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Boston's Waterfront District: Harboring Potential for Hotels
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Boston'’s harbor has been instrumental to the city’s evolution for more than two centuries.
Known today as the South Boston Waterfront and Seaport District, the area’s cornerstones of
revitalization include the Boston Convention & Exhibition Center, the Institute of

Contemporary Art, and the HarborWalk. These and other developments have brought

healthy increases in demand to Boston hotels, and the city and private developers are
working toward even more pronounced demand growth. The following article looks at

present challenges and the opportunities that lie ahead.
Commercial Developments

Boston is home to two full-scale convention centers, the Boston Convention & Exhibition Center (BCEC), located
along Summer Street in the Seaport District, and the John B. Hynes Veterans Memorial Convention Center in
Boston'’s Back Bay. The $850-million, 2.1-million-square-foot BCEC opened in 2004 and has made Boston a

powerful presence in the convention and meetings market in New England.

As owner and operator of the BCEC and the Hynes Center, the Massachusetts Convention Center Authority
(MCCA) has become a crucial component of the region’s economic engine. Officials at the MCCA have proposed
a master plan to elevate Boston to a “Top Five" destination in the national conventions and meetings
marketplace. Of especial interest for existing and potential hotel stakeholders, the master plan calls for
additional hotel supply within the South Boston Waterfront in addition to the expansion of the BCEC's

multipurpose ballroom and exhibit space 2.

Except for the adjacent 793-room Westin hotel, the vicinity the BCEC consists primarily of parking lots, raised
roadways, tunnel ramps, and undeveloped land. While millions of square feet of future commercial
developments, now in various stages of planning, permitting, and construction, should emerge over the next
several years, new hotel supply has lagged behind3. With fewer than 1,700 hotel rooms within one-half mile of
the facility, the BCEC relies on hotels in the Back Bay, the Hynes Center's home turf. This in turn leaves the Hynes
Center with insufficient hotel room inventory, leading to increased transportation costs and inconvenience for

convention delegates at either facility.

In an effort to overcome this hurdle, the proposed master plan calls for a coordinated strategy that includes the
development of an additional headquarters hotel with 1,000 to 1,200 rooms proximate to the BCEC, as well as
the expansion of the Westin Boston Waterfront hotel. The hotels that currently service the BCEC are either
luxury or upper-upscale properties; to diversify lodging options and appeal to a greater breadth of potential
event planners, exhibitors, and delegates, the master plan also proposes the development of new, more
affordable hotels?. Just as the BCEC brought about a need for more hotels, the master plan proposes a need to
expand the center itself once new hotel supply comes aboard. An exhibit-hall expansion coupled with a new,
larger multipurpose space would allow the scheduling of overlapping events and potentially thousands more

delegates and room nights per year>.

The cost of construction on sites proximate to the BCEC is somewhat prohibitive because of the obstacle of
extensive underground infrastructure left behind from the “Big Dig.” The dearth of available financing for new

hotel construction over the past several years has also been a barrier to entry for proposed hotels. At present,
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assistance from the public sector is being sought through initiatives in the state legislature, the Governor’s office,
and the City of Boston. These initiatives include pre-permitting of development sites, complementary
development of neighboring sites through strategic land acquisition and control, and the easing of hotel-
development restrictions “South of Summer Street,” a fertile development ground for the lower-priced hotels

proposed in the master plan®.

Convention Demand

MCCA officials expect 2012 to be the best year for convention business since 2007. Events held at the BCEC and
Hynes Center are expected to generate approximately 601,000 hotel room nights and $625 million in economic
impact’. The general strengthening of the convention and meetings market has led to an increasing number of
national and international attendees destined for the Boston area, and the demand for lodging is expected to
outpace attendance growth in the near future as convention trends strengthen further. The continued success of
the area’s education, medical, and technology sectors has increased the city’s magnetism, drawing in major
events such as the National School Boards Association’s Annual Conference, the Biotechnology Industrial

Organization’s International Convention, the Penny Arcade Expo (PAX) East, and many others®8.

The table below details aggregate usage statistics for both of Boston's convention centers.

Convention Center Statistics
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Lodging Trends

Boston'’s well-established and diversified economic base somewhat shielded the city’s economy from the impact
of the recent recession, and this includes the lodging sector. The following table presents occupancy, average
rate, and RevPAR statistics from 2005 through 2011 for a select set of hotels representative of Boston's full- and

select-service hotel market.

7-Year Estimated Occupancy and Average Rate Trend
Year Occupancy Average Rate RevIPAR
2005 754 % 5169.44 $127.76
2006 761 187.17 142.44
2007 77.3 204,40 158.00
2008 744 21412 159.39
2009 70.7 188,56 133.28
2010 75.6 196,53 148.48
2011 76.4 202.06 154.31
Source: HVS

Citywide occupancy levels are likely to remain relatively stable, even with the proposed array of new supply.
Boston’s improving economy, and demand from segments with stakes in new and upcoming retail, office, and
convention developments, should allow for sizable average rate gain over the long term. The entrance of high-

end hotels like the Hotel Veritas, the Ames Hotel, and the W Hotel Boston should further bolster average rates.



New Hotel Supply on the Waterfront

Developers are already heeding the calls for increased hotel supply in the South Boston Waterfront. Following are

the hotel projects presently approved by the Boston Redevelopment Authority (BRA)?.

® 368 Congress Street: The former Boston Wharf Company'’s Stillings Building is being transformed into a 120-
unit Residence Inn by Marriott with approximately 5,000 square feet of ground-floor retail space. The

developer plans to open the hotel in May of 2012.

® Seaport Square: The 23-acre site on Boston’s Waterfront represents one of the largest undeveloped parcels in
the city. Upon completion, the mixed-use project is anticipated to comprise approximately 6.3 million square
feet, with facilities including a 135-room boutique hotel in the Autograph Collection by Marriott in Block A;
539,900 square feet of residential and hotel space in Block D; a 248,000-square-foot hotel complex in Block N;

and a 418,000-square-foot retail and hotel complex in Block P.

® Pier 4: A 314,000-square-foot hotel complex has been approved, though no building permits have yet been
submitted.

® Fan Pier: A 500,000-square-foot hotel complex has been approved, though no building permits have yet been
submitted.

Hotel Values

The HVS 2011 U.S. Hotel Valuation Index forecasts moderate growth in Boston'’s hotel values through 2015.
Boston’s per-room values declined in 2008 and 2009, but recovered substantially in 2010. The table below

illustrates historical and forecasted per-room values for Boston hotels.

10-Year Estimated Per-Room Values for Boston
Year Per-Room Value Change in Value
2006 $214,867 —
2007 261,472 21.7 %
2008 226,979 -13.2
2009 190,991 -159
2010 254,471 332
2011 * 274,823 8.0
2012 * 282,897 29
2013 * 310,502 9.8
2014 * 321,978 3.7
2015 * 354,173 10.0
"Forecast
Source: HVS

Conclusion

Boston is a gateway city, an advantageous trait when it comes to potential economic growth. The city’s well-
developed transportation infrastructure will only aid in channeling new sources of demand for the convention
facilities and hotels, both existing and proposed, in the Seaport District and Back Bay. As various master plans
find anchor, the new developments they sail into harbor should buoy local hotels above the troubled tides of the

recent recession.
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