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RISING INTEREST RATES, STABLE RISK SPREADS

Aaa Bonds and 10-Year Treasury
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THE DRIVERS OF CAP RATE CHANGE
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THE OUTLOOK FOR THE DRIVERS THAT ARE MOST IMPORTANT TO
HOTELS REMAINS FAVORABLE
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WHAT COULD END THE CURRENT CYCLE?

1. The Economy

2. Over Building

3. Unpredictable Demand Shock
4. Oil/Energy Price Increases

5. Asset Price Bubble
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PIPELINE PLATEAU’S?

Number of Rooms Under Construction
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NEW ROOMS

12 MMA of New Hotel Room Added in the U.S.

16,000

14,000

Well Below
Previous Peaks

12,000
10,000
8,000
6,000
4,000

2,000

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2003
2004
2005
2006
2007
2008
2009

2001
2002
2010
2011
2012
2013
2014
2015
2016
2017

Source: STR, CBRE Hotels’ Americas Research, Dec 2017.

C B R E 11 Meet the Money 2018



SUPPLY CHANGE 2018 - FORECAST
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42 markets where the average supply
growth is forecast to be greater than 2%.
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REAL REVPAR CHANGE FROM PRE-RECESSION PEAK

Not all markets have fully recovered from the last recession.
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Source: CBRE Hotels’” Americas Research; STR, Q4 2017.
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LABOR — LARGEST EXPENSE

Cost of Sales
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Source: 2018 Trends® in the Hotel Industry
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LEISURE & HOSPITALITY JOB OPENINGS

Leisure & Hospitality Job Openings as a Percent of Total Leisure & Hospitality Jobs
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TIGHT LABOR MARKET — UPWARD PRESSURE ON
COMPENSATION

Annual Change in Hospitality Industry Employee Hourly Compensation versus Unemployment Rate
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FEWER HOTELS ARE ABLE TO ACHIEVE INCREASES
ON THE TOP AND BOTTOM LINES

Percent of Hotels in Trends® Sample Posting an Increase from Prior Year
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U.S. NATIONAL FORECAST — ALL HOTELS

Long
Run
Average 2015 2016 2017 2018F 2019F
Supply 1.0% 1.5% 1.8% 2.0% 1.9%
Demand 2.5% 1.5% 2. 7% 1.8% 1.9%
Occupancy 65.4% 65.4% 65.9% 65.8% 65.8%
ADR 4.5% 3.1% 2.1% 2.6% 2.0%
RevPAR 6.1% 3.2% 3.0% 2.5% 2.0%
Source: STR, CBRE Hotels’ Americas Research, Q4 2017.
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THE DRIVERS OF CAP RATE CHANGE
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VOLATILITY FIRST WATCH ON A LONG VOYAGE

1. The fundamentals remain attractive across the vast majority of markets.

2. Growing levels of disposable income and wealth will continue to drive
increases in travel away from home.

3. Moderating supply growth will support high occupancy levels and may finally
help to leverage ADR increases over the next two-three years.

4. Above long run average occupancy leads to revenue growth. Increasing labor
costs will pressure performance. Profit growth will be durable, but not great.

5. Sharing economy will become more of a factor for traditional hotels.
6. Outlook for lodging in most domestic markets remains favorable.

Volatility Outlook = Low
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HOTEL CAP RATE FORECASTING MODEL

Market Return, Risk, and Income Growth (from Gordon Growth Model)
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HOTEL RISK REVERTS TO MEAN, SPIKES PRIOR TO SLOWDOWN
Hotel Cap Rates and Aaa Bonds
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WHERE ARE CAP RATES GOING?

Risk Premium Real Estate Risk
10-Year Treasury (Aaa - 10-Yr Premium (Hotel Hotel Cap Rate
Treasury) Cap Rate — Aaa)
2012 1.81 1.87 4.41 8.09
2013 2.35 1.89 3.80 8.04
2014 2.54 1.62 3.46 7.62
2015 2.14 1.75 3.47 7.36
2016 1.61 183 4.12 7.78
2017 2.33 1.49 4.29 8.11
Market : Cap
2018F 288 expects 147 Sa|-|bgohvt|ey 388 823 rates
2019F 3.06 that | 1.74 | ‘raby 3.59 8.39 will
343 ) witrise\ (3787 208 3 8.46 remain
2020F . moderately\ . . below
2021F 3.17 1.50 3.58 8.25 the LRA
SR 4.10 1.51 3.68 9.30

(1995-2017)
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CBRE © 2018 All Rights Reserved. All information included in this proposal pertaining to CBRE—including but not limited to its
operations, employees, technolog%/ and clients—are proprietary and confidential, and are sup{)lled with the understanding that they
will be held in confidence and not disclosed to third parties without the prior written consent of CBRE. This proposal is intended
solely as a Frellmlnary expression of general intentions and is to be used for discussion purposes only. The parties intend that
neither shall have an¥ contractual obllgatlons to the other with respect to the matters referred herein unless and until a definitive
agreement has been fully executed and delivered by the parties. The parties agr:ee that this proposal is not intended to create any
a%reement or obligation by either party to negotiate a definitive lease/purchase and sale agreement and imposes no duty
whatsoever on either party to continue negotiations, including without limitation any obligation to negotiate in good faith or in any
way other than at arm’s length. Prior to delivery of a definitive executed agreement, and without any liability to the other/partg
either party may (12 propose different terms from those summarized herein, (2) enter into negotiations with other parties and/or ( 5
unilaterally terminate all negotiations with the other party hereto.

The information contained in this document has been obtained from sources believed reliable. While CBRE, Inc. does not doubt its
accuracy, CBRE, Inc. has not verified it and makes no guarantee, warranty or representation about it. It is your responsibility to
independently confirm its accuracy and completeness. Any projections, opinions, assumptions or estimates used are for example
only and do not represent the current or future performance of the property. The value of this transaction to you depends on tax

other factors which should be evaluated by %/our tax, financial and legal advisors. You and your advisors should conduct a

careful, independent investigation of the property fo determine to your satisfaction the suitability of the property for your needs.
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