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Stock Price PERFORMANCE

Comrany OwnNED La QuiNTA

LA Quinta BRANDED

(CHANGE OVER PRIOR YEAR)

= S&P 500 Index
¥ La Quinta

46%

229,

BranpED REVPAR* PERFORMANCE
(CHANGE OVER PRIOR YEAR)

SvysTEM REVENUES*
(DOLLARS IN MILLIONS)

$653

(EiEyriy

64
&4/

$565 |

2002 2003 2004

2002 2003 2004

2002 2003 2004

* RevPAR is revenue per available room.

*System revenues are room sales generated
5

Hyp owned and franchised hotels.

Year ended December 31,

2002 2003 2004

ToTar COMPANY (in miliions, except per share data)

Revenues
Adjusted EBITDA™

Net loss
Net loss per share

521 515 $ 593
170 155 180
(508) (84) {45)
(3.55) {0.58) (0.25)

2002 2003 2004

A QUINTA BRANDED LODGING StATISTICS?!

Revenue Per Available Room (RevPAR)

$ 3561 $ 36.22 $ 39.12

Daily Rate

5 60.09 $ 5851 $ 58.57

Percentage

59.370 61.9% 66.8%

omprany OwNeD HOTELS

anded

275

branded

89

HISED HOTELS

oral SystEM HoTELs®

OTAL SYSTEM ROOMS®!

346 372 592

47,550 23,750 5,110

stments for non-cash income or expe T Adjusted EBITDA is also adjusted for discontinued operations,
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DEeAR FELLOW SHAREHOLDERS,

We are pleased to report that 2004 was an outstanding year. We produced
excellent results using our strategic levers—improving cash flows from our
existing hotels, growing our income stream through franchising and capitalizing
on external growth opportunities. Our stock price responded, increasing 42%.
In 2005, we will continue to focus on our strategic levers to further increase

shareholder value.

A Loox Back

Our La Quinta brand continues to perform very well. Over the last four years,
we have invested in our product, people, technology, and sales and marketing
programs. We have replaced or upgraded most of our méjor systems, ‘including,
most recently, our financial systems. Our sales and booking channels reported
strong growth in 2004 with Internet reservations increasing 40% over last
year and revenues from our direct sales force growing 20%. Guest satisfaction
scores have improved for 17 consecutive quarters. Consequently, increasing
numbers of customers are choosing La Quinta hotels. In 2004, hotel occupancy
increased five percentage points from 2003 to 67%—its highest level
since 1999—allowing us to better manage our rates. As a result, RevPAR

increased 8% in 2004.

Not only are customers choosing La Quinta, but so are hotel owners. We have
added 125 hotels to the La Quinta system since launching our franchise
program in the fall of 2000, including 29 hotels added in 2004. As a result,
we are one of the fastest growing lodging brands. At yéar end, the La Quinta

flag flew over 400 hotels across the U.S. and Canada.

David L. Rea
President and Chief Operating Officer

Francis W. “Butch” Cash
Chairman and Chief Executive Officer
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[MPROVING EXISTING @PERATI@NS

“La Quinta has excellent programs
thaz belp bring guests in the door.
Wish these resources, | can focus on
providing clean comjfortable rooms

and exceptional service.”

Creig Braril
Inm bienager of the Yeer 2004
l2a Quinte Inn & Suites—Addisen, Dalles, TX

Ownep La Quinta Bravoep Horezr Economics
- RuPAR
O Refee) Reem
890.12
X6

$35.61 $£36.22 /

$28.81 538,27 .

2002 2003 2004

Consistent with our strategy of growing the company
through acquisitions of real estate and/or brands, we
completed the purchase of the 177 hotel Baymont lim-
ited service lodging chain in September 2004. This
business, which was acquired at an attractive cash flow
multiple and per room value, gives us another strong
brand to grow through our existing franchise organization.
In addition, the acquisition provides us with an important
presence in Midwestern markets, where La Quinta
lacked distribution. We also believe we have the ability
to significantly enhance the operations of the acquired
hotels to produce greater cash flows. While we only
owned Baymont during the last four months of 2004,
the initial resuits are very encouraging. Hotel profits
exceeded our expectations, and we added six franchise

hotels to the Baymont system.

With the improvements at our company owned La Quinta
hotels, growth in franchising and the acquisition of
Baymont, we were able to deliver strong financial results
in 2004. Revenues grew 15% to $593 million and
Adjusted EBITDA increased 16% to $180 million. Net
loss narrowed from $84 million in 2003 to $45 million.
In addition, even after completing a significant acquisition,
we maintain one of the strongest balance sheets in
the lodging industry. We have excellent liquidity,
very modest near term debt maturities and strong

coverage ratios.

We continue to practice strong corporate governance.
Once again, La Quinta Corporation was ranked among
the top companies in the Russell 3000 Index as

measured by Institutional Shareholder Services.




A Look AHEAD

Industry analysts expect a very strong performance from
the lodging industry for the next several years. Demand
for hotel rooms from both leisure and business travelers
continues to improve. New hotel construction is at historic

lows. As a result, hote! operators have pricing power and

industry profitability is expected to be at record levels.

With a favorable industry backdrop, we are focused on
improving performance at La Quinta and Baymont. The
La Quinta brand has built strong occupancy levels, and
we believe the majority of its revenue growth will be
through increases in average daily rates, which we began
to see in the last half of 2004. With the Baymont brand,

we believe there is significant opportunity to improve

both occupancy and average daily rates. We have just

completed the installation of La Quinta's property
management and revenue systems in every Baymont
hotel. Baymont is now aperating off the same systems
that helped dramatically improve La Quinta’s revenues.
In addition, guests participating in our Returns® loyalty
program are now able to earn and redeem points at
both brands. As a result, we believe we can improve
Baymont’s RevPAR to be more in line with La Quinta’s,

which runs approximately 18% higher than Baymont's.

We are in the beginning stages of positioning the
La Quinta and Baymont brands. With systems instaliation
now complete, we are beginning to make product

upgrades and cross brand conversions. Over the course
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of the next two years, we will seek to more clearly position
the two brands with the consumer to improve the ability
of both brands to generate higher RevPAR. Hotels that
do not meet the positioning strategy and produce low

cash flow and guest satisfaction will be soid.

We will also selectively redevelop a few of our existing
hotels that are in excellent locations with high barriers
to entry. Just a few months ago, we completed the
redevelopment of the very first La Quinta ever built.
Located in downtown San Antonio—next to the
Convention Center, the Riverwalk and the Alamo—
our 350-room, 14-story La Quinta is a showcase for
our chain and is featured on the cover of this report.

We are about to begin the redevelopment of our

Arlington Convention Center property, located next to
the Six Flags amusement park and the Texas Rangers
baseball stadium and near the proposed site for the

new Dallas Cowhoys stadium.

Our franchise team will seek to accelerate franchise growth
by opening at least 50 La Quinta and 25 Baymcnt
branded hotels this year. We believe that the majority
of the La Quinta branded hotel openings will be new
construction and most of the Baymont branded hotel
openings will be conversions from other brands. We
offer independent owner/operators quality brands that
produce strong RevPAR and guest satisfaction, backed by
exceptional sales and marketing programs, reservations

booking channels and operations support.




We will also remain opportunistic’on the development
and acquisition front to penetrate new markets. In
December 2004, we acquired three hotels in the greater
Boston area as a base from which to expand in New
England. We believe there are additional opportunities
to acquire small portfolios in other key strategic markets.
We are also interested in pursuing growth in other
major metropolitan areas. Our experience in central
business districts and at airports shows there is a strong
demand for limited service lodging in these locations

with large barriers to entry.

A Look Bevonp
According to industry analysts, the lodging industry is

at the beginning of a multi-year recovery. As a result,

AABTATES S Axes v
PO S S PRSP A

- ':v;‘h[n)" <

<
{
E
k]
4
&
¥
3
3
b
3
¥
g
<
H
3
3

we believe there are a number of opportunities for our
company to acquire additional lodging brands and/or

real estate to enhance shareholder value and leverage
the investments we have made in our people, systems

and programs.

Long term, we believe there are four keys to being a
successful lodging company. First, successful lodging
companies have strong brands. Strong brands provide
a good product with excellent guest service. Guests
develop loyalty to strong brands. As a result, strong
brands are able to achieve RevPAR premiums, which
attract franchisee interest. La Quinta and Baymont are
strong brands. We will continue to invest in our brands

to make them even stronger.




GrowinG THROUGH A@QUISITI@NS

“We believe there are a number of oppor-
ymities for our company 1o acquire
addizio

estare to enbance shareholder value and

nal lodging brands andfor real

leverage the investments we have made
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Second, successful lodging companies have strong brands
in multiple segments. Under different circumstances,
customers have differing lodging needs. The same
customer may stay at a higher priced hotel on one
occasion but at a lower priced hotel on another. Our
positioning strategy with La Quinta and Baymont will
cover travelers’ midprice and economy lodging needs.
We are now beginning to consider how to continue
enhancing shareholder value by meeting customers’

other lodging needs.

Third, successful lodging companies have ubiguitous

distribution. Hotels need to be located where the

customer wants to stay. We have two of the largest
brands in the U.S. but have considerable room "o grow.
We believe we can grow our 400 La Quintas and 182
Baymonts to at teast 1,000 hotels each. Our franchise
growth plan, coupled with strategic development and
acquisitions, will enable us to meet the expanding

location requirements of our customers.

And fourth, successful lodging companies have strong
management teams that know: 1) how to cater io the
customer; 2) how to operate hotels and brands in
multiple price segments; and 3) how, where and when
to grow. We have built an excellent managemen: team

that has experience across multiple lodging segments



and brands, and we will seek to leverage that experience

as we continue to grow the company.

We believe we have created a strong lodging company.
As we build upon our success, we will continue to
focus on the things that matter to the guest, to our

franchisees and to you, our shareholders.

SUMMARY

We could not be prouder of our 9,100 employees’
accomplishments in 2004, Our team completed a
significant acquisition of strategic importance that will

enhance shareholder value and did so without losing

focus on continuing to grow the core La Quinta

business. As a result, we had a terrific year.

We have some of the best and brightest people in the
lodging industry working at La Quinta. In early 2005,
we made changes in our executive team to position the
company for the future. David was promoted from
Executive Vice President and Chief Financial Officer
to President and Chief Operating Officer. David will
continue to work closely with Butch and will have
responsibility for company owned hotel operations, sales
and marketing, information systems, human resources,

and corporate administration. Butch will continue to
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serve as Chairman and Chief Executive Officer, providing We look forward to reporting on our continued growth.
strategic direction for the company and helping to

develop the future leaders. Sincerely,

As the hotel industry continues to strengthen, we J ] . M ‘ f
(]

will remain focused on our strategic levers—improving

Francis W. “Butch” Cash
cash flows from our existing hotels, growing our

Chairman and Chief Executive Officer
income stream through franchising and exploring

external growth opportunities. We believe that these .
levers, combined with our strong balance sheet, @ O’V‘LA ‘d\ @‘QA-
excellent management team and industry leading David L. Rea

systems will further enhance sharehclder value. President and Chief Operating Officer
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The basis of presentation includes Management’s Discussion and Analysis of Financial Condition and Results of Operations for each of the separate companies, La Quinta Corporation
(“LQ Corporation”) and La Quinta Properties, Inc. (“LQ Properties”), on a consolidated basis. The terms “we,” “us,” “our,” “companies,” “La Quinta” or “the La Quinta Companies” refers
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$0.01 per share, of LQ Corporation that are artached to and trade as a single unis with the shares of class B common stock, par value 30.01 per share, of LQ Properties. Our management
believes that LQ Corporation’s consolidated presentation is most informative to holders of our paired common shares.
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You should read the discussions in this report together with the financial
statements and related notes included elsewhere in this report. The
results discussed herein are not necessarily indicative of the results to
be expected in any future periods. These discussions contain forwarad-
looking statements based on current expectations, which involve risks
and uncertainties. Actual results and the timing of certain events
may differ significantly from those projected in such forward-looking
statements due to a number of factors. We have included a discussion
of some of these risks and uncertainties in our Joint Annual Report on
Form 10-K for the year ended 2004 under the heading “ltems 1 and
2—Description of Qur Business and Qur Properties—Certain Factors
You Should Consider About Our Companies, Our Businesses And Qur
Securities”. The risks and unicertainties described within these sections
include those related to cur lodging business, our investment in real
estate, the status of La Quinta Properties, Inc. as a real estate investment
trust (“REIT"), our capital expenditures and requirements, our corporate
structure, our acquisitions and our debt and liquidity needs, as well as
risks and uncertainties related to our industry, the economy, the aftermath
of United States military action in Iraq, further terrorist attacks on the
United States and global affairs and other risks detailed from time to
time in our filings with the Securities and Exchange Commission. We
have discussed these risks and uncertainties in detail within these
sections and encourage you to read them in their entirety in order to
understand the risks and uncertainties that can affect our forward-
fooking statements, as well as our business generally. We undertake no
obligation to publicly update or revise any forward-looking statement
to reflect current or future events or circumstances, including those

set forth herein and elsewhere in this report.

OVERVIEW

La Quinta is one of the largest owner/operators of limited service
hotels in the United States. We strive to offer hotels that attract both
business and leisure travelers seeking consistently clean and comfort-
able rooms that generally are comparable to those of mid-priced, full
service hotels, but at lower average room rates. We believe that by
generally not providing full service, management-intensive facilities
and services, such as in-house restaurants, cocktail lounges or room
service, that typically carry high fixed costs and produce low margins,

we are able to deliver a product that satisfies our customers’ needs

and price ex‘pectations, while also permitting us to focus or the
higher-margin nature of our business of renting clean and com fortable
hotel rooms to our guests.

Qver the last five years we have undergone significant firancial
and strategic changes. In January 2000, we began a strateg/ of
divesting our non-lodging real estate assets in order to focus on our
lodging business. As a result of that change in strategy, we replaced
substantially all of our senicr management with executives whi have,
on average, over 25 years of experience in lodging and lodging-related
industries. Over the last five years our management has improved the
operations of our ledging business, including increasing revenue per
available room, or RevPAR, reducing hotel level costs and introducing
our franchising program. From 2000 through 2002, we also sald
approximately $1.8 billion of our non-lodging assets, applying the
proceeds from these sales to reduce our outstanding indebtedness,
thereby strengthening our balance sheet.

On January 2, 2002, we completed the reorganization of our
companies (the “Reorganization”), whereby LQ Properties became a
subsidiary controlled by LQ Corporation while continuing its status as
a real estate investment trust, or REIT. As a result of this Recrge nization,
each share of common stock of LQ Corporation is now attached to and
trades as a single unit with a share of LQ Properties’ class B common
stock. The Reorganization was accounted for as a reorganizatior of two
companies under common control with no revaluation of the astets and
liabilities of the two companies. We implemented the Reorganization
in response to federal tax legislation which made it difficult for us to
maintain our former status as a “grandfathered” paired share REIT while
pursuing our objective to improve, expand and diversify our lodging
real estate assets and lodging business as a whole.

in September 2004, we acquired substantially all the asssts of
the limited service lodging division of The Marcus Corporation ‘the
“Acquisition”), including 90 Baymont Inn & Suites (including 01e man-
agement contract), seven Woodfield Suites and one Budgetel inn. In
addition, we acquired all the trade rights associated with the Baymont,
Woodfield Suites and Budgetel brands, and the Baymont franchise
system of 87 hotels. In December 2004, we acquired three additional
hotels that have been or will be converted to our brands.

La Quinta derives its revenue by owning and operating hotels under
our proprietary La Quinta, Baymont, Woodfield Suites and Budgetel
brands. In addition, we franchise our La Quinta and Baymont hrands




to independent owner/operators. Our trade names and trademarks
include La Quinta®, La Quinta tnns®, La Quinta Inn & Suites®,
Baymont®, Baymont Inn & Suites®, Woodfield®, Woodfield Suites®,
Budgetel®, Returns®, and Guest Ovations®. As of December 31, 2004,
our system of owned, managed and franchised hotels contained 592
hotels, representing approximately 65,000 rooms located across the
U:S. and 50 rooms in Canada. As of December 31, 2004, we
owned and operated 374 hotels, representing approximately 46,000
rooms, and our franchisees operated 218 hotels, representing
approximately 19,000 rooms (including one managed Baymont Inn
& Suites representing 97 rooms), under our brands.

QOur growth strategy includes improving the profitability of
our existing company owned hotels, furthering the expansion of our
La Quinta and Baymont brands through franchising, and investing a
portion of our available capital in the lodging business including, but
not limited to, the acquisition of other lodging assets and/or brands.
We believe that we benefit from certain competitive strengths that
assist us in implementing our growth strategy, including significant
brand awareness, operational expertise, experienced management
team, capital structure and strong infrastructure.

We also believe the overall lodging industry environment today is
positive. In 2001, the U.S. lodging industry experienced a substantial
downturn as a result of a slowing national economy and the impact on
the U.S. of the terrorist attacks on September 11, 2001, as well as the
aftermath. Toward the end of 2003, however, year-over-year RevPAR
changqs turned positive for the industry as leisure travel began to
increase. Based on data provided by Smith Travel Research, RevPAR
in the U.S. lodging industry experienced a year-over-year increase
of 7.8% in 2004, as leisure travel continued to increase and was

accompanied by improvement in business travel.

Key INpicaTORS OF FINANCIAL CONDITION AND
OPERATING PERFORMANCE

We use a variety of financial and other information in monitoring the
financial condition and operating performance of our business. Some
of this information is financial information that is prepared in accor-
dance with accounting principles generally accepted in the U.S., or
GAAP, while other information may be financial in nature and may
not be prepared in accordance with GAAP. Qur management also
uses other information that may not be financial in nature, including

statistical information and comparative data. Our management uses

this information to measure the performance of individual hotel proper-
ties, groups of hotel properties within a geographic region and/or our
business as a whole. Historical information is periodically compared
to our internal budgets as well as against industry-wide information.
We use this information for planning and monitoring our business, as

well as in determining employee compensation.

Operating Statistics

Awverage Daily Rate ("ADR’), Occupancy Percentage and RevPAR. Room
revenue comprises approximately 93% of our revenues and is dictated
by demand, as measured by occupancy percentage, pricing, as mea-
sured by ADR, and our available supply of hotel rooms. RevPAR, which
is the result of the combined impact of ADR and occupancy, is ancther
important statistic for monitoring operating performance at the individ-
ual hotel property level and across our business as a whole. RevPAR
performance is evaluated on an absolute basis, with comparison to
budgeted and prior period performance, as well as on a company
wide and regional basis. Additionally, RevPAR performance is com-
pared and tracked against industry data for our defined competitive set
within each local market as aggregated by Smith Travel Research.

Our ADR, occupancy percentage and RevPAR performance may
be impacted by macroeconomic factors such as regional and iocal
employment growth, personal income and corporate earnings, office
vacancy rates and business relocation decisions, airport and other
business and leisure travel levels and new hotel construction by our
competitors, as well as the pricing strategies of our limited service
and full service lodging competitors. Our ADR, occupancy percentage
and/or RevPAR performance is also impacted by factors specific to
La Quinta, including our guest satisfaction scores, our choice of loca-
tions for our hotels, the expenditures that we incur to maintain and
improve our hotel properties and the quality of the benefits that we offer
our guests, such as our customer loyalty program. Our available room
supply is impacted by our access to third party financing, the amount

we spend to devefop or acquire hotels and our sale of existing hotels.

Inn Operating Contribution (“I10C”). 10C is a non-GAAP measure of
an individual hotel property's level of profitability before fixed costs.
10C focuses on revenues and expenses that management considers
to be controllabie components of the hotel property level operations.
As part of 10C, we track and manage our cost per rented room as a

measure of the variable cost to offer a room night.

II
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Guest Sarisfacrion. Guest satisfaction scores are an important indicator
of how our products and services are being received and viewed by
our customers. We believe guest satisfaction is a driver of repeat and
referral business that leads to increased revenue. Guest satisfaction
scores are monitored through a number of initiatives including surveys
conducted by an independent market research company. We believe
that high levels of guest satisfaction are important to maintaining and

growing our brands' reputation and recognition.

Franchise Monitoring. We also monitor and track the number of fran-
chise units opened and the overall growth in our franchise revenues to
measure the performance of our brands, as well as our franchise pro-
grams, which we believe are impartant to increase our presence in key
geographic markets and enter additional geographic markets. In addition,
our management uses ADR, occupancy percentage, RevPAR and guest

satisfaction scores to monitor franchisee operating performance.

Adjusted Earnings before Interest, Taxes, Depreciation

and Amortization

We use a variety of measures at the corporate level to monitor the
performance of our business as a whole. Some of these measures are
prepared in accordance with GAAP, while others, such as adjusted
earnings before interest, taxes, depreciation and amortization, or
Adjusted EBITDA, are non-GAAP measures. We use Adjusted EBITDA
as a supplemental measure of performance because we believe it gives
us a more complete understanding of our financial condition and oper-
ating results. We use this metric to calculate various financial ratios
and to measure our performance, and we believe some debt and
equity investors also utilize this metric for similar purposes. Adjusted
EBITDA includes adjustments for non-cash income or expenses such
as depreciation, amortization and other non-cash items. Adjusted
EBITDA is also adjusted for discontinued operations, income taxes,
interest, net and minority interest (which includes the preferred stock
dividends of LQ Properties), as well as certain cash income or expense
that we believe otherwise distort the comparability of the measure.
Adjusted EBITDA is intended to show unleveraged, pre-tax operating
results. This is one of the measures we use to set management and
executive incentive compensation. Adjusted EBITDA is not intended to
represent any measure of performance in accordance with GAAP and
our calculation and use of this measure may differ from our competitors.
This non-GAAP measure should not be used in isolation or as a
substitute for a measure of performance or liquidity prepared in

accordance with GAAP.

La QuiNTaA CORPORATION—CONSOLIDATED

Resurts or OPERATIONS

Comparison of Years Ended December 31, 2004, December 31, 2003

and December 31, 2002
Year ended December 31,

(In thousands) 2004 2003 2002
REVENUE:
Hotel operations $563,427 $491,453 $485413
Franchise fees 17,331 39,624 5,239
Other 12,421 14,064 20,172
593,179 515,141 520,824
ExPENSES:
Direct lodging operations 271,239 232,816 232,605
Other lodging and operating
expenses 80,223 71,507 66,405
General and administrative 61,412 55,543 51,302
Interest, net 63,781 62,679 64,9385
Depreciation and amortization 126,234 128,453 123,152
Impairment of property and
equipment, mortgages and
other notes receivable 20,977 67,302 36,731
Loss on early extinguishment
of debt 21,399 6,393 1,029
Other expense (income) 903 1,758 (15,650}
646,168 626,451 560,569
Loss hefore minority interest,
income taxes, discontinued
operations and cumulative effect
of change in accounting principle (52,989) (111,310) (39,745)
Minority interest (18,344) (18,135) (18,522)
income tax benefit (expense) 24,491 50,154 {181,530
Loss before discontinued
operations and cumulative effect
of change in accounting principle (46,842) (79,291)  (239,797)
Income (loss) from discontinued
operations, net 2,303 (4,471) (19,598)
Cumulative effect of change in
accounting principle, net — — (248,358)
Net loss $(44,539) $ (83,762) $(507,753)

Ner loss was approximately $44.5 million or $0.25 per diluted com-
mon share, $83.8 million or $0.58 per diluted common share, and
$507.8 million or $3.55 per diluted common share, for the years
ended December 31, 2004, 2003 and 2002, respectively. Net loss




decreased by $39.3 million or $0.33 per diluted common share, and
by $424.0 million or $2.97 per diluted common share, in 2004 and
2003, respectively.

The decrease in net loss in 2004 compared to 2003 was
primarily due to:

* an increase in revenues from hotel operations of $71.9 million
compared to 2003. Revenues attributed to hotels acquired
during 2004 (the “Acquired Hotels") were approximately
$40.4 million; and

* adecrease in impairment of property and equipment of
$46.3 million.

The decrease in net loss was partially offset by an increase in direct
lodging operations expense of $38.4 million, an increase in loss on
early extinguishment of debt of $15.0 million, and a decrease in income
tax benefit of $25.7 million.

The decrease in net foss in 2003 compared to 2002 was
primarily due to:

* a charge of approximately $259.0 million (of which $10.6 mil-

lion has been reclassified to discontinued operations for
2002) recorded in January 2002 as a cumulative effect of
change in accounting principle to reflect an adjustment to
goodwill as a result of the adoption of Statement of Financial
Accounting Standards (“SFAS”) No. 142, Goodwill and Other
Intangible Assets (“SFAS 142");

* a charge of approximately $8.0 million recorded in September
2002 (classified in discontinued operations for that year) to
write off the balance of remaining goodwill of TeleMatrix, Inc.,
based on subsequent reviews of value due to declining results
of that unit; and

» a charge of approximately $196.5 million recorded in January
2002 as a result of our Reorganization to establish the net
deferred tax liability of La Quinta and recognize the future
impact of temporary differences between book value and tax
basis of lodging and healthcare assets and liabilities, includ-
ing net operating loss (“NOL") carryforwards of LQ Properties
and LQ Corporation.

The effect of these charges was partially offset by an increase
in impairment of property and equipment costs of approximately
$30.6 million in 2003 compared to 2002.

The following table summarizes statistical lodging data for the
past three years:

As of and for the year ended
December 31,

2004 2003 2002
NuMBER oF HOoTELS IN OPERATION
Company Owned Hotels™®
La Quinta Inns@ 199 201 208
La Quinta Inn & Suites® 76 75 73
Baymont Inn & Suites 89 N/A N/A
Other® 10 N/A N/A
Franchised/Managed Hotels®
La Quinta Inns 67 50 37
La Quinta inn & Suites 58 46 28
Baymont Inn & Suites 93 N/A N/A
Total 592 372 346
Occuprancy PERCENTAGE
Company Owned Hotels®
La Quinta Inns 64.9% 61.3%  58.8%
La Quinta Inn & Suites® 71.5%  63.5%  60.5%
Subtotal {La Quinta owned) 66.8% 61.9% 59.3%
Baymont Inn & Suites!” 58.7% N/A N/A
Total® 66.1% 619%  59.3%
ADR
Company Owned Hotels® ®
La Quinta Inns $55.38 $55.64 $56.86
La Quinta tnn & Suites®® $66.03  $65.39 $69.01
Subtotal {La Quinta owned) $58.57 35851 $60.09
Baymont Inn & Suites?” $53.14 N/A N/A
Total® $58.33  $58.51 $60.09
RevPAR
Company Owned Hotels®
La Quinta Inns $35.96  $34.13 $33.46
La Quinta Inn & Suites™ $47.24 $4187 $41.73
Subtotal (La Quinta owned) $39.12  $36.22 $3561
Baymont Inn & Suites'” $31.17 N/A N/A
Total® $38.56 $36.22 $35.61

(continued on next page)
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As of and for the year ended
December 31,

2004 2003 2002
Room Nigur Dara
Total Hotels>+610
Available Room-Nights 14,367 13,304 13,623
Room-Nights Sold 9,498 8,236 8,073

(1} Represents number of hotels in operation at December 31 each year. Excludes three
hotels (366 rooms) repcrted in discontinued operations in 2002. Alf three hotels were
sold during 2003.

(2) Includes one open hote! undergoing major refurbishment in 2004 and 2003.

{3) Includes results from one hotel acquired on December 9, 2004 that was converted to
a La Quinta Inn & Suites.

(4)  Includes results for seven Woodfield Suites and one Budgete! property acquired on
September 3, 2004 as well as two hotels acquired on December 9, 2004.

(5) Includes one managed Baymont Inn & Suites representing 87 rooms.

(6)  Represents operating statistics for the years ended December 31 each year. Excludes fran-
chised operating statistics for all periods presented and statistics for three hotels reported
in discontinued operations in 2003 and 2002. All three hotels were sold during 2003.

(7)  Represents operating statistics from September 3, 2004 through December 31, 2004.

(8) Represents average daily rate.

(9) Represents revenue per available room.

(10) Represents available room-nights and room-nights sold in thousands.

Comparable hotels represent properties that have been open
for at least two full years as of the two-year period ending date
(“Comparable Hotels”). The following table summarizes Comparable
Hotels data for the two-year period ended December 31, 2004 and
the two-year period ended December 31, 2003:

2004 2003
Comparable Hotels 274 274
Occupancy Percentage 66.8% 62.1%
ADR® $58.60 $58.68
RevPAR®? $39.16 3$36.46
Available room nights® 13,107 13,084

2003 2002
Comparable Hotels 272 272
Occupancy Percentage 62.1% 53.8%
ADR® $58.76  $60.62
RevPAR®@ $36.50 $36.24
Available room nights® 12,982 12,997

(1) Represents average daily rate.
(2} Represents revenue per available room.
(3)  Available room nights in thousands.

The following table sets forth certain information regarding our
top ten markets for La Quinta branded hotels, ranked by the number
of La Quinta branded hotel rooms owned in each of such markets
to our total La Quinta branded hotel rooms owned portfolio as of
December 31, 2004, The market RevPAR performance data reflects
RevPAR performance during the year ended December 31, 2004 for
company owned La Quinta branded hotels' defined competitive set
(which includes company owned La Quinta branded hotels’ RevPAR
data) within each local market, as aggregated by Smith Trave!
Research. During the year ended December 31, 2004, the market
RevPAR performance for the top ten markets increased 8% and our
company owned La Quinta branded hotel RevPAR performance in
these top ten markets also increased 8%. During the year ended
December 31, 2004, the market RevPAR performance for all markets
increased 7%, while company owned La Quinta branded hotels’
comparable RevPAR increased 8%.

Year Ended
December 31,
La Quinta La Quinta 2004
Branded Branded RevPAR %
Owned Hotels Owned Rooms Change
% of % of

Market No. Total No. Total Market

Dallas/Ft. Worth 21 8% 2,857 8% 9%

Houston 16 6% 2,053 6% 1%

San Antonio 10 4% 1,516 4% 4%

Denver 10 4% 1,314 4% 7%

Austin ol 3% 1,185 3% 2%

New Orleans 8 3% 1,177 3% 0%

Phoenix 8 3% 1,009 3% 13%

Miami/Ft. Lauderdale 7 2% 964 3% 16%

Atlanta 7 2% 900 2% 8%

Orlando 6 2% 918 3% 32%
Tor TeN

MARKETS 102 37% 13,893 39% 8%

Other Markets 173 63% 22,036 61% 7%

ALL MARKETS 275 100% 35929 100% 7%




Revenue and Expenses

Hotel operations revenues were $563.4 million, $491.5 million and
$495.4 million in 2004, 2003 and 2002, respectively. Hotel opera-
tions revenues include revenues from room rentals and other hotel
revenues, such as charges to guests for services and vending commis-
sions. Room revenues, which accounted for 98% of hotel revenues in
2004, 2003 and 2002, is dictated by demand, measured as occupancy
percentage, pricing, measured as ADR, and the level of available room
inventory. Operating statistics such as occupancy percentage, ADR
and RevPAR, which is the product of ADR and occupancy percentage,
are calculated based on all company owned hotels, excluding franchised
hotels and three hotels reported in discontinued operations in 2003
and 2002. Those three hotels were sold during 2003.

The increase in hotel operations revenues of $71.9 million, or
14.6%, in 2004 compared to 2003 was due to several factors,
including but not limited to:

* anincrease in demand from business and leisure travelers,
increased volume from various Internet travel sites including
our website, www.LQ.com, increased national sales revenue,
growth in membership of our Returns program, our advertising
and promotion campaigns, and improving guest satisfaction; and

* hotel operations revenues from the Acquired Hotels of approxi-
mately $40.4 million in 2004.

The decrease in hotel operations revenues of $3.9 million, or
0.8%, in 2003 compared to 2002 was due to several factors, includ-
ing but not limited to:

* a weak economic environment in our top ten markets;

« declines in the percentage of full rate customers and the
introduction of lower rates through certain electronic distribu-
tion channels resulted in a decrease in our ADR of $1.58, or
2.6%, from $60.09 for the year ended December 31, 2002,
to $58.51 for the year ended December 31, 2003;

+ the sale of hotel properties (excluding properties classified as
discontinued operations) during 2003 and 2002 caused
decreases in room revenues of approximately $6.3 million for
the year ended December 31, 2003 compared to the year
ended December 31, 2002; and

« adecline in occupancy experienced during the first half of
2003 primarily as a result of the continued sluggish economy
and the uncertainty surrounding the threat of war in lrag. The

decrease in occupancy during the first half of 2003 was off-
set by an increase in occupancy experienced in the second
haif of 2003 due to higher demand from leisure travelers,
increased volume from various Internet travel sites, growth in
membership of our Returns program and advertising and pro-
motion incentives.

RevPAR from company owned La Quinta branded hotels
increased $2.90, or 8.0%, and $0.61, or 1.7%, for the years ended
December 31, 2004 and December 31, 2003, respectively. The
increase in RevPAR for the La Quinta branded hotels was driven by an
increase in occupancy of 4.9 percentage points and 2.6 percentage
points in 2004 and 2003, respectively. ADR for La Quinta branded
hotels increased $0.06 and decreased $1.58, or 2.6%, during the
years ended December 31, 2004 and 2003, respectively.

We believe this positive RevPAR trend will continue during 2005,
and be driven by both rate and occupancy increases. However,
approximately 50% of our business is booked within zero to seven
days of the stay; therefore, forecasting such a trend is difficuit and
declines in business and leisure traveler demand could impact our
future results. We can give no assurance that the trends experienced
in 2004 will continue in 2005.

Franchise fees increased approximately $7.7 million, or 80.2%, to
$17.3 million in 2004 (including $2.5 million in franchise revenue
generated by franchise arrangements acquired as part of the Acquisition)
and approximately $4.4 million, or 84.6%, to $9.6 million in 2003
from $5.2 million in 2002. Franchise fees include fees charged to
franchisees for operating under the La Quinta and Baymont brands
and for using our hotel designs, operating systems and procedures and
central reservations system, as well as for participating in our national
marketing and advertising campaigns. We anticipate an increase in
franchise fee revenue as a result of opening an estimated 50 La Quinta
branded hotels and an estimated 25 Baymont branded hotels during
20085, as well as RevPAR improvements at existing franchised hotels.

Other revenues decreased approximately $1.7 million, or 12.1%, to
$12.4 million in 2004 and approximately $6.1 million, or 30.2% to
$14.1 million in 2003 from $20.2 million in 2002. The decreases were
primarily the result of decreases in revenues from leasing and mort-
gage financing on healthcare real estate of approximately $2.2 million,
or 43.1% to $2.9 million in 2004 and approximately $7.5 million, or
59.5%, to $5.1 million in 2003 from $12.6 million in 2002. The
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decreases were partially offset by increases in restaurant leasing
and other revenues of approximately $0.5 million in 2004 and
approximately $1.4 million in 2003.

Direct lodging operating expenses were $271.2 million, or $28.56, per
occupied room, $232.8 million, or $28.27, per occupied room, and
$232.6 million, or $28.81, per occupied room, for the years ended
December 31, 2004, 2003 and 2002, respectively. Direct lodging
expenses include costs directly associated with the operation of the hotels
such as direct labor, utilities, and hotel suppties. Direct lodging operat-
ing expenses during 2004 for the Acquired Hotels were approximately
$22.6 million. In 2005, we expect that direct lodging operating expenses
per occupied room will increase moderately in comparison to 2004.

The increase in direct fodging operating expenses of $38.4 mil-
lion, or 16.5%, in 2004 compared to 2003 was primarily due to an
increase in certain variable expenses such as:

* salaries and related taxes and benefits, which increased
approximately $20.8 million, or 17.9%. Salaries and related
taxes and benefits expenses during 2004 for the Acquired
Hotels were approximately $12.0 million; and

» other variable expenses, including utilities, supplies, repair
and maintenance, credit card discounts and other, which
increased by approximately $17.6 million, or 15.1%. Other
variable expenses during 2004 for the Acquired Hotels were
approximately $10.6 million. Although our energy conserva-
tion programs continue to reduce consumption, utility expenses
have continued to increase as a result of continued energy
price increases, which have also contributed to the increase
in other variable expenses.

The increase in direct lodging operating expenses of $0.2 million
in 2003 compared to 2002 was primarily due to an increase in certain
variable expenses such as:

« salary expense, which increased $3.4 million, or 3.5%; and

e other variable expenses, including supplies, maintenance,
local advertising and purchased services, which increased
by approximately $2.7 million, or 6.4%.

The increase in these variable expenses in 2003 compared to 2002
was partially offset by decreases in expenses such as workers' compen-
sation and other employee benefits, utilities, billboard advertising, guest
services, travel agency commissions, credit card processing cost, bad debt
expense, and other miscellaneous expenses of approximately $5.9 mil-
lion, or 7.0%, as a result of our continued focus on cost control intiatives

and the sale of five hotels not classified as discontinued operations.
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Other lodging and operating expenses were $80.2 million, $71.5 million
and $66.4 million for the vears ended December 31, 2004, 2003 and
2002, respectively. Other lodging and operating expenses include prop-
erty taxes, insurance, franchise programs costs, and corporate allocations
charged to our owned hotel operations based on a percentage of room
revenue. Other lodging and operating expenses during 2004 for the
Acquired Hotels were approximately $5.2 million. During 2004 and
2003, other lodging and operating expenses increased by approximately
$8.7 miltion, or 12.2%, and $5.1 million, or 7.7%, respectively.

The net increase during both 2004 and 2003 was primarily due to:

* an increase in property taxes of approximately $3.2 million
in 2004 (of which approximately $2.4 million is attributable
to the Acquired Hotels) and a decrease of approximately
$3.1 million in 2003;

¢ anincrease in corporate overhead allocations of approximately
$2.9 million in 2004 (of which approximately $1.2 million is
attributable to the Acquired Hotels) and a decrease of approx-
imately $0.2 million in 2003, related to services such as
marketing, reservations, and information technclogy support
fees provided to our company owned hotels that are allocated
based on a percentage of hotel revenues;

* increases in insurance costs of approximately $2.4 million (of
which approximately $0.7 million is attributable to the Acquired
Hotels) and $0.8 million in 2004 and 2003, respectively;

* increases in franchise related expenses of approximately
$0.4 million and $0.8 million in 2004 and 2003, respectively,
due to the expansion of our franchising programs. Franchising
expenses are expected to continue to increase due to continued
expansion of our franchising programs; and

* a decrease in our customer loyalty program and other direct
expenses of approximately $0.7 million (offset by approxi-
mately $0.3 million of expense attributable to the Acquired
Hotels) in 2004 and an increase of approximately $4.6 mil-
lion in 2003. The 2003 increase was primarily related to the
redesign of our Returns program and an increase in volume

driven by new membership efforts.

General and administrative expenses were $61.4 million, $55.5 million
and $51.3 million for the years ended December 31, 2004, 2003
and 2002, respectively. General and administrative expenses include,
among other costs, information technology services, legal, finance and
accounting, sales, marketing, reservations, human resources and

operations. Additionally, general and administrative expenses include




the costs of programs charged to franchised hotels. GAAP requires
that we recognize all franchise income, including pass through
expenses such as advertising and reservation fees, as revenues. The
pass through amounts are offset by the costs recorded in general
and administrative expense. During 2004 and 2003, general and
administrative expenses increased by $5.9 million, or 10.6%, and
$4.2 million, or 8.2%, respectively.

The increase in general and administrative expenses during 2004
was primarily due to increases in corporate employee compensation,
advertising and marketing expenses associated with our spring promo-
tion and customer and marketing research initiatives; franchise pro-
grams expenses, and corporate expenses to support the Acquisition.
These increases were partially offset by decreases in reservation, infor-
mation systems and human resources expenses. We anticipate that
general and administrative expenses may continue to increase in 2005
in comparison to prior periods due to ongoing corporate governance
compliance requirements, the impact of implementing SFAS No. 123
(revised 2004), “Share-Based Payment,” for employee stock options,
continuing expenses o support the Acquired Hotels and continuing
marketing initiatives. The expansion of our franchise programs will
result in increased costs charged to franchised hotels that are expected
to be offset by increases in related franchise fee revenue.

The increase in general and administrative costs during 2003 pri-
marily related to an increase in sales and marketing initiatives expenses,
partially offset by a net increase in corporate overhead affocations (see
other lodging and operating expenses) related to services provided to
our company owned hotels for the Returns program, based on the per-
centage of revenues generated by Returns members. In addition, in
2003 we had increased costs in the executive, finance, accounting,
legal, operations, human resources and information systems areas
related to corporate governance matters, information systems enhance-
ments and maintenance, franchise support, our system wide conference,
restricted stock compensation expense, other employee benefits and
relocation expenses. These increases were offset by decreases in

expenses incurred to support our healthcare operations during 2003.

Interest, Net

Interest, ner Was approximately $63.8 million, $62.7 miliion, and
$65.0 million during the years ended December 31, 2004, 2003
and 2002, respectively. Interest expense is presented net of interest
income on cash equivalents and investments in securities of approxi-
mately $8.3 million in 2004, approximately $7.7 million in 2003 and

approximately $4.1 million in 2002. The increase in interest income
in 2004 was offset by an increase in interest expense related to the
August 2004 issuance of our $200 million 7% senior notes and the
March 2003 issuance of our $325 million 8.875% senior notes, par-
tially offset by the reduction in interest expense as a result of principal
repayments during 2004.

The decrease in interest, net of approximately $2.3 million, or
3.5%, in 2003 was primarily due to principal payments on our debt in
2003. In addition, interest expense during the year ended December 31,
2002 included acceleration of our amortization of debt issuance costs
of approximately $1.9 million in connection with the repayment of our
term loan in June 2002.

During the years ended December 31, 2004 and 2003, we
made principal repayments of $163.5 million and $185.8 million,
respectively. We used the proceeds generated from operations, asset
sales, mortgage receivable repayments and issuance of our 8.875%

senior notes to fund the principal repayments.

Depreciation and Amertization

Property and equipment are recorded at cost and depreciated using the
straight-line method over the estimated useful lives of the assets. We
periodically re-evaluate fixed asset lives based on current assessments
of remaining utility that may result in changes in estimated useful
lives. Such changes are accounted for prospectively and will increase
or decrease depreciation expense.

Depreciation and amortization expense was approximately
$126.2 million, $128.5 million, and $123.2 million for the years ended
December 31, 2004, 2003 and 2002, respectively. Depreciation and
amortization expense decreased by $2.3 million, or 1.8%, in 2004
and increased $5.3 million, or 4.3%, in 2003.

The decrease in 2004 compared to 2003 was primarily due to:
a reduction of losses on early retirement of assets for which losses are
recorded as adjustments to depreciation expense; accelerated depreci-
ation recorded in 2003 applicable to a hotel that has been demolished
and redeveloped; the reduction of depreciation expense associated with
certain computer and software assets that became fully depreciated in
2003; and a reduction in amortization expense associated with the
La Quinta trademark. This decrease was partially offset by additiona!
2004 depreciation expense of approximately $6.0 million attributable
to the Acquired Hotels.

The increase in 2003 was primarily due to the acceleration of

depreciation for a hotel siated to be demolished and rebuilt and a
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change in the estimated lives of computer hardware that resulted in
additional depreciation of approximately $3.5 million, or $0.02 per
share. The increase was partially offset by a decrease in depreciation
related to properties that have been impaired and by a decrease in loss
on early retirement of assets due to retirements in 2002 of internal
and external software costs and retirement of assets replaced during

the renovation program in 2002.

Impairment of Property and Equipment and Other
Impairments on property and equipment were approximately
$21.0 million, $67.3 million, and $36.7 million for the years ended
December 31, 2004, 2003 and 2002, respectively. Impairments on
property and equipment decreased approximately $46.3 million, or
68.8%, in 2004 and increased by $30.6 million, or 83.4%, in 2003.

We recorded impairments on lodging properties held for use of
approximately $20.5 million, $65.0 million and $41.4 million during
the years ended December 31, 2004, 2003 and 2002, respectively,
where facts, circumstances and analysis indicated the assets were
potentially impaired. We recorded impairments on lodging proper-
ties held for sale of approximately $0.5 million, $2.3 million, and
$1.0 million during the years ended December 31, 2004, 2003 and
2002, respectively.

During the year ended December 31, 2002, we recorded a net
impairment recovery of approximately $5.8 million related to healthcare
facilities and other impairment activity of approximately $0.1 million
related 1o other notes receivable.

Loss on Early Extinguishment of Debt

Loss on early extinguishment of debt was approximately $21.4 million,
$6.4 million and $1.0 million during the years ended December 31,
2004, 2003 and 2002, respectively. The loss on early extinguishment
of debt during the year ended December 31, 2004, was the resuit of
LQ Properties exercising its option in August 2004 to repurchase the
$150 million Exercisable Put Option Note due August 15, 2011 (the
“7.114% Note”) in lieu of having the 7.114% Note remarketed at an
increased interest rate. During each of the years ended December 31,
2003 and 2002, we made early repayments on debt scheduled to
mature on March 15, 2004 and September 10, 2026.

Other Expense (Income)
For the years ended December 31, 2004, 2003 and 2002, other

expense

(income) consisted of the following:

For the year ended
December 31,

{In millions) 2004 2003 2002
Reorganization:
Employee severance and related employmentcosts $ — $ — $ 09
Reimbursement of costs related to settlement of
litigation and other (0.9) — (1.7)
Adjustments to accrued liabilities 0.7y (0.5 (0.6)
Rearganization and related expense (income) (1.6) (0.5 (1.4)
Other:
Provision for loss on interest and other receivables —_ — 19
Gain on sale of assets and related costs (0.2) (1.3) (10.3)
Gain on early repayment of note receivable 2.1) — —
Gain on settlement — — (5.4)
Acquisition, retirement plan and other 4.8 3.6 (0.5)
Other 2.5 2.3 (14.3)
Total other expense {income) $09 $18 $(15.7)
Other expense (income) is comprised of the following:

Reorganization income and adjustments to accrued liabilities
related to the exit of the healthcare business.

We recognized gains related to the sale of property and
equipment of $0.2 million, $1.3 million and $7.7 million for
the years ended December 31, 2004, 2003 and 2002,
respectively. In addition, mortgage repayments resulted in
gains of $2.6 million for the year ended December 31, 2002,
During 2002, we settled obligations and receivables related to
properties previously sold that resulted in a gain on settlement
of approximately $5.4 million. As part of the settlement, we
received a $2.3 million recovery on receivables previously
written off and our obligation of approximately $3.1 million,
with respect to certain contingent liabilities related to prior
healthcare asset sales, was relieved.

During 2004, we recognized total expenses of approximately
$5.8 million consisting of non recurring integration costs
associated with the Acquisition, expenses related to the ter-
mination and settlement of the La Quinta Retirement Plan (the
“Retirement Plan”), an adjustment for a change in actuarial
assumptions on deferred compensation agreements, an accrual
of lease termination expense and other expenses. These

expenses were partially offset by total income of approximately




$1.0 million consisting of an adjustment of amounts previously
accrued related to the sale of a healthcare asset, changing our
field healthcare plan, refunds of public company filing fees
and other income. During 2003, we recognized total expenses
of approximately $5.0 million consisting of expenses related
to the termination and ongoing settlement of the Retirement
Plan, an adjustment for a change in actuarial assumptions on
deferred compensation agreements and an accrual of lease
termination expense. These expenses were partially offset
by income of approximately $1.4 million on proceeds from
the surrender of certain key man and split dollar life policies
and other income. During 2002, we recognized total income
of approximately $0.5 million related to a gain on proceeds

from the surrender of a key man life insurance policy.

Impairment of Goodwill

In January 2002, we implemented SFAS 142, which primarily addresses
the accounting for goodwill and intangible assets subsequent to their
initial recognition. As a resuit, we recorded aggregate charges to earnings
for impairment losses related to goodwill of $267 million in 2002 and our
amortization of goodwill decreased by $15.0 million in 2004 and 2003.
See "Management's Discussion and Analysis of Financial Condition and

Results of Operations—Changes in Accounting Principles.”

Income Taxes

We reported an income tax benefit of $24.5 million and $50.2 million
for the years ended December 31, 2004 and 2003, respectively. This
benefit is primarily relatéé to losses reported in each of those years.

In January 2002, we completed our Reorganization and, as a
result, we recorded a one-time charge of approximately $196.5 million
to establish the net deferred tax liability of La Quinta and to recognize
the future impact of temporary differences between the book value
and tax basis of lodging and healthcare assets and liabilities, including
NOL carryforwards of LQ Properties and LQ Corporation. As a result of
recording the one-time charge, the valuation allowance that existed at
December 31, 2001 with respect to the net deferred tax asset of LQ

Corporation was reversed.

Income (Loss) from Discontinued Operations, net

Income from discontinued operations for the year ended December 31,
2004 represents an adjustment of an estimated liability resulting from
the 1999 sale of a non-strategic business unit. At December 31, 2004,

no assets held for sale were subject to classification as discontinued
operations under SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets” (“SFAS 144").

Loss from discontinued operations for the years ended December 31,
2003 and 2002 of $4.5 million and $19.6 million, respectively, repre-
sents the results of TeleMatrix, Inc. and room and rental income, direct
and other lodging expenses, property insurance, real estate taxes and
depreciation expense related to the ownership and operation of three
company owned hotels that were sold during 2003. The 2003 loss
includes an impairment charge of $7.1 million taken on the hotel assets
in 2003 to reflect proceeds expected from the asset sales. The 2002
loss includes a $10.6 million charge taken upon implementation of
SFAS 142 in January 2002 and an $8.0 million adjustment taken in
September 2002 to write off the remaining balance of goodwill associ-
ated with the TeleMatrix reporting unit.

Subsequent to December 31, 2004, 17 hotels, including one hotel
that is subject to full condemnation, met the criteria for classification as
held for sale in accordance with SFAS 144. The decision to sell certain
of these hotels was based on (1) local parket conditions, (2) historical
operating and financial results associated with the hotel, and (3) future
capital expenditure requirements. The sales or condemnation proceed-
ings of the 17 hotels are expected to close or otherwise be concluded
within 12 months. An impairment charge of $8.2 million was recorded
during the three months ended December 31, 2004 to write down
9 of the total 17 hotels to estimated net realizable value. This impairment
charge is included in our total impairments of $21.0 million for the
year ended December 31, 2004. The net book value at December 31,
2004 for the 17 hotels was $35.4 million. Effective in the first quarter
of 2005, the revenues and expenses for these hotels will be classified
as discontinued operations for all periods presented in the consolidated

statements of operations.

La QuinTa ProreERTIES, INC.—CONSOLIDATED
REsuLTS oOF OPERATIONS

Net loss attributable to common shareholders was approximately
$51.4 million, $86.3 million and $261.5 million for the years ended
December 31, 2004, 2003 and 2002, respectively. Net loss decreased
by approximately $34.9 mitlion, or 40.4%, and $175.2 million, or
67.0%, in 2004 and 2003, respectively.

The decrease in net loss attributable to common shareholders
in 2004 compared to 2003 was primarily due to a decrease in
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impairment of property and equipment expense of $46.3 million
partially offset by an increase in loss on early extinguishment of debt
of $15.0 million.
The decrease in net loss attributable to common shareholders in
2003 compared to 2002 was primarily due:
* acharge of approximately $259.0 million (of which $10.6 mil-
lion has been reclassified to discontinued operations for 2002)
recorded in January 2002 as a cumulative effect of change
in accounting principle to reflect an adjustment to goodwill
as a result of the adoption of SFAS 142; and
¢ a charge of approximately $8.0 million recorded in
September 2002 (classified in discontinued operations for
that year) to write off the balance of remaining goodwill of
TeleMatrix, inc. based on subsequent reviews of value due
to declining results of that unit.
The decrease in 2003 was partially offset by:
* adecrease in revenues of approximately $25.7 million in 2003;
¢ an increase in impairment of property and equipment
expense of approximately $30.6 million; and
* & decrease in other income of approximately $13.3 million.

Revenue and Expenses
Rent from La Quinta Corporation Was approximately $194.4 million,
$193.5 million and $211.4 million for the years ended December 31,
2004, 2003 and 2002, respectively. The increase in rental income
from LQ Corporation of approximately $0.8 million, or 0.5%, in 2004
is primarily due to rent from LQ Corporation related to Acquired Hotels
during 2004 of approximately $9.2 million offset by a decrease in
rental income due to new lease agreements for our owned La Quinta
branded hotels that became effective as of January 1, 2004. These
agreements have substantially the same terms as the previous lease
agreements other than a decrease in the percentage rent payment
from 40% to 36% of room and other revenues, and differing terms
of four, five or six years. Lease agreements for the Baymont Inn and
Suites hotels owned by LQ Properties became effective September 3,
2004 and have substantially the same terms as the lease agreements
for our company owned La Quinta branded hotels, except that the
percentage rent payment is 29%.

The decrease in rental income from LQ Corporation of approxi-
mately $17.9 million, or 8.5%, in 2003 was due to a decrease in hotel
revenues experienced by LQ Corporation and a modification in the lease

agreement between LQ Corperation and LQ Properties made at the

end of March 2002. Through March 31, 2002, the leases provided for
a fixed payment of base rent plus a percentage rent based on room
and other revenues. Subsequent to March 31, 2002, the medified
lease agreements provided for a percentage rent payment only in an
amount equal to 40% of the gross revenues from the hotel facilities.

Royalty from La Quinta Corporation Was approximately $7.8 million,
$12.3 million and $12.4 million for the years ended December 31,
2004, 2003 and 2002, respectively. The decrease in royalty revenues
of approximately $4.5 million, or 36.6%, in 2004 is due to an
amended royalty agreement, effective January 1, 2004, that reduced
the rate from 2.5% to 1.5% of gross revenue as defined in the royalty
agreement. The decrease was partially offset by an increase in hotel
revenues experienced by LQ Corporation during 2004. The decrease
in royalty revenues of approkimately $0.1 million, or 0.8%, in 2003 is
primarily the result of a decrease in hote! revenues experienced by LQ
Corporation during 2003.

Other revenue Was approximately $9.0 million, $11.0 million and
$18.6 million for the years ended December 31, 2004, 2003 and
2002, respectively. Other revenues primarily include rent revenues from
restaurants leased to third parties and other revenue from leasing and
mortgage financing on healthcare real estate. Other revenues decreased
by approximately $2.0 million, or 18.2%, in 2004 and approximately
$7.6 million, or 40.9%, in 2003. The decrease in 2004 was primarily
due to the full repayment during the three months ended September 30,
2004 of a subordinated note previously issued in connection with the
sale of certain healthcare assets. Interest income on the subordinated
note was approximately $2.2 million in 2004 and approximately
$4.1 million in both 2003 and 2002. The decrease in 2003 was
primarily the result of the sale of certain healthcare assets and repay-
ment of healthcare mortgage receivables during 2002. Revenue during
the year ended December 31, 2002 relating to healthcare assets that
were sold during 2002 was approximately $7.4 million.

Other lodging expenses Were $30.2 million, $27.0 million and
$30.2 million for the years ended December 31, 2004, 2003 and
2002, respectively. Other lodging expenses increased by approxi-
mately $3.2 million, or 11.9%, during 2004 and decreased by
approximately $3.2 million, or 10.6%, during 2003. The increase in
2004 was primarily due to increases in property tax and insurance
expenses, while the decrease in 2003 was primarily the result of
decreases in property tax and insurance expenses. Property tax and
insurance expenses during 2004 included approximately $2.0 million
attributable to the Acquired Hotels.




General and administrative expenses Were approximately $1.4 miltion,
$3.9 million and $7.9 million for the years ended December 31, 2004,
2003 and 2002, respectively. The decreases in general and administra-
tive expenses of approximately $2.5 million, or 64.1%, and $4.0 mil-
lion, or 50.6%, in 2004 and 2003, respectively, were primarily

related to a reduction in salaries and related benefits as well as other

administrative expenses due to the exit from the healthcare business.

Interest, Net

Inserest, ner Was $63.4 million, $62.1 million and $63.9 million
during the years ended December 31, 2004, 2003 and 2002,
respectively. Interest expense is presented net of interest income on
cash equivalents and investments in securities of $7.5 million in both
2004 and 2003 and $4.1 million in 2002, Interest expense during
the year ended December 31, 2002, includes the acceleration of our
amortization of debt issuance costs of $1.9 million in connection with
the repayment of our term loan in June 2002. The increase in inter-
est, net of approximately $1.3 million, or 2.1%, in 2004 was primarily
due to higher interest expense related to the August 2004 issuance of
our $200 miltion 7% senior notes and the March 2003 issuance of our
$325 million 8.875% senior notes, partially offset by the reduction in
interest expense as a result of principal repayments during 2004.

The decrease in interest, net of $1.8 million, or 2.8%, in 2003 was
primarily the result of the principal payments on our debt during 2003.
In addition, interest expense during the year ended December 31, 2002
included acceleration of our amortization of debt issuance costs of
appraximately $1.9 million in connection with the repayment of our
term loan in June 2002.

During the years ended December 31, 2004 and 2003, we made
principal repayments of $169.5 million and $185.8 million, respec-
tively. We used the proceeds generated from operations, asset sales
and mortgage receivables repayments to fund principal repayments in
2004, 2003 and 2002. In 2003, we also used the proceeds from the

issuance of our 8.875% senior notes to fund principal repayments.

Depreciation and Amortization Expense

Property and equipment are recorded at cost and depreciated using
the straight-line method over the estimated useful lives of the assets.
We periodically re-evaluate fixed asset lives based on current assess-
ments of remaining utility that may result in changes in estimated
useful lives, Such changes are accounted for prospectively and will

increase or decrease depreciation expense.

Depreciation and amortization expense was approximately
$111.2 miltion, $109.9 million and $105.3 million during the years
ended December 31, 2004, 2003 and 2002, respectively. The
increase of $1.3 million, or 1.2%, in 2004 compared to 2003 was pri-
marily due to an increase of approximately $4.8 million in depreciation
expense during 2004 attributed to the Acquired Hotels. This increase
was partially offset by: a reduction of losses on early retirement of
assets for which losses are recorded as adjustments to depreciation
expense; accelerated depreciation recorded in 2003 applicable to a
hotel that has been demolished and redeveloped; and a reduction in
amortization expense associated with the La Quinta trademark.

The increase of $4.6 million, or 4.4%, in 2003 was primarily the
result of acceleration in depreciation for a hotel slated to be demolished
and rebuilt. The increase in 2003 was partially offset by a decrease
in loss on early retirement of assets replaced during the renovation
program in the previous year and a decrease in depreciation related

to properties that have been impaired.

Impairment of Property and Equipment and Other
Impairments on property and equipment were approximately $21.0 mil-
lion, $67.3 million and $36.7 million for the years ended December 31,
2004, 2003 and 2002, respectively. Impairments on property and
equipment decreased approximately $46.3 miliion, or 68.8%, in 2004
and increased by $30.6 million, or 83.4%, in 2003.

We recorded impairments on lodging properties held for use of
approximately $20.5 million, $65.0 million and $41.4 million,
respectively, during the years ended December 31, 2004, 2003 and
2002, where facts, circumstances and analysis indicated the assets
were potentially impaired. We recorded impairments on lodging prop-
erties held for sale of approximately $0.5 million, $2.3 million and
$1.0 million during the years ended December 31, 2004, 2003 and
2002, respectively.

During the year ended Decernber 31, 2002, we recorded a net
impairment recovery of approximately $5.8 million related to healthcare
facilities and other impairment activity of approximately $0.1 million
related to other notes receivable.

Loss on Early Extinguishment of Debt

Loss on early extinguishment of debt was approximately $21.4 million,
$6.4 million and $1.0 million during the years ended December 31,
2004, 2003 and 2002, respectively. The loss on early extinguishment
of debt during the year ended December 31, 2004, was the result of
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LQ Properties exercising its option in August 2004 to repurchase the
7.114% Note in lieu of having the 7.114% Note remarketed at an
increased interest rate. During each of the years ended December 31,
2003 and 2002, we made early repayments on debt scheduled to
mature on March 15, 2004 and September 10, 2026.

Other Income

Other income for the years ended December 31, 2004, 2003 and 2002
was comprised of the following:

For the year ended
December 31,

(In milkions) 2004 2003 2002
Reorganization:
Reimbursement of costs related to settlement
of litigation and other $(0.9) $ — $ (1.5
Adjustments to accrued liabilities (0.7) (0.5 (0.7)
Reorganization and related income (1.6) (0.5 (2.2)
Other:
Provision for loss on interest and other receivables — — 1.9
Gain on sale of assets and related costs (0.2) (1.3) (10.3)
Gain on early repayment of note receivable (2.1) — —
Gain on settlement — — (5.4)
Adjustments to accrued liabilities and other (0.5) (1.5 (0.5)
Total other (2.8) (2.8) (14.3)
Total other income $(4.4) $(3.3) $(16.5)

Other income is comprised of the following:

* Reorganization income and adjustments to accrued liabilities
related to the exit of the healthcare business.

* We recognized gains related to the sale of property and
equipment of $0.2 million, $1.3 million and $7.7 million for
the years ended December 31, 2004, 2003 and 2002,
respectively. In addition, mortgage repayments resulted in
gains of $2.6 million for the year ended December 31, 2002.

«  During 2002, we settled obligations and receivables related
to properties previously sold that resulted in a gain on settle-
ment of approximately $5.4 million. As part of the settlement,
we received a $2.3 million recovery on receivables previously
written off and our obligation of approximately $3.1 million,
with respect to certain contingent liabilities related to prior
healthcare asset sales, was relieved.

* During 2004, we recognized total income of approximately
$0.6 million consisting of an adjustment of amounts previously

accrued related to the sale of a healthcare asset and other
income. This income was partially offset by expense of
approximately $0.1 million related to an adjustment for a
change in actuarial assumptions on deferred compensation
agreements. During 2003, we recognized income of approxi-
mately $1.7 million consisting of a gain on proceeds from the
surrender of certain key man and split dollar life policies and
other income. This income was partially offset by expense of
approximately $0.2 million related to an adjustment for a
change in actuarial assumptions on deferred compensation
agreements. During 2002, we recorded a gain of approxi-
mately $0.5 million on proceeds from the surrender of a key

man life insurance policy and other income.

Impairment of Goodwill

In January 2002, we implemented SFAS 142, which primarily
addresses the accounting for goodwill and intangible assets subse-
guent to their initial recognition. As a result, we recorded aggregate
charges to earnings for impairment losses related to goodwill of
$267 million in 2002 and our amortization of goodwill decreased by
$15.0 million in 2004 and 2003. See “Management'’s Discussion
and Analysis of Financial Condition and Results of Operations—Changes

in Accounting Principles.”

Income (Loss) from Discontinued Operations, net

Income from discontinued operations for the year ended December 31,
2004 represents an adjustment of an estimated liability resulting from
the 1999 sale of a non-strategic business unit. At December 31, 2004,
no assets held for sale were subject to SFAS 144 classification as
discontinued operations.

Loss from discontinued operations for the years ended
December 31, 2003 and 2002 of $7.4 million and $19.0 million,
respectively, represent the results of TeleMatrix, Inc. and rental
income and property insurance, real estate taxes and depreciation
expense related to ownership of three company owned hotels that
were sold during 2003. The 2003 loss includes an impairment
charge of $7.1 million taken on the hotel assets in 2003 to reflect
proceeds expected from the asset sales. The 2002 loss inciudes a
$10.6 million charge taken upon implementation of SFAS 142 in
January 2002 and an $8.0 million adjustment taken in September
2002 to write off the remaining balance of goodwill associated with
the TeleMatrix reporting unit.




Subseguent to December 31, 2004, 17 hotels, including one
hotel that is subject to full condemnation, met the criteria for classifi-
cation as held for sale in accordance with SFAS 144. The decision to
sell certain of these hotels was based on (1) local market conditions,
(2) historical operating and financial results associated with the hotel,
and (3) future capital expenditure requirements. The sales or condem-
nation proceedings of the 17 hotels are expected to close or otherwise
be concluded within 12 months. An impairment charge of $8.2 million
was recorded during the three months ended December 31, 2004 to
write down 9 of the total 17 hotels 1o estimated net realizable value. This
impairment charge is included in our total impairments of $21.0 million
for the year ended December 31, 2004. The net book value at
December 31, 2004 for the 17 hotels was $35.4 million. Effective in
the first quarter of 2005, the revenues and expenses for these hotels
will be classified as discontinued operations for all periods presented
in the consolidated statements of operations.

ConNsSOLIDATED LiQuipiTty AND CAPITAL

RESOURCES

Overview

As of December 31, 2004, we had approximately $233.4 million of
liquidity, which was comprised of $103.4 million of cash and cash
equivalents and $130 million of unused capacity under our $150 mil-
lion senior credit facility (the “2003 Credit Facility”), after giving effect
to $20 million of letters of credit issued under the 2003 Credit Facility.
The 2003 Credit Facility matures in April 2007; borrowings under the
facility currently bear interest at LIBOR plus 2.25%. We have approxi-
mately $116 million of debt maturing in 2005. As of December 31,
2004, none of our debt obligations were floating rate obligations.

In September 2004, we completed the Acquisition, for a total
purchase price of approximately $419.2 million, including estimated
transaction costs and net working capital adjustments. We financed
a part of the purchase price for the Acquisition by issuing, in August
2004, $200 million of 7% senior notes due August 15, 2012. In
December 2004, we acquired three additional hotels that have been
or will be converted to our brands.

We believe that our current sources of capital, including cash
on hand, operating cash flows, and expected proceeds from the sale
of certain assets are adequate to finance our current operations,
including 2005 capital expenditures which we currently expect to
be approximately $120 million.

Cash Flows from Operating Activities

The lodging industry is seasonal in nature. Generally, hote! revenues
are greater in the second and third quarters than in the first and fourth
quarters. This seasonality and the timing of working capital changes can
be expected to cause quarterly fluctuations in revenue and operating
cash flows. Qur operating cash flows have improved in 2004 compared
to 2003 primarily due to increases in revenue. Cash flows provided by
operating activities for LQ Corporation were $131.4 million, $83.2 mil-
lion and $100.3 million in the years ended December 31, 2004, 2003
and 2002, respectively.

Cash Flows from Investing Activities

As of December 31, 2004, our net investment in property and equip-
ment totaled approximately $2.5 billion, consisting of hotels in service
and corporate assets. During the years ended December 31, 2004,
2003 and 2002, we had cash outlays of approximately $73.4 million,
$56.8 million and $117.4 million, respectively, on capital improve-
ments and renovations to existing hotels, redevelopment and corporate
expenditures.

We expect to provide funding for new investments through a
combination of long-term and short-term financing, including debt
and equity, internally generated cash flow and the sale of selected
assets. Cash flows used in investing activities for LQ Corporation were
$350.9 million and $87.0 million for the years ended December 31,
2004 and 2003, respectively. Cash flows provided by investing
activities for LQ Corporation were $74.1 million for the year ended
December 31, 2002. During the years ended December 31, 2004,
2003 and 2002, we sold assets for net proceeds of $11.8 million,
$26.8 million and $249.2 million, respectively, which were used
primarily to reduce our indebtedness.

In September 2004, LQ Corporation completed the Acquisition,
for a total purchase price of approximately $419.2 million, including
estimated transaction costs and net working capital adjustments. As
of March 1, 2005, approximately $22.0 million of the total purchase
price was being held in escrow pending completion of certain transfer
requirements. The Acquisition included 90 Baymont inn & Suites
(including one management contract), seven Woodfield Suites and one
Budgetel Inn, plus all of the trade rights associated with the Baymont,
Woodfield Suites and Budgetel brands, and the Baymont franchise
system of 87 hotels, These 185 hotels are located across 33 states,

with approximately half the hotels in the midwestern region of the
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U.S. We financed the Acquisition with cash on hand and net proceeds
from the issuance of our 7% senior notes due August 15, 2012.

Under certain franchise agreements, we have committed to pro-
vide certain incentive payments, loans, reimbursements, rebates and
other payments, to help defray the costs of construction, marketing
and other costs associated with opening and operating a La Quinta or
Baymont hotel. Qur obligation to fund these commitments is contingent
upon certain conditions set forth in the respective franchise or joint
venture agreements. At December 31, 2004, we had approximately
$9.9 million in outstanding commitments of financial assistance to
various franchisees, of which approximately $6.1 miflion had been
funded and approximately $2.5 million had been repaid by franchisees
or amortized.

At December 31, 2004, we had purchase commitments related to
certain continuing redevelopment and renovation projects of approximately
$1.9 million, as well as technology, marketing and other services of
approximately $90.4 million, of which $35.5 million pertain to 2005,
We expect that these commitments will be funded from our current
sources of capital, as more fully described below. We will continue, from
time to time, to evaluate the potential selective redevelopment of existing
hotel properties and enter into similar commitments if any additional

redevelopment and renovation projects are approved.

Cash Flows from Financing Activities

Cash flows used in financing activities for LQ Corporation were
$4.3 million and $302.5 million for the years ended December 31,
2004 and 2002, respectively. Cash flows provided by financing
activities for LQ Corporation were $321.7 million for the year ended
December 31, 2003. We may obtain long-term financing through the
issuance of equity securities, long-term secured or unsecured notes,
convertible debentures and the assumption of mortgage notes. We
may obtain short-term financing through the use of our 2003 Credit
Facility, which may be replaced with long-term financing as appropri-
ate. From time to time, we may utilize interest rate swaps to manage
any variable interest rate exposure. We did not have any variable rate
debt or interest rate swaps as of December 31, 2004 or 2003.

We have an effective shelf registration statement on file with the
Securities and Exchange Commission, or SEC. Under the shelf regis-
tration statement, either or both of LQ Corporation and LQ Properties
may offer, from time to time, in one or more offerings the following

securities: debt securities, which may be senior or subordinated; shares
of common stock; shares of preferred stock; depositary shares; and
warrants exercisable for debt securities, common stock or preferred
stock. In November 2003, we issued 34.5 million paired common
shares for net proceeds of approximately $184.3 million under the
shelf registration statement, which were used primarily for acquisitions
and general corporate purposes.
In November 2003, we refinanced our previous $125 million
credit facility to provide for the $150 million 2003 Credit Facility,
which matures in April 2007, and is secured by a pledge of stock of
our subsidiaries, intercompany debt evidenced by promissory notes
and our mortgage notes receivables. The 2003 Credit Facility is not
subject to a lockbox arrangement, but does contain a subjective accel-
eration clause contingent upon a material adverse effect. LQ Properties
is the borrower under the facility and LQ Corporation is the guarantor.
Borrowings under the 2003 Credit Facility currently bear interest at
LIBOR plus 2.25%. Commitment fees are based on 0.5% per annum
of the unused balance for any period where utilization is less than 50%
and 0.375% per annum if utilization is greater than 50%. During the
years ended December 31, 2004, 2003 and 2002, commitment fee
expense was approximately $0.8 million, $0.9 million, and $1.5 mil-
lion, respectively. During the year ended December 31, 2004, there
were no borrowings under the 2003 C(edit Facility other than the
letters of credit.
The 2003 Credit Facility contains several restrictive financial cove-
nants (as defined in the 2003 Credit Facility), which include the following:
¢  maximum net debt to EBITDA (total leverage) ratio of 5.2 times
at the end of the first quarter of 2005, 5.1 times at the end
of the second quarter of 2005, 5.0 times at the end of the
third and fourth quarters of 2005, and thereafter decreasing
to 4.5 times by 2007;

* minimum interest coverage ratio of 2.2 times in 2005,
increasing to 2.4 times by 2007;

* minimum fixed charge coverage ratio of 1.45 times in 2005,

increasing to 1.55 times by 2007; and

* minimum consolidated tangible net worth of $700 million.

In addition to the financial covenants, the 2003 Credit Facility also
includes limitations on capital expenditures, asset sales, secured debt,
certain investments, common stock dividends, and debt and share repur-
chases. Under these limitations, during 2005 aggregate dividends and




share repurchases may not exceed (1) $80 million, provided that the
net debt to EBITDA ratio is below 4.5 times after giving effect to any
dividend payment or share repurchase, or (2) $60 million otherwise.

In connection with financing the Acquisition, in July 2004, we
entered into an amendment to the 2003 Credit Facility that:

* permitted the Acquisition;

* increased the permitted incremental term loan facility allowed

under the 2003 Credit Facility from $150 million to $200 million;

e permitted the issuance of up to $200 million of additional

senior unsecured notes;

* increased permitted capital expenditures; and

* modified and waived certain other provisions of the 2003

Credit Facility.

In November 2004, we entered into a second amendment to the
2003 Credit fFacility that reduced the interest rates and certain letter of
credit fees by 0.5% per annum and the commitment fees on the
unused portion of the facility. The current maximum interest rate for
LIBOR-based lcans is LIBOR plus 2.5% and the current maximum
commitment fee is 0.5% per annum. The second amendment also
modified certain provisions related to refinancing indebtedness to give
us more flexibility with respect to repayment of existing indebtedness.

During 2003, we issued $325 million of 8.875% senior notes
due March 15, 2011, the net proceeds of which were used primarily
to fund tender offers for existing debt and for general corporate pur-
poses. In August 2004, we issued $200 million of 7% senior notes
due August 15, 2012, the net proceeds of which were used to fund a
portion of the purchase price for the Acquisition. These senior notes
were issued by LQ Properties and guaranteed by LQ Corporation. The
notes were offered only to qualified institutional buyers in reliance on
Rule 144A and Regulation S under the Securities Act of 1933, as
amended. Pursuant to registration rights agreements with the initial
purchasers of the senior notes, we registered with the SEC, and
exchanged new notes issued by LQ Properties and guaranteed by LQ
Corporation, which we refer to as the “exchange notes,” for the original
notes. The exchange notes are in the same aggregate principal amount
as, and have terms substantially identical to, the original notes, with
the exception that the exchange notes are freely tradable by the hold-
ers, while the original notes were subject to resale restrictions. The
exchange offer for the original notes did not generate any cash pro-
ceeds to us. The exchange notes are subject to, among other types of

covenants, certain restrictive financial incurrence covenants, including
limitations on the incurrence of indebtedness (pro forma fixed charge
coverage ratios must exceed 2.0 times, excluding certain adjustments,
in order to incur additional debt) and restricted payments (generally
limited to 95% of funds from operations as defined in the indentures
pursuant to which the notes were issued). In addition to the financial
covenants, the indentures also include, among other limitations, limi-
tations on asset sales, issuances of certain capital stock, sale and
leaseback transactions and affiliate transactions.

During 2004, we repaid approximately $19.5 million in principal
of notes payable scheduled to mature on March 15, 2004 and repur-
chased and retired the 7.114% Note. At December 31, 2003, LQ
Properties owned approximately $122.2 million in face amount of
7.114% Exercisable Put Option Securities (the “Securities”) due
August 15, 2004 issued by the Meditrust Exercisable Put Option
Securities Trust (the “Trust”). The Trust was established as part of a
1997 financing to hold the 7.114% Note. The Securities, which had
pass-through characteristics, represented beneficial interests in the
Trust and were classified as held-to-maturity under the provisions of
SFAS No. 115, “Accounting for Certain Investments in Debt and Equity
Securities.” LQ Properties was also the issuer of the 7.114% Note to
the Trust, which was the sole asset of the Trust, A third party (the
“Call Holder") exercised its option to purchase the 7.114% Note at
100% of its principal amount on August 16, 2004, which would have
permitted the Call Holder to subsequently remarket the 7.114% Note
at an increased interest rate. In response, on August 16, 2004, we
exercised our option to repurchase the 7.114% Note from the Call
Holder for $171.4 million and retired the note, in lieu of having the
7.114% Note remarketed and the interest rate reset. The repurchase
price was equal to the sum of the present values of the remaining
principal and interest payments, as determined in accordance with
the documents governing the obligations of LQ Properties with respect
to the 7.114% Note, discounted at the rate of U.S. Treasury securities
having maturities similar to the remaining term of the 7.114% Note,
plus accrued and unpaid interest. As of August 15, 2004 and
December 31, 2003, LQ Properties owned $122.2 million of the
Securities issued by the Trust. Accordingly, LQ Properties received
a $122.2 million contemporaneous distribution from the Trust. As
a result, LQ Properties recorded an expense of $21.4 million for
retirement of the 7.114% Note.
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The following is a summary of our future debt maturities as of
December 31, 2004

(In millions)
Year Total
2005 $116
2006 20
2007 210
2008 50
2009 0
2010 and thereafter 530
Total debt $926

Shareholders’ Equity
We had shareholders’ equity of approximately $1.4 billion and our net
debt (total indebtedness less cash and cash equivalents) constituted
approximately 34% of our total capitalization (total shareholders’ equity
plus mincrity interest plus total indebtedness less cash and cash
equivalents) as of December 31, 2004. LQ Properties had sharehold-
ers’ equity of approximately $1.4 hillion as of December 31, 2004.
During 2004, LQ Properties paid total dividends of $18 million on
its 9.0% Series A Cumulative Redeemable Preferred Stock and $225 mil-
lion to LQ Corporation, the sole holder of its class A common stock.
Our board of directors previously approved a $20 million share
repurchase program to allow us to repurchase common and/or pre-
ferred stock in the open market or in privately negotiated transactions.
We did not make any purchases under this program in 2004. As of
December 31, 2004, we had repurchased approximately $9.1 million

(or 1.9 million shares) of our equity securities under the program.

Income Tax Matters

LQ Corporation is a C-corporation for U.S. federal income tax purposes
and, as such, pays taxes on its taxable income as determined under
the Internal Revenue Code of 1986, as amended (the “Code”). The
taxable income or loss of LQ Properties is not included in the income
tax return of LQ Corporation except to the extent that LQ Properties
pays taxable dividends to LQ Corporation. Because LQ Corporation
and LQ Properties each have substantial NOL carryforwards available
to reduce taxable income, we do not anticipate paying substantial fed-
eral income taxes for several years. As of December 31, 2004, our
total federal NOL carryforwards were approximately $486.3 million, of

which approximately $178.3 million is available only to LQ Properties

and its taxable REIT subsidiaries. Cur NOL carryforwards will expire in
years 2009 thru 2024. We currently pay state income taxes in several
states and may become liable for federal alternative minimum tax
(“AMT"). Any federal AMT paid would be available as a credit to offset
federal income taxes otherwise payable in subsequent years.

LQ Properties has elected to be treated as a REIT for federal
income tax purposes and believes that it has met all the requirements
for qualification. Accordingly, LQ Properties generally will not be taxed
on that portion of its REIT taxable income that it distributes to its com-
man and preferred shareholders, provided that it continues to comply
with the requirements of the Code and related regulations. These require-
ments include a provision that LQ Properties must generally distribute
at least 90% of its REIT taxable income (excluding net capital gains)
as dividends eligible for the dividends paid deduction. LQ Properties
may use its NOL carryforwards to reduce amounts otherwise required
to be distributed to shareholders. Also, LQ Corporation may use its NOL
carryforwards to offset for federal income tax purposes any taxable
dividends that it receives from LQ Properties.

Going forward, L.Q Properties currently intends to continue to
manage its investments, including the sale or disposition of property or
other investments, and to operate (on its own and through its business
refationships with LQ Corporation) in a manner consistent with the

requirements for continued REIT qualification.

Effects of Certain Events on Lodging Demand

The combination of terrorist attacks and the impact of the war with
Iraq and its aftermath and the downturn in the national economy, along
with our concentration of hotels in certain markets, resulted in sub-
stantial declines in demand for lodging for both business and leisure
travelers across all lodging segments and increased price competition
during 2002 and the first half of 2003. Although we continually and
actively manage the operating costs of our hotels in order to respond
to changes in demand at our lodging properties, we must also continue
to provide the level of service that our guests expect. Our operating
results and cash flow from operating activities have improved during
2004; however, our operating results and cash flow from operating
activities could be adversely impacted should such events occur again.
RevPAR results for company owned hotels for the year ended
December 31, 2004 were favorable. We believe this trend will con-
tinue in 2005, and will be driven primarily by both rate and occu-

pancy increases as a result of higher demand from business travelers,




increased margins from various [nternet travel sites including our web-
sites, www.LQ.com and www.baymontinns.com, increased national
sales revenue, growth in membership of our customer loyalty program,
our advertising and promotion incentives, rate increases and improving
guest satisfaction. In addition, we believe the RevPAR performance of
the Acquired Hotels will improve over time as La Quinta’s systems and
programs are implemented. However, approximately 50% of our busi-
ness is booked within zero to seven days of the stay; therefore, fore-
casting such a trend is difficult and declines in business and leisure
traveler demand could impact our results. We can give no assurance
that the trends experienced in 2004 will continue in 2005.

CONTRACTUAL OBLIGATIONS

OrF-BALANCE SHEET ARRANGEMENTS

We have no off-balance sheet arrangements that have or are reasonably
likely to have a current or future effect on our financial condition, changes
in financial condition, revenues or expenses, results of operations,
liquidity, capital expenditures or capital resources that are material to
investors. Under certain franchise agreements or joint venture agree-
ments, we have committed to provide certain incentive payments, loans,
reimbursements, rebates and other payments, to help defray the costs
of construction, marketing and other costs associated with opening and
operating a La Quinta or Baymont hotel. See “Consolidated Liquidity

and Capital Resources—Cash Flows from Investing Activities.”

The following table summarizes our contractual obligations and commercial commitments that are expected to have an effect on liquidity and cash

flow in future periods (in millions):

Less Than 2-3 4-5 More Than
Total 1 Year Years Years 5 Years

Long-term debt obligations® $1,271.9 $185.3 $346.3 $ 941 $6486.2

Operating lease obligations 313 3.2 6.6 53 16.2

Purchase obligations:

Capital expenditures®? 1.9 1.9 — — —
Goods and services® 90.4 355 28.8 154 10.7
QOther long-term obligations 125 0.6 9.8 1.0 1.1
Total $1,408.0 $226.5 $391.5 $115.8 $674.2

(1) Includes estimated interest payments based on the stated interest rate and maturity date totaling $346.3 million.

{2) Capital expenditures include the remaining balance on contracts related to the redevelopment of our hotet at the Convention Center in San Antonio, Texas.

(3) Goods and services include certain material non-cancelable obligations arising in the normal course of business operations, including obligations under purchasing contracts, energy pur-
chase contracts, marketing contracts, and information technology service related agreements, among others. Certain contracts are based on variable pricing where estimates to determine
the obtigation coutd not be obtained. Contracts with undeterminable variable pricing are included in the above table assuming that the contracts were terminated at December 31, 2004
and reported based on the penalties listed in the respective termination provisions of each contract. We are also party to numerous other contracts and agreements entered into in the
ordinary course of our business.

(4) Other fong-term liabilities reflected on our balance sheet include estimates of distributions related to certain deferred compensation agreements (as described more fully in note 17 of
our consolidated financial statements) and our obligation related to the Supplemental Executive Retirement Plan. We are obligated under an agreement to provide a fetter of credit to
ensure payment of certain indebtedness of an unrelated third party. This obligation is excluded from the table because we cannot estimate the timing of performance under the agreement.
At December 31, 2004, we have recorded a liability of approximately $4.2 million related to this obligation that is included in other non-current liabilities as described more fully in note
15 of our consolidated financial staterments.

(5) We are obligated under employment contracts with certain executives. Payments under these conlracts are based on level of service and are variable based on individual performance.

Since we cannot estimate the total obligation under these variable contracts, we assessed our minimum commitments under these employment agreements by assuming the contracts are

terminated, without cause, as of January 1, 2005. Our minimum obligations, based on the severance provisions of each employment contract, would be approximately $7.7 million. These
employment contracts are excluded from the above table due to the uncertainty of the dolfar amounts to be paid and the timing of such amounts.
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The 800,000 issued and outstanding shares of LQ Properties
Series A Preferred Stock are entitled to quarterly dividends at the
rate of 9% per annum of the $250 per share liquidation preference.
Although LQ Properties has paid all dividends due on the Series A
Preferred Stock, any unpaid dividends will accumulate and increase
the liquidation value of the Series A Preferred Stock. These dividends

are excluded from the above table.

CorPORATE GOVERNANCE MATTERS

The charters for each of the Audit Committee, Compensation
Committee and Corporate Governance and Nominating Committee, our
Corporate Governance Guidelines and our Code of Business Conduct
and Ethics applicable to our boards of directors, Chief Executive Officer,
President and Chief Operating Officer, Chief Financial Officer, Chief
Accounting Officer, and Controller, or persons performing similar
functions, among others, are availabie in the Investor Relations section
of our website at www. LQ.com. We will provide, without charge, upon
the written request of any shareholder a copy of any of the foregoing.
Any such request should be addressed to: La Quinta Corporation,
909 Hidden Ridge Drive, Suite 600, Irving, Texas 75038, Attn: Investor
Relations. Changes to or waivers granted with respect to our Code of
Business Conduct and Ethics that we are required to disclose under
applicable SEC rules will also be posted on our website.

CRITICAL ACCOUNTING PoOLICIES AND ESTIMATES
The consolidated financial statements of LQ Corporation and separate
financial statements of LQ Properties have been prepared in conformity
with GAAP, which require our management to make estimates, judg-
ments and assumptions that affect the reported amounts of certain
assets, liabilities, revenues, expenses and related disclosures and con-
tingencies. Our management evaluates estimates used in preparation
of its financial statements on a continual basis, including estimates

related to the following:

Carrying Amount and Classification of Lodging Real Estate
Assets, Potential Impairment and Recognition of Sales

We evaluate the carrying value and classification of all owned lodging
assets on an ongoing basis. The evaluation process includes a review
of current facts and circumstances such as guest satisfaction scores,
profitability, changing market conditions, and condition of the property,
among other factors. As a result of this evaluation process, we identify

properties we intend to sell and properties we intend to hold for use.

(JPERATIONS (CONT.)

With respect to properties we intend to sell, our management
begins to initiate marketing efforts shortly after obtaining authority to
sell the property. The properties that we expect o sell within twelve
months are reclassified as assets held for sale and accounted for as
discontinued operations. Depreciation of the assets ceases upon this
reclassification. We record impairment charges on these properties
when the estimated fair value less costs to sell is less than the carry-
ing amount of the property. These assets are then monitored through
the date of sale for potential adjustment based on the offers that we
are willing to take under serious consideration and our continued
review of facts and circumstances.

As we sell the related assets, contracts are reviewed to determine if:

* 3 sale has been consummated;

* the buyer's investment is adequate;

* a complete transfer of risks and rewards has occurred; and

* any contingencies or obligations on our part continue 1o exist.

For the assets that may take longer than one year to sell or for
those assets we intend to hold and use, we estimate when the assets
may be sold or otherwise disposed of. We apply a probability-weighted
cash flow estimation approach to recovery of the carrying amount of
each lodging asset held for use to determine if the undiscounted net
cash flows exceed the carrying amount of the property. If this test
results in a loss, we then calculate an impairment loss on the lodging
asset held for use by determining the excess of the property’'s carrying
amount over our estimate of fair market value of the asset. The fair
value of those assets becomes the new cost basis and is depreciated
over the remaining useful life of the asset.

As of December 31, 2004, we had 374 lodging properties classi-
fied as held for use with a net book value (including land, buildings
and improvements, furniture, fixtures and equipment) of $2.5 billion
and one parcel of land classified as held for sale with a net book value
of $5.5 million.

Subsequent to December 31, 2004, 17 hotels, including one
hotel that is subject to full condemnation, met the criteria for classifi-
cation as held for sale in accordance with SFAS 144, The decision to
sell certain of these hotels was based on (1) focal market conditions,
(2) historical operating and financial results associated with the hotel,
and (3) future capital expenditure requirements. The sales or condem-
nation proceedings of the 17 hotels are expected to close or otherwise
be concluded within 12 months. An impairment charge of $8.2 million
was recorded during the three months ended December 31, 2004 to write
down 9 of the total 17 hotels to estimated net realizable value. This




impairment charge is included in our total impairments of $21.0 mil-
lion for the year ended December 31, 2004. The net book value at
December 31, 2004 for the 17 hotels was $35.4 million. Effective in
the first quarter of 2005, the assets and liabilities associated with
these hotels will be classified as discontinued operations for all periods
presented on the consolidated balance sheets and the revenues and
expenses for these hotels will be classified as discontinued operations
for all periods presented in the consolidated statements of operations.

Intangible Assets
As of December 31, 2004 and 2003, our consolidated balance sheet

included intangible assets totaling approximately $117.3 and $73.4 mil-
lion, respectively. In January 2002, we implemented SFAS 142 and
determined that the La Quinta trademarks were finite lived assets and
amortized these assets over 21 years based on management's assess-
ment of the life and fair value of the brands. During September 2004,
we determined that the La Quinta trademarks have an indefinite useful
life based on changes in circumstances of factors used to determine
the useful lives primarily as a result of the establishment and growth
of our La Quinta franchise program. In accordance with SFAS 142,
these assets are no longer amortized and will be tested for impairment
annually, or more frequently if events or circumstances indicate that
the asset might be impaired. During the years ended December 31,
2004, 2003 and 2002, we recorded amortization expense of approxi-
mately $2.6 million, $3.9 million and $3.9 million per year on the
brand intangible assets. In 2004, testing for impairment indicated
there was no impairment related to these intangibles.

As part of the Acquisition, we acquired intangible assets related
to the Baymont trademarks and existing Baymont franchising agree-
ments. Management determined that the Baymont trademarks have an
indefinite usefu! life. These assets will also be tested for impairment
annually, or more frequently as circumstances require. The Baymont
franchising agreements were deemed to have a finite life and are
amortized over the weighted average life of the associated franchise
agreements, including potential renewals, based aon the interest
method of amortization. For the year ended December 31, 2004, we
recorded amortization expense of approximately $0.7 million related

to these franchise agreements.

Income Taxes
As of December 31, 2004, our total federal NOL carryforwards were
approximately $486.3 million, of which approximately $178.3 million
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is available only to LQ Properties and its taxable REIT subsidiaries.
NOL carryforwards expire 20 years after the year in which they arise
(15 years for NOLs arising prior to 1998). Qur NOL carryforwards will
expire in years 2009 thru 2024. As of December 31, 2004, our total
capital loss carryforwards were approximately $28.5 million and our
federal tax credit carryforwards (primarily AMT credit carryforwards
available only to LQ Properties) were approximately $7.9 miilion,

of which $2.2 million will expire between 2018 and 2024. As of
December 31, 2004, deferred tax assets of $203.1 miliion, subject to
a valuation allowance of $22.2 million, have been recorded to reflect
the tax benefits associated with certain NOL carryforwards, capital loss
carryforwards and tax credit carryforwards. The valuation allowance
pertains to recorded deferred tax assets for which realization of the
benefits is not reasonably assured. When assessing the adequacy of
the valuation allowance, La Quinta considered both anticipated rever-
sals of deferred tax liabilities within applicable carryforward periods and
other potential sources of taxable income within those periods. NOL
carryforwards are realized by utilizing such carryforwards to reduce
taxable income; consequently, we will need to generate future taxable
income at least equal to the loss carryforwards during the carryforward
period to realize the full benefit of the tax loss carryforwards. Should
we determine that additional tax loss carryforwards are not likely to be
realized, the valuation allowance will be increased, with a corresponding
charge to income tax expense. The actual utilization of NOL carryforwards
to reduce taxable income will be recognized for financial reporting
purposes as a reduction of the deferred tax asset.

Retention of Risk

» General Liability, Automobile Liability and Workers’ Compensation
Liabilities
We maintain a paid loss retrospective insurance plan for commercial
general liability (“GL"), automobile liability (“AL") and workers’ com-
pensation (“WC") loss exposures related to our lodging operations. The
insurance carrier initially pays all losses falling within the insurance
coverage and amounts within the deductible and retention limits are
then billed to us retrospectively on a monthly basis.

We perform formal reviews of estimates of the ultimate liability
for losses and associated expenses within the deductible and retention
limits on a hi-annual basis. The estimates are based upon a third-party
actuarial analysis of actual historical development trends of loss fre-
quency, severity and incurred but not reported (“IBNR") claims. The
actuary utilizes a loss triangle method to measure period to pericd loss
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trends. Loss development factors and increased limits factors are
calculated based on historical experience and are used to estimate the
ultimate loss liability. We establish a liability to cover our estimated
ultimate liability for losses and loss adjustment expenses with respect
to reported claims and IBNR claims and associated insurance plan
expenses. Large claims or incidents that could potentially involve
material amounts are also monitored closely on a case-by-case basis.
As of December 31, 2004, our balance sheet included an estimated
liability with respect to the deductible and retention limits of approxi-
mately $22.3 million.

The amount of liability related to the GL, AL and WC accounts

and the changes therein were as follows:

(In miflions) 2004 2003 2002
January 1 $214 $223 %217
Expense 11.5 9.1 8.8
Payments (10.6) (10.6) 7.7
December 31 $223 3$21.4 $229

Changes in facts and circumstances may lead to a re-estimate of
the liability due to revisions of the estimated ultimate costs of La Quinta’s
GL, AL and WC coverage. Changes in estimates occur over time due
to factors such as severity of injury that affect liability claims differently
from those predicted in prior liability estimates. The establishment of
these liabilities is an inherently uncertain process, which is characteristic
of liability claims or other long-term liabilities, which can be influenced
by external factors and assumptions. The ultimate cost of losses from
La Quinta’s insurance programs may vary from recorded amounts, which
are based on La Quinta's best estimates of future losses or obligations.

At December 31, 2004 and 2003, the impact of an increase or
decrease of one percent in the recorded liability related to losses from
GL claims, AL claims, and WC claims would increase or decrease our

loss before income tax by $0.2 million.

e Employee Healthcare Liabilities

We maintain a self-insurance program for major medical and hospital-
ization coverage for certeain of our lodging salaried field employees and
corporate employees and their dependents, which is partially funded
by payroll deductions. In January 2003, we changed the healthcare
benefit coverage provided to our field level hourly employees so that
coverage for these employees is no longer part of this self-insurance
program but covered under a separate fully insured health program.
Payments for major medical and hospitalization to individual partici-
pants below specified amounts (currently $500,000 per individual

per year and $1,000,000 per individual for a lifetime maximum) are
self-insured by us. We base our estimate of ultimate liability on trends
in claim payment history, historica! trends in IBNR incidents and
developments in other cost components (such as rising medical costs,
projected premium costs, nhumber of participants, etc.). Our liability
with respect to employee healthcare reserves is monitored on a
monthly basis and adjusted accordingly.

The amount of liability related to the employee healthcare pro-

gram and the changes therein were as follows:

(in millions) 2004 2003 2002
January 1 $06 $19 3% 28
Expense {net of emplayes contributions) 4.2 4.4 10.8
Payments (4.2) (5.7) (11.7)
December 31 $06 306 3% 19

Changes in facts and circumstances may lead to a re-estimate of
the liability due to revisions of the estimated ultimate costs of La Quinta’s
employee healthcare coverage. Changes in estimates occur over time
due to factors such as medical costs that affect liability claims differently
from those predicted in prior liability estimates. The establishment of
these liabilities is an inherently uncertain process, which is characteristic
of liability claims or other long-term liabilities, which can be influenced
by external factors and assumptions. The ultimate cost of losses from
La Quinta’s insurance programs may vary from recorded amounts, which
are based on La Quinta’s best estimates of future losses or obligations.

At December 31, 2004 and 2003, the impact of an increase or
decrease of one percent in the recorded liability related to losses from
employee healthcare claims would increase or decrease our loss before

income tax for the year then ended by approximately $6,000.

o Litigation and Contingencies

We monitor ongoing litigation and other loss contingencies on a case-
by-case basis as they arise. Losses related to litigation and other
contingencies are recognized when the loss is considered probable and

the amount is estimable.

o Returns Program

La Quinta maintains a customer loyalty program, Returns, which aliows
members to earn points based on dollars spent. Members may redeem
points earned for free stay certificates and a variety of other awards.
As part of the Acquisition, we assumed the liability for the Baymont
customer loyalty program, Guest Ovations. This loyalty program includes
substantially the same types of awards as Returns. We account for the

Guest Qvations program under the same method as used for Returns.




As of December 31, 2004 and 2003, the liability for the programs
was $6.1 million and $5.0 million, respectively. We plan to combine
the Guest Ovations program with our Returns program in April 2005.

lLa Quinta accounts for the economic impact of providing a free
stay or other award by accruing an estimate of its liability for issued
and unredeemed free stay certificates and points. The expense related
to this estimate includes the cost of administering the program as well
as the incremental cost of the stay at an owned hotel and the value of
awards purchased from program partners. La Quinta determines the
value of the future redemption obligation based upon historical experi-
ence, including an estimate of “breakage” for points that will never be
redeemed. The estimate is based on a calculation that includes an
assumption for redemption rate, redemption type (whether for free stay
certificate or other award) and rate of redemption at company owned
hotels versus franchised hotels. The expenses of the program are
charged to operations as a component of other lodging and general
and administrative expenses.

Actual results of the program may vary from estimates we have
made due primarily to variance from assumptions used in the calcula-
tion of our obligation for future redemptions and changes in member
behavior. These variances are accounted for as changes in estimates and
are charged to operations as they become known. At December 31,
2004 and 2003, the impact of an increase or decrease of one percent
for Returns program obligations would increase or decrease our loss
before income tax for the year then ended by approximately $0.1 mil-

lion. An increase or decrease in redemption assumption of cne percent

would increase or decrease the estimated obligation for future redemp-

tions by approximately $0.1 million at December 31, 2004 and 2003.
A change in redemption type of one percent would result in an increase

or decrease in the estimated obligation for future redemptions of

approximately $11,000 to $37,000, depending on the award selected.

CHANGES IN ACCOUNTING PRINCIPLES

We implemented the provisions of SFAS No. 144 in 2002 and, as a
result, gains and losses on long-lived assets classified as held for sale
subsequent to January 1, 2002, the effective date of SFAS 144, are
classified as gains or losses from disposal of discontinued operations.
Certain gains and losses on long-lived assets classified as held for sale
that were disposed of during the years ended December 31, 2003,
2002 and 2001 have been classified in continuing operations because
they were classified as held for sale as of December 31, 2001 and
restatement of prior periods is not permitted under SFAS 144.

Goodwill historically represented the excess of cost over the fair
value of assets associated with the acquisitions of La Quinta and
TeleMatrix, Inc. and had been amortized on a straight line basis over
20 and 15 years, respectively. To determine if goodwill had been
impaired, the sum of the expected future cash flows (undiscounted
and without interest charges) was compared to the carrying amount of
the long-lived assets (including allocated goodwill) in order to assess
whether an impairment loss existed.

In January 2002, we implemented SFAS 142, which primarily
addresses the accounting for goodwill and intangible assets subsequent
to their initial recognition. SFAS 142 (1) prohibits the amortization of
goodwill and indefinite-lived intangible assets, (2) requires testing of
goodwill and intangible assets on an annual basis for impairment (and
more frequently if the occurrence of an event or circumstance indicates
an impairment), (3) requires that reporting units be identified for the
purpose of assessing potential future impairments of goodwill and
(4) removes the 40 year limitation on the amortization period of
intangible assets that have finite lives.

Upon implementation of SFAS 142, we identified two reporting
units: La Quinta lodging ($248.4 million carrying value) and
TeleMatrix, Inc. telecommunications ($18.6 million carrying value).
As a result, we recorded a charge to earnings of $248.4 million to
reflect the adjustment to goodwill for the lodging reporting unit that
is reported as the cumulative effect of a change in accounting princi-
ple. In addition, we recorded a charge to earnings of approximately
$10.6 million related to goodwill for the TeleMatrix reporting unit as of
the date we implemented SFAS 142, which was subsequently reclassi-
fied to discontinued operations. During the third quarter of 2002, we
recorded a charge of $8.0 million to write off the remaining goodwill
balance for TeleMatrix, which is also included in discontinued opera-
tions. As a result of implementing SFAS 142, we incurred a decrease
in amortization of goodwill and a corresponding annual reduction in
net loss of $15.0 million for the years ended December 31, 2004
and 2003 as compared to 2002.

SEASONALITY

The hotel industry is seasonal in nature. Generally, hotel revenues are
greater in the second and third quarters than in the first and fourth quar-
ters. This seasonality can be expected to cause quarterly fluctuations
in revenue, profit margins and net earnings. In addition, the opening
of newly constructed hotels and the timing of any hotel acquisitions or

sales may cause a variation of revenue from quarter to guarter.
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The tables below provide information about our debt obligations that are sensitive to changes in interest rates. The tables present principal cash
flows and related weighted average interest rates by expected maturity dates as of December 31, 2004 and 2003. We had no variable rate debt
or interest rate swaps as of December 31, 2004 and 2003.

The following market risk disclosures are related to debt obligations as of December 31, 2004:

Face Fair
{in millions) 2005 2006 2007 2008 2009 Thereafter Value Value
LonG TErM DEBT OBLIGATIONS:
Fixed rate $116 $ 20 $ 210 $ 50 $ — $ 530 $926 $993
Average interest rate 7.43%  7.30%  7.06%  7.33% N/A™ 8.16% N/A N/A
(1) N/A means not applicable.

The following market risk disclosures are related to debt obligations as of December 31, 2003:

Face Fair
(In miflions) 2004 2005 2006 2007 2008 Thereafter Value Value
Lone TErM DEBT OBLIGATIONS:
Fixed rate $ 169 $ 116 $ 20 $ 210 $ 50 $ 330 $895 $967
Average interest rate 7.13% 7.43% 7.30% 7.06% 7.33% 8.87% N/A"Y N/A
(1) N/A means not applicable.
LQ PROPERTIES Fixed rate debt as of December 31, 2004 and 2003 was
All debt obligations, including notes payable and bank notes payable, $926 million and $895 million, respectively. As of December 31, 2004
are liabilities of LQ Properties. During 2004, we issued $200 million and 2003, LQ Properties did not have any outstanding interest rate
of senior notes bearing a coupon rate of 7.0% and having a maturity swap agreements.
of August 15, 2012 and repaid approximately $169 million of notes
payable scheduled to mature (or that were redeemabie at the option LQ CoRPORATION
of the holders) in March and August of 2004. LQ Corporation is a guarantor, with LQ Properties as borrower, under

During 2003, we issued $325 million of senior notes bearing the 2003 Credit Facility, 7.0% senior notes due August 15, 2012 and

a coupon rate of 8.875% and having a maturity of March 15, 2011 8.875% senior notes due March 15, 2011,

and repaid approximately $151 million of notes payable scheduled
to mature (or that were redeemable at the option of the halders) in
September 2003 and March 2004.




[ A QUINTA CORPORATION

December 31,

(In thousands, except par value) 2004 2003
ASSETS:

Current Assets:
Cash and cash equivalents $ 103,359 $ 327,083
Fees, interest and other receivables, net of allowances of $3,355 and $3,698, respectively 27,291 20,759
Deferred income taxes, net 20,484 19,821
investments in securities — 122,175
Other current assets 8,919 7,370
Total current assets 160,053 497,208
Intangible assets, net 117,286 73,421
Restricted cash 4,150 3,000
Property and equipment, net 2,464,427 2,143,749
Mortgages and other notes receivable, net 26,431 58,565
Other non-current assets 38,118 29,851
Total assets $ 2,810,465 $ 2,805,794

LiABILITIES AND SHAREHOLDERS EqQuiTy:
Current Liabilities:

Short-term borrowings and current maturities of long-term debt $ 115,993 $ 169,547
Accounts payahle 35,330 20,204
Accrued payroll and employee benefits 35,851 29,828
Accrued expenses and other current liabilities 79,949 06,222
Total current liabilities 267,123 285,801
Long-term debt 809,624 725,607
Deferred income taxes, net 125,809 153,476
Other non-current liabilities 12,352 18,345
Total liabilities 1,214,908 1,183,229

Commitments and contingencies
Minority interest (including preferred stock liquidation preference of $200,000) 205,856 206,031

Shareholders’ Equity:
LQ Corporation Common Stock, $0.01 par value; 500,000 shares
authorized:; 183,128 and 179,902 shares issued and 181,077 and 177,921
shares outstanding at December 31, 2004 and 2003, respectively 1,831 1,799
LQ Properties Class B Common Stock, $0.01 par value; 500,000 shares
authorized; 183,128 and 179,902 shares issued and 181,077 and 177,921

shares outstanding at December 31, 2004 and 2003 1,831 1,798
Treasury Stock, at par; 2,051 and 1,981 paired common shares at
December 31, 2004 and 2003, respectively (40) (40)
Additional paid-in-capital 3,688,018 3,669,062
Unearned compensation (6,701) (5,155)
Accumulated other comprehensive income 458 226
Accumulated deficit {2,295,696) (2,251,157)
Total shareholders’ equity 1,389,701 1,416,534
Total liabilities and shareholders’ equity $ 2,810,465 $ 2,805,794

The accompanying notes are an integral part of these financial staterments.
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[ A QUINTA CORPORATION

ONSOLIDATED STATEMENTS OF OPERATIONS

For the year ended December 31,

(In thousands, except per share data) 2004 2003 2002
REVENUE:
Hotel operations $563,427 $ 491,453 $ 485,413
Franchise fees 17,331 9,624 5,239
Other 12,421 14,064 20,172
593,179 515,141 520,824
EXPENSES:
Direct lodging operations 271,239 232,816 232,605
Other lodging and operating expenses 80,223 71,507 66,405
General and administrative 61,412 55,543 51,302
Interest, net 63,781 62,679 64,995
Depreciation and amortization 126,234 128,453 123,152
Impairment of property and equipment, mortgages and other notes receivable 20,977 67,302 36,731
Loss on early extinguishment of debt 21,399 6,393 1,029
Other expense (income) 903 1,758 (15,650)
646,168 626,451 560,569
Loss before minority interest, income taxes, discontinued operations and cumulative
effect of change in accounting principle (52,989) (111,310) (39,745)
Minority interest (18,344) (18,135) (18,522)
Income tax benefit (expense) 24,491 50,154 (181,530
Loss before discontinued operations and cumulative effect of change in accounting principle (46,842) (79,291) (239,797)
Income (loss) from discontinued operations, net 2,303 (4,471) (19,598)
Loss before cumulative effect of change in accounting principle (44,539) (83,762) (259,395)
Cumulative effect of change in accounting principle, net — — (248,358)
Net loss $ (44,539) $ (83,762) $(507,753)
Loss PErR SHARE—BAsIC AND AssSUMING DILUTION
Loss before discontinued operations and cumulative effect of change in accounting principie $ (0.26) $ (0.58) $  (1.68)
Income (loss) from discontinued cperations, net 0.01 (0.03) {0.13)
Cumulative effect of change in accounting principle, net —_ — (1.74)
Net loss $ (0.25) $ (0.58) $ (3.55)

The accompanying notes are an integral part of these financial statements.




DUuiNTA CORPORATION

For the year ended December 31,

(In thousands) 2004 2003 2002
CasH FLows rrRoM OPERATING ACTIVITIES:
Net loss $ (44,539) $ (83,762) $(507,753)
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization 126,234 128,453 123,152
Loss on early extinguishment of debt 21,399 . 6,393 1,029
Impairment of property and equipment, mortgages, and other notes receivables 20,977 67,302 36,731
Minority interest 18,344 18,135 18,522
Stock based compensation 2,474 2,351 2,549
Amortization of debt issuance costs 2,403 2,686 6,749
Gain on sale of assets (208) (1,292) (10,296)
Deferred tax (benefit) expense (25,154) (48,340) 186,915
(Income) loss from discontinued operations, net (2,303) 4,471 19,588
Cumulative effect of change in accounting principle, net — — 248,358
Provision for loss on interest and other receivables — — 1,900
Net change in other assets and liabilities 11,763 (12,561) (27,186)
Net cash provided by operating activities 131,390 83,236 100,268
CasH FLows FROM INVESTING ACTIVITIES:
Capital expenditures (73,435) (56,837) (117,387)
Purchase of hotel assets (26,227) — —
Baymont acquisition (418,429) — —
Proceeds from sale of assets 11,755 26,842 249,193
Proceeds from notes receivable 35,072 — —
Proceeds from surrender of life insurance policies — 5,947 —
Redemption (purchase) of securities 122,175 (65,809} (56,366)
Other (1,774) 2,881 (1,374)
Net cash (used in) provided by investing activities (350,863) (86,976) 74,066
CasH FLows FROM FINANCING ACTIVITIES:
Proceeds from borrowings of long-term debt 200,000 360,000 12,000
Repayment of long-term debt (169,543) (185,810) (287,367)
Dividends to preferred shareholders (characterized as minority interest) (18,000) (18,000) (18,000)
Debt issuance costs ) (4,671) (11,782) (46)
Debt repurchase premium (21,399) (6,095) (1,603)
Proceeds from employee stock purchase and other 9,997 1,027 981
Purchase of treasury stock — (1,338) (7,764)
Net proceeds from equity offering — 184,294 —
Other {635) (572) (73%)
Net cash {used in) provided by financing activities (4,251) 321,724 (302,534)
Net (decrease) increase in cash and cash eguivalents (223,724) 317,884 (128,200)
Cash and cash equivalents at:
Beginning of year 327,083 9,099 137,299
End of year $ 103,359 $ 327,083 $ 9,099

Supplemental disclosure of cash flow information (note 2)

The accompanying notes are an integral part of these financial statements.
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LA OUINTA CORPORATION

ONSOLIDATED ODTATEMENTS OF

(In thousands)

Preferred
Stock

HANGES IN SHAREHOLDERS EqQuiITy

AND UTHER COMPREHENSIVE INCOME

For the years ended December 31, 2004, 2003 and 2002

Common Stock

Shares

Amount

BavLaNce, DECEMBER 31, 2001

Reorganization

Issuance of paired common shares for employee
compensation and stock options

Retirement of forfeited restricted stock grants

Amortization of unearned compensation

Unrealized gain on securities, net

Purchase of paired common shares

Minimum pension liability adjustment, net

Net loss for the year ended December 31, 2002

$70
(70)

142,958

817
(97)

$ —
1,429

BavLance, DECEMBER 31, 2002

143,678

$1,437

Issuance of paired common shares for:
Restricted stock
Equity offering
Employee compensation and stock options
Employee stock purchases
Forfeiture of restricted stock
Amortization of unearned compensation
Unrealized gain on securities, net
Minimum pension liability adjustment, net
Purchase of paired common shares
Net loss for the year ended December 31, 2003

1,385
34,500
188
161
(10)

13
345

BALANCE, DECEMBER 31, 2003

179,902

$1,799

Issuance of paired common shares for:
Restricted stock
Employee compensation and stock options
Employee stock purchases

Forfeiture of restricted stock

Amortization of unearned compensation

Deferred tax benefit on employee stock compensation

Unrealized gain on securities, net
Other
Net loss for the year ended December 31, 2004

502
2,516
208

25

BALANCE, DECEMBER 31, 2004

183,128

Ciass B

Common Stock
Shares Amount
142,958 $ 28,591
— (27,162)
817 9
(97) (@))]
143,678 $ 1,437
1,385 13
34,500 345
188 2
161 2
(10) —
179,802 $ 1,799
502 5
2,516 25
208 2

183,128

The accompanying notes are an integral part of these financial statements.




Accumulated

Treasury Stock Additi.on_al Other _
Paid-in Unearned Comprehensive Accumulated Comprehensive
Shares Amount Capital Compensation Income (Loss) Deficit Total Income (Loss)
— $ — $3,659,185 $(2,669) $ (972) $(1,659,642) $2,024,563 $ —
— — (173,810) — — — (199,613) —
— — 3,397 (1,877) — — 1,538 —
— — (267) 135 — — (134) —
— — — 2,649 — — 2,549 —
— — — — 119 —_ 119 119
(1,569) (32) (7,732} — — — (7,764) —
- — — — (218) — (218) (218)
— — — — — (5607,753) (507,753) (507,753)
(1,569) $(32) $3,480,773 $(1,862) $(1,071) $(2,167,395) $1,313,287 $(507,852)
— — 5,732 (5,516) — — 242 —
— — 182,899 — — — 183,589 —
— — 729 — — — 733 —
— 526 — — — 530 —
(64) (1) (266) — — — (267) —
— — — 2,223 — — 2,223 —
— — — — 226 — 226 226
— — — — 1,071 — 1,071 1,071
(348) (7) (1,331) — — — (1,338) —
— — — — 7 — (83,762) (83,762) (83,762)
(1,981) $(40) $3,669,062 $(5,155) $ 226 $(2,251,157) $1,416,534 $ (82,465)
— — 4,014 (3,765) — — 259 —
— — 9,630 (106) - — 9,574 —
— — 570 — — — 574 —
(70) — (485) 120 — — (365) —
— — — 2,205 — — 2,205 —
— — 4,730 — — — 4,730 —
— — — — 232 — 232 232
— — 497 — — — 497 —
- — — —_ — (44,539) (44,539) (44,539)
(2,051) $(40) $3,688,018 $(6,701) $ 458 $(2,295,696) $1,389,701 $ (44,307)




LA OUINTA PROPERTIES, INC.
ONSOLIDATED BALANCE SHEETS

December 31,

(In thousands, except par value) 2004 2003
ASSETS:

Current Assets:
Cash and cash eguivalents $ 33,387 $ 228,055
Fees, interest and other receivables, net of allowances of $42 and $135, respectively 5,000 5,538
Rent receivable from La Quinta Corporation - 85,928
Investments in securities — 122,175
Other current assets, net 1,014 1,749
Total current assets 39,401 443,446
Note receivable from La Quinta Corporation 3,165 22,128
Restricted cash 400 500
Deferred income taxes, net- 8,636 9,563
intangible assets, net 58,236 60,012
Property and eguipment, net 2,302,136 2,079,834
Mortgages and other notes receivable, net 30,700 62,329
Other non-current assets 15,472 13,581
Total assets $ 2,458,146 $ 2,691,393

LiaBILITIES AND SHAREHOLDERS EqQuiITy:
Current Liabilities:

Short-term borrowings and current maturities of long-term debt $ 115,993 $ 169,547
Accounts payable 24,990 13,473
Accrued expenses and other current liabilities 48,385 39,025
Total current liabilities 189,368 222,045
Long-term debt 809,624 725,607
Other non-current fiabilities 682 9,573
Total liabilities 999,674 857,225

Commitments and contingencies
Minority interest 25,027 26,309

Shareholders’ Equity:
LQ Properties Preferred Stock, $0.10 par value; 6,000 shares authorized;

800 and 701 shares issued and outstanding December 31, 2004 and 2003, respectively 80 70
LQ Properties Class A Common Stock, $0.01 par value; 1,000 shares authorized;
100 shares issued and outstanding December 31, 2004 and 2003 1 1

LQ Properties Class B Common Stock, $0.01 par value; 500,000 shares authorized;
183,128 and 179,902 shares issued and 181,077 and 177,921 shares outstanding

at December 31, 2004 and 2003, respectively 1,831 1,799
Treasury Stock, at par; 2,051 and 1,981 paired common shares
at December 31, 2004 and 2003, respectively (20) (20)
Additional paid-in-capitali 3,309,736 3,532,820
Equity investment in La Quinta Corporation (41,595) (41,595)
Accumulated deficit (1,836,588) (1,785,216)
Total shareholders’ equity 1,433,445 1,707,859
Total liahilities and shareholders’ equity $ 2,458,146 $ 2,691,393

The accompanying notes are an integral part of these financial statements.
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(In thousands)

DuINTA PROPERTIES, INC.

For the year ended December 31,

2004 2003 2002
REVENUE:
Rent from La Quinta Corporation $194,369 $193,451 $ 211,413
Royalty from La Quinta Corporation 7,786 12,285 12,398
Other 8,946 11,035 18,643
211,101 216,771 242,454
EXPENSES:
Direct lodging expenses 645 664 849
Other lodging expenses 30,176 26,984 30,188
General and administrative 1,384 3,849 7,811
Interest, net 63,418 62,053 63,905
Depreciation and amortization 111,220 109,919 105,335
Impairment of property and equipment, mortgages and other notes receivable 20,977 67,302 36,731
Loss on early extinguishment of debt 21,399 6,393 1,029
Other income (4,401) (3,248) (16,519)
244,818 273,916 229,429
(Loss) income before minority interest, income taxes, discontinued operations and
cumulative effect of change in accounting principle (33,717) (57,145) 13,025
Minority interest (2,304) (3,704) (3,726)
Income tax (expense) benefit (1,066) (134) 14,559
(Loss) income before discontinued operations and cumutative effect of change in accounting principle (37,087) (60,983) 23,858
Income (loss) from discontinued operations, net 3,715 (7,353) (19,021)
{Loss) income before cumulative effect of change in accounting principle (33,372} (68,336) 4,837
Cumulative effect of change in accounting principle, net — — (248,358)
Net loss (33,372) (68,336) (243,521)
Preferred stock dividends (18,000) (18,000) (18,000)
Net loss attributable to common shareholders $(51,372) $ (86,336) $(261,521)

The accompanying notes are an integral part of these financial staternents.
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LA QUINTA PROPERTIES,

ONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

AND UTHER (_OMPREHENSIVE INCOME

For the years ended December 31, 2004, 2003 and 2002

Class A
Common Stock

Class B
Common Stock

Treasury Stock

Preferred

(in thousands) Stock Shares Amount Shares Amount Shares  Amount
Barance, DECEMBER 31, 2001 $70 — $— 144,263  $ 14,426 — $ —
Reorganization — 100 1 (1,305) (12,997) — —
Issuance of paired common shares for

employee compensation and stock options — — — 817 9 — —
Forfeiture of restricted stock — — — (97) (O — —
Amortization of unearned compensation — — — — — — —
Dividends paid to shareholders — — — — — — —
Unrealized gain on securities, net — — — — — — —
Dividends paid to La Quinta Corporation — — — — — — —
Purchase of paired common shares — — — — — (1,569) (16)
Net loss for the year ended December 31, 2002 — — — — — — —
BavrLance, DECEMBER 31, 2002 $70 100 $1 143,678 $ 1,437 (1,569) $(16)
Issuance of paired commaon shares for:

Restricted stock — — — 1,385 13 — —

Equity offering, net — — — 34,500 345 — —

Employee compensation and stock options — — — 188 2 — —

Employee stock purchases — — — 161 2 — —
Forfeiture of restricted stock — — — (10) — (64) (1
Amortization of unearnad compensation — — — — — — —
Dividends paid to shareholders — — — — — — —
Purchase of paired common shares — — — — — (348) (3
Dividends paid to La Quinta Corporation — — — — — — —
Net loss for the year ended December 31, 2003 — — — — — — —
BarLance, DECEMBER 31, 2003 $70 100 $1 179,902 % 1,799 (1,981) $(20)
Issuance of paired common shares for:

Restricted stock — — — 502 5 — —

Employee compensation and stock options — — — 2,516 25 — —

Employee stock purchases — — — 208 2 — —
Forfeiture of restricted stock — — — — — (70) —
Preferred shareholder exchange 10 — — — — — —
Dividends paid to shareholders — — — — — — —
Dividends paid to La Quinta Corporation — — — — — — —
Net loss for the year ended December 31, 2004 — — — — — — —
BALANCE, DECEMBER 31, 2004 $80 183,128 (2,051)

The accompanying notes are an integral part of these financial statements.
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Equity Accumulated

Additional Investment Other
Paid-in Unearned in La Quinta Comprehensive Accumulated Comprehensive
Capital Compensation Corporation Income (Loss) Deficit Total Income (Loss)
$3,692,227 $(1,228) $ — $(119) $(1,437,359) $2,168,017 3 —
12,996 - (41,595) — = (41,595) —
1,287 — — — — 1,296 —
(137) — — — — (138} -—
— 1,151 — —_ — 1,151 —
— — — — (18,000) (18,000} —
— — — 119 — 119 119
(60,575) — — — — (60,575) —
(691) — — — — (707) —
— — — — (243,521) (243,521) (243,521)
$3,545,107 $ (77 $(41,595) $ — $(1,698,880) $1,806,047 $(243,402)
662 — — — — 675 —
17,065 — — — — 17,410 —
107 — — — — 109 —
74 — — — — 76 —
(26) — — — — (27) —
— 77 — — — 77 —
— —_ — — (18,000) {18,000) —
(169) — — — — (172) —
(30,000) — — — — (30,000} —
— — — — (68,336) (68,336) (68,336)
$3,5632,820 $ — $(41,535) $ — $(1,785,216) $1,707,859 $ (68,336)
310 — — — — 315 —
1,576 — — — — 1,601 —
116 — — — — 118 —
(43) — —_ — — (43) -
(43) — — — — (33) —
— — — — (18,000) (18,000) —
(225,000) — — — — (225,000) —
— — — — (33,372) (33,372) (33,372)
$3,309,736 $ — $(41,595) $ — $(1,836,588) $1,433,445 $ (33,372)




A OUINTA PROPERTIES,

ONSOLIDATED OQTATEMENTS OF CASH FLows

For the year ended December 31,

(In thousands) 2004 2003 2002
CasH FLows FROM OPERATING ACTIVITIES:
Net loss $ (33,372) $ (68,336} $(243,521)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 111,220 109,919 105,335
Loss on early extinguishment of debt 21,399 6,393 1,029
Impairment of property and equipment, mortgages and other notes receivable 20,977 67,302 36,731
Amortization of debt issuance costs 2,403 2,686 6,748
Minority interest 2,304 3,704 3,726
Deferred tax expense (benefit) 927 1,348 (9,174)
Gain on sale of assets (208) (1,292) (10,296)
Other non-cash items — 77 3,051
{Income) loss from discontinued operations, net (3,715) 7,353 19,021
Cumulative effect of change in accounting principle, net — — 248,358
Net change in other assets and liabilities (6,078) (221,587) (78,582)
Net cash provided by (used in) operating activities 115,857 (92,433) 82,427
CasH FLOwS FROM INVESTING ACTIVITIES:
Capital expenditures (49,612) (41,554) (106,150)
Purchase of hotel assets (26,227) — —
Baymont acquisition (290,492) — —
Proceeds from sale of assets 11,755 26,842 249,193
Redemption {purchase) of securities 122,175 (65,809) (56,366)
Proceeds from surrender of life insurance policies —_ 5,637 —
Proceeds from notes receivable 34,399 — —
Other (138) 5,157 2,654
Net cash (used in) provided by investing activities (198,140) (69,727) 89,331
CasH FLows FROM FINANCING ACTIVITIES:
Proceeds from borrowings of long-term debt 200,000 360,000 12,000
Repayment of long-term debt (169,543) (185,810) (287,367)
Net proceeds from equity offering — 184,294 —
Proceeds from note receivable from La Quinta Corporation 43,922 25,125 58,150
Proceeds from rent and royalty receivable from La Quinta Corporation 85,926 70,000 —
Dividends/distributions to La Quinta Corporation (228,587) (34,909) (64,535)
Dividends to preferred shareholders (18,000) (18,000} (18,000)
Debt issuance costs (4,671) (11,782) 46)
Debt repurchase premium (21,399) (6,095) {1,603}
Other (33) (172) 275
Net cash (used in) provided by financing activities (112,385) 382,651 (301,126)
Net {decrease) increase in cash and cash equivalents (194,668) 220,491 {129,368)
Cash and cash equivalents at:
Beginning of year 228,055 7,564 136,932
End of year $ 33,387 $ 228,055 $ 7,564

The accompanying notes are an integral part of these financial statements.




1. NATURE OF BUSINESS AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

La Quinta Corporation (“LQ Corporation™) and its controlled subsidiary,
La Quinta Properties, Inc. ("LQ Properties”), primarily focus on the
lodging business. La Quinta’s lodging real estate assets are primarily
owned by LQ Properties or one or more of its direct and indirect sub-
sidiaries. LQ Corporation operates all of its owned lodging properties
through its subsidiary, La Quinta Inns, Inc.

In September 2004, we completed the acquisition of substan-
tially all the assets of the limited service |odging division of The
Marcus Corporation (the “Acquisition”), for a total purchase price of
approximately $419.2 million, including estimated transaction costs
and net working capital adjustments. As of December 31, 2004,
approximately $40.6 million of the total purchase price was being held
in escrow pending completion of certain transfer requirements. The
Acquisition included 90 Baymont Inn & Suites (including one manage-
ment contract), seven Woodfield Suites and one Budgetel Inn, plus all
the trade rights associated with the Baymont, Woodfield Suites and
Budgetel brands, and the Baymont franchise system of 87 hotels.
These 185 hotels are located across 33 states, with approximately
one-half of the hotels in the midwestern region of the United States.

Qur trade names, trademarks and service marks include
La Quinta®, La Quinta Inns®, La Quinta Inn & Suites®, Returns®,
Baymont®, Baymont Inn & Suites®, Woodfield® Woodfield Suites®,
Budgetel® and Guest Ovations®. We franchise our La Quinta and
Baymont brands to independent owner/operators. As of December 31,
2004, our system of owned, managed and franchised hotels con-
tained 592 hotels, representing approximately 65,000 rooms located
in 39 states. As of December 31, 2004, we owned and operated 374
hotels (including 15 hotels located on land that we lease from third
parties), representing approximately 46,000 rooms in 35 states. As of
December 31, 2004, we franchised and/or managed 218 hotels, rep-
resenting approximately 19,000 rooms under our brands. Our lodging
properties are particularly sensitive to adverse economic and competitive
conditions and trends and such conditions could adversely affect our
business, financial position and results of operations.

The common stock of LQ Corporation and the class B common
stock of LQ Properties are attached and trade together as a single unit.

The term LQ Corporation includes those entities owned or controlled

A OTES TO FINANCIAL STATEMENTS

by LQ Corporation (including its controlled subsidiaries LQ Properties
and La Quinta Inns, Inc.); the term LQ Properties includes those enti-
ties owned or controlled by LQ Properties; and the terms “we,"” “us,”
“our,” “the companies,” “La Quinta,” or “The La Quinta Companies”
refer to LQ Corporation, LQ Properties and their respective subsidiaries,
collectively.

Previously, we reported the activities relating to the remaining
assets of our healthcare business within the other category of operating
segments. Consistent with La Quinta’s strategic plan to divest substan-
tially all healthcare assets and related operations, the healthcare busi-
ness revenues, results of operations and assets as of December 31,
2004 and 2003 and for the years ended December 31, 2004, 2003
and 2002 are not material, therefore, we have discontinued presenting
segment disclosures. At December 31, 2004, the remaining assets of
our healthcare business related primarily to two mortgage loans with a
net book value of $26.2 million (see Note 8—Mortgages and Other
Notes Receivable).

Summary of Significant Accounting Policies

Basis of Presentation and Consolidation

The accompanying consolidated financial statements represent the
financial position and resuits of operations and cash flows of LQ
Corporation on a consolidated basis with its controlled subsidiary LQ
Properties and LQ Properties on a consolidated basis. In each case,
the consolidated financial statements include the assets, liabilities,
revenues and expenses of entities (in the absence of other factors
determining control) where LQ Corporation and/or LQ Properties own
over 50% of the voting shares of another company or, in the case of
partnership investments, where LQ Corporation and/or LQ Properties
controls or is the primary beneficiary of the general partnership inter-
est. In addition, we currently manage one hotel under a management
agreement with a third party. We determined that we do not: (1) main-
tain an equity ownership position, (2) have the ability to exercise
significant influence or (3) have exposure to risks of operations that
are sufficient to require consolidation of the managed hotel. Separate
financial statements have been presented for LQ Properties because
LQ Properties has securities that are publicly traded on the New York
Stock Exchange. All significant intercompany balances and transac-

tions have been eliminated in consolidation.
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The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the
amounts reported in the financial statements and accompanying notes.
Actual results may differ from these estimates. Certain prior year amounts
have been reclassified to conform to the current year presentation.

Cash Equivalents
Cash equivalents consist of highly liguid investments with a maturity
of less than 90 days when purchased and are stated at cost, which

approximates fair market value.

Investments in Securities

At December 31, 2003, LQ Properties owned approximately $122.2 mil-
lion in face amount of 7.114% Exercisable Put Option Securities (the
“Securities”} due August 15, 2004 issued by the Meditrust Exercisable
Put Option Securities Trust (the “Trust”). The Securities represented
beneficial interests in the Trust and were classified as held-to-maturity
under the provisions of Statement of Financial Accounting Standards
("SFAS”") No. 115, “Accounting for Certain Investments in Debt and
Equity Securities.” LQ Properties was also the issuer of a $150 million
Exercisable Put Option Note due August 15, 2011 (the “7.114% Note")
to the Trust. The 7.114% Note was the sole asset of the Trust. On
August 16, 2004, the Securities and the 7.114% Note were retired
when we repurchased the 7.114% Note (see Note 12—Indebtedness).

Property and Equipment

Buildings and major improvements are recorded at cost and depreciated
using the straight-line method over 10 to 40 years, the estimated use-
ful lives of the related assets. Hotel equipment, furniture and fixtures
are recorded at cost and depreciated using the straight-line method
over the estimated useful lives of the related assets of 3 to 10 vears.
Leasehold improvements are recorded at cost and depreciated using
the straight-line method over the shorter of the lease term or the esti-
mated useful life. We periodically re-evaluate fixed asset lives based on
current assessments of remaining utility that may result in changes in
estimated useful lives. Such changes are accounted for prospectively
and will increase or decrease depreciation expense. During the second
quarter of 2003, we evaluated the estimated useful lives of certain
computer equipment and adjusted the remaining lives resulting in an

increase in depreciation of approximately $3.5 million ($0.02 per share).

Expenditures that materially extend a property’s life are capitalized.
These costs may include hotel refurbishment, renovation and remodel-
ing expenditures. Normal maintenance and repair costs are expensed
as incurred. When depreciable property is retired or disposed of, the
related cost and accumulated depreciation is removed from the accounts
and any gain or loss is reflected in current operations.

Capitalized Development, Interest and Incentive Costs

The companies capitalize all hotel development costs and other direct
overhead costs related to renovation and development of hotels and
to development of software for internal use. During the years ended
December 31, 2004, 2003 and 2002, La Quinta capitalized $3.2 mil-
lion, $2.9 million and $3.2 million, respectively, of direct and indirect
costs related to these types of projects. Additionally, La Quinta capi-
talizes the interest costs associated with developing new facilities and
redevelopment of existing facilities. The amount capitalized ($1.4 mil-
lion, $0.1 million and $0.5 million during 2004, 2003 and 2002,
respectively) is based upon a rate of interest that approximates the
companies’ weighted average cost of financing for the pericd and is
reflected as a reduction of interest expense. Capitalized development,
direct overhead and interest are depreciated over the estimated lives of
the respective assets. All pre-opening and start-up costs are expensed
as incurred. In addition, La Quinta capitalizes incentive payments
that may be made to franchisees in connection with the execution of
a franchise agreement, are not associated with a fee for services pro-
vided by La Quinta as specified in the agreement, and are intended to
provide assistance with the conversion 10 our brand. These costs are
considered contract acquisition costs and are amortized and recog-
nized as a reduction of franchise revenue over the term explicit in the
agreement. These payments are generally contingent upon the franchi-
see’s compliance with requirements specified in the agreement and
are reimbursable to us should the franchisee terminate the franchise
agreement prior to full amortization of the payments.

Valuation of Long-Lived Assets and Finite Lived Intangible Assets

La Quinta regularly reviews the performance of long-lived assets on an
ongoing basis for impairment as well as when events or changes in
circumstances indicate that the carrying amount of an asset may not
be recoverable. La Quinta identifies properties it intends to sell and
properties it intends to hold for use. For each lodging asset held for

use, if the sum of expected future cash flows (undiscounted and




without interest charges) is less than the net book value of the asset,
the excess of the net book value over La Quinte's estimate of fair value
of the asset is charged to current earnings. La Quinta's estimate of fair
value of the asset then becomes the new cost basis of the asset and
this new cost hasis is then depreciated over the asset's remaining life.
When management identifies an asset as held for sale, has obtained
authority to sell the property, and expects to sell the asset within
twelve months, the asset is classified as held for sale.-Depreciation

of the asset is discontinued and the carrying value is reduced, if
necessary, to the estimated fair value less costs to sell by recording

a charge to current earnings. All assets held for sale are monitored
through the date of sale for potential adjustment based on offers

La Quinta is willing to take under serious consideration and continued
review of facts and circumstances. A gain or loss on disposition is
recorded to the extent that the amounts ultimately received for the sale
of assets differ from the adjusted book values of the assets. Gains on
sales of assets are recognized at the time the assets are sold provided
there is reasonable assurance the sales price will be collected and
any future activities to be performed by the companies relating to the
assets sold are expected to be insignificant.

In January 2002, we implemented Statement of Financial
Accounting Standard No. 142 (“SFAS 142"), “Goodwill and Other
Intangible Assets” and determined that the La Quinta trademarks were
finite tived assets and amortized these assets over 21 years based on
management’s assessment of the life and fair value of the brands.
During September 2004, based on changes in circumstances of fac-
tors used to determine the useful lives, primarily as a result of the
establishment and growth of our franchise program, we determined
that the La Quinta trademarks have an indefinite useful life. in accor-
dance with SFAS 142, the La Quinta trademarks will no longer be
amortized and will be tested for impairment annually, or more fre-
quently if events or changes in circumstances indicate that the asset
might be impaired. The effect of this change in the third quarter of
2004 was accounted for on a prospective basis. The impact of the
change in useful life was a decrease in amortization expense in 2004
of approximately $1.3 million. This change decreased the net loss by
approximately $0.8 million for the year ended December 31, 2004.
La Quinta trademark amortization expense was $2.6 million, $3.9 million
and $3.9 million for the years ended December 31, 2004, 2003
and 2002, respectively.

As part of the Acquisition, we acquired intangible assets related
to the Baymont trademarks as well as the existing Baymont franchis-
ing agreements, management agreement and goodwill. Management
determined that the Baymont trademarks have an indefinite useful life.
These assets will be tested for impairment annually, or more frequently
if events or changes in circumstances indicate that these assets might
be impaired. The intangible assets related to the Baymont franchising
agreements and management agreement were deemed to have a finite
life and will be amortized over the average life of the associated agree-
ments, including potential renewals, based on the effective interest
rate method of amortization.

Mortgages and Other Notes Receivable

La Quinta’s real estate mortgages and loans receivable are classified
and accounted for as impaired when, based on current information
and events, it is probable that the companies will be unable to collect
all principal and interest due on the loan in accordance with the origi-
nal contractual terms. Upon determination that an impairment has
occurred, the amount of the impairment is recognized as a valuation
allowance based upon an analysis of the net realizable value of the
underlying property collateralizing the loan. Payments of interest on
impaired loans received by the companies are recorded as interest
income, provided the amount does not exceed that which would have
been earned at the historical effective interest rate.

Insured and Self-Insurance Programs

La Quinta uses a paid loss retrospective insurance plan for general
and automaobile tiability and workers’ compensation loss exposure
related to its lodging operations. Predetermined loss limits have been
arranged with insurance companies to limit the per occurrence cash
outlay. Certain of our employees and their dependents are covered by
a self-insurance program for major medical and hospitalization cover-
age that is partially funded‘ by payroll deductions. Payments for major
medical and hospitalization to individual participants below specified
amounts are self-insured by the companies. In 2003, La Quinta
changed the health care benefit coverage provided to field level
employees so that coverage for these employees was no longer part
of this self-insurance program. These employees are now provided

health care benefits through an insured, capitated program.
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La Quinta regularly performs reviews of estimates of the ultimate
liability for losses and associated expenses as well as additional expo-
sure above predetermined loss limits. La Quinta establishes a liability
to cover its estimated ultimate liability for losses and loss adjustment
expenses with respect to reported claims and incurred but not
reported (“IBNR”) claims as of the end of each reporting period. The
estimates are based on an analysis of historical development trends
of loss frequency and severity used to project the ultimate liability
for losses and IBNR claims. An independent actuary assists us with
estimating the liability associated with our general, automobile and

workers' compensation insurance plan.

Minority Interest

QOutstanding preferred stock of LQ Properties represents a minority
interest in LQ Properties, therefore, minority interest presented on

the consclidated balance sheet of LQ Corporation for the year ended
December 31, 2004 includes the $200 million liquidation preference
of 800,000 shares of 9% Series A Preferred Stock. The year ended
December 31, 2003 includes the $200 million liquidation preference
of 700,000 shares of 9% Series A Preferred Stock and 1,000 shares
of 9% Series B Cumulative Redeemable Convertible Preferred Stock (at
$250 and $25,000 per share, respectively) issued by LQ Properties.
In January 2004, LQ Properties exchanged all of its Series B Preferred
Stock for 100,000 shares of LQ Properties Series A Preferred Stock.
The remaining minority interest of $5.9 million and $6.0 million pre-
sented on the consolidated balance sheets of LQ Corporation for the
years ended December 31, 2004 and 2003, respectively, represents
the external partners’ interests in our two controlled partnerships, each
of which owns one hotel property.

Preferred dividends of $18 million for each of the years ended
December 31, 2004, 2003, and 2002 have also been included in
minority interest on the LQ Corporation consclidated statements of
operations along with the external partners’ equity in earnings of our

two controlled partnerships.

Revenue Recognition

La Quinta’s hotel revenues are derived from room rentals and other
sources such as charges to guests for long-distance telephone service,
fax machine use, movie and vending commissions, meeting and ban-

quet room revenue and laundry services. La Quinta recognizes hotel

revenue on a daily basis based on an agreed upon daily rate after the
guest has stayed at one of its hotels for a day, used its lodging facili-
ties and received related lodging services and amenities. Customer
incentive discounts and cash rebates or refunds are recognized as a
reduction of revenue as incurred during the guest's stay. We believe
that the credit risk with respect to trade receivables is limited, because
approximately 80% of our revenue is related to credit card transac-
tions, which are typically reimbursed within two to five days. Reserves
for any uncollectible accounts are established for accounts that age
beyond a predetermined acceptable period.

La Quinta receives royalty, marketing, reservation and other fees
in connection with the franchise of cur brands and these fees are rec-
ognized, generally, based on a percentage of hotel room revenues and
accrue as the underlying franchise revenue is earned. La Quinta also
receives initial franchise fees, which are recognized as revenue when
all material services or conditions relating to the sale of a franchise have
been substantially performed. Any rebate of fees given to franchisees
is recognized as a reduction of related revenue as the rebate is earned.

La Quinta maintains two national advertising funds (“NAF”) on
behalf of the La Quinta and Baymont owned and franchised hotels,
from which national marketing and advertising campaign expenses
are accounted for and managed. Each owned and franchised hotel is
charged a percentage of room revenue from which the expenses of
the fund are covered. Consistent with SFAS No. 45, “Accounting for
Franchise Revenue,” we defer the revenue related to fees received
from franchised hotels if the NAF revenue exceeds the NAF allocated
expenses during the reporting period.

LQ Properties’ rental income from operating leases is recognized
on a straight-line basis over the life of the respective lease agreements.
Interest income on real estate mortgages is recognized on the accrual
basis, which approximates the effective interest method. In addition,
interest income due from borrowers is recognized only when collect-
ibility is reasonably assured.

Marketing, royalty, reservation and other franchise fees are recog-
nized and presented on a gross basis because La Quinta (1) is generally
the primary obligor in these arrangements, (2) has latitude in establish-
ing rates, (3) performs the services delivered, (4) has discretion over

supplier selection and (5) determines specification of services delivered.




Customer Loyalty Program

La Quinta maintains a customer loyalty program, Returns, which
allows members to earn points based on dollars spent. Members may
redeem points earned for free stay certificates, gift cards, airline miles
and a variety of other awards. As part of the Acquisition, we assumed
the liability for the Baymont customer loyalty program, Guest Ovations.
This loyalty program includes substantially the same types of awards
as Returns. We account for the Guest Ovations program under the
same method as used for Returns, As of December 31, 2004 and
2003, the liability for the programs was $6.1 million and $5.0 million,
respectively. We plan to combine the Guest Qvations program with our
Returns program in April 2005.

La Quinta accounts for the economic impact of providing a free
stay or other award by accruing an estimate of its liability for issued
and unredeemed free stay certificates and points. The expense related
to this estimate includes the cost of administering the program, as well
as the incremental cost of the stay at an owned hotel and the value of
awards purchased from program partners. La Quinta estimates the
future redemption obligation based upon historical experience, including
an estimate of “breakage” for points that will never be redeemed. The
estimate is based on a calculation that includes an assumption for
redemption rate, redemption type (whether for a free stay certificate or
other award) and rate of redemption at company owned hotels versus
franchised hotels. The expenses of the program are charged to opera-
tions as a component of other lodging and operating expenses and
general and administrative expense.

Actual results of the program may vary from estimates we have
made due primarily to variances from assumptions used in the calcu-
lation of our obligation for future redemptions and changes in member
behavior. These variances are accounted for as changes in estimates

and are charged to operations as they become known.

Earnings Per Share

Basic earnings per share is computed based upon the weighted-average
number of shares of common stock outstanding including vested
restricted stock during the period presented. Diluted earnings per share
is computed based upon the weighted-average number of shares of
common stock and dilutive common stock equivalents outstanding
during the period presented. The diluted earnings per share computa-
tions also include options to purchase common stock and unvested
restricted stock performance awards that were outstanding during the

period, unless the companies report a loss from continuing operations

for the period. The number of shares outstanding related to the options

has been calculated by application of the “treasury stock” method.

Stock Based Compensation

La Quinta has various stock-based employee compensation plans and
accounts for those plans using the intrinsic value method as prescribed
under Accounting Principles Board Opinion No. 25, “Accounting for
Stock Issued to Employees” (“APB 25"). No stock-based employee
compensation cost is charged to earnings for options, as all options
granted under those plans had an exercise price equal to or greater
than the market value of the underlying common stock on the date
of grant. The companies grant restricted stock awards to certain
employees. The difference between the price to the employee and
the market value at grant date is charged to unearned compensation
and carried as a component of equity and amortized over the ralated
vesting period.

Had compensation cost for the companies’ stock option-based
compensation plans been determined based on the fair value at the
grant dates for awards under the plans consistent with the method
pursuant to SFAS No. 123, “Accounting for Stock-Based Compensation,”
the companies’ net loss and loss per share would have increased to the

pro forma amounts indicated below:
For the year ended December 31,

(In millions, except per share data) 2004 2003 2002
Net loss, as reported ${44.5) $(83.8) $(507.8)
Deduct:
Total stock option compensation
expense determined under fair
value based method for all awards (4.1) (4.8) (3.8
Tax effect 1.5 1.8 1.4
Pro forma net loss $(47.1) $(86.8) $(510.2)
Loss per share:
Basic and assuming dilution—as reported $(0.25) $(0.58) $ (3.55)
Basic and assuming dilution—pro forma $(0.27) 3$(0.60) $ (3.57)

Advertising Costs

LQ Corporation expenses advertising costs as incurred. Advertising
costs charged to operations for the years ended December 31, 2004,
2003 and 2002 were $18.1 million, $16.4 million, and $14.6 million,
respectively, and are reported as components of “Direct lodging opera-
tions,” “Other lodging and operating expenses” and “General and
administrative” costs in the accompanying consolidated statements
of operations.
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Income Taxes

For financial reporting purposes the consolidated income tax expense

or benefit is based on consolidated reported financial accounting
income or loss before minority interest, income taxes, discontinued
operations and cumulative effect of change in accounting principle.
Deferred income tax assets and liabilities reflect the temporary dif-
ferences between consolidated assets and liabilities recognized for
financial reporting and the analogous consolidated amounts recognized
for tax purposes using the tax rates in effect for the year in which the

differences are expected to reverse.

Changes in Accounting Principles

We implemented the provisions of SFAS No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“SFAS 144"}, in 2002,
and as resuit, gains and losses on long-lived assets classified as held
for sale subsequent to January 1, 2002, the effective date of SFAS 144,
are classified as gains or losses from disposal of discontinued opera-
tions. Certain gains and losses on long-lived assets classified as held
for sale that were disposed of during the years ended December 31,
2003, 2002 and 2001 have been classified in continuing operations
because they were classified as held for sale as of December 31, 2001
and restatement of prior periods is not permitted under SFAS 144.

Goodwill historically represented the excess of cost over the fair
value of assets associated with the acquisitions of La Quinta and
TeleMatrix, Inc. and had been amortized on a straight line basis over
20 and 15 years, respectively. To determine if goodwill had been
impaired, the sum of the expected future cash flows (undiscounted
and without interest charges) was compared to the carrying amount of
the long-lived assets (including allocated goodwill) in order to assess
whether an impairment loss existed.

In January 2002, we implemented SFAS 142, which primarily
addresses the accounting for goodwill and intangible assets subsequent
to their initial recognition. SFAS 142 (1) prohibits the amortization of
goodwill and indefinite-lived intangible assets, (2) requires testing
of goodwill and intangitle assets on an annual basis for impairment
(and more frequently if the occurrence of an event or circumstance
indicates an impairment), (3) requires that reporting units be identified
for the purpose of assessing potential future impairments of goodwill
and (4) removes the 40 year limitation on the amortization period of

intangible assets that have finite fives.

Upon implementation of SFAS 142, we identified two reporting
units: La Quinta lodging ($248.4 million carrying value) and
TeleMatrix, Inc. telecommunications ($18.6 million carrying value).
As a result, we recorded a charge to earnings of $248.4 million to
reflect the adjustment to goodwill for the lodging reporting unit that
is reported as the cumulative effect of a change in accounting princi-
ple. In addition, we recorded a charge to earnings of approximately
$10.6 million related to goodwill for the TeleMatrix reporting unit
as of the date we implemented SFAS 142, which was subsequently
reclassified to discontinued operations. During the third quarter of
2002, we recorded a charge of $8.0 million to write off the remaining
goodwill balance for TeleMatrix, which is also included in discon-
tinued operations. As a result of implementing SFAS 142, we
incurred a decrease in amortization of goodwil' and a corresponding
annual reduction in net loss of $15.0 million for the years ended
December 31, 2004 and 2003 as compared to 2002.

Recent Accounting Standards

In December 2004, the FASB issued SFAS No. 123R, “Share-Based
Payment” (“SFAS 123R"), that requires an entity to measure the cost
of employee services received in exchange for an award of equity
instruments based on the grant-date fair value of the award (with limited
exceptions). That cost will be recognized in the consolidated state-
ments of operations over the period during which an employee is
required to provide service in exchange for the award—the requisite
service period (usually the vesting period). No compensation cost is
recognized for equity instruments for which employees do not render
the requisite service. Presently, we record stock based compensation
expense attributable to restricted stock performance awards; however,
we present pro-forma disclosures in the notes to our financial statements
with respect to the compensation cost associated with stock options
in lieu of recording stock option related expense. We plan to adopt
SFAS 123R effective July 1, 2005, using the modified-prospective
transition method. Consequently, we will recognize compensation
expense related to outstanding unvested stock options commencing
July 1, 2005 over the remaining vesting period of such options using
the same grant-date fair values used for presenting the pro-forma dis-
closure information with respect to stock based compensation. We
expect to recognize approximately $2.0 million in additional pre-tax

share-based compensation expense during the six months ending




December 31, 2005 as a result of implementing SFAS 123R. This
estimate is based on options outstanding as of December 31, 2004
and such estimate will change to the extent that additional options are
granted. Also, LQ Corporation is evaluating whether its approach to
the measurement of fair value for share based performance awards
should change under the available approaches under SFAS 123R.

In January 2003 and as amended in December 2003, the FASB
issued Interpretation No, 46, “Consolidation of Variable Interest
Entities” (as amended “FIN 46" or “FIN 46R," respectively), which
clarifies the application of Accounting Research Builetin No. 51,
“Consolidated Financial Statements,” to certain entities in which
equity investors do not have the characteristics of a controlling finan-
cial interest or do not have sufficient equity at risk for the entity to
finance its activities without additional subordinated financial support
from other parties (“variable interest entities”). Variable interest entities
(“VIEs") are required to be consolidated by their primary beneficiaries
if they do not effectively disperse risks among the parties involved.
Under FIN 46, the primary beneficiary of a VIE is the party that absorbs
a majority of the entity’s expected losses, receives a majority of its
expected residual returns, or both, as a result of holding variable inter-
ests. In applying FIN 46, management has utilized available informa-
tion and reasonable assumptions and estimates in evaluating whether
an entity is a VIE and which party is the primary beneficiary. These
assumptions and estimates are subjective and the use of different
assumptions could result in different conclusions. FIN 46 also requires
new disclosures about ViEs.

We have occasionally provided and, at our discretion, may upon
occasion provide, franchisees with various forms of financing or incen-
tive payments with varying terms, based on a number of factors. These
factors include: the amount of the financing, the number of hotels
involved and their locations, the number of rooms involved, relevant
market conditions, the creditworthiness of the franchisee and any
proposed guarantors, and other factors that may warrant providing
assistance with conversion to our brand. We evaluate these various
forms of financing or incentive payments to determine the appropriate

accounting treatment under the requirements of FIN 46.

On February 1, 2003, we adopted FIN 46 for VIEs created after
January 31, 2003 and for VIEs in which we obtained an interest
after January 31, 2003 and, in both cases, it did not have a material
impact on our consolidated financial statements. In December 2003,
the FASB issued FIN 46R, under which the consolidation requirement
for entities formed prior to February 1, 2003 that are not considered
special purpose entities was deferred until the end of the first interim
period ending after March 15, 2004. We evaluated whether the pro-
visions of FIN 46R are applicable to the franchise arrangements
discussed above as well as other arrangements which may meet the
criteria of FIN 46R. We believe that there are currently no material
arrangements that either meet the definition of a VIE or where we are

the primary beneficiary that would require consolidation.

2. SurPLEMENTAL CasH Frow INFORMATION
Details of the net changes in other assets and liabilities for the

companies follow:
For the year ended
December 31,

(In mitlions) 2004 2003 2002
{Increase) decrease in fees, interest and

other receivables, net $(6.5) $(42) $ 6.4
(Increase) decrease in other assets (6.1) 115 (10.6)
Increase (decrease) in accrued expenses

and other liabilities 24.4 (18.9) (23.0)
Net change in other assets and liabilities $11.8 $(12.6) $(27.2)

Details of interest and income taxes paid and non-cash investing

and financing transactions follow:
For the year ended
December 31,

(In miltions) 2004 2003 2002
Interest paid during the period $67.4 $57.1 $82.2
Interest capitalized during the period 14 0.1 0.5

Income taxes paid (refunds received), net,
during the period 1.1 0.1) 0.6
Non-cash investing and financing transactions:
Conversion of capital lease to operating lease — — 25
Non-cash proceeds of asset sale _ —_ 1.8
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3. ACQUISITION
In September 2004, La Quinta acquired substantially all of the assets
of the limited servlice lodging division of The Marcus Corporation for a
total purchase price of approximately $419.2 million, including esti-
mated transaction costs and net working capital adjustments. As of
December 31, 2004, approximately $40.6 million of the total purchase
price was being held in escrow pending completion of certain transfer
requirements. As part of the agreement, La Quinta acquired 90 Baymont
Inn & Suites (including one management contract), seven Woodfield
Suites and one Budgetel Inn. In addition, La Quinta acquired all of
the trade rights associated with the Baymont, Woodfield Suites, and
Budgete! brands, and the Baymont franchise system of 87 hotels. The
185 hotels (containing approximately 17,700 rooms) are located across
33 states, with approximately one-half of the hotels in the midwestern
region of the United States. With this acquisition, we gained an additional
limited service lodging brand and increased our geographic diversity.
The following table summarizes the allocation of the total pur-
chase price, including estimated transaction costs, to the acquired
assets and liabilities based on their fair values at the Acquisition date.

At December 31,

4. INTANGIBLE ASSETS AND GOODWILL

The following is a summary of our intangible assets:

December 31,

(In miliions) 2004
Current assets (inctuding cash on hand of
approximately $0.2 million) $ 6.0
Property and eguipment 372.8
intangible assets:
Franchise and management contracts 26.2
Trademarks 19.8
Goodwill 1.2
Total assets acquired 426.0
Current liabilities (6.8)
Net assets acquired $419.2

During the three months ended December 31, 2004, we revised
the allocation of the purchase price by approximately $1.8 million, pri-

marily related to linen inventory and accrued liabilities.

{in millions) 2004 2003
Finite fived intangible assets:
Franchise agreements—Baymant acquisition $ 258 % —
Management agreement—Baymont acquisition 0.4 —
Accumulated amortization 0.7) -
Subtotal 25.5 —
Indefinite lived intangible assets:
Trademarks—La Quinta $ 708 $73.4
Trademarks—Baymont acquisition 19.8 —
Goodwill—Baymont acquisition 1.2 —
Total $117.3 $734
Aggregate Amortization Expense (in millions):
For the year ended December 31, 2002 $3.9
For the year ended December 31, 2003 $39
For the year ended December 31, 2004 $3.3
Estimated Amortization Expense (in millions):
For the year ending December 31, 2005 $2.1
For the year ending December 31, 2006 $2.0
For the year ending December 31, 2007 $1.9
For the year ending December 31, 2008 $1.8
For the year ending December 31, 2009 $1.7

5. DiscoNnTINUED OPERATIONS

During 2004, discontinued cperations represents an adjustment of

an estimated liability resulting from the 1999 sale of a non-strategic
business unit. During 2003, discontinued operations included three
company owned hotels and TeleMatrix, a business component that
provides telephone equipment and software for the lodging industry.
We classified the assets and liabilities as discontinued components
under the provisions of SFAS 144. As a result, all periods presented in
the financial statements and notes thereto have been restated to report

the separately identifiable assets, liabilities, results of operations and



cash flows of the components as discontinued operations. During the
fourth quarter of 2003, the companies sold the three hotels and
TeleMatrix for gross proceeds of $13.7 million, resulting in a gain on
sale of $0.9 million. At December 31, 2004 and 2003, no assets
held for sale were subject to SFAS 144 classification as discontinued
operations.

The following is a summary of consolidated statements of opera-
tions information for discontinued operations (in millions):

For the year ended
December 31,

2004 2003 2002

Revenues $ — $130 $157
Loss before income taxes and cumulative effect of

change in accounting principle (including gain

on sale of $0.9 in 2003) and impairments of

$7.1 and $0.4 in 2003 and 2002, respectively $ — $(7.1) $ (9.6)
Income tax benefit 2.3 2.6 0.6
Cumulative effect of change in accounting principle —_ — (10.6)
income (loss) from discontinued operations $2.3 345 $(19.6)

6. REORGANIZATION

On January 2, 2002, a reorganization between LQ Corporation and
LQ Properties was completed whereby LQ Properties became a sub-
sidiary controtied by LQ Corporation while continuing as a REIT (the
“Reorganization”). As a result of the Reorganization, each outstanding
share of common stock of LQ Properties was converted into one share
of class B non-voting common stock of LQ Properties and is attached
and trades as a single unit with the common stock of LQ Corporation
that had previously been paired with the commaon stock of LQ Properties.
The Reorganization was accounted for as a reorganization of two
companies under common control with no revaluation of the assets
and liabilities of the combining companies. Common control was
established through operation of pairing provisions set forth in the

charters of both LQ Corporation and LQ Properties under which the
common stock of each company traded as a single unit and resulted
in 100% ownership of approximately 143.1 million shares each of the
common stock of LQ Corporation and LQ Properties being held by the
identical shareholders on November 6, 2001 (the record date) and
thereby also facilitating the voting of the entities shares in concert.

As part of the Reorganization, LQ Properties transferred an
approximate 98% interest in La Quinta Franchise, LLC and an approx-
imate 40% interest in La Quinta Worldwide, LLC to LQ Corporation
in exchange for approximately 9.4 million unpaired shares of LQ
Corporation common stock. LQ Properties’ investment in the 9.4 mil-
lion shares of LQ Corporation common stock has been presented as
contra equity on the accompanying LQ Properties’ balance sheets as
of December 31, 2004 and 2003. As a result of the Reorganization,
we recorded a one-time charge of approximately $196.5 million in
January 2002 to establish the net deferred tax liability of La Quinta
and recognize the future impact of temporary differences between
the book value and tax basis of the assets and fiabilities, including
net operating loss (“NOL") carryforwards of LQ Properties and
LQ Corporation.

7. PROPERTY AND EQUIPMENT

The following is a summary of our investment in property and equipment:

December 31,
(In millions) 2004 2003

Land $ 409.6
Buildings and improvements, net of

$ 360.6

accumulated depreciation of $380.4 and $309.9 1,885.3 1,628.6
Furniture, fixtures, equipment and other, net of
accumulated depreciation of $220.2 and $176.6 164.0 142.1
Assets held for sale, net of
accumutated depreciation of $0.0 and $1.1 5.5 12.5
$2,464.4 $2,143.8
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AOTES TO FINANCIAL STATEMENTS (CONT.

The following details changes in the net book value of property and equipment for the year ended December 31, 2004:

(in miltions) Lodging Corporate Held for sale Total
Property and equipment, net at December 31, 2001 $2,268.9 $ 39.1 $214.3 $2,522.3
Capital improvements 101.6 111 — 112.7
Acceptance of deed on mortgage receivable — — 23.8 23.8
Depreciation expense : : (93.9) (8.4) — (102.3)
Sale of real estate, net — — (208.2) (208.2)
Retirements of assets, net (10.0) (7.0) — (17.0)
Impairments (41.4) — 4.8 (36.6)
Transfer to (from) held for sale 9.1 — (9.1) —
Other adjustments (0.8) (0.5) 0.3) (1.6)
Property and equipment, net at December 31, 2002 $2,233.5 $ 343 $ 253 $2,293.1
Capital improvements 39.5 14.8 —_ 54.3
Depreciation expense (103.1) (14.5) — (117.6)
Sale of real estate, net — - . (11.8) (11.8)
Retirements, net (5.3) (1.6) — 6.9)
Impairments . (65.0) — (2.3) (67.3)
Transfer to (from) held for sale (1.3) — 1.3 —
Property and equipment, net at December 31, 2003 $2,098.3 $ 33.0 $ 125 $2,143.8
Acguisitions 372.8 — — 372.8
Purchase of hotel assets 26.0 — — 26.0
Capital improvements 50.3 26.9 — 77.2
Depreciation expense (107.9) (10.1) — (118.0)
Sale of real estate, net (6.0) — (5.5) (11.5)
Retirements, net (4.6) (0.3) — (4.9)
Impairments (20.5) — 0.5) (21.0)
Transfer to (from) held for sale 0.9 — 0.9) —
Other adjustments (0.1) 0.2 (0.1) —
Property and equipment, net at December 31, 2004 $2,409.2 $ 49.7 $ 55 $2,464.4
At December 31, 2003, certain properties continued to be clas- provisions of SFAS 144 was $3.5 million. These remaining properties
sified as held for sale. These properties were classified as held for were sold during the year ended December 31, 2004 for net proceeds
sale prior to thfe initial application of SFAS 144 and were being of $3.4 million resulting in a loss on sale of $0.1 million.
accounted for under the transition provisions of SFAS 144 with respect At December 31, 2004, certain land parcels continue to be clas-
to the inclusion of these properties’ related results of operations in the sified as held for sale; -however, they are not included in discontinued
companies’ continuing operations. In addition, during the initial one operations as they do not meet the definition of components of an entity
year period, circumstances arose that resulted in some properties not under the provisions of SFAS 144. At December 31, 2004 and 2003,
selling by the end of that period. At December 31, 2003, the esti- the estimated fair market value of these land parcels was approximately

mated fair market value of properties held for sale under the transition $5.5 million and $9.0 million, respectively.




We regularly review the performance of long-lived assets on an
ongoing basis for impairment as well as when events or changes in
circumstances indicate that the carrying amount of an asset may
not be recoverable. For each lodging asset held for use, if the sum
of expected future cash flows (undiscounted and without interest
charges) is less than the net book value of the asset, the excess of
the net book value over La Quinta's estimate of fair value of the asset
is charged to current earnings. We estimate fair value primarily (1) by
discounting expected future cash flows or (2} based on expected liqui-
dated sales proceeds, relying on common hotel valuation methods
such as multiples of room revenues or per room valuations. For each
asset held for sale, the carrying value is reduced, if necessary, to the
expected sales proceeds less costs to sell by recording a charge to
current earnings.

During the years ended December 31, 2004, 2003, and 2002,
we recorded impairments of approximately $21.0 million, $67.3 mil-
lion and $42.4 million, respectively, related to certain held far use and
held for sale hotel assets. During each of these periods, certain hote!
assets were tested for recoverability considering the following: (1) local
market conditions, (2) historical operating and financial results associ-
ated with the hotel, (3) future capital expenditure requirements, and
(4) the likelihood that the hotel would ultimately be sold or otherwise
disposed of before the end of its previously estimated useful fife. We
recorded the impairment based on fair market value as determined for
held for sale or held for use assets as described above. Additionally,
during the year ended December 31, 2002, we recorded a net impair-
ment recovery of $5.8 million related to healthcare facilities that were
sold during 2002.

We continue to evaluate the assets in our total portfolio as well
as to pursue an orderly disposition of our held for sale assets. There
can be no assurance if, or when, sales will be completed or whether
such sales will be completed on terms that will enable us to realize
the full carrying value of such assets.

During 2004, a number of our hotels sustained varying amounts
of damage as a result of hurricanes which devastated much of the
state of Florida. While the damage is still being assessed, an estimate
of the remaining casualty loss (net of recoveries from insurance) of
approximately $0.8 million has been recorded against the cost of the
assets at December 31, 2004,

8. MorTGAGES AND OTHER NOTES RECEIVABLE

At December 31, 2004 and 2003, the net book value of mortgages
receivable was $26.2 million. During the year ended December 31,
2002, we received $17.4 million, including $0.3 million of monthly
principal payments, in proceeds from repayment of mortgages receiv-
able with a net book value of approximately $15.9 million, resulting in
a net gain of approximately $1.2 million included in other expense
(income). Also during the year ended December 31, 2002, we sold
one mortgage receivable with a net book value of $16.3 million for
$16.2 miflion in cash and $1.8 million of subordinated indebtedness
due in 2005, resulting in a gain of approximately $1.3 million included
in other expense (income). During the year ended December 31, 2003,
we received $2.0 million for early repayment of the related subordinated
indebtedness. We currently intend to hold to maturity the remaining
two mortgage loans on corporate office buildings that serve as the
heédquarters for a healthcare operator. The interest income on these
two mortgage foans was approximately $0.7 million, $0.6 miition
and $0.8 mitlion for the years ended December 31, 2004, 2003
and 2002, respectively.

At December 31, 2004 and 2003, the net book value of other
notes receivable was $0.2 million and $32.4 miltion, respectively.
There were no impairments on other notes receivable for the years
ended December 31, 2004 and 2003. During the year ended
December 31, 2002, we recorded $0.1 milfion in impairments on
other notes receivable. Other notes receivable at December 31, 2003
was comprised of a subordinated note received as consideration in
connection with the sale of certain healthcare assets during 2001
as well as other notes. Interest income on the subordinated note
was approximately $2.2 million, $4.1 miltion and $4.1 miliion for the
years ended December 31, 2004, 2003 and 2002, respectively.

The subordinated note was repaid during 2004, resulting in a gain
on early repayment of approximately $2.1 million.

The valuation allowance provided against long-term other notes
receivable was approximately $1.1 million and $1.3 million for the years
ended December 31, 2004 and 2003, respectively.
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9. OTHER ASsSeTs aAND OTHER LIABILITIES
Other assets and other liabilities included the following as of

December 31, 2004 and 2003, respectively:
December 31,

(In miklions) 2004 2003
Current assets:
Prepaid advertising, insurance and other expenses $62 $55
Deferred charges 2.5 1.4
Miscellaneous other assets 0.2 0.5
Total other current assets $89 $74
Non-current assets:
Inventory $12.2 $100
Debt issuance costs and other deferred charges 14.1 121
Rabbi Trust (see Note 17) 54 35
Miscellaneous other assets 6.4 4.3
Total other non-current assets $38.1 %298
Current liabilities:
Accrued interest $24.3 3203
Accrued property tax 18.6 149
Accrued general and automobile insurance 125 129
Accrued occupancy tax 7.1 5.4
Accrued liability for guarantee (see Note 15) 4.2 —
Current portion of customer loyalty program and

accrued marketing expense 2.9 2.7
Other accrued expenses 104 10.0
Total other current liabilities $80.0 $66.2
Non-current liabilities:
Supplemental Executive Retirement Plan (see Note 17) $51 $35
Deferred compensation agreements (see Note 17) 3.1 3.1
Long-term portion of custemer loyalty program 3.9 2.8
Accrued liability for guarantee (see Note 15) — 4.2
Other liabilities 0.3 4.7
Total other non-current liabilities $12.4 3183

10. SHAREHOLDERS” EqQuiTty

The common stock of LQ Corporation and the class B common stock
of LQ Properties are paired and trade together as a single unit (the
“paired common shares”). For the years ended December 31, 2004,
2003 and 2002, no distributions were made to holders of LQ
Corporation common stock or LQ Properties class B common stock.

The LQ Properties class B common stock is non-voting.

No dividends may be paid to the holders of the LQ Properties

class B common stock prior to 2005. Commencing in 2005, LQ
Properties may begin paying dividends on its class B common stock
of up to $0.10 per share per annum, when, as and if declared by the
board of directors of LQ Properties. There is no requirement to pay
dividends on LQ Properties class B common stock at any time. The
class B common stock will, however, have a preference in relation to
the class A common stock, which means that, commencing in 2005,
no dividends may be paid on the class A common stock in a calendar
quarter until the dividend on the class B common stock has been
declared and paid for that quarter. The class A common stock is pres-
ently held entirely by LQ Corporation. Dividends paid on LQ Properties
class B common stock are limited to a maximum of $0.10 per annum
and unpaid dividends on LQ Properties’ class B common stock do not
accumulate from year to year.

Our certificates of incorporation generally prohibit ownership,
directly, indirectly or beneficially, by any single shareholder of more than
9.9% of our equity stock. We refer to this limitation as the “ownership
limit.,” Qur boards of directors may waive or modify the ownarship limit
with respect to one or more persons if they are satisfied that owner-
ship in excess of this limit would not jeopardize LQ Properties’ status
as a REIT for federal income tax purposes. Shares owned in violation
of the ownership limit will be treated as “excess stock” and will be
subject to loss of rights to distributions and voting and cther penalties.

LQ Properties may redeem the class B8 common stock for par
value provided that (1) the class B common stock being called for
redemption is paired with the common stock of LQ Corporation at the
time of such redemption, (2) cther than any unpaired shares held by
LQ Corporation, no additional shares of class B common stock are
outstanding and unpaired and (3) LQ Corporation and/or any subsid-
iary of LQ Corporation are the only holders of class A common stock.
Although in form such redemption price is nominal, the redemption
mechanic is designed to cause the holders of the class B common
stock to transfer such stock to LQ Corporation as a capital contribu-
tion, with a corresponding increase in the value of their existing com-
mon stock of LQ Corporation.

The 805,000 authorized shares of LQ Properties Series A
Preferred Stock, of which 800,000 and 700,000 were issued and
outstanding at December 31, 2004 and 2003, respectively, are
entitied to quarterly dividends at the rate of 9% per annum of the



—

$250 per share liquidation preference. Although LQ Properties has
paid all dividends due on the Series A Preferred Stock, any unpaid
dividends will accumulate and increase the liquidation value of the
Series A Preferred Stock. During each of the years ended December 31,
2004, 2003 and 2002, LQ Properties paid dividends to holders of its
Series A Preferred Stock of $18.0 million, $15.8 million and $15.8 mil-
lion, respectively. The Series A Preferred Stock may be redeemed for
cash at the option of LQ Properties, in whole or in part, at a redemp-
tion price of $250 per share, plus accrued and unpaid dividends, if
any, to the redemption date. LQ Properties had 8.0 million depositary
shares issued and outstanding (the “Series A Depositary Shares”)

at December 31, 2004. Each Series A Depositary Share represents
one-tenth of a share of Series A Preferred Stock. The Series A
Depositary Shares are listed and traded on the NYSE,

During 1999, LQ Properties issued 1,000 shares of 9% Series B
Cumulative Redeemable Convertible Preferred Stock (the “Series B
Preferred Stock”), par value $0.10 per share. The Series B Preferred
Stock was entitled to quarterly dividends at the rate of 9% per annum
of the $25,000 per share liquidation preference. During each of the
years ended December 31, 2003 and 2002, LQ Properties paid divi-
dends of approximately $2.2 million to the holder of its Series B
Preferred Stock. On January 23, 2004, LQ Properties exchanged the
1,000 shares of LQ Properties Series B Preferred Stock, which repre-
sented all of the outstanding Series B Preferred Stock, for 1,000,000
Series A Depositary Shares, which represent 100,000 shares of the
Series A Preferred Stock. On May 12, 2004, LQ Properties cancelled
the 1,000 authorized shares of its Series B Preferred Stock.

Because the LQ Properties preferred stock is not mandatorily
redeemable, it is classified as Shareholders’ Equity on the LQ
Properties balance sheets. However, the LQ Properties preferred stock
is presented as a minority interest on the LQ Corporation consolidated
balance sheets. Therefore, the redemption value of these preferred
stock securities, $200 million at December 31, 2004 and 2003,
and the related preferred stock dividends, $18.0 mition for each of
the years ended December 31, 2004, 2003 and 2002, have been
presented as minority interests in the accompanying consolidated
financial statements of LQ Corporation.

During the years ended December 31, 2004, 2003 and 2002, LQ
Properties paid dividends of approximately $225 million, $30.0 million

and $60.5 million, respectively, to the sole holder of its class A com-
mon stock, LQ Corperation. In addition, its consolidated subsidiary,
La Quinta Woridwide, LLC (“LQ Worldwide"), made periodic propor-
tional distributions totaling approximately $3.6 million, $4.9 million
and $4.0 million to LQ Corporation, which holds a 40.6% interest in
LQ Worldwide, during the years ended December 31, 2004, 2003
and 2002, respectively.

We did not repurchase any equity securities under our share
repurchase program during the year ended December 31, 2004.
During the years ended December 31, 2003 and 2002, La Quinta
repurchased approximately 0.3 million and 1.6 million paired common
shares at an average price of $3.85 and $4.95 per paired common
share, respectively. During each of the years ended December 31, 2004
and 2003, we purchased approximately 0.1 million restricted paired
common shares from employees related to vesting of restricted paired
common shares granted under our stock option plan in connection with
satisfying tax withholding obligations of non-executive employees and
unvested paired common shares of resigning employees at an average
price of $5.07 and $5.34 per paired common share, respectively.

On July 15, 2002, our shelf registration statement on file with
the SEC became effective. Under the shelf registration statement,
either or both of LQ Corporation and LQ Properties may offer, from
time to time, in one or more offerings, the following securities:

* debt securities, which may be senior or subordinated;

¢ shares of common stock;

¢ shares of preferred stock;

« depositary shares; and

* warrants exercisable for debt securities, common stock or

preferred stock. -

On November 24, 2003, we issued 34.5 million paired common
shares for net proceeds of $184.3 million under this shelf registration
statement.

The following classes of capital stock are authorized for which no
shares were issued or outstanding at December 31, 2004 and 2003:
LQ Corporation preferred stock $0.10 par value, 6 million shares
authorized; LQ Corporation excess stock $0.10 par value, 25 million
shares authorized; and LQ Properties excess stock $0.10 par value,
25 million shares authorized.
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11. FAIR VALUE oF FiNaNciaL INSTRUMENTS

Fair value estimates are subjective in nature and are dependent upon
a number of significant assumptions associated with each financial
instrument or group of financial instruments. Because of a variety of
permitted calculations and assumptions regarding estimates of future
cash flows, risks, discount rates and relevant comparable market
information, reasonable comparisons of the companies’ fair vaiue
information with other companies cannot necessarily be made nor do
they necessarily indicate the amounts that could be realized in current
market exchanges.

The following methods and assumptions were used for real estate
mortgages, other notes receivable, held-to-maturity investments in
certain securities and long term indebtedness to estimate the fair value
of financial instruments for which it is practicable to estimate vaiue.

The fair value of real estate mortgages has been estimated by
discounting future cash flows using current interest rates at which sim-
ilar loans would be made to borrowers with similar credit ratings and
for the same remaining maturities. The fair value of the companies’
real estate mortgages amounted to approximately $26.4 million as of
December 31, 2004 and 2003. The carrying value of the mortgages
was $26.2 million as of December 31, 2004 and 2003.

12. INDEBTEDNESS
Indebtedness at December 31, 2004 and 2003 was as follows:

The fair value of other notes receivable has been estimated by dis-
counting future cash flows using current interest rates at which similar
loans would be made to borrowers with similar credit ratings and for
the same remaining maturities. The fair value of the companies’ other
notes receivable amounted to approximately $0.2 and $34.0 million as
of December 31, 2004 and 2003, respectively. The carrying value of
the notes was $0.2 and $32.4 million as of December 31, 2004 and
2003, respectively.

At December 31, 2003, the fair value of our held-to-maturity
investment in the Securities was $124.9 million while the carrying
value of the investment was $122.2 million. The fair value of our
held-to-maturity investment in the Securities was estimated based
on market quotes obtained from brokers.

Market quotes obtained from brokers were used to estimate
the fair value of the companies’ existing debt. The fair value of the
companies’ indebtedness, including the call option premium on the
7.114% Note of $26.5 million as of December 31, 2003, amounted to
approximately $992.8 million and $967.4 million as of December 31,
2004 and 2003, respectively. The carrying value of the debt was
$925.6 million and $895.2 million as of December 31, 2004 and
2003, respectively.

December 31,

(in miltions) 2004 2003
Long-Term Debt:
Principal payments aggregating $41 due from September 2005 to September 2015,

bearing interest at rates between 7.51% and 8.625% $ 40.5 $ 405
Principal payments aggregating $19.5 due in March 2004, bearing interest at 7.25% — 19.6
Principal payments aggregating $100 due in September 2005, bearing interest at 7.40% 100.0 100.0
Principal payments aggregating $50 due in February 2007, bearing interest at 7.27% 50.0 50.0
Principal payments aggregating $160 due in August 2007, bearing interest at 7% 160.0 160.0
Principal payments aggregating $50 due in April 2008, bearing interest at 7.33% 50.0 50.0
Principal payments aggregating $325 due in March 2011, bearing interest at 8.875% 325.0 325.0
Principal payments aggregating $150 due in August 2011 (redeemable in August 2004

at the option of the note holder), bearing interest at 7.114% — 150.0
Principal payments aggregating $0.1 due in September 2026, bearing interest at 7.82% 0.1 0.1
Principal payments aggregating $200 due in August 2012, bearing interest at 7% 200.0 —

Total indebtedness
Less current portion

Long term debt




The aggregate maturities of notes payable at December 31, 2004

are as follows:

(In mittions)

Year Debt
2005 $116.0
2006 20.0
2007 210.0
2008 50.0
2009 —
2010 and thereafter 529.6
Total debt $925.6

The notes payable are presented gross of unamortized debt issu-
ance costs of $14.1 million and $11.9 million at December 31, 2004
and 2003, respectively. Debt issuance costs are amortized on a
straight-line basis (which approximates the effective interest method).
Amortization expense amounted to $2.4 million, $2.7 million and
$6.8 million for the years ended December 31, 2004, 2003 and 2002,

respectively, and is reflected in interest expense.

Notes Payable
During the year ended December 31, 2004, we repaid $169.5 million
in principal on notes payable scheduled to mature (or that were redeem-
able at the option of the holder) on March 15, 2004 and August 15,
2004. During the year ended December 31, 2003, we repaid approx-
imately $150.8 million in principal on notes payable scheduled to
mature (or that were redeemable at the opticn of the holders) on
September 10, 2003, September 26, 2003, and March 15, 2004.
On August 16, 2004, LQ Properties exercised its option to repur-
chase the $150 million 7.114% Note included in notes payable at
December 31, 2003. The Securities, which had pass-through charac-
teristics, represented beneficial interests in the Trust that held the
7.114% Note. The Trust was established as part of a 1997 financing
to hold the 7.114% Note. (See Note 1—Investments in Securities.)
LQ Properties was both the owner of the Securities issued by the Trust
as well as the issuer of the 7.114% Note held by the Trust. A third
party (the “Call Holder") exercised its option to purchase the 7.114%
Note at 100% of its principal amount on August 16, 2004 (the “Call
Option”), which would have permitted the Call Holder to subsequently
remarket the 7.114% Note at an increased interest rate. In response,
on August 16, 2004, we repurchased the 7.114% Note from the Call

Holder for $171.4 million and retired the 7.114% Note, in lieu of having
the 7.114% Note remarketed and the interest rate reset. The repurchase
price was equal to the sum of the present values of the remaining
principal and interest payments, as determined in accordance with the
documents governing the obligations of LQ Properties with respect to
the 7.114% Note, discounted at the rate of U.S. Treasury securities
having maturities similar to the remaining term of the 7.114% Note,
plus accrued and unpaid interest. As of August 16, 2004 and
December 31, 2003, LQ Properties owned $122.2 million of the
Securities issued by the Trust. Accordingly, LQ Properties received

a $122.2 million contemporaneous distribution from the Trust. LQ
Properties recorded an expense of $21.4 million for retirement of

the 7.114% Note.

On August 19, 2004, LQ Properties issued $200 million of senior
notes bearing a coupon rate of 7% and having a maturity of August 15,
2012, which LQ Corporation guaranteed. During 2003, LQ Properties
issued $325 million of senior notes bearing a coupon rate of 8.875%
and having a maturity of March 15, 2011, which LQ Corporation also
guaranteed. These senior notes are subject to, among other types of
covenants, certain restrictive financial incurrence covenants, such as
limitations on the incurrence of indebtedness (pro forma fixed charge
coverage ratio must exceed 2.0 times, excluding certain adjustments,
in order to incur additional debt) and restricted payments (generally
limited to 95% of funds from operations as defined in the indentures
pursuant to which the notes were issued). In addition to the financial
covenants, the indentures also include, among other limitations, limi-
tations on asset sales, issuances of certain capital stock, sale and

leaseback transactions and affiliate transactions.

Bank Notes Payable

In November 2003, we refinanced our previous credit agreement with
a bank group to provide a $150 million revolving line of credit (the
“2003 Credit Facility”). The 2003 Credit Facility, which matures in
April 2007, is secured by a pledge of stock of our subsidiaries, inter-
company debt evidenced by promissory notes and our mortgage
notes receivables. The 2003 Credit Facility is not subject to a lock-
box arrangement, but does contain a subjective acceleration clause
contingent upon a material adverse effect. LQ Properties is the bor-
rower under the facility and LQ Corporation is the guarantor.
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In connection with the Acquisition, in July 2004 we amended
the 2003 Credit Facility to:

s permit the Acquisition;

« increase the permitted incremental term loan facility
allowed under the 2003 Credit Facility from $150 million
to $200 million;

« permit LQ Properties to issue up to $200 milfion of additional
senior unsecured notes;

e increase permitted capital expenditures; and

« modify or waive certain other provisions of the 2003
Credit Facility.

Approximately $130 million (net of $20 million in outstanding
letters of credit) was available under the 2003 Credit Facility at
December 31, 2004. Borrowings under the 2003 Credit Facility cur-
rently bear interest at the London Interbank Offered Rate (“LIBOR™)
plus 2.25%. Commitment fees are based on 0.5% per annum of the
unused balance for any period where utilization is less than 50% and
0.375% per annum if utilization is greater than 50%. During the
years ended December 21, 2004, 2003, and 2002, commitment fee
expense was approximately $0.8 mitlion, $0.9 million, and $1.5 mil-
lion, respectively. During the year ended December 31, 2004, there
were no borrowings under the 2003 Credit Facility other than the
letters of credit.

The 2003 Credit Facility, as amended, contains several restrictive
financial covenants (as defined in the credit agreement), which inciude
the following:

* maximum net debt to EBITDA (total leverage) ratio of 5.2
times at the end of the first guarter of 2005, 5.1 times at
the end of the second quarter of 2005, 5.0 times at the
end of the third and fourth quarters of 2005, and thereafter
decreasing to 4.5 times by 2007;

e minimum interest coverage ratio of 2.2 times in 2005,
increasing to 2.4 times by 2007,

* minimum fixed charge coverage ratio of 1.45 times in 2005,
increasing to 1.55 times by 2007; and

* minimum consolidated tangible net worth of $700 million.

In addition to the financial covenants, the 2003 Credit Facility
also includes limitations on capital expenditures, asset sales, secured
debt, certain investments, common stock dividends, and debt and
share repurchases. Under these limitations, during 2005 aggregate
dividends and share repurchases may not exceed (1) $80 million, pro-
vided that the net debt to EBITDA ratio is below 4.5 times after giving
effect to any dividend payment or share repurchase, or (2) $60 million
otherwise. We were in compliance with the covenants contained in
the 2003 Credit Facility at December 31, 2004.

13. OTHER ExPENSE (INCOME)
For the years ended December 31, 2004, 2003 and 2002, other
expense (income) consisted of the following:

For the year ended
December 31,

(In mitlions} 2004 2003 2002
Reorganization:
Employee severance and related employmentcosts $ — $ — $ 0.9
Reimbursement of costs related to settiement of
litigation and other 0.9) — (1.7)
Adjustments to accrued liabilities (0.7} (0.9 (0.8)
Reorganization and related expense (income) (1.6) (0.5) (1.4)
Other:
Provision for loss on interest and other receivables — — 1.9
Gain on sale of assets and related costs (0.2) (1.3) (10.3)
Gain on early repayment of note receivable (2.1) — —
Gain on settlement — — (5.4)
Acquisition, retirement plan and other 4.8 3.6 (0.5)
Other 2.5 2.3 (14.3)
Total other expense (income) $09 $1.8 $15.7)




Changes in accrued reorganization costs were as follows:

revenues and also certain renewal options at fair market value at the

conclusion of the initial lease terms. The leases extend for varying

Severance
and periods through 2054. Future minimum rental payments required
Employment . o .

(tn millions) Costs  Other Total under operating ground leases that have initial or remaining non

cancelable lease terms in excess of one year are as follows:
December 31, 2001 $180 $33 %213
(Income) expense recorded (0.1) 1.0 0.9 (in millions) Operating
Payments (16.5) (1.8) (18.3) Year ending December 31, Ground Leases
Accrual adjustments 0.2) (0.4 (0.6) 2005 $ 09
December 31, 2002 1.2 2.1 3.3 2006 0.9
Payments 0.8) 0.3) (1.1) 2007 11
Accrual adjustments — (0.5) {0.5) 2008 0.7

2009 0.6
December 31, 2003 0.4 1.3 1.7

Thereafter 16.2
Payments 0.3) (0.3) (0.6)
Accrual adjustments 02 ©9 ©.7) Total $20.4
December 31, 2004 $ 03 $0.1 $ 04

14. THIRD PARTY LEASE COMMITMENTS
LQ Properties leases properties it owns to third parties, which are pri-
marily operated as restaurants. These leases are accounted for as
operating leases and expire over a period from 2005 to 2019 and
provide for minimum rent and contingent rent based on a percentage
of annual sales in excess of stipulated amounts.

LQ Properties’ future minimum rents at December 31, 2004, to
be received under non-cancelable operating leases, are as follows:

{In millions)
Year ending December 31,

Non-Cancelable
Operating Leases

2005 $ 60
2006 49
2007 39
2008 2.9
2009 2.1
Thereafter 4.6

Total $24.4

Total LQ Properties’ rental income for the years ended December 31,
2004, 2003 and 2002 was approximately $6.0 million, $5.9 million
and $6.1 million, respectively, of which approximately $0.8 million,
$0.7 million and $0.9 million, respectively, was contingent rent.
Rental income is reported as a component of other revenue in the
consolidated statements of operations.

LQ Properties is committed to third parties for certain ground

lease arrangements that contain contingent rent provisions based upon

Total rent for ground leases was approximately $1.2 million,
$1.1 million and $1.2 million, respectively, of which approximately
$0.1 million was contingent rent, for the years ended December 31,
2004, 2003 and 2002. Ground lease expense for the year ended
December 31, 2004 includes approximately $0.2 million for a hotel
that is in the final stages of condemnation. Upon final condemnation
settlement, the lease will be cancelled; therefore, expenses of approx-
imately $0.2 million per year for 2005 through 2027 totaling $5.0 mil-
lion have been excluded from the future minimum rental payments.

L.Q Corporation leases certain non-hotel real estate and equip-
ment for corporate operations under various lease agreements. The
leases extend for varying periods through 2010 and generally are for
a fixed monthly amount. LQ Corporation's future minimum rents at
December 31, 2004, payable under non-hotel non-cancelable operat-
ing leases, are as follows:

(In millions)
Year ending December 31,

Non-Hotel
Operating Leases

2005 $ 23
2006 2.3
2007 2.3
2008 2.3
2009 1.7
Thereafter —

Total $10.9

Total rent expense for non-hotel operating leases was approxi-
mately $2.6 million, $3.0 million and $2.9 million for the years ended
December 31, 2004, 2003 and 2002, respectively.
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15. COMMITMENTS AND CONTINGENCIES

In January 2002, KSL Desert Resorts, Inc. filed a legal action in the
United States District Court for the Central District of California against
LQ Corporation, et al. (No. CV-02-007 RT (SGLx)). Since the filing of
the suit (the “CNL Litigation”), the plaintiff has been acquired and is
now named, after statutcry conversion, CNL Desert Resort LP. The
plaintiff, which uses the name “La Quinta Resort & Club” for a desti-
nation resort and country club located in La Quinta, California,
claimed that LQ Corporation infringed its alleged trademark rights,
among other allegations, notwithstanding our “incontestable” federal
trademark registrations of the mark “La Quinta” and other marks
including the mark “La Quinta” for hotel and motel services. A settle-
ment agreement with respect to the CNL Litigation was signed on
January 13, 2005. The settlement agreement (1) does not limit

LQ Corporation’s use of the name “La Quinta” for hotel and motel
services, except within a thirty-seven (37) mile radius within the
Coachella Valley in California; (2) allows the plaintiff to open and oper-
ate a maximum of three additional resorts, meeting certain criteria
specified in the agreement, using the names “La Quinta Resort,”

“La Quinta Resort & Spa” or “La Quinta Spa” anywhere in the world;
(3) generally prohibits plaintiff from otherwise using the “La Quinta”
name outside the Coachella Valley in connection with facilities offering
hotel, motel or resort services; (4) does not require either party to
make any monetary payments or incur any liability; and (5) provides
for a mutual release of all claims in the CNL Litigation.

We are party to certain claims involving healthcare facilities for-
merly owned by LQ Properties that were leased to and operated by
third party operators. Although we required our third party operators to
maintain insurance coverage insuring LQ Properties’ interests in the
facilities as well as their cwn, this insurance coverage may not be
adequate to fully protect us. We have been notified that one of the
companies providing such insurance coverage, Reliance Insurance
Company, was ordered into liguidation in October 2001. Although
we cannot predict what effect the liquidation of Reliance Insurance
Company will have on pending claims, we do not consider our ulti-
mate liability with respect to any one of these claims or lawsuits, as
well as any other uninsured claim or lawsuit involving healthcare facili-
ties formerly owned by LQ Properties that were leased to and operated
by third-party operators, to be material in relation to cur consolidated

financial position or operations.

We are party to certain insurance policy contracts for workers’
compensation, commercial general liability and automobile liability
exposures inclusive of the period June 1990 through May 2003. The
financial strength ratings for the insurance carrier underwriting these
insurance programs have been significantly downgraded by various
industry rating agencies. The carrier subsequently ceased all under-
writings and submitted to voluntary oversight by the lllincis Insurance
Commission and filed a formal runoff plan with the Commissioner.
The carrier continues to operate under this runoff plan and pay claims
filed under these insurance programs. We cannot predict the success
or failure of this plan nor can we predict the ability of the insurance
carrier to pay pending claims; however, we believe that any failure by
the insurance carrier to pay our pending claims will not have a material
adverse impact on our consolidated financial position or operations.

In addition, we are party to a number of other claims and law-
suits arising out of the normal course of business relating to our
lodging operations. We regularly evaluate our ultimate fiability and
attendant costs with respect to these claims and lawsuits. We do not
consider our ultimate liability with respect to any single claim or law-
suit to be material in relation to our consolidated financial position or
operations.

Under certain franchise agreements or joint venture agreements,
we have committed to provide certain incentive payments, loans,
reimbursements, rebates and other payments to help defray the cost of
construction, marketing and other costs associated with opening and
operating a La Quinta hotel. Our obligation to fund these commitments
is contingent upon certain conditions set forth in the respective fran-
chise or joint venture agreements. As of December 31, 2004, we had
approximately $9.9 million in outstanding commitments of financial
assistance to various franchisees, of which approximately $6.1 million
has been funded and approximately $2.5 million has been repaid by
franchisees or amortized. The unamortized balance of amounts funded
on incentive payments is included in other non-current assets. These
agreements generally require that, in the event that the franchise rela-
tionship is terminated, the franchisee either repay the outstanding loan
balance or unamortized portion of the incentive payment, or transfer to
us any equipment, computer or other property purchased by the fran-

chisee with the incentive payment.
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At December 31, 2004, we had purchase commitments related
to certain continuing redevelopment and renovation projects of
approximately $1.9 million, as well as technology, marketing and
other services of approximately $90.4 million, of which $35.5 million
pertain to 2005.

We have provided a letter of credit, which guarantees the pay-
ment of certain industrial revenue bonds aggregating approximately
$4.5 million that are the obligation of an unrelated third party. During
2004, we continued to provide this standby letter of credit under our
2003 Credit Facility for the benefit of the trustee of the bonds in the
amount of $4.7 million {consisting of $4.5 million of principal and
$0.2 million of interest). As part of the agreement to provide the
letter of credit, the unrelated third party has provided La Quinta with
collateral consisting of all property and equipment of the related
healthcare facility, currently estimated to have a fair value of approxi-
mately $0.5 million. Due to concern that the unrelated third party will
not be able to meet its obligations as they become due and stay in
operation, there is a probability that La Quinta will be required to per-
form under the obligation. At December 31, 2004, La Quinta is carry-
ing a liability of approximately $4.2 million in connection with the
obligation.

16. STock Basep EMpLOYEE COMPENSATION

Stock Option and Incentive Plan
On December 20, 2001, our shareholders approved the La Quinta
Corporation 2002 Stock Option and Incentive Plan {the “2002 Stock
Option Plan”). The 2002 Stock Option Plan authorized LQ Corporation
and LQ Properties to issue, pursuant to various types of stock incen-
tive awards, a maximum amount of 6.0 million paired shares (the
“Available Shares”). No more than 25% of the Available Shares may
be used for grants in the form of awards other than options. The num-
ber of paired shares reserved for issuance under the 2002 Stock
Option Plan is subject to adjustment for stock splits, stock dividends
and similar events.

The 2002 Stock Option Plan replaced the La Quinta Properties,
Inc. Amended and Restated 1995 Share Award Plan (the "La Quinta
Properties 1895 Plan”) and the La Quinta Corporation Amended and
Restated 1995 Share Award Plan (the “La Quinta Corporation 1995
Plan") {collectively the “1995 Plans”), although it will not affect any

awards previously granted under either of the 1995 Plans and forfeited
shares from the 1995 Plans are available for reissue under the 2002
Stock Option Pian. As of December 31, 2004, 5.92 million options and
1.91 million restricted shares were outstanding under the 2002 Stock
Option Plan; 2.17 million options and no restricted shares were out-
standing under the La Quinta Properties 1995 Plan; and 2.30 million
options and no restricted shares were outstanding under the La Quinta
Corporation 1995 Plan. At December 31, 2004, there were approxi-
mately 0.49 million paired shares available for future grant of stock
incentive awards under the 2002 Stock Option Plan.

Eligibility under the 2002 Stock Option Plan is limited to full or
part-time officers, other employees, independent directors and key
persons (including consultants and prospective employees) of the
companies and their subsidiaries, as determined from time to time by
the Compensation Committee of the boards of directors of La Quinta
(the “Committee”) at its sole discretion. In the event of “mergers and
other transactions,” as defined by the 2002 Stock Option Plan, all
outstanding options granted under the plan shall terminate, with the
grantee having the right to exercise all outstanding options held by the
grantee within a specified period of time prior to the consummation of
the “sale event,” as defined by the 2002 Stock Option Plan. In the
event of a “change of control,” as defined by the 2002 Stock Option
Plan, (1) each option shall become fully vested, {2) all shares of
restricted stock and all deferred stock awards shall immediately vest
free of restrictions, and (3) each performance share award shall
become payable to the grantee.

Stock options granted under the 2002 Stock Option Plan may be
either incentive stock options or non-qualified stock options. Incentive
stock options may be granted only to employees of the companies or
any of their subsidiaries or their respective consultants. To the extent
that any option does not qualify as an incentive stock option, it shall
be deemed a non-qualified stock option. The exercise price per paired
share for each stock option grant shall not be less than 100% of the
fair market value on the date of grant. The term of each stock option
shall be fixed by the Committee, but no stock option shall be exercis-
able more than ten years after its grant date. Options granted under
the 2002 Stock Option Plan vest according to a schedule determined
by the Committee. The Committee has discretion 1o accelerate the
exercise date of all or any portion of any stock option grant. Options
outstanding at December 31, 2004 expire in 2008 through 2014.
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Restricted Stock Performance Awards
Restricted stock performance awards have been granted under the plans. The shares carry voting and dividend rights; however, sale of the shares
is restricted prior to vesting. Subject to continued employment, vesting generally occurs after three fo four years from the date of grant upon the
passage of time, or as the Committee may determine.

A summary of the companies’ restricted stock activity and related information follows:

For the year ended December 31,

2004 2003 2002
Weighted- Weighted- Weighted-
Average Average Average
Grant Date Grant Date Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
(00Q's) Per Share (000's) Per Share (000's) Per Share
Qutstanding at beginning of year 1,833 $4.27 1,435 $3.43 1,664 $2.97
Granted 502 8.02 1,385 3.98 400 5.21
Vested (360) 5.22 (873) 2.57 (468) 5.76
Forfeited/cancelled (70) 5.89 (114) 3.27 (161) 3.84
Outstanding at end of year 1,905 $4.93 1,833 $4.27 1,435 $3.43

For the years ended December 31, 2004, 2003 and 2002, amortization of unearned restricted stock compensation was $2.2 million,
$2.2 million and $2.6 million, respectively. The unamortized portion is included in unearned compensation. The number of forfeited shares
includes shares repurchased by LQ Corporation from the participants to satisfy their outstanding tax liabilities created upon vesting (see
Note 10—Shareholders’ Equity).

Stock Option Awards
The fair value of each option grant is estimated on the date of grant using a Black-Scholes option-pricing model with the following weighted-
average assumptions used for grants in 2004, 2003 and 2002: dividend yield of 0.0% and expected volatility factor of the expected market
price of our common stock of 46%, 54%, and 57%, respectively. Other assumptions used in the Black-Scholes analysis include risk-free
interest rates of 2.9%, 2.5% and 2.9% in 2004, 2003 and 2002, respectively, and an expected life of four years for each grant.

A summary of the companies’ stock option activity and related information follows:

For the year ended December 31,

2004 2003 2002

Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise
Shares . Price Shares Price Shares Price
(000’s) Per Share (C00’s) Per Share (G00's) Per Share
Outstanding at beginning of year 12,988 $4.76 9,494 $ 6.57 8,921 $7.01
Granted 163 6.96 4,619 4,15 1,827 4.94
Exercised (2,506) 3.80 (167) 3.65 (427) 2.30
Forfeited (256) 5.74 (958) 19.96 (827) 7.86
Outstanding at end of year 10,389 $5.00 12,988 $ 476 9,494 $6.57

Options exercisable at year end 5,784 5,583 4,326

Weighted-average fair value of options granted during the year $3.10 $ 1.93 $2.41




The following table summarizes information about fixed stock options outstanding at December 31, 2004:

Options Cutstanding

Options Exercisable

Weighted-
Average Weighted- Weighted-
Number Remaining Average Number Average
Outstanding Contractual Exercise Exercisable Exercise
(000’s) Life Price (000's) Price

Range of exercise prices:

$ 0.00-% 3.65 901 5.7 $ 3.22 880 $ 3.22
$ 3.65-% 7.29 9,037 7.3 4.90 4,506 543
$ 7.29-$10.94 224 79 7.63 171 7.63
$10.94-%$16.06 227 39 13.44 227 13.44
10,388 7.1 $ 5.00 5,784 $ 5.47

Employee Stock Purchase Plan

In 2002, LQ Corporation initiated an Employee Stock Purchase Plan
(the “ESPP") that qualifies under Section 423 of the Internal Revenue
Code of 1986, as amended (the “"Code"), for all eligible employees.
Employees are eligible if they are, on the first day of the offering
period, (1) full-time employees of LQ Corporation or a designated
subsidiary as defined by the ESPP, or (2) part-time employees working
more than 20 hours per week for more than five months per year,
and (3) have been employed for at feast 30 consecutive days. Under
the ESPP, shares of the companies’ common stock may be purchased
at 85% of the market value, as defined by the ESPP. Employees may
purchase paired shares having a value not to exceed 10% of their
annual gross compensation or $25,000, whichever is lower. The first
offering under the ESPP occurred on March 1, 2002 and ended on
February 28, 2003. During each of the years ended December 31,
2004 and 2003, approximately 0.2 million shares were purchased
under the ESPP. There were no shares purchased under the ESPP
during 2002. At December 31, 2004, approximately 131,000 shares
were reserved for future issuance under the ESPP. On February 18,
2005, our board of directors approved termination of the ESPP,
effective immediately after the close of the offering period ending
February 28, 2005, issuance of the 2004-2005 plan year awards

thereunder and winding up of administrative duties under the ESPP.

17. PENs1ON PraN, RETIREMENT AND OTHER

BENEFITS
The companies have savings plans that qualify under Section 401(k)
of the Code under which eligible employees are entitled to participate
up to a specified annual maximum contribution level. The companies
match a portion of such contributions that amounted to approximately
$1.1 million, $1.0 million and $1.0 million for the years ended
December 31, 2004, 2003 and 2002, respectively.

On November 1, 2001, the companies entered into a Supplemental
Executive Retirement Plan agreement (“SERP Plan") with our current
Chairman and Chief Executive Officer for a retirement benefit of
$8.6 million upon retirement, as defined in the agreement. The
companies funded $1.5 million of the obligation during each of the years
ended December 31, 2004, 2003 and 2002 into a Rabbi Trust, which
is presented in other non-current assets. The companies recorded
liabilities under the agreement of approximately $5.1 million and
$3.5 million at December 31, 2004 and 2003, respectively, which are
presented in other non-current liabilities. Expenses totaling approximately
$1.6 million were recorded during each of the years ended December 31,
2004, 2003 and 2002. Unrealized gains, net of tax associated with
investment income from the Rabbi Trust of approximately $0.2 million,
$0.2 million and $0.1 million, are included in comprehensive income
during the years ended December 31, 2004, 2003 and 2002,
respectively. No benefit payments occurred during any of the years
ended December 31, 2004, 2003 and 2002.
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La Quinta currently carries a liability of approximately $3.1 mil-
lion related to deferred compensation agreements with certain former
employees of predecessor companies. Expenses totaling approximately
$0.4 million and $1.5 million were recorded during the years ended
December 31, 2004 and 2003, respectively. No expenses were
recorded in 2002. Benefit payments were approximately $0.6 million
for each of the years ended December 31, 2004, 2003 and 2002.

During 1995, LQ Properties entered into a Split-Dollar Life
Insurance Agreement with a trust established by a former Chairman
and Chief Executive Officer, pursuant to which LQ Properties agreed
to advance palicy premiums on life insurance pelicies paying a death
benefit to the trust. The cash surrender value of the life insurance
policies was included in other assets. As of December 31, 2002,
LQ Properties had taken loans of $14.0 million against the cash sur-
render value of the policies, which were included in other non-current
liabilities. During 2003, LQ Properties surrendered the Split-Dollar Life
Insurance Policies and extinguished all assets and liabilities related to
the policies. Proceeds from the settlement were used to repay the
loans taken against the cash surrender value of the policies and a gain
on the settlement of approximately $1.7 million was recorded.

Projected benefit payments related to the SERP Plan and the
deferred compensation agreements are as follows (in millions):

2005 $ 06
2006 0.6
2007 9.2
2008 0.5
20038 Q0.5
Years 2010-2023° 1.1
Total $12.5

LQ Properties entered into the Retirement Plan during 1969. On
October 23, 2000, the boards of directors approved the termination
of the Retirement Plan effective December 31, 2000. During the
years ended December 31, 2004, 2003 and 2002, we recorded
approximately $0.7 million of expense, $2.9 million of expense, and
$0.3 million of income, respectively, related to adjustments to the
liability associated with the Retirement Plan.

Subsequent to the termination of the Retirement Plan, the com-
panies accounted for the plan assets on a liquidation basis. The
companies recorded amounts, net of federal income tax, in other

comprehensive income arising from changes in the minimum pension

liability of approximately $1,1 million income and $0.2 million loss,
for the years ended December 31, 2003 and 2002, respectively.
During 2004, the companies made contributions to the Rétirement
Plan of approximately $4.8 million prior to the final distribution of its
assets to the participants based on actuarial estimates at the time of
distribution. We began distributing the Retirement Plan assets in
August 2003 and distributed the remaining Retirement Plan assets
during 2004. Approximately $1.2 million was transferred to the
Pension Benefit Guaranty Corporation on behalf of the participants.

The following table provides details of the terminated Retirement
Plan at December 31, 2004 and 2003:

December 31,
(in milfions) 2004 2003
Change in Benefit Obligation:
Benefit obligation at beginning of year $43 $19.2
Interest cost —_— 0.9
Actuarial loss 0.5 0.4
Benefits paid — (0.1
Settlements (4.8} (16.1)
Benefit obligation at end of year $ — $ 43
Change in Plan Assets:
Fair value of plan assets at beginning of year $05 $1i6.8
Actual return on plan assets (0.5) ©.n
Employer contribution 4.8 —
Benefits paid — 0.1
Settlements 4.8) (16.1)
Fair value of plan assets at end of year $ — 3% 05

Reconciliation:

Funded status $ — % (39
Unrecognized actuarial loss — —
Net amount recognized $ — % B9
Amounts Recognized in the Consolidated
Balance Sheets consist of:
Accrued benefit tiabitity 5 — 3% (39
Accumulated other comprehensive income — —
Net amount recognized $ — 3% (3.9
Weighted-Average Assumptions:
Discount rate as of end of year N/A 5.12%
Rate of compensation increase as of end of year
Management employees N/A N/A
Non-management employees N/A N/A




The following table represents the components of net periodic

pension cost:
December 31,

(in mitlions) 2004 2003 2002
Components of Net Periodic Benefit Cost:
Interest cost $— $09 $11
Expected return on plan assets — (0.3) (0.4
Net periodic benefit cost — 0.6 0.7
Net settlement loss 1.0 2.6 —
Net periodic pension cost $1.0 $32 %07
Weighted-Average Assumptions:
Discount rate as of end of year 5.0% 50% 6.0%
Expected rate of return on plan assets for the year — 20% 2.0%
Rate of compensation increase as of end of year ’
Management employees N/A N/A N/A
Non-management employees N/A N/A N/A

18. INcOME TAXES

LQ Corporation is a C-corporation for U.S. federal income tax purposes
and, as such, pays taxes on its taxable income as determined under
the Code. The taxable income or loss of LQ Properties is not included
in the income tax return of LQ Corporation except to the extent that LQ
Properties pays taxable dividends with respect to its cléss A common
shares held by LQ Corporation. Therefore, any separate company
annual tax fiabifity of LQ Corporation is based on its current taxable
income (including any taxable dividends received from LQ Properties),
reduced by any net operating loss (“NOL") carryforwards available to
offset taxable income. During 2004, 2003 and 2002, LQ Corporation
reported (or will repart) a loss for federal income tax purposes. In
addition, LQ Corporation has substantial NOL carryforwards from years
before 2002 available to offset future taxable income.

LQ Properties has elected to be treated as a real estate invest-
ment trust (“REIT") for federal income tax purposes and believes it has
met all the requirements for qualification. Accordingly, LQ Properties
generally will not be taxed on that portion of its REIT taxable income
that it distributes to its shareholders (including holders of its class A
preferred shares and class B common shares), provided that it contin-
ues to comply with the requirements of the Code and regulations
thereunder. These include a provision that LQ Properties must gener-
ally distribute at least 90% of its REIT taxable income {excluding net
capital gains} as dividends eligible for the dividends paid deduction.
LQ Properties may use its NOL carryforwards to reduce amounts

otherwise required to be distributed to shareholders. LQ Properties
currently intends to continue to manage its investments, including the
sale or disposition of property or other investments, and to operate (on
its own and through its business relationships with LQ Corporation) in
a manner consistent with the requirements for continued REIT qualifi-
cation. For that reason, LQ Properties utilizes subsidiaries taxable as

C corporations (“taxable REIT subsidiaries”) to hold certain assets that
could otherwise adversely affect its status as a REIT.

Distributions by LQ Properties to preferred shareholders made
during 2004 have been characterized for tax purposes as approxi-
mately 82% ordinary. income and 18% return of capital. Distributions
by LQ Properties to preferred shareholders during 2003 have been
characterized as ordinary income. LQ Properties recognized a current
period NOL for the year ended December 31, 2002 and, accordingly,
was not required to make any taxable distributions for that year. Distri-
butions to preferred shareholders during 2002 were characterized as a
return of capital.

For financial reporting purposes the consolidated income tax
expense or benefit is based on consolidated reported financial
accounting income or loss before minority interest, income taxes,
discontinued operations and cumulative effect of change in accounting
principle. Deferred income tax assets and liabilities reflect the tempo-
rary differences between consolidated assets and liabilities recognized
for financial reporting and the analogous consolidated amounts recog-
nized for tax purposes using the tax rates in effect for the year in
which the differences are expected to reverse. The separate financial
statements for LQ Properties refiect only a tax provision and related
balance sheet accounts recorded for its taxable REIT subsidiaries and
taxes payable with respect to recognized built-in gains,

As of December 31, 2004, our total federal NOL carryforwards were
approximately $486.3 million, of which approximately $178.3 miliion
is available only to LQ Properties and its taxable REIT subsidiaries.
NOL carryforwards expire 20 years after the year in which they arise
(15 years for NOLs arising prior to 1998). Our NOL carryforwards will
expire in years 2009 thru 2024. As of December 31, 2004, our total
capital loss carryforwards were approximately $28.5 million and our
federal tax credit carryforwards (primarily alternative minimum tax
(“AMT") credit carryforwards available only to LG Properties) were
approximately $7.9 million, of which $2.2 million will expire between
2018 and 2024. As of December 31, 2004, deferred tax assets of
$203.1 million, subject to a valuation allowance of $29.2 million,

—
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have been recorded to reflect the tax benefits associated with certain
NOL carryforwards, capital loss carryforwards and tax credit carryfor-
wards. The valuation allowance pertains to recorded deferred tax
assets for which realization of the benefits is not reasonably assured.
When assessing the adequacy of the valuation allowance, La Quinta
considered both anticipated reversals of deferred tax liabilities within
applicable carryforward periods and other potential sources of taxable
income within those periods. NOL carryforwards are realized by utiliz-
ing such carryforwards to reduce taxable income; consequently, we
will need to generate future taxable income at least equal to the loss
carryforwards during the carryforward period to realize the full benefit
of the tax loss carryforwards. Should we determine that additional tax
loss carryforwards are not likely to be realized, the valuation allowance
will be increased, with a corresponding charge to income tax expense.
The actual utilization of NOL carryforwards to reduce taxable income
will be recognized for financial reporting purposes as a reduction of
the deferred tax asset.

As of December 31, 2004, LQ Corporation (exclusive of LQ
Properties and its taxable REIT subsidiaries) had NOL carryforwards
of approximately $308.0 million. Accordingly, although it will report
federal income tax expense going forward, taxes actually paid until the
NOL carryforwards are fully utilized will be limited to state franchise
taxes based on net worth, state income taxes for those jurisdictions
that do not follow the federal rules for utilization of NOL carryforwards
and federal AMT. Any AMT paid will be available as a credit in subse-
quent years to offset the excess of LQ Corporation’s regular tax liability
over its AMT liability calculated for those years.

As of December 31, 2004, LQ Properties and its taxable REIT
subsidiaries had NOL carryforwards of approximately $178.3 million,
of which approximately $154.6 million is available to reduce amounts
otherwise reguired to be distributed by LQ Properties to its shareholders
to maintain its REIT status. If LQ Properties utilizes its NOL carryforwards
for that purpose and if the Internal Revenue Service (“IRS”) subsequently
reduces the amount of these NOL carryforwards, LQ Properties could
be required to pay a deficiency dividend to maintain its REIT status.
As of December 31, 2004, LQ Properties has not utilized NOL carry-
forwards to offset amounts otherwise distributable to its shareholders.
Also, LQ Properties may be liable for AMT for years in which it utilizes

its regular tax loss carryovers. Any such amounts paid will be reflected

as a current expense for the year paid. This expense will be offset by a
deferred tax benefit to the extent LQ Properties believes the AMT will
be utilized as a credit against LQ Properties’ regular tax liability, if any,
in subsequent years.

On December 31, 2001, the IRS released revised temporary and
proposed regulations concerning the treatment of net built-in gain of
C-corporation assets that become assets of a REIT in a carryover basis
transaction. The regulations generally require the C-corporation to rec-
ognize gain and be subject to corporate-level tax as if it had sold all
the assets transferred at fair market value. In lieu of this treatment,
the regulations permit the REIT to elect to be subject to the rules of
Section 1374 of the Code. These rules generally subject the REIT
to the maximum corporate-level tax rate on these built-in gains if
recognized from the sale of transferred assets within ten years. LQ
Properties has determined that the regulations are applicable to lodg-
ing assets transferred from its predecessor and has elected to be
subject to the rules of Section 1374 of the Code for built-in gains rec-
ognized within ten years of the La Quinta merger date (July 1998).
The tax on such built-in gains is frequently referred to as a “sting tax.”
Post-merger NOLs do not reduce the built-in gains subject to the sting
tax. Asset sales after July 2008 would not be subject to the sting tax.
LQ Properties’ accounting policy is to recognize any sting tax expense
on properties held for sale when the sting tax can be reasonably esti-
mated. LQ Properties has not identified any properties that it intends
to sell prior to July 2008 other than the hotel properties discussed in
note 22; consequently, LQ Properties has not accrued any sting tax
liability as of December 31, 2004,

Our future use af the NOL carryforwards could be substantially
limited if an “ownership change,” as defined under Section 382 of the
Code, were to occur. To the extent the NOL carryforwards are not fully
utitized under these limitations within the carryforward periods, the NOL
carryforwards will expire unutilized. Accordingly, after any ownership
change, our ability to use our NOLs to reduce or offset taxable income
could be substantially limited or not available under Section 382. In
general, a company reaches the “ownership change” threshold if the
“5% shareholders” increase their aggregate ownership interest in the

company over a three-year testing period by more than 50 percentage



points. The ownership interest is measured in terms of total market

value of the company’s capital stock.

As a result of the Reorganization that occurred on January 2,

2002 (see Note 6—Reorganization), LQ Corporation recorded an

initial net deferred tax liability of $196.5 million. A reconciliation of

LQ Corporation's consolidated financial reporting income tax benefit

(expense) to the statutory federal corporation income tax rate of 35%

and applicable state tax rate is as follows:

For the years ended
December 31,

(In millions) 2004 2003 2002
Computed “expected” tax benefit $18.6 $39.0 $100.8
Record initial deferred tax liability — — (196.5)
Nondeductible goodwill impairment — — (86.9)
Deductible preferred dividends (characterized
as minority interest on the consolidated
statements of operations) 5.1 6.3 —
Reverse federal income tax accrued at
La Quinta merger — — 5.5
Reversal of state income tax accrual, net
of federal benefit — 1.4 —
Change in valuation allowances for capital
losses and state loss carryovers (0.5) - (4.6)
Tax payable on net built-in gains 0.3) (0.9) 0.2
State tax provision, net of federal effect 1.4 39 0.2
Other 0.3 0.5 0.2
Total income tax benefit (expense) $24.5 $50.2 $(181.5)

LQ Corporation's consolidated financial reporting income tax ben-

efit (expense) consisted of the following:

For the years ended

December 31,

(In millions) 2004 2003 2002
Net deferred tax liability recorded as a

result of the Reorganization $ — $ — 301965
Current income tax (expense) benefit 0.7) 1.3 5.4
Deferred income tax benefit 25.2 48.9 9.6
Total income tax benefit (expense) $24.5 $50.2 $(181.5)

The components of consolidated deferred income tax assets and
liabilities for LQ Corporation are as foliows:
December 31,
(In mittions) 2004 2003

Deferred tax liabilities for continuing operations:

Fixed assets $276.7 $296.4
Trademarks 26.9 27.9
Goodwill 0.1 —
Deferred gain 0.8 [OX:)

Total deferred tax liabilities 304.5 3251

Deferred tax assets for continuing operations:

Federal and state NOL carryforwards 184.4 172.8
Capital loss carryforwards 10.8 10.9
Tax credits 7.9 7.5
Self-insurance deductible when paid 9.0 8.7
Compensation accruals 9.0 8.3
Receivable valuation reserves 2.9 4.1
Other 4.4 7.0

Total deferred tax assets 228.4 219.3
Valuation allowance (29.2) (27.9)

Net deferred tax liability $105.3 $133.7

A reconciliation of LQ Properties’ total income tax (expense) benefit
to the statutory federal corporation income tax rate of 35% and appli-
cable state tax rates follows. The expected expense (benefit) relates
only to taxable REIT subsidiaries.

For the years ended
December 31,

(In mittions) 2004 2003 2002

Income before income taxes for taxable

REIT subsidiaries $32 %21 $ 40
Computed “expected” tax expense $(1.1) $0.7) $(1.4)
Deferred tax asset transferred to taxable
REIT subsidiary — 0.1 12.8
Reverse federal income tax accrued at
La Quinta merger — — 5.5
Reversal of state income tax accrual — 2.2 —

Change in valuation allowances for capital

losses and state loss carryovers — 0.1 (1.4)
Tax payable on net built-in gains (0.3) (1.0) 0.2
Other 0.3 (0.8) 0.7)

Total income tax {expense) benefit ${1.1) $(0.1) $146
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The LQ Properties components of deferred income tax assets
and labilities that are applicable to the taxable REIT subsidiaries are

as follows:
December 31,
(in millions) 2004 2003
Deferred tax assets for continuing operations:
Receivable valuation reserves $02 $1.2
Net operating loss carryforward 8.5 8.5
Capital loss carryforward 1.2 1.2
Total deferred tax assets 9.9 10.9
Valuation allowance (1.3) (1.3)
Net deferred tax asset $86 % 96

19. EARNINGS PER SHARE
Earnings per share for the companies is computed as follows:

For the years ended
December 31,

(In millions, except per share armounts) 2004 2003 2002
Loss before discontinued operations

and cumulative effect of change in

accounting principle $(46.8) $(79.3) $(239.8)
Income (loss) from discontinued operations, net 2.3 (4.5) (19.6)
Cumulative effect of change in

accounting principle, net — —_ (248.4)
Net loss $(44.5) 3$(83.8) 3$(507.8)
Average outstanding equivalent of

paired common shares 176,9 1445 1431
Dilutive effect of:

Stock options and unvested restricted stock — — —
Average outstanding equivalent of

paired common shares 176.9 144.5 143.1
Basic and assuming dilution:
Loss before discontinued operations

and cumulative effect of change in

accounting principle $(0.26) $(0.55) $ (1.68)
Income (loss) from discontinued operations, net 0.01 (0.03) (0.13)
Cumulative effect of change in

accounting principle, net — — (1.74)
Net loss $(0.25) $(0.58) $ (3.55)

Options to purchase the following paired common shares were
outstanding but were not included in the computation of diluted earn-
ings per share (“EPS") because the options' exercise prices were equal
to or greater than the average market price of the paired common
shares and because the inclusion would result in an antidilutive effect
in periods where a loss was incurred. The options, which expire on
dates ranging from December 2008 to September 2014, were still

outstanding at December 31, 2004.
For the years ended
December 31,

(In millions, except per share prices) 2004 2003 2002
Stock options:

Paired common shares 0.3 5.4 2.3
Highest exercise price $16.06 $16.06 $32.77
Lowest exercise price $ 774 % 485 3 608

In addition, unvested restricted shares and options to purchase
the following paired common shares were outstanding and were not
included in the computation of diluted EPS because their inclusion
would result in an antidilutive per share amount as the companies
reported a loss from continuing operations for the years ended
December 31, 2004, 2003 and 2002. The unvested restricted shares
and options, which expire on dates ranging from November 2009 to
November 2014, were still outstanding at December 31, 2004.

For the years ended
December 31,

(In millions, except per share prices) 2004 2003 2002
Stock options:

Paired common shares 10.1 7.6 7.2
Weighted-average effect 2.4 1.0 1.6
Highest exercise price $7.68 $4.81 $6.00
Lowest exercise price $2.00 $194 $1.94
Unvested restricted shares:

Paired common shares 1.9 1.8 1.4
Weighted-average effect 0.9 1.0 1.0
Highest exercise price $0.02 $0.20 30.20
Lowest exercise price $0.02 $0.02 $0.02

LQ Properties Series B Preferred Stock which was convertible into
2.7 million paired common shares was not included in the computation
of diluted EPS because the inclusion would result in an antidilutive
effect. The Series B Preferred Stock was cancelled on May 12, 2004
(see Note 10—Shareholders’ Equity).




20. TRaANsacTIONS BETWEEN LQ PROPERTIES

AND LQ CORPORATION
LQC Leasing, LLC, a direct subsidiary of LQ Corporation, leases hotel
facilities from LQ Properties and its subsidiaries. The hotel facility lease
agreements, as modified, between LQ Corporation and LQ Properties
were for a five-year term, which expired in July 2003. These leases
were amended to extend the term through December 31, 2003. The
modified lease agreements provided for a percentage rent payment
only in an amount equal to 40% of the gross revenues from the hotel
facilities and required LQ Properties to pay property taxes and insur-
ance and to fund certain capital expenditures.

New lease agreements were entered into effective January 1,
2004. These agreements have substantially the same terms as the
previous lease agreements other than a decrease in the percentage
rent rate to 36% and differing initial terms of four, five or six years. At
December 31, 2003, LQ Corporation owed LQ Properties $85.9 mil-
lion related to these leases. No balance was owed at December 31,
2004. LQ Properties’ rent income from LQ Corporation for the years
ended December 31, 2004, 2003 and 2002 was approximately
$194.4 million, $193.5 million and $211.4 million, respectively, of
which approximately $6.0 million in 2002 was contingent rent. At the
time of the Acquisition, LQ Properties and LQC Leasing, LLC entered
into leases for the Baymont properties owned by LQ Properties with
substantially the same terms and conditions as the existing La Quinta
leases except that the rent payments are 29% of the gross room reve-
nues provided by the Baymont properties.

A subsidiary of LQ Corporation also had a royalty arrangement
with a subsidiary of LQ Properties for the use of the La Quinta brand
name. The royalty agreement expired on July 17, 2003 and automati-
cally renewed for an additional five-year term. The royalty agreement
was amended, effective January 1, 2004, to reduce the royalty rate
to 1.5% of gross revenue, as defined in the royalty agreement. LQ
Properties’ royalty income from LQ Corporation for the years ended
December 31, 2004, 2003 and 2002 was approximately $7.8 mil-
lion, $12.3 million and $12.4 million, respectively.

For the years ended December 31, 2004, 2003 and 2002, LQ
Properties paid dividends of $225 million, $30 miltion and $60.5 mil-
lion, respectively, to the sole holder of its class A common stock, LQ
Corporation. LQ Corporation used the dividends received in 2004 to
pay accrued interest and the entire balance, as of July 31, 2004, of
the revolving note payable to LQ Properties and to pay in its entirety
the deferred rent receivable, as well as to fund the Acquisition and for
general corporate purposes. During 2003 and 2002, LQ Corporation
used the dividends received to pay LQ Properties a portion of the
outstanding balance on the deferred rent and royalties receivable and
to pay accrued interest and all or a portion of the then outstanding
balance of the revolving note payable to LQ Properties.

Minority interest distributions to LQ Corporation from a subsidiary
of LQ Properties for the years ended December 31, 2004, 2003 and
2002 were approximately $3.6 million, $4.9 miltion and $4.0 million,
respectively.

LQ Corporation provides certain management services to LQ
Properties primarily related to executive management, general tax
preparation and consulting, legal, accounting and certain aspects of
human resources. (LQ Properties compensates LQ Corporation for

the direct costs of providing such services.)

21. QUARTERLY FINANCIAL INFORMATION
(UNAUDITED)
The lodging industry is seasonal in nature. The periods during which
our lodging properties experience higher revenues vary from property
to property, depending principally upon location. Generally, hotel reve-
nues are greater in the second and third quarters than in the first and
fourth quarters. This seasonality can be expected to cause quarterly
fluctuations in revenue, profit margins and net earnings. In addition,
the opening of newly constructed hotels and the timing of any hotel
acquisitions or sales may cause a variation of revenue, profit margins

and net earnings from quarter to quarter.
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The following quarterly financial data summarizes the unaudited quarterly results for the companies for the years ended December 31, 2004

and 2003:
Quarter ended 2004
(In miffions) March 31 June 30 September 30 December 31
Revenue $132.3 $144.7 $157.6 $158.6
Loss from continuing operations $(12.3) $ (6.8) $(12.1) $ (15.6)
Income from discontinued cperations, net —_ —_ — 2.3
Net loss $(12.3) $ (6.8) $(12.1) $(13.3)
Loss per share—basic and assuming dilution:
Loss from continuing operations $ (0.07) $ (0.04) $ (0.07) $(0.09)
Income from discontinued operations, net — — — 0.01
Net loss $(0.07) $(0.04) $(0.07) $(0.08)
Quarter ended 2003
(In milfions) March 31 June 30 September 30 December 31
Revenue $1194 $134.2 $141.4 $120.1
Loss from continuing operations (50.0) (13.8) 4.6) (10.9)
(Loss) income from discontinued operations, net 0.3) 0.2 (4.8) 0.4
Net loss $ (50.3) $(13.6) $ (9.4) $ (10.5)
Loss per share—basic and assuming dilution:
Loss from continuing operations $ (0.35) $ (0.10) $ (0.03) $(0.07)
(Loss) income from discontinued operations, net —_ — (0.03) —
Net loss $ (0.35) $ (0.10) $ (0.06) ${0.07)

22. SUBSEQUENT EVENT

Subsequent to December 31, 2004, 17 hotels, including one hotel
that is subject to full condemnation, met the criteria for classification
as held for sale in accordance with SFAS 144. The decision to sell
certain of these hotels was based on (1) local market conditions,
(2) historical operating and financial results associated with the hotel,
and (3) future capital expenditure requirements. The sales or condem-
nation proceedings of the 17 hotels are expected to close or otherwise
be concluded within 12 months. An impairment charge of $8.2 mil-
lion was recorded during the three months ended December 31, 2004

to write down 9 of the total 17 hotels to estimated net realizable value.
This impairment charge is included in our total impairments of $21.0
million for the year ended December 31, 2004. The net book value at
December 31, 2004 for the 17 hotels was $35.4 million. Effective

in the first quarter of 2005, the assets and liabilities associated with
these hotels will be classified as discontinued operations for all pericds
presented on the consolidated balance sheets and the revenues and
expenses for these hotels will be classified as discontinued operations

for all periods presented in the consolidated statements of operations.




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING I'IRM

To the Shareholders and Boards of Directors of

La Quinta Corporation and La Quinta Properties, Inc.:

We have audited the consolidated balance sheets of La Quinta Corporation and its subsidiaries and La Quinta Properties, Inc. and its subsidiaries
{the “Companies”) as of December 31, 2004 and 2003, and the related consolidated statements of operations, changes in shareholders’ equity,
and cash flows for the years then ended. These financial statements are the responsibility of the Companies’ management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position
of the Companies at December 31, 2004 and 2003, and the consolidated results of their operations and their cash flows for the years then ended
in conformity with U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness
of the Companies’ internal control over financial reporting as of December 31, 2004, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 14, 2005 expressed an

unqualified opinion with an explanatory paragraph describing an acquired business excluded from the scope of management's assessment thereon.

/s/ ERNST & YOUNG LLP

ERNST & YOUNG LLP
Dalias, Texas
March 14, 2005
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To the Shareholders and Boards of Directors of
La Quinta Corporation and La Quinta Properties, Inc.:

In our opinion, the accompanying consolidated statements of operations, of changes in shareholders’ equity and of cash flows for the year ended
December 31, 2002 present fairly, in all material respects, the results of operations and cash flows of La Quinta Corporation and La Quinta
Properties, Inc. and subsidiaries (collectively, the “Companies”) for the year ended December 31, 2002 in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the responsibility of the Companies' management. Our respon-
sibility is to express an opinion on these financial statements based on our audit. We conducted our audit of these statements in accordance with
the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

As discussed in Note 1 to the consolidated financial statements, the Companies adopted Statement of Financial Accounting Standards No.
142, “Goodwill and Other Intangible Assets” during 2002.

/s/ PRICEWATERHOUSECQOPERS LLP

PRICEWATERHOUSECOOPERS LLP
Dallas, Texas

February 10, 2003, except for Note 5

as to which the date is March 12, 2004




INANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over financial reporting, as such term is defined in
Rule 13a-15(f) under the Exchange Act. Under the supervision and with the participation of our management, including our principal executive
officer and principal financial officer, we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the
framework in internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. Because
of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

On September 3, 2004 we acquired substantially all of the assets of the limited service lodging division of The Marcus Corporation which
included the Baymont, Woodfield Suites and Budgetel hotel properties. The scope of our assessment of internal control over financial reporting as
of December 31, 2004 did not include certain controls relating to this acquired business. Specifically, in connection with this business combination,
we assumed various contracts with third party providers for services such as the property management and reservation systems. The scope of our
assessment did not include internal controls pertaining to these and other systems that were not integrated into our existing internal control system
during 2004. The acquired limited service lodging division of The Marcus Corporation (Baymont, Woodfield Suites and Budgete! hotel properties),
which is included in our 2004 consolidated financial statements, constituted approximately $429.7 million of total assets at December 31, 2004
and $43 million of total revenue for the pericd from acquisition, September 3, 2004, through December 31, 2004.

Based on our evaluation under the framework in Internal Control—Integrated Framework, our management concluded that our internal control
over financial reporting was effective as of December 31, 2004. Management's assessment of the effectiveness of our internal control over financial
reporting as of December 31, 2004 has been audited by Ernst & Young LLP, an independent registered public accounting firm, as stated in their
report which is included herein.
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To the Shareholders and Boards of Directors of
La Quinta Corporation and La Quinta Properties, Inc.:

We have audited management’s assessment, included in the accompanying Management's Report on Internal Contral Over Financial Reporting,
that La Quinta Corporation and its subsidiaries and La Quinta Properties, Inc. and its subsidiaries (the “Companies”) maintained effective internal
control over financial reporting as of December 31, 2004, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). The Companies’ management is responsible for main-
taining effective internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the Companies’ internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those stan-
dards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating
management’s assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such other procedures
as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of finan-
cial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A
company's internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting princi-
ples, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control aver financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

As indicated in the accompanying Management's Report on Internal Control Over Financial Reporting, management’s assessment of and
conclusion on the effectiveness of internal control over financial reporting did not include certain internal controls of the acquired limited service
lodging division of The Marcus Corporation which included the Baymont, Woodfield Suites and Budgetel hotel properties. Specifically, the scope




of management’s assessment did not include internal controls relating to third party providers for services such as property management and
reservation systems and other systems that were not integrated into the existing internal control system of the Companies during 2004, This
acquired business, which is included in the Companies’ 2004 consolidated financial statements, constituted approximately $429.7 million of total
assets at December 31, 2004 and $43 million of total revenue for the period from acquisition, September 3, 2004, through December 31, 2004.
Our audit of internai control over financial reporting of the Companies also did not include an evaluation of the internal controls described above
pertaining to the acquired limited service lodging division of The Marcus Corporation (Baymont, Woodfield Suites and Budgetel hotel properties).

In our opinion, management's assessment that the Companies maintained effective internal control over financial reporting as of December 31,
2004, is fairly stated, in all material respects, based on the COSO criteria. Also, in our opinion, the Companies maintained, in all material respects,
effective internal controf over financial reporting as of December 31, 2004, based on the COSOQ criteria.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
balance sheets of La Quinta Corporation and its subsidiaries and La Quinta Properties, Inc. and its subsidiaries as of December 31, 2004 and
2003, and the related consolidated statements of operations, changes in shareholders’ equity, and cash flows for the years then ended and our
report dated March 14, 2005 expressed an unqualified opinion thereon.

s/ ERNST & YOUNG LLP

ERNST & YOUNG LLP
Dallas, Texas
March 14, 2005
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ON 1 mmm_

To the Shareholders and Boards of Directors of
La Quinta Corporation and La Quinta Properties, Inc.:

We have audited the consolidated financial statements of La Quinta
Corporation and its subsidiaries and La Quinta Properties, Inc. and its
subsidiaries (the “Companies”) as of December 31, 2004, and for the
year then ended, and have issued our report thereon dated March 14,
2005 (which report and consolidated financial statements are included
in this Annual Report). Qur audit also included the financial statement
schedules included in this Annual Report. These schedules are the
responsibility of the Companies’ management. Our responsibitity is to
express an opinion based on our audit.

In our opinion, the financial statement schedules referred to
above, when considered in relation to the basic consolidated financial
statements taken as a whole, present fairly in all material respects the

information set forth therein.

/s/ ERNST & YOUNG LLP

ERNST & YOUNG LLP
Dallas, Texas

March 14, 2005

To the Shareholders and Boards of Directors of
La Quinta Corporation and La Quinta Properties, Inc.:

Our audits of the consolidated financial statements referred to in our
report dated February 10, 2003, except for Note 5 as to which the
date is March 12, 2004, (which report and consolidated financial
statements are included in this Annual Report) also included an audit
of the financial statement schedules included in this Annual Report. In
our opinion, these financial statement schedules present fairly, in all
material respects, the information set forth therein when read in con-
junction with the related consolidated financial statements

/s/ PRICEWATERHOUSECOOPERS LLP

PRICEWATERHOUSECOOPERS LLP
Dallas, Texas

February 10, 2003, except for Schedule Il as to
which the date is March 12, 2004




LA QUINTA CORPORATION
ACHEDULE 1l VALUATION AND (QUALIFYING ACCOUNTS

Valuation allowance included in fees, interest and other receivables and other assets for the years ended December 31:

Additions

Charged as

Revenue

Balance at Reductions
Beginning or Costs and Balance at End
(In mitlions) of Period Expenses Deductions*® of Period
2002 $32.6 — (30.1) $2.5
2003 $ 25 135 (12.6) $3.4
2004 $ 34 24 (1.3) $4.5

(a) Deductions due to the sale of assets, the refease of the related valuation allowance and/or receivable settiement.
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Cost

Capitalized
Building and  Subsequent Total
(In millions) Improvements to Impairments  Building and Accumulated  Construction Date
Description at Acquisition  Acquisition Recorded  Improvements Land® Total  Depreciation® Date  Acquired
La Quinta Properties, Inc:
Hotels, each less
than 5% of total® $1,965.3 $69.9 $(142.5) $1,892.7 $358.0 $2,250.7 $368.0 Various  Various
Hotel acquisitions
during 2004® 246.2 1.4 (0.1) 2475 43.0 290.5 4.9 —  Various
Subtotal, owned hotels $2,211.5 $71.3 $(142.6) $2,140.2 $401.0 2,541.72 3729
Undeveloped land 0.1 —
Furniture, fixtures and
equipment 285.4 176.8
Construction in progress 25.1 —
Subtotal 2,851.8 549.7
La Quinta Corporation
Owned and operated hotels® 122.3 9.7
Furniture, fixtures and
equipment 30.9 41.2
Subtotal 213.2 50.9
Consolidated total® $3,065.0 $600.6

(1) Amount at which land is carried at close of period represents initial cost to LQ Properties net of impairments.
(2) Depreciation is calculated using various lives, not exceeding 40 years.

(3) There were no encumbrances on hotels at December 31, 2004.

(4) Cost for federal income tax purposes at December 31, 2004 was $2,665.6 million.



Real estate and accumulated depreciation reconciliations are as follows:

For the year ended December 31,

(In millions) 2004 2003 2002
ReaL EsTATE
Balance at beginning of period $2,631.4 $2,680.0 $2,862.8
Additions during the period:
Acquisitions 398.8 — —
Capital improvements 77.2 54.3 112.7
Acceptance of deed on mortgage receivable — — 23.8
Total additions 476.0 54.3 136.5
Deductions during the period:
Sale of real estate (12.6) (16.1) (243.7)
Retirement of assets (8.8) (19.5) (36.2)
Impairments (21.0) (67.3) (36.6)
Other — — (2.8)
Total deductions (42.4) (102.9) (319.3)
Balance at end of pericd $3,065.0 $2,631.4 $2,680.0
AccUMULATED DEPRECIATION
Balance at beginning of period $ 487.6 $ 386.9 $ 3405
Additions during the period:
Provision for depreciation 118.0 117.6 102.3
Total additions 118.0 117.6 102.3
Deductions during the period:
Sale of real estate 1.1 4.3 (35.5)
Retirement of assets (3.9) (12.6) (19.2)
Other — — (1.2)
Total deductions (5.0) (16.9) (55.9)
Balance at end of period $ 600.6 $ 4876 $ 3869
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Periodic Carrying
(In mitlions) Final Payment Face Amount Amount of
Description®® Interest Rate Maturity Date Terms of Mortgages Mortgages
INDIVIDUAL MORTGAGES IN EXCESS OF
3% OF THE TOTAL CARRYING AMOUNT:
Corporate office buildings located in Tennessee LIBOR +1% August 1, 2008 o $26.2 $26.2@

(a) Mortgage loans on reel estate are first mortgage loans.
{b) Monthly payments of interest normally payable at LIBOR +1%, with & balloon payment at maturity.

Reconciliation of carrying amount of mortgage loans is as follows:

Year Ended December 31,

(in miltions) 2004 2003 2002
MORTGAGES
Balance at beginning of period $26.2 $26.2 $829
Additions during period:
Non-cash increase _ _ _
Deductions during period:
Collection of principal —_ — (0.3)
Mortgages sold — — (32.2)
Other — — (24.2)
Total 26.2 26.2 26.2
Allowance for {oan losses — — —
Balance at end of period $26.2 $26.2 $26.2
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BELF ED FINANCIAL AND OTHER DATA

The following tables set forth, among other information, selected financial information for LQ Corporation on a consolidated basis with its controlled
subsidiary LQ Properties and LQ Properties on a consolidated basis. All significant intercompany balances and transactions have been eliminated
in consolidation. This information is based on and should be read in conjunction with the information set forth in “Management’s Discussion and

Analysis of Financial Condition and Results of Operations” and the financial statements and the notes thereto appearing elsewhere in this report.

La Quinta CORPORATION
SELECTED FINANCIAL INFORMATION
Years Ended December 31,

(In thousands, except per share data) 2004 2003@ 2002® 2001@ 2000
OPERATING DATaA:
Revenue $ 593,179 $ 515,141 $ 520,824 $ 625696 $ 791,282
Loss before preferred stock dividends, discontinued operations

and cumulative effect of change in accounting principle (46,842) (79,291) (239,797) (283,036) (334,142}
Preferred stock dividends — — — (18,000) (18,000)
Loss before discontinued operations and cumulative

effect of change in accounting principle (46,842) (79,291) (239,797 (301,036) (352,142)
Income (loss) from discontinued operations, net 2,303 (4,471 (19,598) (180) (14)
Cumulative effect of change in accounting principle, net — — (248,358) 856 —
Net loss $ (44,539) $ (83,762) $ (507,753) $ (300,360) $ (352,156)

EArRNINGS PER SHARE—DBAsIc AND
Assuming DiLuTtion
Loss before discontinued operations and cumulative

effect of change in accounting principle $ (0.26) $ (0.55) % (1.68) % (211) $ (2.48)
Net loss $ (0.25) 3 (0.58) $ (3.55) % (2.10) % (2.48)
CasH Frow Dara:

Cash provided by operating actjvities $ 131,390 $ 83,236 % 100,268 $ 150,085 $§ 234,208
Cash (used in) provided by investing activities $ (350,863) § (86976) $ 74,066 $ 572551 $ 819,643

Cash (used in) provided by financing activities $ (4,251) $ 321,724 $ (302,534) $ (624,326) $(1,022,052)
BALANCE SHEET DaTa:

Property and equipment, net $2,464,427 $2,143,749 $2,293,147 $2,522,339 $ 3,151,039

Total assets 2,810,465 2,805,794 2,603,906 3,215,450 4,100,254

Indebtedness 925,617 895,154 721,084 999,749 1,696,349

Minority interest™® 205,856 206,031 206,450 6,657 6,611

Total liabilities 1,214,908 1,183,229 1,084,169 1,184,230 1,770,832

Total shareholders’ equity 1,389,701 1,416,534 1,313,287 2,024,563 2,322,811

(a) Certain reclassifications have been made to the 2003, 2002, 2001 and 2000 presentation to conform to the presentation of the financial position and resuits of
operations as of and for the year ended December 31, 2004.
(b) Includes $200 million of liquidation preference on preferred stock in 2004, 2003 and 2002.
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La Quinta PrOPERTIES, INC.
SELECTED FINANCIAL INFORMATION

Year ended December 31,

(In thousands, except per share data) 2004 2003@ 2002% 2001% 2000
OPERATING DarTa:
Revenue $ 211,101 $ 216,771 % 242454 $ 370675 $ 512,329
(Loss) income before discontinued operations and

cumulative effect of change in accounting principle (37,087) (60,983) 23,858 (180,953) (270,542)
Income (loss} from discontinued operations, net 3,715 (7,353) (19,021) (579) (2,123)
Cumulative effect of change in accounting principle, net — — (248,358) 856 —
Net loss (33,372) (68,336) (243,521) (180,676) (272,665)
Preferred stock dividends (18,000) (18,000) (18,000) (18,000) (18,000)
Net loss attributable to common shareholders $ (51,372) $ (86,336) $ (261,521) $ (198,676) $ (290,665)
Cass Frow Dara:
Cash provided by (used in) operating activities $ 115857 $ (92,433) $ 82,427 $ 138,779 $ 232,728
Cash (used in) providec by investing activities $ (198,140) $ (69,727) $ 89,331 $ 583,359 $ 832,864
Cash (used in) provided by financing activities $ (112,385) $ 382,651 3% (301,126) $ (624,194) $(1,032,392)
BaLANCE SHEET Darta:
Property and equipment, net $2,302,136 $2,079,834 32,226,613 $2,449,995 $ 3,114,458
Total assets 2,458,146 2,691,393 2,645,920 3,290,963 4,072,091
Indebtedness 925,617 895,154 721,084 999,749 1,596,349
Minority interest 25,027 26,309 27,514 — 6,611
Total liahilities 999,674 957,225 812,359 1,122,946 1,699,892
Total shareholders’ equity 1,433,445 1,707,859 1,806,047 2,168,017 2,365,588

(a) Certain reclassifications have been made to the 2003, 2002, 2001 and 2000 presentation to conform to the presentation of the financial position and results of

operations as of and for the year ended December 31, 2004.




La QuiNnTa CORPORATION
ApjusTEp EBITDA REcoONCILIATION

Year ended December 31,

(In millions) 2004 2003 2002
Net loss (per GAAP) $ (44.5) $(83.8) $(507.8)
Add:

Depreciation and amortization 126.2 128.5 123.2
Impairment of property and equipment 21.0 67.3 36.7
Minority interest 18.3 18.1 18.5
Income tax (benefit) expense (24.5) (560.2) 181.5
Interest, net 63.8 62.7 65.0
Loss on early extinguishment of debt 21.4 6.4 1.0
Other expense (income) 0.9 1.8 (15.7)
(Income) loss from discontinued operations, net of tax® (2.3) 4.5 19.6
Cumulative effect of change in accounting principle, net —_ — 248.4
Adjusted EBITDA® (Non-GAAP) $180.3 $155.3 $1704

(1) income from discontinued operations for the year ended December 31, 2004 represents an adjustment of an estimated liability resulting from the 1999 sale of a
non-strategic business unit. Loss from discontinued operations for the years ended December 31, 2003 and 2002 includes three company owned hotels and
TeleMatrix, Inc., a business component, which were sold during the fourth quarter of 2003.

(2) Inciudes $2.5 miilion, $2.4 million and $2.6 miliion of stock-based compensation (primarily amortization of restricted stock) for the years ended December 31,
2004, 2003 and 2002, respectively.




_oMMUNITY INVO

CORPORATE INF ORMATION

BoarD orF DIRECTORS

Francis W. “Butch” Cash“

Chairman and CEQ of La Quinta and former President

and CEQ of Red Roof Innhs and President of Marriott Corporation's
Services Group

Wiliiam C. Baker @34

Chairman and CEQ of Callaway Golf and former CEO of Santa Anita
Companies and President of Red Robin

William G. Byrnest-
Former Distinguished Teaching Professor of Finance at Georgetown
University and Managing Director of Alex. Brown & Sons

James P. Conntt34)

Lead Independent Director of La Quinta and former Chief Investment -

Officer of Financial Security Assurance

John C. Cushman, 1@
Chairman of Cushman & Wakefield and former President and
CEQ of Cushman Realty

Terrell B. Jones!@d
Former President and CEQ of Travelocity

{1) Audit Committee

(2) Compensation Committee

(3) Corporate Governance and Nominating Committee
{4) Executive Committee

CORPORATE GOVERNANCE

ExecuTivE OFFICERS

Francis W. “Butch” Cash

Chairman and Chief Executive Officer

David L. Rea

President and Chief Operating Officer

Wayne B. Goldberg

Executive Vice President, Operations

Rufus K. Schriber

Executive Vice President, Sales & Marketing

A. Brent Spaeth

Executive Vice President, Corporate Administration and
Senior Franchise Operations Officer

Alan L. Tallis.

Executive Vice President, Chief Development Officer and
President of Franchising

Sandra K. Michel

Senior Vice President, General Counsel

A. John Novak

Senior Vice President, Chief Information Officer
Noel E. Ferguson

Vice President, Human Resources

La Quinta has posted in the investor relations section of our website, www.LQ.com, our Corporate Governance Guidelines, Code of Business Conduct
and Ethics and the charters for our Audit, Compensation and Corporate Governance and Nominating Committees. These documents, as well as
our Joint Annual Report on Form 10-K, as filed with the Securities and Exchange Commission, may be requested in print at no charge by calling
877-777-6560 or by writing to Investor Relations, La Quinta Corporation, 909 Hidden Ridge, Suite 600, Irving, TX 75038.

La Quinta has included as Exhibits 31.1 and 31.2 to its Joint Annual Report on Form 10-K for fiscal year 2004, filed with the Securities and
Exchange Commission, certificates of La Quinta's Chairman and Chief Executive Officer and President and Chief Operating Officer (principal financial
officer) certifying the quality of the company's public disclosure. La Quinta’s Chairman and Chief Executive Officer also submitted to the New York
Stock Exchange (NYSE) in 2004 a certificate certifying that he is not aware of any violations by La Quinta of the NYSE corporate governance
listing standards.



designed by curran & cannors, inc. / www.curran-connors.com

COoRPORATE HEADQUARTERS
909 Hidden Ridge, Suite 600

Irving, TX 75038

www.LQ.com

General Inquiries 214-492-6600
Invester Relations 877-777-6560
Franchise/Development 866-832-6574
Reservations 800-531-5300

INDEPENDENT ACCOUNTANTS
Ernst & Young LLP
Dallas, TX

CoRPORATE COUNSEL
Goodwin Procter LLP
Boston, MA

TRANSFER AGENT

If you have questions concerning stock holdings, address changes,
transfer or exchange procedures or other stock account matters,
please contact our transfer agent at:

American Stock Transfer & Trust Company
59 Maiden Lane, Plaza Level

New York, NY 10038

800-937-5449

718-821-8124

www.amstock.com

ANNUAL MEETING
The annual meeting of shareholders is scheduled for May 19, 2005
at 10:00 a.m. lccal time at the following location:

La Quinta Inn & Suites, DFW Airport South
4105 West Airport Freeway
Irving, TX 75062

CoMmMoON StocCk

The paired common stock of La Quinta Corporation is listed on the
New York Stock Exchange under the symbol, “LQI."” There were
approximately 4,500 holders of record as of February 28, 2005.

2004 High Low
First quarter $7.98 %6.28
Second quarter 8.40 6.91
Third quarter 8.80 6.80
Fourth guarter 9.26 7.52
2003 High Low
First quarter $463 $2.96
Second quarter 4.73 2.90
Third quarter 6.45 417
Fourth quarter 6.64 5.55

PREFERRED STOCK

The Series A Preferred Stock of La Quinta Properties, Inc. is listed
on the New York Stock Exchange under the symbol, “LQIPR." As of
February 28, 2005 there were approximately 180 holders of record
of La Quinta Properties, Inc. Series A Preferred Stock.

2004 High Low  Dividend
First quarter $25.89  $25.10 $0.5625
Second guarter 25.90 24.30 0.5625
Third guarter 26.05 24.95 0.5625
Fourth quarter 25.92 25.26 0.5625
2003 ) High Low  Dividend
First quarter $24.10 $19.80 $0.5625
Second quarter 24.95 20.92 0.5625
Third quarter 25.22 24.13 0.5625
Fourth quarter 25.68 2495 0.5625
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