary to optimize its tax efficiency including, but not limited to, maintaining its REIT status,
while retaining sufficient capital for its ongoing needs. 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.

The Company recorded a provision for federal, state and foreign income taxes of approximately $15.0 million for the
three months ended September 30, 2018, an effective rate of approximately 16.6%, as compared with a provision of
approximately $20.3 million for the three months ended September 30, 2017, an effective rate of approximately
23.5%. The Company recorded a provision for federal, state and foreign income taxes of approximately $35.2 million
for the nine months ended September 30, 2018, an effective tax rate of approximately 17.0%, as compared with a
provision of approximately $40.7 million for the nine months ended September 30, 2017, an effective rate of
approximately 23.6%. The Company’s effective rate differs from the federal statutory rate of 21% primarily due to
ESH REIT’s status as a REIT under the provisions of the Code. During the nine months ended September 30, 2017, the
Company was subject to a federal statutory income tax rate of 35%. Due to the TCJA, the Company's federal income
tax rate decreased to 21%, effective January 1, 2018.

As of September 30, 2018, the Company has not completed its accounting for all tax effects related to the enactment
of the TCJA. The Company estimated the remeasurement of its net deferred tax asset based on the 21% federal
corporate income tax rate and recorded provisional deferred income tax expense of approximately $4.1 million during
the fourth quarter of 2017. The Company is still analyzing the TCJA and refining its calculations, including the
TCJA’s effect on state income taxes, the transition rules applicable to the deductibility of certain types of expenses and
certain other matters, all of which are subject to complex rules and continued interpretation. The Company expects to
complete its analysis prior to filing its 2017 federal tax return, which will occur during the prescribed measurement
period. At that time, which is expected to occur in the fourth quarter of 2018, the Company will conclude on further
adjustments, if any, to be recorded in addition to the approximately $4.1 million provisional expense recorded during
the fourth quarter of 2017.

The Company’s income tax returns for the years 2015 to present are subject to examination by the Internal Revenue
Service ("IRS") and other tax returns for the years 2013 to present are subject to examination by other taxing
authorities. During the three months ended September 30, 2018, Extended Stay America, Inc. was notified by the IRS
that it would be subject to an audit for the 2016 tax year. As this audit is still in process, the timing of the resolution
and any payments that may be required cannot be determined at this time. The Company believes that, to the extent a
liability may exist, it is appropriately reserved.

9.COMMITMENTS AND CONTINGENCIES

Lease Commitments—The Company is a tenant under long-term ground leases at three of its hotel properties as of
September 30, 2018. The current terms of the ground lease agreements terminate at various dates between 2021 and
2096, and include multiple renewal options for generally five or ten year periods. During the second quarter of 2018,
the Company exercised its option to purchase one of its former ground leased properties, and the transaction closed
during the third quarter of 2018. The Company is a tenant under a lease for its corporate office. The initial term of the
office lease terminates in August 2021 and includes renewal options for two additional terms of five years each. Rent
expense on ground and office leases is recognized on a straight-line basis and was approximately $0.8 million for each
of the three months ended September 30, 2018 and 2017, and approximately $2.4 million for each of the nine months
ended September 30, 2018 and 2017. Ground lease expense is included in hotel operating expenses and office lease
expense is included in general and administrative expenses in the accompanying unaudited condensed consolidated
statements of operations.
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Other Commitments—The Company has commitments to make quarterly payments in lieu of taxes to the owners of two
land parcels. The initial terms of the agreements terminate in 2031 and 2034. The costs related to these commitments
were approximately $0.1 million for each of the three months ended September 30, 2018 and 2017, and approximately
$0.2 million for each of the nine months ended September 30, 2018 and 2017, and is included in hotel operating
expenses in the accompanying unaudited condensed consolidated statements of operations.
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Letters of Credit—As of September 30, 2018, the Company had one outstanding letter of credit, issued by the
Corporation, for $0.2 million, which is collateralized by the 2016 Corporation Revolving Credit Facility.

Paired Share Repurchase Commitment—As of September 30, 2018, the Corporation and ESH REIT agreed to
repurchase approximately 7,500 Paired Shares for approximately $0.1 million and $0.1 million, respectively, for
which settlement had not yet occurred.

Legal Contingencies—On February 13, 2018, the Company learned that a default judgment had been entered against it
and certain of its affiliates on March 16, 2017 in the State Court of Gwinnett County, Georgia in an action entitled
Sweeting v. Extended Stay America, Inc. et al., Case No. 16-C-06630-S4. The case is one of two personal injury
actions arising out of the death of a child, brought by the child’s estate and personal representative, and brought by the
child’s mother, respectively. The first action is currently pending. A default judgment was entered in the second case
due to an inadvertent error in responding to service of process. The Company filed motions to open the default and set
aside the judgment. On October 19, 2018, the court granted the Company's motion to open the default and set aside
the judgement.

The Company is not a party to any additional litigation or claims, other than routine matters arising in the ordinary
course of business that are incidental to the operation of the business of the Company. The Company believes that the
results of all additional litigation and claims, individually or in the aggregate, will not have a material adverse effect
on its business or consolidated financial statements.

10.EQUITY-BASED COMPENSATION

The Corporation and ESH REIT each maintain a long-term incentive plan (“LTIP”), as amended and restated in 2015,
approved by their shareholders. Under the LTIPs, the Corporation and ESH REIT may issue to eligible employees or
directors restricted stock units (“RSUs”) or other equity-based awards, in respect of Paired Shares, with service,
performance or market vesting conditions. The aggregate number of Paired Shares that may be the subject of awards
under the L'TIPs shall not exceed 8.0 million, of which no more than 4.0 million may be granted as incentive stock
options. Each of the Corporation’s and ESH REIT’s LTIP has a share reserve of an equivalent number of shares of
Corporation common stock and ESH REIT Class B common stock. As of September 30, 2018, approximately 5.1
million Paired Shares were available for future issuance under the LTIPs.

Equity-based compensation expense is recognized by amortizing the grant-date fair value on a straight-line basis over
the requisite service period of each award. A portion of the grant-date fair value of all equity-based awards is allocated
to a share of Corporation common stock and a portion is allocated to a share of ESH REIT Class B common stock.
Equity-based compensation expense was approximately $1.8 million and $2.7 million for the three months ended
September 30, 2018 and 2017, respectively, and approximately $6.0 million and $9.0 million for the nine months
ended September 30, 2018 and 2017, respectively, and is included in general and administrative expenses in the
accompanying unaudited condensed consolidated statements of operations.

As of September 30, 2018, unrecognized compensation expense related to outstanding equity-based awards and the
related weighted-average period over which it is expected to be recognized subsequent to September 30, 2018, is
presented in the following table. Total unrecognized compensation expense will be adjusted for actual forfeitures.

Unrecognized
Compensation
Expense . . . .
Related to R:;?Slmng Weighted-Average Amortization Period (in
Outstanding y
Awards (in
thousands)
RSUs with service vesting conditions $ 7,039 1.9
RSU§ yv1th performance vesting 180 0.3
conditions
RSUs with market vesting conditions 3,198 2.0
Total unrecognized compensation $ 10.419
expense
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RSU activity during the nine months ended September 30, 2018, was as follows:
Performance-Based Awards

Service-Based

Performance

Awards Vesting Market Vesting
NumbeWelghted— NumbeWelghted— Numbé’Velghted-
o verage verage verage
RSUs Grant- . RSUs Grant- RSUs Grant- .
(in thougands) " (in tholsids)”  (in thogsads)”
Vafte Vil Vitte
Outstanding at January 1, 2018 602 $17.06 153 $1745 211 $16.46
Granted 392 $1944 56 $19.52 204 $17.41
Settled (399) $ 17.46 (153) $ 1745 (41 ) $ 20.76
Forfeited (57 ) $ 18.15 @& )$1952 (47) $16.19
Outstanding at September 30, 2018 538 $ 1839 48  §19.52 327 § 16.54
Vested at September 30, 2018 2 $2166 — $— — $—
Nonvested at September 30, 2018 536 $ 18.38 48 $1952 327 $16.54

(1) An independent third-party valuation is performed contemporaneously with the issuance of grants.

The grant-date fair value of awards with service vesting conditions is based on the closing price of a Paired Share on
the date of grant. Service-based awards vest over a period of one to four years, subject to the grantee’s continued
employment or service.

The grant-date fair value of awards with performance vesting conditions is based on the closing price of a Paired
Share on the date of grant. Equity-based compensation expense with respect to these awards is adjusted over the
vesting period to reflect the probability of achievement of performance targets defined in the award agreements. These
awards vest over a one-year period, subject to the grantee’s continued employment, with the ability to earn Paired
Shares in a range of 0% to 200% of the awarded number of RSUs based on the achievement of defined performance
targets.

The grant-date fair value of awards with market vesting conditions is based on an independent third-party valuation.
These awards vest at the end of a three-year period, subject to the grantee’s continued employment, with the ability to
earn Paired Shares in a range of 0% to 150% of the awarded number of RSUs based on the total shareholder return of
a Paired Share relative to the total shareholder return of other publicly traded companies identified in the award
agreements. During the nine months ended September 30, 2018, the grant-date fair value of awards with market
vesting conditions was calculated using a Monte Carlo simulation model with the following key assumptions:
Expected holding period years

Risk-free rate of return ~ 2.37 %

Expected dividend yield 4.61 %

11.SEGMENTS

The Company's operating segments are components of the business which are managed discretely and for which
discrete financial information is reviewed regularly by its chief operating decision maker to assess performance and
make decisions regarding the allocation of resources. The Company's operating and reportable segments are defined
as follows:

Owned Hotels—Earnings are derived from the operation of owned hotel properties and include room revenues and other
hotel revenues.

Franchise and management—Earnings are derived from revenues (i.e., fees) under various franchise and management
agreements with third-parties. These contracts provide the Company the ability to earn compensation for licensing the
Extended Stay America brand name as well as for certain services rendered, such as hotel management services and
access to certain of the Company’s shared platforms, such as its central reservations, revenue management and
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The performance of the Company's operating segments is evaluated primarily on income from operations. Selected
financial data is provided below (in thousands):

Three Months Ended Nine Months Ended

September 30, September 30,

2018 2017 2018 2017

Revenues:

Owned hotels $346,860 $350,866 $974,785 $980,220
Franchise and management (1) 2,484 1,063 6,416 2,957
Total segment revenues 349,344 351,929 981,201 983,177
Corporate and other ) 19,471 20,089 61,601 58,183
Other revenues from franchise and managed properties ) 2,770 — 7,066 —
Intersegment eliminations ) (20,509 ) (21,152 ) (64,524 ) (61,140 )
Total 351,076 350,866 985,344 980,220

Income (loss) from operations:

Owned hotels © $124,848 $122,646 $315,994 $288,999
Franchise and management (1) 2,484 1,063 6,416 2,957
Total segment income from operations 127,332 123,709 322,410 291,956
Corporate and other ) (5,870 ) (5,791 ) (19,715 ) (22,665 )
Total $121,462 $117,918 $302,695 $269,291

Includes intellectual property fees charged to the owned hotels segment of approximately $1.0 million and $1.1
million for the three months ended September 30, 2018 and 2017, respectively, and approximately $2.9 million and
$3.0 million for the nine months ended September 30, 2018 and 2017, respectively, that are eliminated in the
unaudited condensed consolidated statements of operations.
Includes revenues generated and operating expenses incurred in connection with the overall support of owned,
franchised and managed hotels and related operations. These amounts include management fees earned by and cost
reimbursements charged to the owned hotels segment of approximately $19.5 million and $20.1 million for the
three months ended September 30, 2018 and 2017, respectively, and approximately $61.6 million and $58.2
million for the nine months ended September 30, 2018 and 2017, respectively, that are eliminated in the unaudited
condensed consolidated statements of operations.
Includes direct reimbursement of specific costs incurred under franchise and management agreements that the
Company is reimbursed for on a dollar-for-dollar basis as outlined in the applicable agreements.
Includes management fees, intellectual property fees and other cost reimbursements charged to the owned
hotels segment that are eliminated in the unaudited condensed consolidated statements of operations.
Net of impairment charges of $0 for each of the three months ended September 30, 2018 and 2017, and
(5)approximately $43.6 million and $20.4 million for the nine months ended September 30, 2018 and 2017,
respectively.

ey

2

3)
“)

Total assets for each of the Company's operating segments are provided below (in thousands):
September December
30,2018 31,2017

Assets:

Owned hotels $3,758,680 $4,021,672
Franchise and management 11,702 9,933

Total segment assets 3,770,382 4,031,605
Corporate and other 301,709 85,215
Intersegment eliminations (39,519 ) (40,815 )
Total $4,032,572 $4,076,005
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Total capital expenditures for each of the Company's operating segments are provided below (in thousands):

Nine Months Ended
September 30,
2018 2017
Capital Expenditures:
Owned hotels $146,445 $131,822
Franchise and management 250 —
Total segment capital expenditures 146,695 131,822
Corporate and other 842 1,053

Total $147,537 $132,875

12.REVENUE FROM CONTRACTS WITH CUSTOMERS

Disaggregation of Revenue

The following table disaggregates room revenues generated from owned and operated hotels by booking source for the
three and nine months ended September 30, 2018 (in thousands):

Three Nine

Months Months

Ended Ended

September September

30, 30,

2018 2018
Property direct $94,356 $281,222
Central call center 85,088 232,754
Proprietary website 61,930 169,531
Third-party intermediaries 65,338 178,339
Travel agency global distribution systems 34,205 96,229
Total room revenues(! $340,917 $958,075

ey

In addition to room revenues, the Company's owned and operated hotels earned approximately $5.9 million and
$16.7 million, respectively, of other hotel revenues during the three and nine months ended September 30, 2018.

The following table disaggregates room revenues generated from owned and operated hotels by length of guest stay
for the three and nine months ended September 30, 2018 (in thousands):

Three Nine
Months Months
Ended Ended
September September
30, 30,
2018 2018
1-6 nights $125,285 $356,709
7-29 nights 74,331 202,997
30+ nights 141,301 398,369

Total room revenues (1 $340917 $958,075
(D

In addition to room revenues, the Company's owned and operated hotels earned approximately $5.9 million and
$16.7 million, respectively, of other hotel revenues during the three and nine months ended September 30, 2018.
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Outstanding Contract Liabilities

The following table presents outstanding contract liabilities as of September 30, 2018 and January 1, 2018,
respectively, which are included in accounts payable and accrued liabilities on the accompanying unaudited
condensed consolidated balance sheet as well as the amounts of the outstanding January 1, 2018 contract liabilities
that were recognized as revenue during the three and nine months ended September 30, 2018 in the accompanying
unaudited condensed consolidated statements of operations (in thousands):

Outstanding
Contract
Outstanding Liabilities
s of
C.ont.r :lec.t January 1,
Liabilities 2018
Recognized
as Revenue
As of September 30, 2018 $ 12919
As of January 1, 2018 $9,284
For the three months ended September 30, 2018 $ —
For the nine months ended September 30, 2018 $ 8,819

13.SUBSEQUENT EVENTS

On October 31, 2018, the Board of Directors of the Corporation declared a cash distribution of $0.08 per share for the
third quarter of 2018 on its common stock. The distribution is payable on November 29, 2018 to shareholders of
record as of November 15, 2018. Also on October 31, 2018, the Board of Directors of ESH REIT declared a cash
distribution of $0.14 per share for the third quarter of 2018 on its Class A and Class B common stock. This
distribution is also payable on November 29, 2018 to shareholders of record as of November 15, 2018.

Subsequent to September 30, 2018, the Corporation and ESH REIT repurchased and retired their respective portion of
approximately 0.2 million Paired Shares for approximately $2.8 million and $1.6 million, respectively.

The initial term of the lease agreements between the Operating Lessees and subsidiaries of ESH REIT expires on
October 31, 2018. In connection with the five-year renewal of these agreements, the Operating Lessees and
subsidiaries of ESH REIT entered into amended leases effective November 1, 2018, and adjusted the minimum and
percentage rents to reflect current arms-length terms.
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ESH HOSPITALITY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

AS OF SEPTEMBER 30, 2018 AND DECEMBER 31, 2017
(In thousands, except share and per share data)

(Unaudited)

ASSETS

PROPERTY AND EQUIPMENT - Net of accumulated depreciation of $1,192,039 and

$1,143,164

RESTRICTED CASH

CASH AND CASH EQUIVALENTS

RENTS RECEIVABLE FROM EXTENDED STAY AMERICA, INC. (Note 9)
DEFERRED RENTS RECEIVABLE FROM EXTENDED STAY AMERICA, INC.
(Note 9)

GOODWILL

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND EQUITY

LIABILITIES:

Term loan facilities payable - Net of unamortized deferred financing costs and debt
discount

of $15,675 and $18,695

Senior notes payable - Net of unamortized deferred financing costs and debt discount
of $27,241 and $30,344

Unearned rental revenues from Extended Stay America, Inc. (Note 9)

Due to Extended Stay America, Inc. (Note 9)

Accounts payable and accrued liabilities

Deferred tax liabilities

Total liabilities

COMMITMENTS AND CONTINGENCIES (Note 10)

EQUITY:

Common stock - Class A: $0.01 par value, 4,300,000,000 shares authorized,
250,493,583 shares issued and outstanding; Class B: $0.01 par value, 7,800,000,000
shares authorized, 188,517,065 and 192,099,933 shares issued and outstanding
Preferred stock - no par value, $1,000 liquidation value, 125 shares authorized, issued
and outstanding

Additional paid in capital

(Accumulated deficit) retained earnings

Accumulated other comprehensive income

Total equity

TOTAL LIABILITIES AND EQUITY

See accompanying notes to unaudited condensed consolidated financial statements.
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September 30, December 31,

2018

$3,499,271

251,597
21,300

2,315

44,580
35,169
$3,854,232

$1,198,969

1,272,759

183,695
12,601
88,277

22
2,756,323

4,390

73

1,089,963
(4,844
8,327
1,097,909
$3,854,232

2017

$ 3,775,640

15,985
38,930
3,704

24,388

47,584
29,212
$ 3,935,443

$1,265,112

1,269,656

40,523
7,055
60,755

48
2,643,149

4,426

73

1,088,793
191,964
7,038
1,292,294
$ 3,935,443
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ESH HOSPITALITY, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017

(In thousands, except per share data)
(Unaudited)

REVENUES - Rental revenues from Extended Stay America, Inc. (Note

9

OPERATING EXPENSES:

Hotel operating expenses

General and administrative expenses (Note 9)

Depreciation

Impairment of long-lived assets

Total operating expenses

(LOSS) GAIN ON SALE OF HOTEL PROPERTIES (Note 4)
OTHER INCOME

INCOME FROM OPERATIONS

OTHER NON-OPERATING (INCOME) EXPENSE
INTEREST EXPENSE, NET

INCOME BEFORE INCOME TAX EXPENSE

INCOME TAX EXPENSE

NET INCOME

NET INCOME PER ESH HOSPITALITY, INC. COMMON SHARE:
Class A - basic

Class A - diluted

Class B - basic

Class B - diluted

WEIGHTED-AVERAGE ESH HOSPITALITY, INC. COMMON
SHARES OUTSTANDING:

Class A - basic

Class A - diluted

Class B - basic

Class B - diluted

See accompanying notes to unaudited condensed consolidated financial statements.
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Three Months Ended

September 30,

2018

$142,977 $143,407

22,621
3,393
51,748

77,762

2017

22,578
3,722
56,523

82,823

(25,657 ) —

20
39,578
(216
30,931
8,863
42
$8,821

$0.02
$0.02
$0.02
$0.02

250,494
250,494
188,822
189,253

5
60,589

) (211

32,116
28,684
198
$28,486

$0.06
$0.06
$0.06
$0.06

250,494
250,494
192,357
193,331

Nine Months Ended
September 30,

2018

2017

$367,840 $375,290

64,677
11,705
158,566
234,948
9,753
499
143,144
) 50
94,710
48,384
792
$47,592

$0.11
$0.11
$0.11
$0.11

250,494
250,494
189,681
190,111

69,589
12,516
169,916
15,046
267,067
(3,274
640
105,589
(271
97,779
8,081
435
$7,646

$0.02
$0.02
$0.02
$0.02

250,494
250,494
193,399
193,399

)

)
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ESH HOSPITALITY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017
(In thousands)

(Unaudited)
Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017
NET INCOME $8,821 $28,486 $47,592 $7,646
OTHER COMPREHENSIVE INCOME, NET OF TAX:
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS:
FOREIGN CURRENCY TRANSLATION GAIN, NET OF TAX OF $0 — — — 531
RECLASSIFICATION ADJUSTMENT - SALE OF CANADIAN HOTEL . o o 12.256
PROPERTIES, NET OF TAX OF $(264) ’
TOTAL FOREIGN CURRENCY TRANSLATION ADJUSTMENTS — — — 12,787

DERIVATIVE ADJUSTMENTS:
INTEREST RATE CASH FLOW HEDGE (LOSS) GAIN, NET OF TAX OF $0(184 ) 9
RECLASSIFICATION ADJUSTMENT - AMOUNTS RECLASSIFIED TO

1,953 (453 )

NET INCOME, NET OF TAX OF $0 o 103 T 706
TOTAL DERIVATIVE ADJUSTMENTS (184 ) 112 1,953 253
COMPREHENSIVE INCOME $8,637 $28,598 $49,545 $20,686

See accompanying notes to unaudited condensed consolidated financial statements.
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ESH HOSPITALITY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017

(In thousands, except preferred stock shares and per share data)

(Unaudited)

Common Stock Preferred Stock Accumulated

Additional Retained Other .Total
Class A Class B Amount SharesAmounPaid in CapitalEarnings Comprehens%e uit
Shares Shares P & (Loss) quity
Income

BALANCE - 250,494 195,407 $4,462 125 $ 73 $1,144,664 $176,532 $ (7,812 ) $1,317,919
January 1, 2017
Net income — — — S — — 7,646 — 7,646
Forelgn cumeney - - - — — 12787 12,787
translation, net of tax
Interest rate cash flow
hedge gain, net of tax o o o o o 253 253
Repurchase of Class B
common stock — 3,430 )37 )— — — (21,454 ) — (21,491 )
Common distributions
- $0.43 per Class A and— — — —  — (58,523 ) (133,164 ) — (191,687 )
Class B common share
Preferred distributions — — — —  — — (12 ) — (12 )
Equity-based — 373 — = 1135 — — 1,138
compensation
BALANCE -

September 30, 2017 250,494 192,294 $4,428 125 $ 73 $1,087,276 $29,548 $ 5,228 $1,126,553

Common Stock Preferred Stock Retained Accumulated
Class A Class B Additional  Earnings Other Total

Shares  Shares Amount SharesAmourRaid in Cap1ta(Acgu.mulatedjomprehensﬁ@ulty
Deficit) Income

BALANCE - 250,494 192,100 $4,426 125 $ 73 $1,088,793 $191,964 $ 7,038 $1,292,294
January 1, 2018
Net income — — — R — — 47,592 — 47,592
Cumulative effect
adjustment of ASU — — — —_ — — 664 (664 ) —
2017-12
Interest rate cash flow
hedge gain, net of tax o o - o 1,953 1,953
Repurchase of Class B
common stock — (3987 4o )— — — (28,939 ) — 28,979 )
Common distributions
- $0.49 per Class A and— — — —_ - = (216,113 ) — (216,113 )
Class B common share
Preferred distributions — — — —_ — — (12 ) — (12 )
Equity-based — 404 4 — = 1170 — — 1,174

compensation
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BALANCE -
September 30, 2018 250,494 188,517 $4,390 125 $73 $1,089,963 $(4.844 ) § 8,327 $1,097,909

See accompanying notes to unaudited condensed consolidated financial statements.
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ESH HOSPITALITY, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2018 AND 2017
(In thousands)

(Unaudited)

OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation

Foreign currency transaction loss (gain)

Loss on interest rate swap

Amortization and write-off of deferred financing costs and debt discount
Debt prepayment and extinguishment costs

Amortization of above-market ground leases

Loss on disposal of property and equipment

(Gain) loss on sale of hotel properties

Impairment of long-lived assets

Equity-based compensation

Deferred income tax benefit

Changes in assets and liabilities:

Deferred rents receivable from Extended Stay America, Inc.

Due from (to) Extended Stay America, Inc., net

Other assets

Unearned rental revenues/rents receivable from Extended Stay America, Inc., net
Accounts payable and accrued liabilities

Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchases of property and equipment

Acquisition of hotel property

Development in process payments

Proceeds from sale of hotel properties

Proceeds from insurance and related recoveries

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:

Principal payments on term loan facilities

Proceeds from revolving credit facility

Payments on revolving credit facility

Debt prepayment and extinguishment costs

Repurchase of Class B common stock

Issuance of Class B common stock related to issuance of Paired Shares
Common distributions

Preferred distributions

Net cash used in financing activities

NET INCREASE IN CASH, CASH EQUIVALENTS AND RESTRICTED CASH
CASH, CASH EQUIVALENTS AND RESTRICTED CASH - Beginning of period
CASH, CASH EQUIVALENTS AND RESTRICTED CASH - End of period

Nine Months Ended
September 30,

2018 2017
$47,592  $7,646
158,566 169,916
50 (627 )
— 709
6,536 5,990
1,183 1,168
(240 ) (102 )
2,618 8,065
(9,753 ) 3,274
— 15,046
461 266

(14 ) (3,700 )
21,366 11,393
(3,491 ) (1,109 )
(6,496 ) (5,625 )
125,576 132,842
29,441 24,495
373,395 369,647

(101,165 ) (130,899
(12,733 ) —
(28,414 ) —

274,100
4,533
136,321

42,005
471
(88,423 )

(69,163 ) (12,976 )

— 105,000
— (150,000
(1,183 ) (1,168 )
(28,979 ) (21,488)
2,700 1,915

(216,397 ) (191,328)
(12 )y e )
(313,034 ) (270,061
196,682 11,163
54,915 53,850
$251,597 $65,013

54



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

SUPPLEMENTAL CASH FLOW INFORMATION:
Cash payments for interest, excluding prepayment and other penalties $70,566
Cash payments for income taxes, net of refunds of $6 and $3 $645
NONCASH INVESTING AND FINANCING ACTIVITIES:

Capital expenditures included in due to/from Extended Stay America, Inc. and accounts payable

and accrued liabilities $20,288
Proceeds from sale of hotel properties included in other assets $—
Common stock distributions included in accounts payable and accrued liabilities $697
Net (payable) receivable related to unsettled RSUs not yet settled or issued included in due $(144

to/from Extended Stay America, Inc.
See accompanying notes to unaudited condensed consolidated financial statements.

33

$78,234
$2,388

$16,836

$12,675
$1,623

) $13
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ESH HOSPITALITY, INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

AS OF SEPTEMBER 30, 2018 AND DECEMBER 31, 2017 AND FOR THE THREE AND NINE MONTHS
ENDED

SEPTEMBER 30, 2018 AND 2017

(Unaudited)

1.BUSINESS, ORGANIZATION AND BASIS OF CONSOLIDATION

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. Extended Stay America, Inc. (the
“Corporation”), the parent of ESH REIT, was incorporated in the state of Delaware on July 8, 2013. The Corporation
owns, and is expected to continue to own, all of the issued and outstanding Class A common stock of ESH REIT,
which, as of September 30, 2018, represents approximately 57% of the outstanding common stock of ESH REIT.

A “Paired Share” consists 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. Each
outstanding share of ESH REIT Class B common stock is attached to and trades with one share of Corporation
common stock.

As of September 30, 2018, ESH REIT owned and leased 567 hotel properties in 40 U.S. states consisting of
approximately 62,700 rooms. As of December 31, 2017, ESH REIT owned and leased 624 hotel properties in 44 U.S.
states consisting of approximately 68,600 rooms. The hotels are leased to wholly-owned subsidiaries of the
Corporation.

As of September 30, 2018 and December 31, 2017, ESH REIT’s common equity consisted of the following: (i)
approximately 250.5 million shares of Class A common stock outstanding (approximately 57% of its common equity),
all of which were owned by the Corporation, and (ii) approximately 188.5 million shares and 192.1 million shares of
Class B common stock outstanding, respectively, approximately 43% of its common equity.

Paired Share Repurchase Program—In January and February 2018, the Boards of Directors of the Corporation and ESH
REIT authorized an extension of the maturity date of the existing combined Paired Share repurchase program through
December 31, 2018, and authorized an increase to the amount of the combined Paired Share repurchase program to up
to $400 million of Paired Shares, each effective January 1, 2018. Repurchases may be made at management's
discretion from time to time in the open market, in privately negotiated transactions or by other means (including
through Rule 10b5-1 trading plans). As of September 30, 2018, ESH REIT had repurchased and retired approximately
17.0 million ESH REIT Class B common shares for approximately $105.4 million.

Basis of Consolidation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the U.S. (“U.S. GAAP”), and include the financial position, results of
operations, comprehensive income, changes in equity and cash flows of ESH REIT and its consolidated subsidiaries.
Changes in ownership interests in a consolidated subsidiary that do not result in a loss of control are accounted for as
equity transactions. All intercompany accounts and transactions have been eliminated. With respect to the unaudited
condensed consolidated statements of cash flows, certain prior period amounts have been presented for comparability
to current period presentation.

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Interim Presentation—Certain information and footnote disclosures normally included in financial statements presented
in accordance with U.S. GAAP have been condensed or omitted in the accompanying unaudited condensed
consolidated financial statements. ESH REIT believes the disclosures made are adequate to prevent the information
presented from being misleading. However, the unaudited condensed consolidated financial statements should be read
in conjunction with the audited consolidated financial statements as of and for the year ended December 31, 2017
included in the combined annual report on Form 10-K filed with the U.S. Securities and Exchange Commission (“SEC”)
on February 27, 2018.

56



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

The accompanying unaudited condensed consolidated financial statements reflect all adjustments (consisting only of
normal and recurring items) necessary to present fairly ESH REIT’s financial position as of September 30, 2018, the
results of ESH REIT’s operations and comprehensive income for the three and nine months ended September 30, 2018
and 2017 and changes in equity and cash flows for the nine months ended September 30, 2018 and 2017. Interim
results are not necessarily
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indicative of full year performance because of acquisitions, dispositions and the impact of accounting for contingent
rental payments under lease arrangements.

Use of Estimates—The preparation of the accompanying unaudited condensed consolidated 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 estimated useful lives of tangible assets as well as in the assessment of tangible assets for
impairment (see Note 5) and estimated liabilities for insurance reserves. Actual results could differ from those
estimates.

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 acquired land, site improvements,
building and improvements and furniture, fixtures and equipment are determined on an “if-vacant” basis considering a
variety of factors, including the physical condition and quality of the hotels, estimated rates and valuation assumptions
consistent with current market conditions, 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 condensed consolidated statements of operations since their dates of acquisition.

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 expensed as incurred. Depreciation and amortization are recorded on a straight-line basis over
estimated useful lives which range from two to 49 years.

Management assesses the performance of long-lived assets for potential impairment quarterly, as well as when events
or changes in circumstances indicate the carrying amount of a group of assets may not be recoverable. Recoverability
of property and equipment is measured by a comparison of the carrying amount of a group of hotel properties (groups
of hotel properties align with hotels as they are grouped under ESH REIT’s leases) to the estimated future
undiscounted cash flows expected to be generated by each group of hotel properties. Impairment is recognized when
estimated future undiscounted cash flows, including proceeds from disposition, are less than the carrying value of
each group of hotel properties. To the extent that a group of hotel properties is impaired, their excess carrying amount
over their estimated fair value is recognized as an impairment charge and reduces income from operations. Fair value
is determined based upon discounted cash flows of a group of hotel properties, bids, quoted market prices or
independent appraisals, as considered necessary. 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, an impairment charge to reduce the carrying value of a group of hotel properties could occur in a
future period in which conditions change (see Note 5).

Revenue Recognition—ESH REIT’s sole source of revenues is rental revenue derived from leases with subsidiaries of the
Corporation. ESH REIT records rental revenues on a straight-line basis as they are earned during the lease terms.
Deferred rents receivable from Extended Stay America, Inc. on the accompanying unaudited condensed consolidated
balance sheets represent the cumulative difference between straight-line rental revenues recognized and rental
revenues contractually due. This amount, approximately $2.3 million as of September 30, 2018, decreased through the
remainder of the initial lease terms to zero at October 31, 2018. The leases have been renewed and the minimum and
percentage rents have been adjusted to reflect current arms-length terms. Lease rental payments received prior to
rendering services are included in unearned rental revenues from Extended Stay America, Inc. on the accompanying
unaudited condensed consolidated balance sheets. Contingent rental revenues, specifically percentage rental revenues
related to revenues of the leased hotels, are recognized when such amounts are fixed and determinable (i.e., only when
percentage rental revenue thresholds have been achieved).

Recently Issued Accounting Standards

Fair Value Measurement—In August 2018, the Financial Accounting Standards Board (“FASB”) issued an accounting
standards update which modifies the disclosure requirements for fair value measurements in Topic 820, Fair Value
Measurement. This update will be effective for fiscal years and interim periods within those fiscal years beginning
after December 15, 2019, and may be early adopted. ESH REIT does not expect the adoption of this update to have a
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material effect on its consolidated financial statements.

Compensation—Stock Compensation—In June 2018, the FASB issued an accounting standards update which expands the
scope of Topic 718, Stock Compensation to include share-based payments granted to non-employees in exchange for
goods
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or services. The new guidance simplifies the accounting for share-based payments granted to non-employees for
goods or services by aligning it with the accounting for share-based payments granted to employees, with certain
exceptions. Under the new guidance, non-employee share-based payment awards included within the scope of Topic
718 will be measured at the grant-date fair value of the equity instruments. In addition, classification of non-employee
share-based payment awards will be subject to the requirements of Topic 718 unless modified after the good has been
delivered and/or the service has been rendered and any other conditions necessary to earn the right to benefit from the
instruments have been satisfied. This approach will eliminate the requirement to reassess classification of such awards
upon vesting. This update will be effective for fiscal years and interim periods within those fiscal years beginning
after December 15, 2018. ESH REIT expects to apply this amendment retrospectively, and does not expect the
adoption of this update to have a material effect on its consolidated financial statements.

In May 2017, the FASB issued an accounting standards update that provides guidance about which changes to the
terms or conditions of a share-based payment award requires an entity to apply modification accounting. ESH REIT
adopted this update on January 1, 2018, using a prospective transition method. The adoption of this update did not
have a material effect on ESH REIT’s consolidated financial statements.

Goodwill—In January 2017, the FASB issued an accounting standards update in which the guidance on testing for
goodwill was updated to eliminate Step 2 in the determination on whether goodwill should be considered impaired.
Annual and/or interim assessments are still required. This update will be effective for fiscal years and interim periods
within those fiscal years beginning after December 15, 2019, and may be adopted early. ESH REIT expects to apply
this amendment prospectively, and does not expect the adoption of this update to have a material effect on its
consolidated financial statements.

Statement of Cash Flows—In August and November 2016, the FASB issued accounting standards updates which
provide additional clarity on the classification of specific events on the statement of cash flows. These events include
debt prepayment and extinguishment costs, settlement of zero-coupon debt instruments, contingent consideration
payments made after a business combination, proceeds from settlement of insurance claims, distributions received
from equity method investees and beneficial interests in securitization transactions. These updates also require
amounts generally described as restricted cash to be included with cash and cash equivalents when reconciling
beginning-of-period and end-of-period total amounts on the statement of cash flows. ESH REIT adopted these updates
on January 1, 2018, using a retrospective transition method to each period presented. The adoption of these updates
required cash outflows related to debt prepayment and extinguishment costs to be classified as financing activities,
which totaled approximately $1.2 million during the nine months ended September 30, 2018. For the nine months
ended September 30, 2017, debt modification and extinguishment costs included within net cash provided by
operating activities, as originally presented, totaled approximately $1.2 million and have been adjusted. An additional
effect of the adoption of these accounting standards was to include restricted cash in the beginning and end of period
balances instead of in investing activities, as they were previously. For the nine months ended September 30, 2017,
changes in restricted cash included within net cash used in investing activities, as originally presented, was
approximately $0.3 million.

Derivatives and Hedging—In August 2017, the FASB issued an accounting standards update which changes the
designation and measurement guidance for qualifying hedging relationships and the presentation of hedging results.
This update expands and refines hedge accounting and aligns recognition and presentation of its effects within the
financial statements. ESH REIT adopted this update on January 1, 2018 and recorded a cumulative-effect adjustment
to reclassify a previously recorded loss of approximately $0.7 million from retained earnings to accumulated other
comprehensive income. In addition to the cumulative-effect adjustment, impacts of adoption included the elimination
of hedge ineffectiveness related to designated interest rate swaps, the presentation of all interest rate hedge related
items that impact earnings in the interest expense line item in the consolidated statement of operations and an election
to perform qualitative assessments of hedge effectiveness.

Leases—In February 2016, the FASB issued an accounting standards update which introduces a lessee model that
requires a right-of-use asset and lease obligation to be presented on the balance sheet for all leases, whether operating
or financing. The update eliminates the requirement in current U.S. GAAP for an entity to use bright-line tests in
determining lease classification. The update also requires lessors to increase the transparency of their exposure to
changes in value of their residual assets and how they manage that exposure. Since February 2016, the FASB has
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issued several additional accounting standards updates related to the new lease standard, including to provide various
transition methods and optional practical expedients. For example, in July 2018, the FASB issued an accounting
standards update which permits an additional (and optional) transition method that allows an entity to report the
comparative periods presented in the period of adoption under current U.S. GAAP (ASC 840, Leases). These updates
will be effective for interim and annual reporting periods beginning after December 15, 2018.
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ESH REIT will adopt these updates on January 1, 2019, and expects to elect the following optional practical
expedients related to (i) the identification and classification of leases that commenced before the effective date, (ii)
initial direct costs for leases that commenced before the effective date, (iii) the ability to use hindsight in evaluating
lessee options to extend or terminate a lease or to purchase the underlying asset, (iv) land easements, and (v) the
evaluation of components of a contract. The election to apply these practical expedients means ESH REIT will
continue to account for leases that commenced before the effective date in accordance with current U.S. GAAP unless
the lease is modified, except that ESH REIT will recognize a right-of-use asset and a lease liability for all operating
leases based on the present value of the remaining minimum rental payments that are disclosed under current U.S.
GAAP.

ESH REIT is evaluating whether it will adopt the additional transition method described above, the result of which
would be to apply the new lease standard at the adoption date. If such transition method is elected, ESH REIT’s
reporting for the comparative periods presented in the financial statements in which it adopts the new lease standard
will continue to be presented in accordance with current U.S. GAAP.

As of September 30, 2018, using its incremental borrowing rate with respect to the future minimum lease payments
under its operating leases, ESH REIT has preliminarily estimated that the lease liability would be between
approximately $6.0 million and $10.0 million and the right of use asset would be between approximately $0.5 million
and $4.5 million, which includes adjustments for accrued lease payments, above market lease liabilities and lease
incentives. ESH REIT does not expect the adoption of these updates to have a material effect on its unaudited
condensed consolidated statements of operations or cash flows.

The recording of a lease obligation may increase total indebtedness for purposes of financial covenants within certain
of ESH REIT’s existing debt agreements; however, ESH REIT currently does not expect this increase to cause
instances of non-compliance with any of these covenants.
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3.NET INCOME PER SHARE
Basic net income per share is computed by dividing net income available to Class A and Class B common
shareholders by the weighted-average number of shares of unrestricted Class A and Class B common stock
outstanding, respectively. Diluted net income per share is computed by dividing net income available to Class A and
Class B common shareholders, as adjusted for potentially dilutive securities, by the weighted-average number of
shares of unrestricted Class A and Class B common stock outstanding, respectively, plus other potentially dilutive
securities. Dilutive securities include certain equity-based awards issued under long-term incentive plans and are
included in the calculation, provided that the inclusion of such securities is not anti-dilutive.
The calculations of basic and diluted net income per share, including a reconciliation of the numerators and
denominators, are as follows (in thousands, except per share data):
Three Months Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017

Numerator:

Net income $8,821 $28,486 $47,592 $7,646
Less preferred dividends 4 ) (4 ) (12 ) (12 )
Net income available to ESH Hospitality, Inc. common shareholders $8,817 $28,482 $47,580 $7,634
Class A:

Net income available to ESH Hospitality, Inc. Class A common
shareholders - basic

Amounts attributable to ESH Hospitality, Inc. Class B

shareholders assuming conversion

Net income available to ESH Hospitality, Inc. Class A common
shareholders - diluted

Class B:

Net income available to ESH Hospitality, Inc. Class B common
shareholders - basic

Amounts attributable to ESH Hospitality, Inc. Class B

shareholders assuming conversion

Net income available to ESH Hospitality, Inc. Class B common
shareholders - diluted

Denominator:

Class A:

Weighted average number of ESH Hospitality, Inc. Class A common
shares outstanding - basic and diluted

Class B:

Weighted average number of ESH Hospitality, Inc. Class B common 188.822 192.357 189.681 193.399
shares outstanding - basic

Dilutive securities 431 974 430 —
Weighted average nurpber of ESH Hospitality, Inc. Class B common 189.253 193.331 190111 193,399
shares outstanding - diluted

$5,027 $16,112 $27,077 $4,360
G H@E7r He ) —

$5,022 $16,075 $27,051 $4,360

$3,790 $12,370 $20,503 $3,274
5 37 26 —

$3,795 $12,407 $20,529 $3,274

250,494 250,494 250,494 250,494

Net income per ESH Hospitality, Inc. common share - Class A - basic $0.02 $0.06  $0.11 $0.02
Net income per ESH Hospitality, Inc. common share - Class A - diluted $0.02 $0.06  $0.11 $0.02
Net income per ESH Hospitality, Inc. common share - Class B - basic $0.02 $0.06  $0.11 $0.02
Net income per ESH Hospitality, Inc. common share - Class B - diluted $0.02 $0.06  $0.11 $0.02
Anti-dilutive securities excluded from net income per common share - Class B - . . 602
diluted
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4.HOTEL ACQUISITIONS AND DISPOSITIONS

ACQUISITIONS

On May 30, 2018, ESH REIT acquired a hotel from Legacy Rock Hill, LLC for cash consideration of approximately
$13.0 million. Other than ordinary components of prorated net working capital, no liabilities were assumed in the
purchase. The acquisition was accounted for as a business combination in accordance with ASC 805, Business
Combinations, which requires that the consideration be allocated to acquired assets and assumed liabilities based on
their acquisition date fair values. The vast majority of the purchase price was allocated to building and improvements.
Legal, professional and other costs directly related to the acquisition were approximately $(0.1) million and $0.2
million for the three and nine months ended September 30, 2018, respectively, and are included in general and
administrative expenses in the accompanying unaudited condensed consolidated statements of operations.

The purchase price allocation among the assets acquired is as follows (in thousands, except for estimated useful lives):

Amount Estimated
Useful Life
Land and site improvements $1,397 3-20 years
Building and improvements 10,488 4-49 years
Furniture, fixtures and equipment 1,115  2-10 years
Total purchase price $13,000

The acquired hotel contributed total rental revenues of approximately $0.3 million and $0.4 million for the three and
nine months ended September 30, 2018, respectively and income from operations of $0.1 million and $0.2 million for
the three and nine months ended September 30, 2018, respectively. Prior to its acquisition by ESH REIT, the hotel
opened in late 2017.

DISPOSITIONS

2018 Dispositions—In September 2018, ESH REIT sold 32 hotels in two separate transactions for $122.6 million. The
carrying value of these hotels, including net working capital and allocable goodwill, was approximately $146.1
million. These transactions resulted in a total loss on sale of approximately $25.5 million, net of closing costs and
adjustments, which is reported in loss on sale of hotel properties during the three and nine months ended September
30, 2018 in the accompanying unaudited condensed consolidated statements of operations.

In February 2018, ESH REIT sold 25 hotels for approximately $112.1 million. The carrying value of these hotels,
including net working capital and allocable goodwill, was approximately $107.2 million. In March 2018, ESH REIT
sold one additional hotel for approximately $44.8 million. The carrying value of the hotel, including allocable
goodwill, was approximately $13.2 million. These transactions resulted in a total gain on sale of approximately $35.2
million, net of closing costs and adjustments, which is reported in gain on sale of hotel properties during the nine
months ended September 30, 2018 in the accompanying unaudited condensed consolidated statements of operations.
2017 Dispositions—In May 2017, ESH REIT sold its three Extended Stay Canada-branded hotels for 67.4 million
Canadian dollars, or approximately $49.0 million. ESH REIT's carrying value of the hotels, including net working
capital and allocable goodwill, net of an impairment charge recorded prior to sale, was approximately 51.2 million
Canadian dollars, or approximately $37.3 million prior to the evaluation of existing foreign currency translation loss.
Due to the fact that ESH REIT's Canadian subsidiary liquidated substantially all of its assets, approximately $12.5
million of accumulated foreign currency translation loss was recognized at the time of sale. This charge more than
fully offset the Canadian subsidiary's gain on sale, which resulted in a loss on sale of the Canadian hotels of
approximately $1.5 million, net of closing costs and adjustments. In May and December 2017, ESH REIT sold two
additional hotels for approximately $21.4 million. The carrying value of these hotels, including net working capital
and allocable goodwill, was approximately $11.0 million, resulting in a net gain on sale of approximately $10.1
million, net of closing costs and adjustments.
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None of the above dispositions were reported as discontinued operations. The table below summarizes the hotel
dispositions described above (in thousands, except number of hotels and number of rooms):

. Number of Number of Net (Loss) Gain
YearBrand Location Month Sold Hotels Rooms  Proceeds Recognized
2018 Extended Stay America Various September 16 1,680 $60,710 $(16,704 )
2018 Extended Stay America Various September 16 1,776 $58,144 $(8,760 )
2018 Extended Stay America Various February 25 2,430 $111,156 $4,227
2018 Extended Stay America Texas March 1 101 $44,090 $30,992
2017Extended Stay America Colorado December 1 160 $15985 $11,836
2017 Extended Stay Canada Canada May 3 500 $43,551 $(1,507 YD
2017 Other Massachusetts May 1 103 $5,092 $(1,767 )

Due to the fact that ESH REIT's Canadian subsidiary liquidated substantially all of its assets, approximately $12.5
(1)million of accumulated foreign currency translation loss was recognized at the time of sale. An impairment charge
of approximately $15.0 million was recorded prior to sale.
During the three and nine months ended September 30, 2018 and 2017, the disposed hotel properties contributed
rental revenues, total operating expenses and income (loss) before income tax expense as follows (in thousands):
Three Months  Nine Months
Ended Ended
September 30, September 30,
2018 2017 2018 2017
Rental revenues from Extended Stay America, Inc. $8,140 $10,063 $19,294 $28,165
Total operating expenses 2,697 6,627 10,320 35,792 O
Income (loss) before income tax expense 5,443 3,750 8974 (7,000

(1)Includes impairment charge of approximately $15.0 million related to three Canadian hotels.
5.PROPERTY AND EQUIPMENT
Net investment in property and equipment as of September 30, 2018 and December 31, 2017, consists of the following
(in thousands):
September 30, December 31,
2018 2017
Hotel properties:
Land and site improvements $1,232,336 $1,289,152
Building and improvements 2,770,943 2,970,404

Furniture, fixtures and equipment 654,626 655,120
Total hotel properties 4,657,905 4,914,676
Development in process 31,730 2,453
Undeveloped land parcel 1,675 1,675
Total cost 4,691,310 4,918,804

Less accumulated depreciation (1,192,039 ) (1,143,164 )

Property and equipment, net $3,499271 $3,775,640

As of September 30, 2018, development in process consists of nine land parcels which are in various phases of
construction and/or development. Additionally, in September 2018, ESH REIT acquired a hotel under construction
from Legacy Greenville, LLC for cash consideration of approximately $12.3 million. Because the hotel had not
opened at the date of acquisition, the transaction was accounted for as an acquisition of assets rather than a business
combination under ASC 805, Business Combinations. The hotel is expected to open in the fourth quarter of 2018. As
of September 30, 2018, these assets are included in development in process.
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No impairment charges were recognized during the three and nine months ended September 30, 2018, or during the
three months ended September 30, 2017. During the nine months ended September 30, 2017, using Level 3
unobservable inputs and, in certain instances, using Level 2 observable inputs, ESH REIT recognized approximately
$15.0 million of impairment charges related to its Canadian hotels.

Quantitative information with respect observable inputs consists of non-binding bids or, in certain instances, binding
agreements to sell a hotel or portfolio of hotels to one or more third parties. 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 are based on
ESH REIT's historical data and experience, budgets, industry projections and micro and macro general economic
condition projections.

The estimation and evaluation of future cash flows, in particular the holding period for real estate assets and asset
composition and/or concentration within real estate portfolios, relies on judgments and assumptions regarding holding
period, current and future operating and economic performance, and current and future market conditions. It is
possible that such judgments and/or estimates will change; if this occurs, ESH REIT may recognize impairment
charges or losses on sale of hotel properties in future periods reflecting either changes in estimate, circumstance or the
estimated market value of its assets.

6.DEBT

Summary—ESH REIT’s outstanding debt, net of unamortized debt discount and unamortized deferred financing costs, as
of September 30, 2018 and December 31, 2017, consists of the following (dollars in thousands):

Unamortized
Carrying Amount Deferred Financing Interest Rate

Stated Costs

Amount( September  December September December Stated Septembeﬂ)eceml:i\e/faturity
Loan 30. 2018 31.2017 30, 31, Interest 30, 31, Date

’ ’ 2018 2017 Rate 2018 2017

Term loan
facility
201.6‘Term $1,300,000 $1,210,0793 $1,278,5453) $11,110  $13,433 LIBOR® 5.99%® 3.69% 8/30/2023 Eg
Facility 2.00%

Senior notes

2025 Notes 1,300,000 1,291,342 4 1,290,356 ) 18,583 20,700 525 % 525% 5.25% 5/1/2025
Revolving

credit

facility

2016 LIBOR

Revolving 350,000 @ — — 1,607 2,020 @D + N/A N/A  8/30/2021
Credit Facility 2.75%

Unsecured

Intercompany

Facility

Unsecured

Intercompany 75,000 ® — — — — 500 % 5.00% 5.00% 8/30/2023
Facility

Total $2,501,421  $2,568,901 $31,300 $36,153

Amortization is interest only, except for the 2016 Term Facility (as defined below), which amortizes in equal
(1)quarterly installments of approximately $3.1 million. See (6) below. In February 2018, ESH REIT made a
voluntary prepayment of $60.0 million.
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ESH REIT is able to increase its borrowings under the 2016 ESH REIT Credit Facilities (as defined below) by an
amount of up to $600.0 million, plus additional amounts, in each case subject to certain conditions.
The 2016 Term Facility is presented net of an unamortized debt discount of approximately $4.6 million and $5.3
million as of September 30, 2018 and December 31, 2017, respectively.
$300.0 million of the 2016 Term Facility is subject to an interest rate swap at a fixed rate of 1.175% as of
September 30, 2018 (see Note 7).
The 2025 Notes (as defined below) are presented net of an unamortized debt discount of approximately
$8.7 million and $9.6 million as of September 30, 2018 and December 31, 2017, respectively.
In addition to scheduled amortization noted in (1) above, subject to certain exceptions, annual mandatory
prepayments of up to 50% of Excess Cash Flow, as defined, may be required under the 2016 Term Facility. Annual
(6)mandatory prepayments for the year are due during the first quarter of the following year. No mandatory
prepayments were required in the first quarter of 2018 based on ESH REIT’s Excess Cash Flow for the year ended
December 31, 2017.
Unamortized deferred financing costs related to the revolving credit facility are included in other assets in the
accompanying unaudited condensed consolidated balance sheets.

2)
3)
“)
(&)

)
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As of September 30, 2018, no amounts were outstanding under the Unsecured Intercompany Facility. ESH REIT is
(8)able to borrow under the Unsecured Intercompany Facility an amount up to $300.0 million, plus additional
amounts, in each case subject to certain conditions (see Note 9).
ESH REIT Credit Facilities
On August 30, 2016, ESH REIT entered into a credit agreement, as may be amended and supplemented from time to
time, providing for senior secured credit facilities (collectively, the “2016 ESH REIT Credit Facilities”) consisting of a
$1,300.0 million senior secured term loan facility (as amended and supplemented from time to time, the “2016 Term
Facility”’) and a $350.0 million senior secured revolving credit facility (as amended and supplemented from time to
time, the “2016 ESH REIT Revolving Credit Facility”). Subject to the satisfaction of certain criteria, borrowings under
the 2016 ESH REIT Credit Facilities may be increased by an amount of up to $600.0 million, plus additional amounts,
so long as, after giving effect to the incurrence of such incremental facility and the application of proceeds thereof, its
pro-forma senior loan-to-value ratio is less than or equal to 45%.
Obligations under the 2016 ESH REIT Credit Facilities are guaranteed by certain existing and future material
domestic subsidiaries of ESH REIT, other than those owning real property, subject to customary exceptions.
Obligations under the 2016 ESH REIT Credit Facilities are secured, subject to certain exceptions, including an
exception for real property, by a first-priority security interest in substantially all of the assets of ESH REIT and the
guarantors.

The 2016 ESH REIT Credit Facilities contain a number of restrictive covenants that, among other things and subject
to certain exceptions, limit ESH REIT’s ability and the ability of its subsidiaries to incur additional debt, modify
existing debt, create certain liens, pay dividends and distributions, make certain investments and other restricted
payments, enter into affiliate transactions, amend or modify certain material operating leases and management
agreements, sell assets or merge, consolidate or transfer all or substantially all of their assets. The 2016 ESH REIT
Credit Facilities contain certain customary representations and warranties, affirmative covenants and events of default,
including, but not limited to, cross-defaults to certain other indebtedness and certain material operating leases and
management agreements. If an event of default occurs, the administrative agent is entitled to take various actions,
including the acceleration of amounts due under the 2016 ESH REIT Credit Facilities and additional actions that a
secured creditor is permitted to take following a default. As of September 30, 2018, ESH REIT was in compliance
with all covenants under the 2016 ESH REIT Credit Facilities.

2016 Term Facility—In May 2018, ESH REIT entered into a third amendment to the 2016 Term Facility (such
amendment, the “Third Repricing Amendment”). The 2016 Term Facility bears interest at a rate equal to (i) LIBOR plus
1.75% for any period during which ESH REIT maintains a public corporate family rating better than or equal to BB
(with a stable or better outlook) from S&P and Ba3 (with a stable or better outlook) from Moody's (a “Level 1 Period”)
or LIBOR plus 2.00% for any period other than a Level 1 Period; or (ii) a base rate (determined by reference to the
highest of (A) the prime lending rate, (B) the overnight federal funds rate plus 0.50% or (C) the one-month adjusted
LIBOR rate plus 1.00%) plus 0.75% during a Level 1 Period or 1.00% for any period other than a Level 1 Period. The
2016 Term Facility amortizes in equal quarterly installments in amounts equal to 0.25% of the aggregate principal
amount such loan outstanding on the Third Repricing Amendment effective date, or approximately $12.2 million per
year. The remaining balance is payable at maturity. In addition to scheduled amortization, subject to certain
exceptions, mandatory prepayments of up to 50% of annual Excess Cash Flow, as defined, may be required based on
ESH REIT's Consolidated Total Net Leverage Ratio, as defined. Annual mandatory prepayments are due during the
first quarter of the following year. No mandatory prepayments were required in the first quarter of 2018 based on ESH
REIT's Excess Cash Flow for the year ended December 31, 2017. The 2016 Term Facility matures on August 30,
2023.

ESH REIT has the option to voluntarily prepay outstanding loans under the 2016 Term Facility at any time upon three
business days’ prior written notice for LIBOR loans or on one business day’s prior written notice for base rate loans. In
February 2018, ESH REIT made a voluntary prepayment of $60.0 million and wrote off approximately $0.6 million of
deferred financing costs related to the prepayment. In addition to customary “breakage” costs with respect to LIBOR
loans, amounts refinanced, substituted or replaced by indebtedness which has a lower all-in yield than the all-in yield
under the 2016 Term Facility on or prior to November 22, 2018 (other than as a result of a change of control, a
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significant acquisition or a transformative transaction) are subject to a prepayment penalty equal to 1.00% of the
aggregate principal amount refinanced, substituted or replaced. Prepayments made after November 22, 2018 are not
subject to a prepayment penalty.

2016 ESH REIT Revolving Credit Facility—The 2016 ESH REIT Revolving Credit Facility provides for the issuance of
up to $50.0 million of letters of credit. Borrowings under the facility bear interest at a rate equal to (i) LIBOR plus a
spread that ranges from 2.25% to 2.75% based on ESH REIT’s Consolidated Total Net Leverage Ratio, as defined, or
(ii) base rate (determined by reference to the highest of (A) the prime lending rate, (B) the overnight federal funds rate
plus 0.50%, or (C)
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the one-month adjusted LIBOR rate plus 1.00%) plus a spread that ranges from 1.25% to 1.75% based on ESH REIT’s
Consolidated Total Net Leverage Ratio, as defined. There is no scheduled amortization under the 2016 ESH REIT
Revolving Credit Facility and the facility matures on August 30, 2021.

In addition to paying interest on outstanding principal, ESH REIT incurs a fee of 0.35% or 0.175% on the unutilized
revolver balance. ESH REIT is also required to pay customary letter of credit fees and agency fees. As of
September 30, 2018, ESH REIT had no letters of credit outstanding under the facility and available borrowing
capacity of $350.0 million.

The 2016 ESH REIT Revolving Credit Facility is subject to a springing financial covenant whereby the senior
loan-to-value ratio may not exceed 45% when the aggregate principal amount of borrowings and letters of credit under
the 2016 ESH REIT Revolving Credit Facility, excluding up to $30.0 million of letters of credit, is equal to or greater
than 25% of the aggregate available principal amount of the 2016 ESH REIT Revolving Credit Facility on the
applicable fiscal quarter end date.

ESH REIT Senior Notes Due 2025

In May 2015 and March 2016, ESH REIT issued $500.0 million and $800.0 million, respectively, of its 5.25% senior
notes due in 2025 (the “2025 Notes”) under an indenture (the “Indenture”) with Deutsche Bank Trust Company Americas,
as trustee, in private placements pursuant to Rule 144 A of the Securities Act. The 2025 Notes mature on May 1, 2025
and bear interest at a fixed rate of 5.25% per annum, payable semi-annually in arrears on May 1 and November 1 of
each year.

The 2025 Notes are fully and unconditionally guaranteed, jointly and severally, on an unsecured basis by each of ESH
REIT’s subsidiaries that guarantee ESH REIT’s obligations under the 2016 ESH REIT Credit Facilities. The 2025
Notes rank equally in right of payment with ESH REIT’s existing and future senior unsecured indebtedness, and senior
in right of payment to all future subordinated indebtedness, if any. The 2025 Notes are effectively junior to any of
ESH REIT’s secured indebtedness to the extent of the value of the assets securing such indebtedness.

ESH REIT may redeem the 2025 Notes at any time on or after May 1, 2020, in whole or in part, at a redemption price
equal to 102.625% of the principal amount, declining annually to 100% of the principal amount from May 1, 2023 and
thereafter, plus accrued and unpaid interest. Prior to May 1, 2020, ESH REIT may redeem the 2025 Notes, in whole or
in part, at a redemption price equal to 100% of the principal amount, plus a “make-whole” premium, as defined in the
Indenture, plus accrued and unpaid interest. Upon a Change of Control, as defined, holders of the 2025 Notes have the
right to require ESH REIT to redeem the 2025 Notes at 101% of the principal amount, plus accrued and unpaid
interest.

The Indenture contains a number of customary covenants that, among other things and subject to certain exceptions,
limit ESH REIT’s ability and the ability of its subsidiaries to incur additional debt, create certain liens, pay dividends
or distributions, make certain investments and other restricted payments, enter into affiliate transactions, sell assets or
merge, consolidate or transfer all or substantially all of their assets. The Indenture also contains certain customary
events of default, including, but not limited to, cross-defaults to certain other indebtedness. If an event of default
occurs, the holders of the Notes and the Trustee are entitled to take various actions, including declaring the 2025
Notes immediately due and payable. As of September 30, 2018, ESH REIT was in compliance with all covenants set
forth in the Indenture.

Unsecured Intercompany Facility

On August 30, 2016, ESH REIT, as borrower, and the Corporation, as lender, entered into an unsecured intercompany
credit facility (the “Unsecured Intercompany Facility”), under which ESH REIT borrowed $75.0 million from the
Corporation upon the facility's closing. As of September 30, 2018 and December 31, 2017, the amount outstanding
under the facility was $0. Subject to certain conditions, the principal amount of the Unsecured Intercompany Facility
may be increased up to an amount that shall not exceed the greater of (i) $300.0 million and (ii) an unlimited amount
so long as the incremental loan-to-value ratio, determined on a pro-forma basis as of the last day of the most recently
ended test period, as if any incremental loans available under such incremental commitments had been outstanding on
the last day of such period, and, in each case, without netting the cash proceeds of any such incremental loans, does
not exceed 5.0%. Loans under the facility bear interest at 5.0% per annum. There is no scheduled amortization and the
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facility matures on August 30, 2023. ESH REIT has the option to voluntarily prepay outstanding loans at any time
upon one business day’s prior written notice.

The Unsecured Intercompany Facility contains a number of restrictive covenants that, among other things and subject
to certain exceptions, limit ESH REIT’s ability and the ability of its subsidiaries to incur additional debt, modify
existing debt, create certain liens, pay dividends or distributions, make certain investments and other restricted
payments, enter into affiliate transactions, amend or modify certain material operating leases and management
agreements, sell assets or merge, consolidate or transfer all or substantially all of their assets. The facility contains
certain customary representations and warranties,
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affirmative covenants and events of default, including, but not limited to, cross-defaults to certain other indebtedness
and certain material operating leases and management agreements. If an event of default occurs, the Corporation is
entitled to take various actions, including the acceleration of amounts due under the facility and all other actions that a
creditor is permitted to take following a default. As of September 30, 2018, ESH REIT was in compliance with all
covenants under the Unsecured Intercompany Facility.

Interest Expense, net—The components of net interest expense during the three and nine months ended September 30,
2018 and 2017, are as follows (in thousands):

Three Months Nine Months

Ended September  Ended September

30, 30,

2018 2017 2018 2017
Contractual interest $28978 $29.810 $86,730 $89,970
Amortization of deferred financing costs and debt discount 1,969 1,997 5,926 5,991
Debt extinguishment and other costs 199 313 2,306 1,830
Interest Income 215 )Y@ ) (252 ) (12 )
Total $30,931 $32,116 $94,710 $97,779

Future Maturities of Debt—The future maturities of debt as of September 30, 2018, are as follows (in thousands):
Years Ending December 31,

Remainder of 2018 $3,052

2019 12,207 M
2020 12,207 M
2021 12,207 M
2022 12,207 M
Thereafter 2,462,764
Total $2,514,644

Under the 2016 Term Facility, annual mandatory prepayments of up to 50% of Excess Cash Flow, as defined, may
be required. Annual mandatory prepayments for the year are due during the first quarter of the following year. No
mandatory prepayments were required in the first quarter of 2018 based on ESH REIT's Excess Cash Flow for the
year ended December 31, 2017.

Fair Value of Debt—As of September 30, 2018 and December 31, 2017, the estimated fair value of ESH REIT’s debt was
approximately $2.5 billion and $2.6 billion, respectively. Estimated fair values are determined by comparing current
borrowing rates and risk spreads offered in the market (Level 2 fair value measures) or quoted market prices (Level 1
fair value measures), when available, to the stated interest rates and spreads on ESH REIT’s debt.

7.DERIVATIVE INSTRUMENTS

In September 2016, ESH REIT entered into a floating-to-fixed interest rate swap, as amended and supplemented from
time to time, at a fixed rate of 1.175% and a floating rate of one-month LIBOR to manage its exposure to interest rate
risk on a portion of its 2016 Term Facility. The notional amount of the interest rate swap as of September 30, 2018
was $300.0 million. The notional amount decreases by an additional $50.0 million every six months until the swap's
maturity in September 2021.

On January 1, 2018, ESH REIT adopted ASU 2017-12, Derivatives and Hedging: Targeted Improvements to
Accounting for Hedging Activities, which changes the designation and measurement guidance for qualifying hedging
relationships as well as the presentation of hedging results, and as a result recorded a cumulative-effect adjustment to
reclassify a previously recorded loss of approximately $0.7 million from retained earnings to accumulated other
comprehensive income. For the three and nine months ended September 30, 2018, ESH REIT received proceeds of
approximately $0.8 million and $1.9 million that offset interest expense, respectively, and recorded interest (income)
expense of approximately $(0.1) million and $0.8 million for the three and nine months ended September 30, 2017,
respectively. As of September 30, 2018, approximately $3.9 million is expected to be recognized through earnings
over the following twelve months.
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