Hotel Market Analysis
Hermann, MO
August 2022

HOTEL MARKET ANALYSIS
PROJECT FEASIBILITY
HERMANN MISSOURI

Prepared by:
Sean Skellie, Principal

Grey Hospitality Consulting www.GrevHC.com

Member of Cayuga Hospitality Consultants
The International Network of Hospitality Consulting Professionals
www.CayugaHospitality.com |262.442.4720 | Sean.Skellie@Gmail.com

Submitted to:

Destination Services, LLC and:

Tammy Bruckerhoff

Tourism & Economic Development Director
City of Hermann/Visit Hermann

p: 573-486-5400

m: 573-789-5100

w: VisitHermann.com



http://www.greyhc.com/
http://www.cayugahospitality.com/
mailto:Sean.Skellie@Gmail.com
http://visithermann.com/?utm_source=email&utm_medium=email&utm_campaign=emailsig

Hotel Market Analysis

Hermann, MO
August 2022

TABLE OF CONTENTS

Section 1 - EXECUtiVe SUMMALY ....ooviiiiiiiiiiccccieeeeeiieiei e sens 4
Section 2 - ENZAGEMENT SCOPE....ciiiiiiiiiiiiiiiiiiiiiciirs s 6
Feasibility Process Overview and SCOPE.......ccoiiiiiiiiiiiiiiiciicc e 6
RESCALCH . 8
Market Performance & Facilities Recommendations ..........cceeeevivivineiiiiccccceeieeenenennns 8
Development Costs & Operational Costs: Economic Analysis ........ccceeeveeecceccecenenne 9
Section 3 — Assignment Location | Hermann, MO ..o 10
MarKet OVEIVIEW cuuvucveieiuiiriiiciicieicisici s 10
Visit Hermann Visitor Profile Research November 2020.........ccccoviviiiiiciiininiciicnicinnn, 11
Opportunity & Proposed Hotel Project CONCEPL ...c.cuvvimiucuririiciririiiciiiicieieirieieiensieeenenenes 13
Section 4 — Subject Site ANALYSIS.....c.ouiiuiiririiieiiiceiree e 13
ACCESSIDIIEY w.eviitt et s e vt 13
Greater Market LOCAtION ...ttt st s 14
City of Hermann, MO—Subject Market Economic Profile..........ccooovviiiiiiiiniiniiinnns 15
BCONOMY et 15
TOULISIN ..ottt bbb bbb 16
Section 5 - Regional Hotel Market & Competitive ANalysis ........ccoovviiiviiiiiiniciiiicenes 19
Type of Hotels Defined.......ccoiiiiiiiiinniistinnt i 19
Market Class & Chain Scale ...ttt 22
Market Competition and Chaift SCAle........cveuevvviiiiiiiniesstincrcereceeeeee s 23
National Hotel Market TLends ...t sessesesens 27
Competitive Set Selection & ANALYSIS ...c.cucurviiueiririieiririceiereeee e 35
Regional Lodging FaCIlIties .......ccceuriiiieirinieieiiiceiriieesseees e seesssens 35
Primary Competitive Hotel Set.......coviiiiiiiiiiiiiiiiiiiiiiiies 37
Competitive Set & Individual Property Performance Analysis .........cccovvvvivrnicinieinicininnnns 39
Secondary Competitive Set & Regional Competition: Short-term Rental Reporting ......... 40
Positioning Against the COMPEtItIVE SEt ......cvviiiuiriiiiiiiiiiiiiiiceen s 41
Seasonal & Day of Week Market Trends of the Primary Set.....c.coccevvvivnvnnnnniccccnes 41
Section 6 - Lodging Demand & Segment Penetration Investigation ..........cccceveveerevviiecuennnes 49
Subject Market Growth in Lodging Demand .........ccccoviiiiniiininiiciniiciicciccenes 53
Subject Market Supply & Demand Projections .......ccevceerenieeureneeereeneeenenreeesenseeeneneenes 54
Subject Hotel Market Average Rate Projections.......ccccccciuiiciciiiiiiiiinininininisiniinicccccceees 59
Subject Hotel Occupancy & Penetration Projections.........ccccceciciciiiiininininininniniccccnnas 60



Hotel Market Analysis
Hermann, MO
August 2022

Section 7 - Lodging Facility Recommendations ...........cccevieuniniiciiiiinicniiniieeiieeseceneninns 62
Section 8 - SUMMALY CONCIUSIONS .....vviuiuiiiiiiiiiiiiitccttecett e 67
Section 9 - Conclusion: Feasibility Study Review........ccccoeeerrinrnninninccccccceieeenenenens 68
Projection of Income & EXPENSE ...cvviiuiiiiiiiiieiiiiiciiiessiceeeeeee s 68
Five Year Operating Pro FOrma.........coeiiiiiiiccccc 75
Analysis of RevPar & POR ......cccoiiiiiiic s 76
Section 10 - Design & Development ANalysis.......cccoiiiiiiiiiiceennes 78
Hotel Space Allocation & Facilities Programming Guideline..........ccccoovevviviicinnncciciiinnnen. 80
Lodging Industry Average Development COStS ......ccociuiviiniiiiiiiniiiiniiccceesnes 83
Hotel Development Cost Categories & Average Classification COStS ......cevvieerevriieeninenes 85
Subject Property Development COSS .......cvuiicuiiiieininiieiiiiieiesieeneesiesesesssesesessssesesensenes 88
Section 11 - Hotel Valuations ..o 90
Section 12 - Critical Development Considerations........ccvueueuriieerevriniererresierersieesensieeseneenes 90
Section 13- Certifications, Assumptions & Limiting Conditions Statement.........cceeevvvrennee 100
Section 14 - Glossary of Hospitality Terms ittt seneeeeens 102
AAENAR e ettt e b st 111
10-Year Operating Pro FOrma.......coiiiiiiniiiiic s 111
Owner Supplied Materials & Site Plan ... 112
STR Trend REPOLLS ...oiiuiiiiihiiiiie it shet bbb ssssesesnans 113
Space AllOCation SUMMALT....c.c.ciiiumiiiiinisssitan oo st essssssesessnens 114
Development Cost ESMAte......icivuuiiiiinmmiiinrinsinisteresssssessssssessssssssesesssssns 115
Hospitality Industry Pandemic Impact Report Grey Hospitality........ccceveveerevniicnrrrennee 116

il



Hotel Market Analysis
Hermann, MO
August 2022

SECTION 1 - EXECUTIVE SUMMARY

Destination Services, LLLC (the “Client” or “City”) engaged Grey Hospitality (the “Consultant”) to
prepare the following market analysis for the potential development of a lodging facility, possibly with
or without franchise affiliation, in the Hermann Missouri Regional Market the subject area (the
“Project”, “Proposed Hotel” or “Subject Hotel”). The purpose of this study is to analyze the existing
supply and demand of market competition, forecast future demand of local hotels to determine overall
potential market share and the feasibility of the Project through an understanding of the impacts,
costs, risks and benefits associated with a development of this nature. The market study is a supply-
and-demand based analysis measuring local travel trends which is one of many key indicators that is
used to determine the feasibility of a hotel development in the studied market.

Given the size and pace of the regional economic activity, regional tourism, and age of supply in the
competitive market and its surrounding area—it seems apparent that there is a growing demand in
tourism and an opportunity for new supply in the greater subject area. Due to the current development
trends in the greater market, the subject site under client ownership, and the region’s ability to support
the development concept, the Consultant was engaged to verify market demand and overall market
observations and projections.

The Consultant was engaged to provide a Competitive Market Overview, a Comprehensive Statistical
Market Study, and project economics from operations to development with a focus on a newly
developed lodging facility. Various facility locations were reviewed by the Consultant. The regional
market has a number of short-term rental units that have been conyerted from single family homes
and retail spaces to units available for nightly rental to support the growth of local tourism. The
community is considering the potential need for multiple properties and development opportunities
that would meet region’s tourism industry needs and the demand for new and quality lodging. This
study includes operational forecasts based on-an overview of the market, potential development
information concerning the market area, and market factors that would affect the possible
development of a hotel in the general area and location.

The primary questions answered in this report through a factual and statistical analysis are:

*  What are the historical, current, and future hotel growth market trends?

¢  What existing competitors are in the market area and how do they perform?

*  What is the impact of local and regional tourism? Is it supported?

¢ How are the hotels performing in comparison to the region?

*  How will new facilities improve the position of the hotel and tourism market?

* Are the design quality and amenities proposed for the Proposed Hotel consistent and
competitive with what the market can support?

e What are the demand expectations and financial projections for the Proposed Hotel at
various key counts?

*  Does the current supply meet the basic needs of travelers today and in the future?
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e Can an independent hotel be competitive in this market, or should it rely on franchise
affiliation? If a brand, which one?

Given the Consultant’s background, development portfolio and experience, regional hotel
management history, client list for prior feasibility studies, and knowledge of the hospitality industry;
they are fully aligned to develop first-class hotels and qualified to offer market analysis and feasibility.
All parties remain confident that an independent review of this report would support the Consultant’s
findings and opinions. Based on the documented opinions and projections in this report alone, the
findings may or may not be acceptable for external investing parties and/or lending purposes, may
require additional supportive analysis and should be used as a whole and not in part.
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SECTION 2 - ENGAGEMENT SCOPE

This study presents the current, historical, and potential demand for regional hotel accommodations
and analysis of existing facilities in the subject market and the greater surrounding competitive market.
It recommends the scope and general characteristics of the Project and other necessary based on the
development opportunity. Some characteristics will be driven by architectural site limitations,
functionality of the operation, and the market’s ability to sustain the business.

Feasibility Process Overview and Scope
For the market analysis, the Consultant investigated area businesses and data from the regional

sources, major franchise hotel chains, and independent hotel facilities regarding the status of their
businesses and future plans for the market. Forecasts were made based on the market’s historic
performance, the growth in demand, and anticipated changes in supply. The Proposed Hotel’s
accommodation occupancy levels, target rate strategies and revenue projections through the first
several years of operation are based on those historical trends.

The market analysis determines the current and potential market conditions for hotel accommodations
and amenities, including the necessary components or amenities for a new facility, and further
determines the appropriate size, positioning, and scope of facilities to best serve the market, including
market share (fair share of demand) and competitive advantages and disadvantages against
competition. These recommendations are presented in this narrative report and its tables that set forth
the hotel description, meeting space, potential mix and type of guest rooms, recommended facilities
and amenities, and other commentary on the development of the Subject Hotel based on the regional
competition. The Consultant will also identify the recommended market classification of hotel type,
price points and estimated levels of utilization.

Based on recommendations regarding project position, design, and the Project’s identified market
scale (later defined), the Consultant prepared an estimated consolidated annual operating statement
for the Subject Hotel complete with soutces of revenue/level of estimated departmental revenues,
related direct and unallocated expenses for the property, available cash flow for debt service and return
on equity. The estimate addresses a typical year in the property’s operation in current value dollars and
sets forth the anticipated first several years of operating results in inflationary dollars.
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The first step of this process involved an extensive market visit and tour. The Consultant toured the
subject market, site location and existing facility conditions, reviewed site goals, current development
or redevelopment project plans, possibilities of market position, objectives, and the competitive
market supply.

For the Proposed Hotel to be competitive and successfully positioned long-term within the market
the project must be designed, built, and managed to create additional demand that is not fulfilled in
the area by the existing properties and the market’s short-term rental properties, as later defined. This
is typically done by offering new or competitive amenities to attract demand. Initiatives to create
demand can be proximity to regional economic drivers, amenities offered at the facility to attract
business and/or leisure travelers, access to businesses and related setrvices, and choice of independent,
franchise/brand or soft brand affiliation.

The identification of development and operational initiatives should be a primary goal in a market
analysis. The Consultant will discuss initiatives potentially critical to this hotel’s success and address
factors necessary in the site development. Specific factors addressed in the market study are:

*  Project site and accessibility

* Regional demand generators and their position

* Benefit of support amenities and services; facility amenities and design enhancements
*  General operating conditions of the market’s existing lodging facilities

¢ Comparison to competitive hotels’ characteristics

* Lodging demand within the subject market and property market share

* Competitive set investigation and comparison

The conclusion of this analysis includes:

¢ A review of the statistical history of competitive hotels within the market.

* Forecast of occupancy, ADR, and revenue trends for the subject market and the Proposed
Hotel property, factoring in regional supply changes.

* Detailed operational projections for sales and expenses for guest rooms and food and
beverage, to include possible banquet and catering departments. This included review of past
and current trends to industry averages.

¢ Ten-year operational profit & loss and sales projections evaluated in today’s dollar.
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Research
As noted, this report focuses on the supply and demand of hotel accommodations within the subject

market. To best understand the current market dynamics and relative positioning of Proposed Hotel,
the Consultant reviewed historical and current market statistics and analysis from independent
resources, along with a physical inspection of the competitive and comparable hotels including any
meeting and banquet facilities. Research of the facilities, amenities, services, and general condition of
the competitive hotel set allowed the Consultant to identify the projected occupancy, Average Daily
Rate (ADR), market segmentation mix, and operational positioning of the Subject Hotel.

Our research leads to the review of the regional facilities, amenities, services, tourism trends and
general conditions of community and the competition- all for the proper positioning of the Proposed
Hotel when comparing it to direct regional competition.

Market trends affect the economics of hotel operations and the demand for hotel accommodations.
To forecast operational projections, the Consultant used industry standard reports, relevant data from
previously managed properties of their-portfolio, area demographics, and industry statistics. To
determine if the business environment could sustain added hotel supply, the Consultant gathered and
analyzed relevant data such as current and proposed demand generators, population growth and
demographics, and employment growth within the region.

Market Performance & Facilities Recommendations
The Consultant utilized independent statistical data to project both the supply and the demand for

hotel lodging and meeting facilities in the competitive set(s) or potential subject market. The
Consultant looked at the market history and considered the viability of the Subject Hotel based on
market trends.

Next, in detailed fashion, the Consultant created baseline projections of the Proposed Hotel’s potential
occupancy, average rate, and revenues for the first 5 to 10 years of operation based on historical trends
within the subject market. The projections were analyzed and used to recommend size, type,
performance and characteristics of the hotel and the amenities that should be considered for
competitive positioning. These considerations impact the development and overall project costs;
project costs will determine financing interests and overall valuation of an asset at sale or disposition.
This valuation process allows for investment analysis and determines feasibility of a project with or
without project entitlements.
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Development Costs & Operational Costs: Economic Analysis
An Economic Analysis is included in the market study to show development and construction

estimates based on our experience and industry-supplied data (such as industry averages by industry
property segment scale or class and development costs as it relates to a per room or per key basis). In
effort to understand the hotel development and the revenue and expense pro forma analysis for this
hotel project a valuation may be determined in addition to the market feasibility study. These figures
will be compared with the estimated development costs for a full understanding of risk level. Debt
service assumptions, project valuation and equity return are modeled for investment analysis as a
possible scenario of return based on operations may be added to the evaluation at completion.

This report uses language and terms specific to the lodging industry. For clarification of discussion
points or terminology definitions within this report refer to the industry definitions in the glossary
attached at the end of the report in Section 14.
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SECTION 3 — ASSIGNMENT LOCATION | HERMANN, MO

Market Overview
Hermann is a city in and the county seat of Gasconade County (a county located in the east-central

portion of the state with a population of nearly 15,000) in Missouri. It has been the county seat since
1842. The county is located on the south side of the Missouri River, which once served as the chief
route of transportation in the state on both its waterway and rail system (still used today). The
population was 2,185 at the 2020 census and the city is located in the area known as the Missouri
Rhineland.

The Missouri Rhineland is a geographical area in the state that extends from west of St. Louis to
slightly east of Jefferson City, located mostly in the Missouri River Valley on both sides of the
river. Dutzow, the first permanent German settlement in Missouri, was founded in 1832 by Baron
von Bock. The area is named after the Rhineland region in central Europe, a wine-growing area
around the Rhine River, by German Americans who noticed similarities in the two regions' soil and
topography.

The soils of the Missouri River Valley and surrounding areas are mainly rocky residual soils left after
the carbonate (mainly limestone) bedrock weathered away to impurities of clayey soil
and chert fragments. Farther to the north, glacial deposits and wind-deposited loess, a silty soil also
associated with the glaciers, are intermingled with the residual soils.

While the soil could support other crops, the steep slopes of these areas were better used
for viticulture. This term viticulture (from the Latin word for vine) or wine growing is defined as the
cultivation and harvesting of grapes. It is a branch of the science of horticulture. German settlers
established the area’s first wineries in the mid-19th century. Ttalian immigrants later established their
own vineyards, especially near Rolla in Phelps County. By 1920, Missouri was the second-largest wine-
producing state in the nation. Then came the U.S. Prohibition, which ruined the industry.

In the 1960s, local winemakers began to rebuild, part of a movement in states across the country. In
1980, An area around Augusta, Missouri, (which boasts 2 wineries, antique shops, restaurants, Bed &
Breakfasts that attract tourism) was designated by the federal government as the first American
Viticultural Area (AVA), and one around Hermann, Missouri, was designated an AVA in 1983. Much
of the region of the Missouri Rhineland from Augusta to Jefferson City along the Missouri River is
part of the larger Ozark Mountain AVA. Winning national tasting awards, the state's wine industry
contributes to both the agricultural and tourist economies.

Because of its distinctive conditions, the Hermann area was designated an American Viticultural

Area (AVA) in 1983. The southern part of the county is within the larger Ozark Highlands AVA,
established in 1987.

10
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Today, the vineyards and wineries contribute to the agricultural and heritage tourism economies, with
winery tours and wine tastings. Stone Hill Winery, the largest winemaking business in the state and
Hermannhof Winery are in the town. Located 2 miles south of town off Missouri Highway 100 West
is Adam Puchta Winery, the oldest continuously family-owned winery in the nation, under direct
family ownership since 1855. Bias Vineyards is less than 8 miles east near the city of Berger on
Missouri Highway 100. Also included in the Hermann AVA are Oakglenn Vineyards and Winery, 2.5
miles east of Hermann; Bommarito Estate Almond Tree Winery; and Rébbler Vineyards and Winery
near the community of New Haven.

(Source: Wikipedia, Visit Hermann website)

Visit Hermann Visitor Profile Research November 2020
Recently the City conducted a study that sampled 711 responses from the regional population within

a 300-mile radius of Hermann, MO from a list provided by the local Convention & Visitors Bureau.
Some of the key takeaways were added to this report for background information. The full report in
in the Addenda of this study and was completed by H2R Market Research of Springfield | Branson |
Bentonville.

Key Takeaways

“Strong potential for future visitation growth. Because there are more than eight in ten travelers in the
market potential who have not visited recently, Hermann has strong potential for future growth. The
key is to capitalize on the emotional and functional needs of travelers in the region to persuade them
Hermann is the destination of choice in the post-viral world.

Market buzz advances favorable opinions. Seven in ten travelers have a favorable opinion of Herman,
MO—tied for first place with St. Genevieve and Augusta. Additionally, 25 percent of area travelers
have heard friends/family talking about the area in the past six months—and their opinions have
become much more positive as a result. Neatly three in ten travelers say their opinion of the area has
become more favorable in recent months while only 1 percent say it has become less favorable...
Perhaps most important is the fact that the intent to recommend Hermann to friends and family is so
high. More than eight in ten say they will promote the area while only 6 percent would consider
themselves a detractor. This gives Hermann a Net Promoter Score of 79 percent—the highest of all
destinations in the competitive set. This is likely why more than a third of travelers say they intend to
visit Hermann in the next 12 months, and another 32 percent indicate that Hermann is at the top of
the consideration set.”

“Wine Country. Hermann has done a great job of differentiating itself from other Missouri
destinations as the place to visit for wine, history, food and culture. In unaided comments, these were
the top words and phrases used to describe what sets Hermann apart from other area destinations.
Travelers were also most likely to agree that the statements that describe Hermann best are “filled
with history, culture and heritage experiences” (93 percent), “easy to get around” (89 percent) and
“provides a consistent, high-quality experience” (87 percent).

11
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Compared to the attribute’s travelers find most important when considering leisure destinations,
Hermann’s strengths include the great entertainment and nightlife, unique local restaurants, ease of
wayfinding and the consistently high-quality experience it provides. Secondary strengths that support
the high-quality experience in Hermann include the history, culture and heritage, and the variety of
different festivals and events throughout the year.”

“Emotional and functional drivers. The functional reasons most travelers visit Hermann are for
recreational day trips and vacations/getaways—not common for destinations the size of Hermann.
Typically, destinations this size are driven by visitation of friends and family. Of course, there are more
than just functional reasons to visit Hermann. Emotions also play into decisions to travel just as much
as attractions, hotels, and restaurants. Two-thirds of travelers visited Hermann because they wanted
to spend time connecting with friends/loved ones and get away from the stress of everyday life. In
otder to do these things, travelers visited the local wineries, distilleries and breweries, local shops, and
local restaurants. In fact, it was the wineries, distilleries, breweries, and restaurants that were
most likely to inspire a visit in the first place.” This demonstrates the strength of the Subject
Markets tourism impact.

“Evolving visitor profile. Hermann has long appealed to adult visitors, with a healthy dose of family
visitation as well. However, the pandemic has changed who is willing to travel now and in the near
future. Those who plan to visit Hermann soon are significantly more likely to skew toward adult
couples who are older and who earn higher household incomes.”

“Barriers to visitation. Those who have not visited Hermann say in their own words that it is due to a
lack of interest, a lack of knowledge about Hermann and a preference for other destinations.
Additionally, travelers rated stated reasons for not visiting—with the top rated-barriers being that they
have other places they prefer to visit (59 percent), they don’t know enough about Hermann to make
an informed decision (56 percent) or haven’t had anyone recommend it to them (55 percent). But we
know many people have a difficult time verbalizing their true hurdles to visitation, and these stated
reasons are often just surface excuses for what really keeps visitors away. Using our derived barrier
methodology, having a preference for other destinations, having a lack of interest in Hermann, having
no compelling “must see” experience and not offering enough variety to everyone in their traveling
party rise to the top. We believe these “derived” bartiers provide a clearer explanation for non-
patronage.”

Community Tourism

“Visiting wineries, local shops and local restaurants are most popular among Hermann Visitors.
Furthermore, the wineries and local restaurants are what drives visitation in the first place with nearly
60 percent of visitors responding.”

12
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Opportunity & Proposed Hotel Project Concept
The City of Hermann is a tourist destination and social group market known for weddings and events.

The City is looking for a development opportunity meeting the needs of the community’s plan to
further stimulate the local economy and increase tourism. The opportunity exists to enhance the City’s
ability to accommodate larger wedding and event groups by developing a larger hotel that could
accommodate groups and transient guests.

Currently, the area has a defined sense of place and identity, as well as local businesses, traveler support
services attracting visitors and creating uses that would contribute to its growth as a vibrant tourism.
This market feasibility study was commissioned by the community to see if the market and community
could support a lodging facility. The purpose of the study is to analyze regional supply & demand and
determine if a lodging facility in the community (and its various sites) could be supported.

SECTION 4 — SUBJECT SITE ANALYSIS

Accessibility

Hermann is located in east central part of Missouri on US Highway 19 at the intersection of US
Highway 100 on the southern shores of the Missouti River. The community is accessible to St. Louis,
Jetferson City and Columbia. The city is a rural community located on US Highway 19 running north
to McKittrick and south to Swiss.

The Proposed Hotel should be accessible and would service regional businesses and local tourism.
Relative to hotels in the greater market, the subject site is conveniently located for transient and group
travelers in the greater region and its location as a destination could be a more attractive offering than
the typical highway locations. Regional access to/from the City and the Subject Hotel, in particulat, is
considered good. The Proposed Hotel’s market is served by a variety of additional local driving and

train routes.

Primary vehicular access to the property is provided by US Highways 19 & 100. The community is
relatively easy to locate yet off the beaten path in rural Missouri. Overall, the area benefits from its
inability to be very accessible yet close in regional proximity to a populous area. Airport access to the
Subject Hotel is served by the greater St. Louis area, Jefferson City or Columbia which is
approximately one-hour drive from the Subject Hotel.

13
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Below is a list of major regional cities, their distances, and approximate drive times to the subject

market:

* St Louis, MO—79 miles (1 hour 25 minutes)

¢ Columbia, MO—065 miles (1 hour 5 minutes)

e Jefferson City, MO —48 miles (1 hour)

* Rolla, MO—67 miles (1 hour 18 minutes)

e St. Charles, MO —60 miles (1 hour)

* Springfield, I.—169 miles (2 hour 38 minutes)

* Kansas City, MO—188 miles (2 hours 50 minutes)
* Springfield, MO—180 miles (3 hours)

¢ Des Moines, IA—287 miles (5 hours)

¢  Chicago, II—369 miles (5 hours 45 minutes)

Greater Market Location
This regional market offers a variety of tourism and social events and there are a variety of non-

traditional lodging facilities and hotel businesses in-the greater region. Most of the regional supply
features a mix of limited-service and economy properties. catering to mostly transient and group
demand of the subject market.

There is an opportunity to provide in the subject market a focused experience targeted to both group
and transient demand. An upscale lodging facility, a class of hotel that is mostly underserved in the
greater market region and specifically this community, could be a destination for the community and
local businesses. A new destination facility would add inventory that is not locally found and would
be uniquely competitive. In doing so a project of this sort could-attract additional market share that is
hard for regional existing inventory to accommodate, and the Project would induce additional regional
demand. Currently there is a high level of regional demand and tourism in the community and
neighboring communities mentioned previously. This region offers many popular tourism
destinations throughout the market with an economy positioned for new tourism.

The market analysis will help define the market position of the project and financial expectations of
this opportunity defined by the facility design in this location. Suggestions will be made on the
competitive amenities deemed necessary for proper positioning. The position of a lodging facility and
entertainment and tourism attractions could create tourism in the segments to include both social

leisure and corporate demand.

14
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City of Hermann, MO—Subject Market Economic Profile
This section of the report will highlight general economic conditions for the market area by reviewing

various research sources, including independent reports on population, demographics, and lodging
statistics within the region. This overview does not in itself determine the potential success of the
hotel in the greater market, however, it offers insight into the stability and growth potential of the
community and will directly affect the conclusions reached in this study.

Welcome to Missouri’s Most Beautiful Town
Voted a Best of the Midwest destination by AAA members

Tucked away in the Missouri River Valley, about an hour west of St. Louis, Hermann is a picture book
village where clock towers and steeples rise above tidy brick cottages. When church bells toll, the
imagination drifts easily from the banks of the Muddy Missouri to the Rhine.

Today tourism is Hermann’s number-one industry. The town’s natural beauty and Old-World charm
attract visitors in search of the quiet pleasures of an earlier era. Numerous wineries in and around
Hermann offer tasting and tours, and much of downtown is a historic district where restaurants, shops,
galleries, and museums have given 19th-century buildings a new lease on life.

The market economic base is diversified with a relatively equal distribution among the finance,
manufacturing, wholesale/retail, education, health care, and services sectors. Hermann is a fourth-
class city governed by an elected mayor and Board of Aldermen. A full-time city administrator, who
is hired by the Board of Aldermen, directs the day-to-day operations of city government.

The City 1s divided into two voting wards—Ward 1 on the east side of the town and Ward 2 on the
west. Each ward elects two aldermen, who serve two-year terms. The mayor is elected at large, also
for a two-year term

Economy
Missouri’s Rhine Village

“It is commonly believed that the Hermann area’s resemblance to the Rhine Valley prompted scouts
from the German Settlement Society of Philadelphia to choose the site for a colony on the American
frontier. Dismayed at how quickly their countrymen were being assimilated into American society, the
Philadelphia Germans dreamed of building a new city on the American frontier that would be
“German in every particular.”

By the turn of the century, Hermann’s winemakers had become wildly successful. Stone Hill Winery
had grown to be the second largest winery in the country and was winning gold medals at World’s
Fair competitions around the globe. The town’s numerous vintners were producing an incredible three
million gallons of wine a year. In its glory days Hermann was a rollicking river port with a tavern on
every corner and the largest general store between St. Louis and Kansas City.

15
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The party ended with the one-two knockout punch of anti-German sentiment provoked by World
War I and the Volstead Act of 1919. Prohibition sent Hermann reeling into the Great Depression a
full decade before of the rest of the country. The only silver lining was that economic ruin meant there
was no money to tear down the old buildings.

Now restored, those historic buildings have been given new life as homes and businesses. Hermann’s
Old-Wortld charm, coupled with a beautiful setting, now attract thousands of visitors annually.”

The Hermann Industrial Park
The 110-acre Hermann Industrial Park, which overlooks the Missouri River just east of Hermann, is

divided into 12 sites, which may be purchased singly or in combination.
(Source: Wikipedia & Hermann EDC)

Tourism

“Tucked away in the Missouri River Valley, Hermann is a picture book village where red brick
buildings and rolling vineyards welcome you to Missouri-Wine Country. Hermann is wine
country...and so much more! Need help navigating through all your options? Request your official
Willkommen Visitor Guide to help plan your perfect getaway to Hermann.”

The city is the commercial center of the Hermann American Viticultural Area, whose seven wineries
produce about one-third of the state's wine. Designated in 1983, it is one of the first federally
recognized American Viticultural Areas. The designation recognized the renaissance of an area of
vineyards and wineries established by German immigrants during the mid-19th century. Shut down
by Prohibition, it began to revive in.the 1960s. Today the areas wine producers manufacture more
than 178,000 gallons of wine annually.

Hermann holds a Maifest during the third weekend in May and an Oksoberfest the first four weekends
in October. Hermann also calls itself the sausage-making capital of Missouri.
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Weddings

From venues with dramatic views to more than 300 guest rooms in all price ranges, Hermann is the
perfect setting for an unforgettable Wine Country wedding. Ceremony locations include the Captain
Wohlt Inn, Hermann Hill Weddings, Inn at Hermannhof, Lost Creek Vineyard, Sage Mountain
Recreation Area, Stone Hill Winery and Vinchester Inn. Little Piney Lodge in the city of Hermann 10
minutes out of the city center is also a popular event center catering to more than 50 weddings

annually.

Hermann Hill Inn Weddings & Events

“Sitting high atop the rock bluffs of the Missouri River and surrounded by rolling hills and lush
woodland lies the perfect backdrop to your day. Hermann Hill Weddings is known for dramatic
sunsets on the water and exceptional hospitality. The facility has 10+ onsite wedding coordinators, in-
house chef, and on-site lodging (5 cottages with 12 rooms in total catering to the wedding party) add
to the charm of this popular and stunning destination, with the village of Hermann just a stone’s throw

away.”

The Consultant toured the event center-and onsite lodging at the event facility, and it is estimated that
the facility does more than 100 weddings annually with the typical wedding having 200 attendees. The
facility can accommodate up to 400 individuals and they have been in business since 2007.

Katy Trail
The Katy Trail State Park is a state parkin the U.S. state

of Missouri that contains the Katy Trail, the country's

longest recreational rail trail. It runs 240 miles, largely along

Kanisas City

the northern bank of the Missouri River, in the fight-of-
way of the former Missouri—-Kansas—Texas Railroad. The

Washingtorr™/
(
\

trail is open year-round from suntise to sunset and it 5 N

Jefferson
City

serves hikers, joggers, and cyclists. Its hard, flat surface is
made of crushed limestone. 1

— 1 — 9

Katy Trail State Park S
Missouri Department of Natural Resources S

The nickname "Katy" comes from the phonetic —— o

(mi)

pronunciation of "K'T", a short form of the railroad's abbreviated name, MKT. Sections of the Katy
are also part of the Lewis and Clark National Historic Trail and the American Discovery Trail. What
is most significant for the subject market is that the city of Hermann has an Amtrak stop in the
community and is minutes across the river to the north with an access to the Katy Trail at the 100-
mile marker (in Hermann). This makes the community an easy point to do a portion of the trail west
of St. Louis or East of Jefferson City, MO. This also makes Hermann a great stop for the night to
experience the local tourism, wineries, distilleries, and restaurants along the trail.

(Source: Wikipedia, Visit Hermann website)
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Hermann Lodging

The community boasts more than 300 guest rooms — from luxury suites to cozy cottages, historic
homes, and inns throughout the community. Most all are short-term rental properties that are
independently owned. The community has a few hotels that are independent and owner operator
managed businesses. There are no traditional lodging facilities or franchise properties in the
community. As defined later the existing small lodging facilities in the community range from 18-24

rooms in size.

The Visit Hermann website boasts that if you are “traveling with a collection of family or friends?
There are plenty of vacation rentals large enough to accommodate groups of almost any size. Looking
to connect with nature? RV and tent camping options are available for you, and with endless options
for hiking, biking, and outdoor adventures, the Hermann area is an outdoor lover’s dream. We hope
you enjoy your stay in or near Missouri’s Most Beautiful Town and come to visit us again soon.”

(Source: Visit Hermann website)
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SECTION 5 - REGIONAL HOTEL MARKET & COMPETITIVE ANALYSIS

The first step in the process of forecasting the potential rate and occupancy of the Subject Hotel is to
understand historical trends of the nation, market, competitive set, and the region in which the
property resides. The purpose of this section is to investigate current regional supply and demand
trends of the competition, compare them to national trends (as indicated by the competitive market)
and to then set forth a baseline and benchmark to project future supply and demand growth of the
market and competition.

Hotels are typically defined by service levels and market class, defined next. These factors will help in
comparing the performance of regional properties and estimating future demand levels of a given
market. This will assist in the evaluation and impact when repositioning a property or adding new
market supply in the form of a new project. The goal of growth estimation as it relates to trends in
occupancy and the average rate in a group of properties (defined as a competitive set provided later
in this section) allows us to base future projections of the Subject Hotel on market data collected, as
seen in the included tables.

Type of Hotels Defined
The competitive market set(s) is typically made up of several types of hotels offering a variety of

services, staffing levels, amenities, outlets, rooms, and room types. The types of lodging facilities
across the U.S. are ever-changing in today’s market with the growing popularity of experiential
facilities. The differences in service levels, design and offerings at properties typically result in varying
types of guests and average room rates travelers are willing to pay for lodging. Pricing of rooms based
on amenities has a direct result in occupancies based on guest usage.

Hotels are traditionally categorized based on the level of service, style of hotel and its amenities all of
which are delivered to travelers at different pricing levels. The various types of lodging facilities found
in most markets are traditionally categorized based on the level of service, style of hotel and its
amenities and will be classified into one of the following segments.

Full-Service Hotel

These facilities are generally mid-priced, upscale, or luxury hotels with a restaurant(s), lounge(s)
facilities, and multiple meeting and event spaces as well as higher service levels, often including bell
service, valet, concierge and room service. These hotels report multiple departmental revenue sources
most commonly rooms, food & beverage, and others such as valet, spa, water park and banquets.
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Limited-Service Hotel

These properties are hotels with rooms-only operations (i.e., without food or beverage service) or
hotels that offer a bedroom and bathroom for the night but few other services or amenities. These
hotels are often in mid-priced, budget, or economy groups and do not report food and beverage

revenue.

Select Service Hotel

The term select service has evolved over the last 10 years. Once hotels strived to be all things to all
travelers and now the attention has shifted to designing properties for different travel occasions or
more specific to certain traveler’s needs and expectations. Historically speaking a significant segment
of the target customer did not want to pay for services they were not utilizing like meetings and event
space or a restaurant; developers chose not to build those amenities and limited-service hotels
emerged. Today in some markets hotels need certain offerings or amenities to make the property
competitive and to compensate for lack of area services not represented in a regional marketplace and
select service properties emerged. This has become very challenging for branded hotels not
conforming to a brand standards model or one that fits all markets; and thus, this select-service
differential spurred the boutique development arena. Boutique hotels are select service or focused
service properties by design offering need or perceived necessary unique services to attract or induce
demand.

Motel or Seasonal Motel/Bed & Breakfast

These properties are usually economy, modest, or small private, unique hotel environments that
differentiate themselves from larger chain/branded hotels by providing personalized accommodations
and services/facilities. Typically, they are furnished in a themed, stylish, ot inspirational manner and
can be quite experiential. They are usually considerably smaller than mainstream hotels, often ranging
from 10 to 50 guest rooms. They might offer minimal food & beverage outlets or only offer guest
room accommodations.

Shared Residences, Home & Apartment Rentals

The introduction of unique lodging offerings by providers such as AirBnB has transformed the
lodging industry in the past few years, much as Uber and Lyft have done with the hired car industry.
Home and apartment rentals through Vacation Rental by Owner (VRBO), HomeAway, and AirBnB
added inventory to many compressed (or under supplied and high demand) markets. These markets
were then perceived as expensive markets due to limited or the lack of supply based on high barriers
of entry; These markets often reported average rates for overnight accommodations are 5-10 times
the country’s national industry average in rate.
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In some places like San Francisco, Silicon Valley and New York, residents rent their homes to travelers
in order to pay the rising cost of rent. High rates of hotel occupancy in these markets and their rising
rates have made these options (shared residences) viable for travelers and residents creating a new
type of demand and are now found in almost every community. These lodging facilities are and have
been very common in vacation destination markets throughout the country with ample inventory and
seasonal demand; yet offer a different type of accommodation sought by those visiting for longer
periods of time or those with small groups and families traveling together.

Resort Hotels

Resort hotels are more of a destination driven type and could be defined as a limited service or full-
service properties. Resort properties typically utilize a prime location to influence the development,
amenities, and demand. In traditional destination resort markets, amenities such as a spa, sports or
recreation facilities, waterparks, event space, gaming and retail are provided and required for market
flexibility to varying consumers. Resort programming, site layout, accessibility to attractions, and
design are critical to the success of this property type.

Today many resort amenities are often-added to non—resort properties to broaden the markets and
travelers they attract. It is not just travelers on vacation that seek resort facilities but also groups of
travelers in various market segments such as social, educational, meeting, incentive, and conventions,
which are increasingly looking for properties to attract regional participants and attendees. Resorts
often add value to the overall event and can be influenced by cultural or environmental factors.

Boutique Hotel

Boutique or Lifestyle Hotels can consist of limited, select, or full-service lodging properties that are
typically described as “small hotels” which have between 10 and 120 rooms (and usually under 100
rooms) in unique settings or locations, and key markets with upscale accommodations through a
focused design niche. Boutique hotels began appearing in the 1980’s in major cities like London, New
York, Chicago, and San Francisco.

Today ownership groups and brands alike have independent and boutique hotels in most markets
throughout the U.S. Changing traveler tastes and technology have also opened the door for larger
brands to follow the boutique hotel model. Recent acquisition of boutique brands like W Hotels,
Moxy, of Joie De Vivre and Kimpton by the industry leading brands like Marriott and Intercontinental
Hotel Group (IHG) are signs of this segment’s growing popularity and industry foothold.

Beginning in the '90s, hotel chains, with W Hotels leading the charge, started recognizing the boutique
hotel model as a concept they could adopt. Large hotel brands and franchises used to prize uniformity,
highlighting "no surprises" in their advertising. Today, uniformity does not carry the same weight in
lodging facilities. Today’s travelers are looking for something that is genuine, that respects local
materials and culture and traditions and food. Boutique and independent hotels started off as
synonymous, but that is no longer the case. Kimpton is one example: While it retains its "boutique”
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identifier and most hotels are different with a variety of amenities and design features, Intercontinental
Hotels Group acquired the brand in 2015.

Boutique hotels constantly adapt to the changing expectations of travelers. Instead of prescribed
standards and design and service uniformity, modern travelers want to experience something novel
when they are on the road. It is an appetite that social platforms are fueling and guests’ desire.

Market Class & Chain Scale
“Market Class” is an industry categorization of both chain-affiliated and independent hotels. The class

for a chain-affiliated hotel is the same as its chain scale. An independent hotel is typically assigned a
class based on its ADR relative to those of the chain-affiliated hotels in its geographic proximity, as
defined by national brands, trends and reporting agencies.

Chain scale segments are a method by which classes of similar hotels are grouped based on the actual
average room rates they yield, and the estimated development costs required to position them in the
scale. Understanding which class the Proposed Hotel will compete allows it to be measured against
national averages. National firms, such as formally known Smith Travel Research (now STR) and PKF
Hospitality Research, forecast industry benchmarks based on the following market class and chain
scale segments categorized as follows:

¢  Luxury Chains

¢ Upper Upscale Chains

¢ Upscale Chains (potential chain scale of the Subject Hotel)

¢ Upper Midscale Chains (potential chain scale of the Subject Hotel)

*  Midscale Chains

* Economy Chains

* Independents or Unaffiliated
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Market Competition and Chain Scale
The Consultant analyzed and reported on the subject area’s lodging facilities and the corresponding

chain scale within a limited 30-mile radius of the subject market. The Consultant identified 23 hotels

with 928 total rooms and reported them in the following chain scale or market class:

Hotel Market Competitive Set
SUBJECT MARKET NUMBER OF HOTELS BY CHAIN SCALE

CHAIN SCALE NUMBER OF PROPERTIES NUMBER OF ROOMS %

Luxury 0 0 0%
Upper Upscale 2 118 13%
Upscale 1 11 1%
Upper Midscale 2 135 15%
Midscale 3 162 17%
Economy 15 502 54%
Unaffiliated 0 0 0%
Total 23 928 100%

(Source: Consultant & STR)

The current mix of properties in the market shows: 15 facilities in the economy segment representing
54 percent of the total market; 3 ‘properties with 17 percent of rooms inventory in the midscale
segment; 2 properties or 15 percent of rooms inventory in the upper midscale segment, 1 property in
the upscale segment and 1 percent market share, 2 in the upper upscale segment representing 13

percent of the market share and no luxury segment facilities.

The majority leader in the market are the 15 facilities and 54 percent of rooms inventory representing
the economy segment. There were a handful additional small independent properties that feature 20
ot less rooms that were not considered in these numbers. Again, most of the market supply is
independent properties catering to the leisure traveler likely seeking seasonal demand and do not meet
the need of basic travelers. The limited supply and age of the properties in this segment creates an

opportunity for new product.

Largest Hotel Groups
One of the continuing trends of the past decade has been the growth of hotel companies to create

and expand brands into every niche, including extended stay, boutique, fractional, shared spaces, and
vacation rental. These companies typically do not own their hotels, but brand them and provide the
support, advertising, group sales and other services for the hotel owners for a fee.

The table following shows the top ten hotel groups in the world, by number of rooms.
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Largest Hotel Chains Worldwide
Hotel Groups by Property & Room Count 2019
Avg.

Company Brand Examples Hotels Rooms  Rooms/Hotel
Marriott International Sheraton, W Hotels, Courtyard 7,642 1,420,000 186
Hilton Worldw ide Hilton, Astoria, Doubletree, Hampton 5,500 939,297 171
Intercontinental Hotels Group (IHG) Holiday Inn, Holiday Inn Express 5,400 842,759 156
Wyndham Hotel Group Wingate, Days Inn, Super 8 9,000 809,933 90
Choice Hotels International Comfort Inn, Quality Inn, Econo Lodge 6,600 572,659 87
Best Western Hotels & Resorts Bestw erstern Premier, Plus, Vib 4,200 371,871 89
Hyatt Hotels Corp. Hyatt 700 213,173 305
Radisson Hotel Group Country Inn & Suites 1,200 181,185 151
40,242 5,350,877 154

(Source: Consultant & STR)

With 30 brands in its portfolio, Marriott International has become the largest hotel company in the
world with the acquisition of Starwood Hotels with over 1.42 million guestrooms and 7,642 properties
in 2020, up from 7,349 in 2019. Meanwhile, competitor Hilton Worldwide, which is followed closely
by Intercontinental Hotels Group, had around 1,500 less properties in 2020. However, fellow U.S.
hotel chain Wyndham Hotel Group led the 2020 ranking of the top hotel companies by number of
properties, accounting for over nine thousand units in its global portfolio. Wyndham has the largest
number of properties with the brand Super 8 leading their portfolio.

Franchise Affiliation by Class

The following table represents segments by chain scale, the various brand franchises and independent
collections of hotels commonly found nationally (and is not an extensive list of lodging offerings).
Many brands and franchise companies offer a vatiety of hotel franchises vertically throughout
competitive segments or scales in ordetr to compete in similar markets with diverse lodging options;
at comparable price points and consumer segments loyal to brand affiliation. Please note, the table is
not a complete list of hotels by chain scale.
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Smith Travel Research (str) Global Chain Scales

Franchise Brands Luxury Upper Upscale Upscale Upper Midscale Midscale Economy
Starw ood Collection Luxury Collection  Westin Aloft
by Marriott St. Regis W hotels  Sheraton Four Points
Le Meridan Sheraton
Design Hotels Element
Marriott JW Marriott Autograph Collection AC Hotels Fairfield Inn Tow n
Ritz Carlton Marriott Hotels Courtyard Place Suites
Edition Renaissance Residence Inn
Bvlgari Hotels Gaylord Springhill Suites
Tribute Moxy Delta
Hilton Conrad Canopy Doubletree Doubletree Club
Waldorf Astoria Embassy Suites Hilton Garden Inn Hampton Inn
Curio Homew ood Hampton Inn &
Hilton Hotels Suites Suites
H2 Suites
Hyatt Grand Hyatt Park Hyatt Hyatt House
Hyatt Hyatt Regency Hyatt Place
InterContinental IHG InterContinental IC Hotels Ascend Comfort Quality Inn Rodew ay
Hotels Wyndham Hotels Cambria Comfort Inn Baymont Suites Red Roof
Kimpton Hotels Clarion Comfort Suites Candlew ood
Indigo Crowne Plaza _ Holiday Inn Suites
Staybridge Holiday Inn Haw thorn
Even Hotels Express Suites
Radisson Radisson Blu Radisson Country Inn &
Radisson Red Suites
Park Inn
Best Western BW Premier BW Plus Best Western
Vibe Signature
Wyndham Wyndham Grand La Quinta Travelodge
Dolce Hotels Haw thorn How ard
Suites Johnson
Wyndham Ramada Days Inn
TRYP Wingate Microtel
Dazzler Baymont Super 8
TM Trademark Amerininn
Wyndham
Garden
Independent Collections |Four Seasons Affina Hotels Club Med Best Hotels
21c Museum Hotels Ace Hotel Group Great Wolf Americas Best Extended
Lodge Suites Stay America
Fairmont Joie De Vivre Citizen M Crossings Value Place
GrandStay
Sofitel Omni Aqua Hotels Red Lion America Best
Dream Hotels Allegro Inn & Value
Mandarin Oriental ~ Swissotel Club Med Settle Inn Budgetel
Low es Hotels Hard Rock Hotels Graduate Hotels Motel 6
Thompson Hotels NY LO Hotel

Trump Hotels
Destination Hotels

*Not a complete list of all hotels
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Trend Analysis
When analyzing a market, it is important to identify and understand the trends of occupancy, average

rate, and revenue for groups of hotels, whole market patterns, and segments of specific properties;
and compare them to national trends. STR, INC (STR) formally known as Smith Travel Research is
the industry leader in gathering and sourcing hospitality data and is used specifically to report trend
information by the majority of active properties worldwide. The company tracks supply and demand
data for multiple market sectors, including the global hotel industry. STR provides market share

analysis for all major hotel chains and brands in North America, Europe, Asia Pacific, Middle East,
and Africa.

STR has the most comprehensive database of hotel performance information available to the industry.
STR is an independent research firm that compiles and publishes data and trends on the lodging
industry, and this information is routinely used by hotel operators, franchises, buyers, developers, and
lenders. All branded and franchised hotel chains in the world report their performance to STR as a
requirement of the franchise.

STR/Costar

STR’s world-leading hotel performance sample comprises 68,000 hotels and 9.1 million hotel rooms
around the globe. STR provides premium data benchmarking; analytics, and marketplace insights for
global hospitality sectors. Founded in 1985, STR maintains a ptesence in 15 countries with a corporate
North American headquarters in Hendersonville, Tennessee, an international headquarters in London,
and an Asia Pacific headquarters in Singapore. STR was acquired in October 2019 by CoStar Group,
Inc. NASDAQ: CSGP), the leading provider of commercial real estate information, analytics, and
online marketplaces. For more information, please visit stt.com and costargroup.com.

Units of Performance Measurement

Nationally, hotels and competitive properties are measured by three key performance indicators or
benchmarks: Occupancy, Average Rate, and Revenue per Available Room (RevPAR). Occupancy identifies the
number of sold rooms in a given period and measures demand. Average Rate identifies the average
selling price during a given period of time. Lastly, RevPAR is a measure that, regardless of hotel size,
occupancy, and average rate, compares revenue for each room the property has in its inventory or
supply. RevPAR takes the total revenue and divides it by the total rooms a facility has to offer, giving
a standardization of performance measurement. This number is a baseline measure, allowing a uniform
comparison of hotels within the competitive set regardless of property size. (See industry definitions
in the Glossary attached for clarification of terms.)
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National Hotel Market Trends

National historic trends are important to any hotel development or potential project because all

markets face similar supply-and-demand challenges, benchmarks, and indicators of market changes.
National trends identify baseline projections and thresholds for key performance indicators. The
Subject Hotel’s local lodging market is most directly affected by the supply and demand trends within
the immediate area but are also influenced by conditions nationally. National lodging trends will be
summarized to provide baseline of performance and a background for the forecast of the supply and
demand for the Subject Hotel’s and that of its competitive set. The following information on national
trends demonstrates the characteristics of the U.S. Lodging Market as reported by STR through
available full year 2019, 2020 and 2021. Drastic changes in the reporting statistics are highlighted in
the following table.
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US Lodging Industry Annual Trends in Occupancy, ADR, & RevPAR
1992- 2022
AVAILABELE OCCUPANCY AVERAGE ADR REVENUE REVPAR
REFRESENTATIVE MNATIONAL PERCENT DAILY PERCENT FPER PERCENT
YEAR OCCUPANCY  CHANGE RATE CHANGE AVAILABLE ROOM CHANGE
1992 61.9% $59.62 $36.90
1993 63.1% 1.9% $61.30 2.8% $38.68 4 8%
1994 64.7% 2.5% $64 24 4 8% $41.56 7.4%
1995 65.1% 0.6% $67.17 4 6% $43.73 5.2%
1996 65.0% -0.2% $70.81 5.4% $46.03 5.3%
1997 64.5% -0.8% $75.31 6.4% $48 57 5.5%
1998 63.8% -1.1% $78.15 3.8% $49.86 2. 7%
1999 63.1% -1.1% $81.29 4 0% $51.29 2.9%
2000 63.5% 0.6% $85.24 4.9% $54.13 5.5%
2001 59.8% -5.8% $84 45 -0.9% $50.50 6.7%
2002 59.0% -1.3% $83.20 -1.5% $49.09 -2 8%
2003 59.2% 0.3% $83.28 0.1% $49.30 0.4%
2004 61.3% 3.5% $86.70 4 1% $53.15 7.8%
2005 63.1% 2.9% $91.29 5.3% $57 61 8.4%
2006 64.2% 1.7% $96.77 6.0% $62.13 7.8%
2007 64.1% -0.2% $102.38 5.8% $65.63 5.6%
2008 60.4% -5.8% $106.55 4 1% $65.61 0.0%
2009 54 5% -9.8% $98.20 -7.8% $53.55 -18.4%
2010 57 6% 5.7% $98.08 -0.1% $56.47 5.5%
2011 60.1% 4 3% $101.64 3.6% $61.06 8.1%
2012 61.4% 22% $106.10 4 4% $65.17 6.7%
2013 62.3% 1.5% $110.35 4 0% $68.69 5.4%
2014 64.4% 3.4% $115.32 4 5% $74.28 8.1%
2015 65.6% 1.9% $120.01 4 1% $78.67 5.9%
2016 65.5% 0.0% $123.97 3.1% $81.19 3.2%
2017 65.9% 0.9% $126.72 21% $83.57 3.0%
2018 66.2% 0.5% $129.83 2.4% $85.96 2.9%
2019 66.1% 0.2% $131.21 1.1% $86.76 0.9%
2020 44.0% -33.4% $103.25 -21.3% $45.48 -47 6%
2021 57 6% 30.9% $12467 20.7% $71.87 58.0%
Percent Change from 2019 -12.6% 4.8% -16.8%
STR 2022 Forecast  63.8% 10.8% $132.00 5.9% $84.20 17.2%
Avg. Annual CAGR From 1992 -0.25% 2.58% 2.33%
Avg. Annual CAGR From 2000 -0.46% 1.83% 1.36%
Avg. Annual CAGR From 2010 0.00% 2.20% 2.22%
Avg. Annual CAGR From 2015 -2.14% 0.64% -1.50%
Note: CAGR = Combined Average Annual Growth Rate

(Sonrce: Consultant & STR)

STR has been reporting trends of hotel markets to operators and owners since its inception in the
mid-1980s (1985-1988 when it started collecting and sharing data). Prior to 2015, national occupancy
last peaked in 1995 at 65.1 percent and decreased to a low of 59 percent after the 9/11 terrorist attacks
on the United States. The latest recession of 2009 was the most severe drop in the hotel industry
occupancy, recording a 54.5 percent historical low, nearly a 10 percent-point drop in demand. Average
daily rate hit its high in 2008 at $106.55 and bottomed two years later in 2010 at a reported $98.08.
The recession’s severe impact on the industry resulted in significant RevPAR decline reported at -18.4
percent (an all-time high percentage change).
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Demand growth resumed in 2010, led by select markets recording trends in the fourth quarter of 2009.
A return of business travel and some group activity contributed to these positive trends with
occupancy up 5. percent and yet ADR remained nearly flat. The resurgence in national demand was
partly fueled by the significant price discounts and the use of newly created and highly competitive
advertising sources widely available in the first half of 2010 which seemed to transition out in the latter
half of the year, balancing much of the early rate loss. Demand growth remained strong, but
decelerated from 2011 through 2013, decreasing at rates of 4.3 percent, 2.2 percent, and 1.5 percent,
respectively. Demand growth then surged to 4.0 percent in 2014, driven by, among other factors a
strong economy, a robust oil and gas industry and limited new supply.

By 2014, national occupancy had surpassed the 64 percent mark, a benchmark and key performance
indicator not achieved since 2007. Average rate rebounded similarly during this time, notching 4.0
percent annual gains from 2011 through 2014. Since 2014 and 2015, the industry saw much needed
improvements, resulting in the reporting of record statistics almost annually. The occupancy in 2014
at 64.4 percent was the strongest year since 1997—a twenty-year recession in demand — with an
average rate at $115.32 — highest ever reported annually — and revenue per available room at $74.27,
which was up over 8 percent from 2013.

In 2015, demand continued to outpace supply growth (a trend sinece 2010.) The U.S. reported an all-
time high with record occupancy for the year at 65.6 percent, up 1.9 percent and ADR at $120.01, up
4.1 percent. This trend would continue in 2017 with growth in occupancy to 65.9 percent, average
rate at $126.72 and RevPAR at $83.57.

In 2018 the industry continued its record-breaking numbers reporting occupancy at 66.2 percent —
an increase of 0.5 percent and an average rate of a then all-time high of $129.83. The recorded revenue
per available room was at $85.96 up 2.9 percent from the ptior year. This combined with occupancy

and average rates makes 2018 the strongest year on record going back nearly 30 years.

In 2019, U.S. hotels posted additional industry benchmarks including flat occupancy growth at 66.1
percent compared to 66.2 percent in 2018; ADR rose 1 percent to $131.21, and RevPAR increased
0.9 percent to $86.76 compared to the previous year. The U.S. hotel industry registered record-
breaking performance levels during 2019 but its lowest growth rate in revenue per available room
(RevPAR) since the current cycle began in 2010, according to data from STR.

29



Hotel Market Analysis
Hermann, MO
August 2022

In addition to 2020, U.S. hotel occupancy failed to reach 60 percent for just the second time since
2011. On a nominal basis, 2021 ADR was the fourth highest on record. The country’s RevPAR level
was its second lowest in eight years behind only 2020. Among the Top 25 Markets, Tampa reported

the highest occupancy level (68.4 percent), which was still down 5.2 percent from the market’s 2019

benchmark. None of the Top 25 Markets experienced an occupancy increase over 2019.

Comparison of 2021 to 2019:

Occupancy: 57.6 percent (-12.6 percent)
Average daily rate (ADR): $124.67 (-4.8 percent)
Revenue per available room (RevPAR): $71.87 (-16.8 percent)

Key Points

From 2016-2018 hotels reported the strongest years on record for the lodging industry in
total occupancy, average rates, and revenue generated.

In 2017 and 2018, hotels in the United States operated at the highest occupancy and average
rates ever recorded, with additional growth across-all metrics, spurring development is most
U.S. markets.

In 2017 and 2018 hotel development activity cortrelated directly with the ebbs and flows of
hotel-sector performance. As the matket continued to reach new peaks in 2017 and 2018,
developers pursued hotel construction (supply) and redevelopment and repositioning at a
pace not seen since 2006 and 2007; and the pipeline of new hotel projects gained
momentum.

Occupancy in 2018 was 66.2 petrcent, the highest occupancy ever recorded in the U.S.
Demand was at a record high and during 2018, 1.4 billion rooms were sold out of the 1.8
billion available rooms.

ADR for 2018 was up 2.4 percent and reported at $129.83.

Growth rates since 2000 reported occupancy up .21 percent (and 1.54 percent since 2010);
average rates up 2.37 percent; and revenue per available room up 2.6 percent.

In 2019, U.S. hotels posted additional industry benchmarks including flat occupancy growth
at 60.1 percent compared to 66.2 percent in 2018; ADR rose 1 percent to $131.21, and
RevPAR increased 0.9 percent to $86.76 compared to the previous year. The absolute ADR
and RevPAR values were the highest STR has ever benchmarked.

By September 2020, the results from STR were devastating because of the pandemic and
social unrest. The U.S. hotel industry’s metrics improved slightly in October over the
released statistics of September. Compared to September 2019, occupancy was down 32.2
percent to 48 percent, average daily rate was down 24.1 percent to $101.25 and revenue per
available room was down 48.5 percent to $48.58.

The U.S. hotel industry reported all-time lows in occupancy and revenue per available room
in 2020, according to year-end data from STR.

2021 the U.S. hotel industry reported a year end occupancy at 57.6 percent up nearly 31
percent from 2020 and ADR at $124.67 up 20.7 percent from 2020 and RevPAR at $71.87
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up 58 percent from 2020. U.S. hotel occupancy failed to reach 60 percent for just the second
time since 2011. On a nominal basis, 2021 ADR was the fourth highest on record. The
country’s RevPAR level was its second lowest in eight years behind only 2020.

e STR forecasts 2022 occupancy to show a 10 percent increase from 2021 at or near 64
percent by years end. Average rate is expected to reach $132 surpassing the 2019 annual
average daily rate at the national level. RevPAR will report at or near $84 close to the

national level in 2019.
(Source: Consultant & STR 2022 Forecast)

Industry Forecast

Trending Now- June 2022

STR and Tourism Economics continue to anticipate a full recovery of demand by 2023 and expect
RevPAR for 2022 to surpass 2019 pre-pandemic levels at some point in 2024.

The companies lessened growth projections for 2022, however, as business travel remains down and
is unlikely to propel the industry as summer leisure demand drops off.

NEW YORK—STR and Tourism Feonomics have upgraded the recovery timeline for U.S. hotel
revenue per available room (RevPAR). On a nominal basis, the metric is now expected to surpass
2019 levels in 2022, according to the latest forecast just presented at the 44th Annual NYU

International Hospitality Industry Investment Conference.

The major factor in the revised timeline was a +$11 adjustment in 2022 average daily rate (ADR).
Occupancy for the year is projected to come in under the pre-pandemic comparable, while ADR
and RevPAR are forecasted at $14 and $6 higher than 2019, respectively. Previous versions of the
forecast projected nominal RevPAR recovery in 2023.

When adjusted for inflation, full recovery of ADR and RevPAR are not projected until 2024. Central
business districts and the Top 25 Markets are not expected to reach full RevPAR recovery until after
2024,

“Demand and occupancy have trended well in line with our recent forecasts, but pricing continues to
exceed expectations due to the influence of inflation as well as the economic fundamentals supporting
increased guest spending,” said Amanda Hite, STR’s president. “This latest forecast acknowledges the
risk of a light recession with no anticipation of mass layoffs and household finances in a strong
position to mitigate recession impacts. The traveling public is less affected by recession, and right now,
we are forecasting demand to reach historic levels in 2023 as business travel recovery has ramped up
and joined the incredible demand from the leisure sector. Of course, while the top-line metrics are set
to reach full recovery on a nominal basis, we must recognize that profitability has only started hitting
2019 levels recently. Concerns persist around the cost of labor and services, and hotels in some major
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markets are still well behind in the recovery timeline. Our forecast revision next quarter will reflect
any visible impact from recent Fed decisions on interest rates.”

“The outlook for hotel performance remains positive,” said Aran Ryan, director of lodging analytics
at Tourism Economics. “Even as the economy faces headwinds of higher interest rates, volatile
financial markets, and inflation, lodging demand and room rates are being buoyed by strong household
finances and the return of business travel.”

“With the Federal Reserve rapidly tightening monetary policy to tame inflation, there is a risk that
tinancial conditions, which remain very accommodative, start to tighten in a disorderly manner,” said
Adam Sacks, Tourism Economics president. “This would risk abruptly slowing the flow of credit and
weigh on corporate and business confidence, which would further restrain economic growth. Should
a U.S. recession occur, it is anticipated to be less severe than the Great Financial Crisis, due to lower
current overhang of financial imbalances. Elevated savings buffers among consumers, particularly
those of higher income households, would also help mitigate the impact of a downturn to sectors such
as lodging.”

Nominal RevPAR to surpass 2019 comparable this year @
U.S. KPIs (standard methodology)

Metric

Occupancy 63.4% 65.1% 66.4%

ADR $145 ‘ $150 $155

RevPAR $92 $98 $103

RevPAR compared

0, 0, 0,
w/ 2019 +7% +13% +19%

Meanwhile, 2022 average daily rate (ADR) is forecast at $145 up significantly from the previous
forecast of $115.50. Lastly, revenue per available room or RevPAR is projected at $92 up from the
previously forecasted $63.16.
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In real terms, full RevPAR recovery is projected in 2024
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(Source: Hotel News Now & STR 2022/2021 press releases)

Key Points

Zero Base Travel Demand (new benchmark): STR defines this as when hotels and the
industry have absolutely no demand in the U.S. (business, leisure, or group); the lodging
industry is still selling 1 million rooms a day and equates to approximately 21.6 percent
occupancy. This has never been measured before the Covid-19 Pandemic. (Source: STR
week ending April 9%, 2020)

In this time of social distancing and safer at home STR reported in early April of 2020 21.6
percent of hotel were still occupied.

Market Class: those classifications of hotel performing the best or “less bad” (STR Quoted)
were the Economy and Midscale segments at 20 percent and 30 percent, respectively.

In March and April of 2020, the U.S. has experienced zero group demand across the country
Early April 2020 STR reported that 12 percent of U.S. hotels (overall supply) were reported
closed. This number is likely incorrect due to the fact owners and operators are not notifying
STR of property closures and are encouraged to do so.

Actual 2021 reported 57.6 percent occupancy, ADR $125, and $72 RevPAR, a -17 percent
change from 2019. Hotel occupancy for the 2020 year was 44 percent; ADR was diminished
to 103.25 and RevPAR at $45.48- lowest since 1999.

Grey Hospitality and STR forecast 2022 is estimated at 63-64 percent (at 6.34 percent) and
rates closer to $145-$149.
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Conclusion

Domestic travel and international travel are slowly returning, but when and where the corporate guests
get back to business is still an unknown. The corporate traveler class, which is still lagging 2019, as is
seen in most trend reports reporting day of week performance far below 2019 levels. This is obvious
when looking at performance Mondays through Thursdays now over 2019 actual market performance.

Grey Hospitality and STR agree that first, and soon, the leisure traveler has and will continue to return
rapidly. As summer results agree in many unique markets. It is expected to see travel continue to grow
summer and into fall of 2022 and remain strong into 2023. As travelers begin to travel it is likely they
will stay local and in lesser populated destinations. We can agree that once popular destinations like
New York City, Chicago, and San Francisco, historically top tourist destinations, will be very slow to
recover given the Covid pandemic and social unrest. It is believed instead travelers will seek national
parks, state parks, family resort homes or rental properties where family units are distanced from large
groups as they did in the summer of 2021 and increasingly in 2022.

A detailed monthly performance and industry impact report is in the Addenda of the market feasibility
study.
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Competitive Set Selection & Analysis
For the purpose of this report the Consultant has analyzed sources of information from STR, the

lodging industry’s leading data provider on competitive market performance. The competitive market
was analyzed to identify the history of occupancy, average rate, and revenue per available room from
select regional facilities to then forecast the Subject Hotel’s.

A competitive set consists of a group of hotels by which a property can compare itself to the group’s
aggregate performance; and can be based on location, equivalent market classification, segment of
traveler and similar amenities offered. When selecting a group there must be a minimum of four hotels
in any competitive set and three hotels when including an existing property. To protect proprietary
data, a single hotel (or brand) cannot exceed 40 percent of the competitive set for North American
hotels. A single hotel company or brand (i.e., Marriott, Hilton, IHG or Choice, etc.) may only comprise
60 percent of the competitive set room supply. The complete competitive set STR report may be
requested from the Consultant as supporting materials if they are not in the report addenda.

Subject Market Competitive Set: Defined for Subject Hotel

A competitive set consists of a group of hotel properties that directly compete for room nights, or
demand, due to proximity, brand or franchise affiliation, chain scale or consumer segment and
similarity of product and the amenities offered. The selected competitive set enables the Consultant
and individuals to compare property petformance with the aggregate performance of their direct
competition. The Consultant reviewed all the regional supply in the market (reported on the following
table) and selected a competitive set for reporting purposes. The following hotels exist in the subject
area and compete for overnight lodging demand.

Regional Lodging Facilities

Analyzing the subject market and the specific class, brand, number of rooms, age and location of
existing supply and lodging facilities is the next step in the evaluation process. The greater market was
reviewed and the following properties in the subject market were evaluated for regional competition.
The following table shows the subject market supply of inventory to also include brand, market class,
number of rooms and date the property opened.
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Hermann Missouri Regional Market Competition

GREATER MARKET HOTEL SUPPLY

PROPERTY NAME DIST FRM SUBJECT SITE CITY MARKET CLASS DATEOPENED # ROOMS
Hermann Hill Vineyard Inn 0.36 Hermann, MO Upper Upscale Class 6/1/2007 18
Hermann Motel 0.36 Hermann, MO Economy Class 6/1/1985 24
Colonial Inn 12.48 High Hill, MO Economy Class 3/1/1985 23
Motel 70 12.54 High Hill, MO Economy Class 1/1/1982 14
Americas Best Value Inn 13.99 New Florence, MO  Economy Class 7/1/2000 47
Knights Inn New Florence 14.02 New Florence, MO  Economy Class 4/1/2001 46
Budget Inn 15.12 Warrenton, MO Economy Class 7/1/2016 42
Baymont Inn & Suites Warrenton 17.97 Warrenton, MO Midscale Class 11/1/1997 62
Holiday Inn Express Warrenton 18.61 Warrenton, MO Upper Midscale Class 5/1/2006 62
Warrenton Inn 18.76 Warrenton, MO Economy Class 6/1/1976 40
Super 8 Warrenton 18.93 Warrenton, MO Economy Class 10/1/1995 48
Innsbrook Conference Center 22.75 Innsbrook, MO Upper Upscale Class 6/1/1980 100
Super 7 Inn 24.42 Wright City, MO Economy Class 23
The Old Dutch Hotel 25.15 Washington, MO Economy Class 1/1/1925 20
River Sirens Hotel 25.38 Washington, MO Upscale Class 4/1/2021 11
Ow ensville Motor Inn 25.65 Ow ensville, MO Economy Class 11/1/1994 24
Super 8 Washington 26.33 Washington, MO Economy Class 8/1/1993 51
Stone Hearth Inn 26.38 Linn, MO Midscale Class 10/1/2008 43
American Inn 26.77 Washington, MO Economy Class 6/1/1988 20
Best Western Plus 27.65 Washington, MO Upper Midscale Class 4/1/2004 73
Quality Inn Foristell 27.75 Foristell, MO Midscale Class 6/1/1987 57
Traveler Motel 29.01 Fulton, MO Economy Class 30
Super 8 Union 29.98 Union, MO Economy Class 5/1/2003 50
Total Properties w ithin 30 Miles 23 Average Age 29 years 928

(Source: Consultant & STR)

In the market, there are 23 regional hotels with a total of 928 rooms within a 30-mile radius of the
subject market. These hotels consist of select-service facilities, limited-service, and economy
properties, with one in the full-service segment. The average-size of hotels in the market is 40 rooms
with the largest hotel at 100 rooms each and the smallest at 11 rooms. The average age of hotels in
the market is 29 years old and the lodging industry reports-that most hotel facilities and buildings
today have run a useful life span of 38-40 years of age:

From the listed properties the Consultant identified those properties that would be competitive with
the Proposed Hotel and market for room accommodations, and location. This competitive set was
determined through a consideration of several factors such as location, size, consumer attraction,
amenities offered, rate structure, management, and demand generators. Some supply has been
excluded within the local market due to uncompetitive offerings in their size, location, target
consumer, facility, brand or unaffiliated status to get the best possible representation of key
performance indicators.
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Primary Competitive Hotel Set
The subject market area competitive set consists of the following hotels (based primarily on location)

for which historical data on business trends was reviewed; these properties offer 254 rooms in the
economy, midscale class and upper midscale class. These hotels are almost all limited-service lodging
offering very few amenities. Many of the hotels in the competitive set and the majority of those in the
region are non-franchise properties and are independently run.

The primary competitive set of hotels was also evaluated through information gathered on various
online travel agents or OTAs and by their online reputation, taking into consideration the voice of
consumers. The star ratings as it relates to social reputation and agencies such as AAA and property
rate positioning was also taken into consideration taken from evaluation sites, such as Trip Advisor
and social media.

The markets competitive set includes the following hotels, and the table below lists the property age,
number of rooms, class and date of opening and franchise affiliation for each of the properties:

Hotel Market Competitive Set
SUBJECT MARKET SELECTED COMPETITION

OPEN AFF # OF
COMPETITION CIry DATE DATE MARKETCLASS ROOMS
Best Western Plus Washington Hotel Washington, MO 4/1/2004  11/1/2013  Upper Midscale Class 73
Baymont Inn & Suites Warrenton Warrenton, MO 11/1/1997  6/1/2011 Midscale Class 62
Holiday Inn Express Warrenton Warrenton, MO 5/1/2006  5/1/2006 Upper Midscale Class 62
Quality Inn Foristell Foristell, MO 6/1/1987 3/1/2012 Midscale Class 57
Total Number of Rooms 254

(Sonrce: Consultant & STR)

Subject Market Competitive Set

The primary set of competitive hotels were the properties located in close proximity to the subject
area and reported to STR. The competitive set of hotels are all upper midscale or midscale class
properties in the greater region with an average age of 24 years from when they originally opened. The
average sized property in the set is approximately 64 keys. The last facility to open in the market was
the Holiday Inn Express in 2006, 16 years ago. This creates an opportunity for a new facility with
modern design elements and unique amenities, which is propetly positioned with service standards
that meet or exceed the expectations of today’s regional travelers to induce new demand.
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STR Historical Trend of the Primary Competitive Set

For the Consultant to forecast the potential rate and occupancy of the Subject Hotel (defined later) it
is necessary to understand the historical trends of the competitive set or the region in which the
Subject Hotel resides; as well as the position or class in which the Project will compete against
competition. These factors will help create a baseline performance in estimating future demand levels.
The Consultant has forecasted estimated growth on the historical changes in occupancy and the
average rate of the competitive set from the historical performance defined later. The historical

performance of the competition is reported in the following table.

Hermann Missouri Regional Subject Competitive Set
HISTORICAL GROWTH IN ROOMS SUPPLY & DEMAND

2014-2022
ROOMS ROOMS
AVAILABLE OCCUPIED
ROOMS PERCENT  ROOMS PERCENT PERCENT PERCENT  REGIONAL

AVAILABLE CHANGE OCCUPED OCCUPANCY CHANGE ADR CHANGE REVPAR CHANGE ROOM REVENUE

2014 92,710 #DIV/0! 51,016 55.0% $89.04 $49.00 $ 4,542,560
2015 92,710 0.0% 57,315 61.8% 12.3% $91.82.  3.1% $56.77 159% $ 5,262,906
2016 92,710 0.0% 56,138 60.6% -2.1% $95.96 4.5% $58.10 24% % 5,386,776
2017 92,710 0.0% 55,183 59.5% -1.7% $96.06  0.1% $57.18 -16% $ 5,300,796
2018 92,710 0.0% 56,711 61.2% 2.8% $96.59 - 0.6% $59.08 33% $ 5,477,443
2019 92,710 0.0% 57,280 61.8% 1.0% $96.03 . -0.6% $59.33  0.4% $ 5,500,834
2020 92,710 0.0% 43,290 46.7% -24.4% $92.26 . -3.9% $43.08 -27.4% $ 3,994,063
2021 92,710 0.0% 58,548 63.2% 35.2% $101.94 10.5% $64.38 49.4% $ 5,968,327
2022 45,974 0.0% 27,611 60.1% 52%  $109.60 15.8% $69.27 21.9% $ 3,184,784
5 Year CAGR 0.0% 0.8% 1.2% 2.1% 2.1%
3 Year CAGR 0.0% 1.1% 1.8% 2.9% 2.9%

Note: CAGR = Combined Average Annual Grow th Rate thru 2021

(Source: Consultant & STR)

The table above quantifies the past eight years” trends for room occupancy, Average Daily Rate (ADR),
and the ratio of rooms available to rooms’ revenue (RevPAR) for the market.

Overall, the competitive set has historically reported flat performance with slight increases in
occupancies, which were lower than the national average occupancies of mid-60 percent range prior
to 2019. The competitive set also reported a lower average rate at or near $105-$110 compared to that
or the national averages in the $125-$135 ADR range, previous to 2019. This supply of hotels reported
a high of 63.2 percent occupancy in 2021 which, given the pandemic recovery and the outdoor nature
of the demand generators in the region, makes sense. Year-to-date reporting for the set in June 2022
is 63.2 percent occupancy and likely be new record occupancy will be achieved. Currently the market
reported a 3-year growth rate in demand at 1.1 percent, ADR at 1.8 percent, with RevPAR at 2.9
percent through 2021.

The last five years resulted in a combined 5-year average rate of growth at 0.8 percent in demand and

a change in ADR at 1.2 percent. This resulted in an increase in RevPAR at 2.1 percent, from the
increases in both rate and ADR through 2021.
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The average daily rate (ADR) achieved its high at $101.94 in 2021, a 10.5 percent increase; and is still
showing signs of record growth in 2022 up to $109.60 through June of this year, a 15.8 percent
increase. This is likely a factor of the age of the overall supply (when compared to the national rate
trends) and its operator’s ability to press rate in the peak days of week and season even with few
changes in the overall market.

The overall market and the industry have seen significant improvements in the economic trends.
Nationally, occupancies and rates reached all-time highs in 2018 and 2019 and currently rate trends
are outpacing occupancy which remain true for the subject market. The subject market currently
suffers from quality accommodations in the immediate area and the non-reporting independent hotels
are likely not outperforming the competitive set of hotels identified in the report.

Competitive Set & Individual Property Performance Analysis
Consultant has analyzed: (a) the national and regional market STR data: (b) interviews with demand-

generating businesses and managers of hotels: (c) existing hotel supply; (d) brand affiliation;
(e) consultant-estimated occupancy; (f) ADR; and (g) revenues for hotels in the immediate area. These
statistics were derived from STR reports, individual propetty reports, and specific property interviews.
This analysis identifies the likely performance of each of the hotels within the identified market using

the year end 2019 as a baseline of comparison due the negative impact to the industry in 2020 and
2021.

Hermann Missouri Regional Subject Competitive Set
ESTIMATED OCCUPANCY, MARKET MIX, PENETRATION RATES AND ADR
2019 December Year-end
MARKET NUMBER OF . ROOMS ESTIMATED ROOMS ROOMS

PROPERTY NAME CLASS ROOMS  AVAILABLE OCCUPANCY  OCCUPIED ADR REVENUES

PRIMARY COMPETITION
Best Western Plus Washington Hotel Upper Midscale Class 73 26,645 65.0% 17,319 $110.00 $ 1,905,118
Baymont Inn & Suites Warrenton Midscale Class 62 22,630 59.0% 13,352 $ 75.00 $ 1,001,378
Holiday Inn Express Warrenton Upper Midscale Class 62 22,630 67.0% 15,162 $119.00 $ 1,804,290
Quality Inn Foristell Midscale Class 57 20,805 55.0% 11,443 $ 70.00 $ 800,993

TOTAL PRIMARY 254 92,710 61.8% 57,276 $ 9623 $ 5,511,777
Dec 2019 YE Market STR Reported Data 61.8% 57,280 $96.03 $ 5,500,834

(Source: Consultant & STR)

Based on interviews, franchise affiliation and knowledge of the overall market performance it is
believed that the Holiday Inn Express and Best Western Plus lead the market annually in occupancy
at or near 70 percent or 65 percent and average rate near $120 to $110, respectively, based on the
franchise affiliation and interstate location. The next likely performance indicators expect the Baymont
and Quality Inn to perform at or near 55-60 percent occupancy and closer to $70 or $80 in ADR given
the age and market location.
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Secondary Competitive Set & Regional
Competition: Short-term Rental Reporting Short Term Renta! Report
The city of Hermann utilizes a third party
named Madden Media to track short-term

v pe

HERMANN

OCCUPANCY

OVERVIEW
This RATE

rentals in the market and has data supplied in
the addendum of this report from 2020-2022.
The report tracks the same key metrics used in

ADR

this report. In 2022, occupancy was on trend RevPAR

with that of the competitive set chosen and R
reported in STR high 50-55 percent to 60+ July, 2022
percent for much of 2022. The difference is that the ARD is supporting more than $250-300 ADR
on rentals in the market.

The following chart is the monthly detail from the full PDF in the addendum the source of the data.
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Subject Competitive Market & Hotels

According to Madden Media are 200+ rental properties in the Subject Market, totaling more than
73,000 rooms supply annually. At (and estimated) fifty percent occupancy and $225 overall average
rate but the Consultant; the current tourism impact to the city of Hermann is in excess of 36,500
annual occupied room nights and $225 ADR yielding more than $7.3 million - $7.5 million on overall
room nights generated. This produces an annual room tax collection of an estimated $365,000 at 5
percent room tax collection.
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The fiscal year July 2021-June of 2022 room tax collections produced by Hermann have totaled
$472,742.98 without May or June of 2022 reporting at the time of this report. The Consultant estimates
that the room tax collection will be in excess of $500,000 for this period and support regional tourism
impact closer to $10,000,000 at 5 percent supporting $500,000 in tax collection. The following chart
demonstrates the history in supply and demand for the markets short-term rentals.

SUPPLY AND DEMAND
by Month
© Demand A supply
300
200
100
o
Mar Apr May Jun Jul Aug Sep Oct Mov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul
2020 2021 2022

Positioning Against the Competitive Set

Seasonal & Day of Week Market Trends of the Primary Set
It is typical of the hospitality industry overall, and especially in the Midwest, to experience occupancy

trends and travel patterns tied not only to local demand generators but also impacted by events such
as weather, travel trends, regional events, holidays, and seasonality. The seasonal trends of this market
are traditional for this region in the United States and are represented in the tables included in this
section. The subject market reported the following average monthly trends over the last 8 years.

Hermann Missouri Competitive Set
8 Year Seasonality Trend 2014-2022

Month Occupancy ADR REVPAR
January 43.8% $ 8982 $ 39.34
February 47.9% $ 9012 $ 4320
March 54.3% $ 9144 $ 49.62
April 57.5% $ 9487 $ 5451
May 63.4% $ 9825 $ 6225
June 72.5% $ 100.10 $ 72.62
July 69.2% $ 9892 $ 6849
August 64.8% $ 9764 $ 6322
September 67.0% $ 9949 $ 66.64
October 66.8% $ 10041 $ 67.11
November 56.1% $ 9436 $ 5296
December 45.7% $ 9055 $ 41.34
Total 58.7% $ 9514 $ 55.86

(Source: Consultant & STR)
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Hermann Missouri Competitive Set
Seasonality Occupancy & Rate Trends

Month 2013 2014 2015 2016 2017 2018 2019 2020 2021  Average
Peak Season
June, July, August, September, October
Average Occupancy 73.4% 69.6% 71.4% 68.4% 66.5% 69.5% 72.1% 56.8% 69.4% 68.6%
Average Rate $102.27 $ 9192 $ 9456 $ 98.71 $ 10258 $100.15 $ 98.33 $ 93.80 $108.92 $ 99.03
RevPAR $102.27 $ 6026 $ 6745 $ 6756 $ 6756 $ 6956 $ 70.88 $ 5336 $ 79.81 $ 70.97

Off-Peak Season
January, February, December

Average Occupancy 42.5% 39.1% 47.2% 47.9% 46.8% 46.9% 45.6% 45.0% 40.0% 44.6%
Average Rate $ 9677 $ 8345 $ 86.09 $ 9042 $ 87.09 $ 9066 $ 91.84 $ 9121 $ 9055 $ 89.79
RevPAR $ 96.77 $ 3258 $ 4064 $ 4328 $ 4272 $ 4253 $ 4216 $ 4126 $ 4140 $ 47.04

Shoulder Season
March, April, May, November

Average Occupancy 54.2% 53.5% 60.8% 60.1% 60.3% 61.4% 60.6% 35.3% 61.2% 56.4%
Average Rate $ 9807 $ 8889 $ 9098 $ 9517 $ 9223 $ 9469 $ 9478 $ 8929 $ 9739 $ 9350
RevPAR $ 9807 $ 4698 $ 5535 $ 5724 $ 5732 $ 5829 $ 5756 $ 3158 $ 6189 $ 58.25

(Source: Consultant & STR)

The subject market units of measurement are displayed in the above table identifying the 7-year
average (using only full years of annual reporting) of each key performance indicator measurement by
month and next compared seasonally. This market is like many central and mid-western markets with
higher rates and occupancies in the summer and fall travel months, typically May/June through
October. They also fall off in the months of December through February. The table on the following
page shows the varying key performance indicators from peak season, shoulder season to off-peak

Se€asofn.

The subject market units of measurement are displayed in the following table identifying the 7-year
average of each measurement by month and reported seasonally defined as off-peak, peak and
shoulder season periods. The strongest time of year (peak season) in the market is from June through
October. This peak season reached a 7-year average occupancy at 68.6 percent and an average rate of
$99.03; and a high of 73.4 percent in 2013, followed most recently at 72.1 percent in 2019.

Regionally, June on average each year reports the highest average occupancy. In the subject market,
there was a 7-year trend in occupied rooms of 72.5 percent. The highest occupancy recorded was in
2021 at 82.5 percent. This peak season reached a 7-year annual average daily rate of $95.14, and the
highest seasonal average rates were also recorded in June of each year with a 7-year average at $100.10.
In 2022 the highest monthly average rate was recorded at $118.87. This is average typical occupancy
and rates for peak seasonal trends when compared to other national markets based on the types of
hotel accommodations, especially the midscale to upper midscale classes of hotels when compared to
the regional markets and properties.
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Typically, the spring and late fall months in many markets tend to run the next highest occupancy and
rates. These shoulder months are typically identified as November, March, April and sometimes May.
This shoulder season reported a 7-year average occupancy at 56.4 percent and an average rate of
$93.50 and a high of 61.2 percent in 2021. Typically, the strongest month of this season is May with a
7-year average of 63.4 percent and an average rate of $98.25; with May of 2018 and 2021 the highest
on record at 70.8 and 71.8 percent, respectively. The shoulder season reported a 7-year annual average
daily rate of $93.50 and the highest seasonal monthly average in this period was $114.56 in May of
2021.

Lastly, the winter months of December, January and February typically report the lowest occupancies
and rates for many U.S. markets (unless they are winter destination markets like beaches or mountains)
due to religious and national holidays, variations in weather patterns and illness. These off-peak
months for the subject market reported a 7-year average occupancy of 44.6 percent and an average
rate of $89.79. Typically, the strongest month of the off-peak season is February with a 7-year average
of 47.9 percent, with February of 2022 the highest on record at 53.1 percent. The off-peak season
reported a 7-year annual average daily rate of $89.79 (identified above) and the highest seasonal
monthly average in this period was $103.29 in 2022.
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The seasonal trends by way of monthly occupancy and ADR of the competitive set are presented in

the following tables.

Hermann Missouri Competitive Set
Monthly Occupancy Trends

Month 2014 2015 2016 2017 2018 2019 2020 2021 2022  Average
January 32.2% 43.5% 47.2% 48.2% 47.4% 42.0% 49.9% 37.7% 45.3% 43.8%
February 40.3% 50.2% 46.8% 51.9% 50.7% 46.7% 47.2% 44.5% 53.1% 47.9%
March 49.1% 56.6% 52.2% 60.0% 54.1% 55.0% 38.0% 58.4% 64.9% 54.3%
April 54.2% 62.1% 66.5% 58.4% 64.8% 59.2% 20.9% 64.8% 66.3% 57.5%
May 59.6% 67.5% 62.9%  66.2%  70.8%  66.9%  32.7% 71.8% 71.8%  63.4%
June 67.9% 76.0% 712%  724%  795% = 74.4%  5L7% 82.5% 773%  72.5%
July 64.8% 73.5% 70.4%  70.1%  68.2%  715%  56.2% 79.2% 69.2%
August 63.7% 62.8% 62.8%  62.7%  67.1%  743%  57.8% 66.8% 64.8%
September 63.3% 75.3% 67.9%  64.9%  66.4%  715%  583% 58.3% 67.0%
October 88.1% 69.2% 69.7% 62.5% 66.1% 68.9% 60.1% 60.1% 66.8%
November 51.2% 56.9% 58.7% 56.4% 56.0% 61.3% 49.6% 49.6% 56.1%
December 44.9% 47.8% 49.8% 40.3% 42.7% 48.2% 37.8% 37.8% 45.7%
Annual Occupancy 55.0% 61.8% 60.6% 59.5% 61.2% 61.8% 46.7% 63.2% 58.7%
Monthly Average Rate Trends
Month 2014 2015 2016 2017 2018 2019 2020 2021 2022  Average
January $ 8455 $ 8293 $ 9147 $ 8692 $ 90.17 $ 8832 $ 9489 $ 86.61 $ 99.72 $ 89.82
February $ 828 $ 84.08 $ 9427 $ 8412 $ 9060 $ 9213 $ 9364 $ 8458 $103.29 $ 90.12
March $ 8597 $ 8922 $ 9471 $ 8476 $ 9164 $ 9184 $ 9595 $ 89.29 $103.00 $ 91.44
April $ 8804 $ 9189 $ 9633 $ 9070 $ 9508 $ 9390 $ 8275 $ 9575 $110.68 $ 94.87
May $ 9044 $ 9168 $10000 $ 9769 $ 9736 $ 9813 $ 87.00 $ 99.68 $11456 $ 98.25
June $ 90.11 $ 93.28 $100.32 $102.48 $100.11 $ 9816 $ 9149 $ 101.86 $118.87 $ 100.10
July $ 9229 $ 9479 $102.18 $10065 $ 9994 $ 9571 $ 93.13 $ 109.67 $ 98.92
August $ 9191 $ 9476 $ 97.16 $10358 $ 99.29 $ 96.15 $ 91.20 $ 106.26 $ 97.64
September $ 9157 $ 9412 $ 97.18 $104.03 $101.37 $ 99.15 $ 9584 $ 112.37 $ 99.49
October $ 9371 $ 9585 $ 96.73 $102.16 $100.03 $10250 $ 97.36 $ 114.46 $ 100.41
November $ 9112 $ 9114 $ 8964 $ 9575 $ 9469 $ 9526 $ 9146 $ 104.84 $ 94.36
December $ 8293 $ 9127 $ 8552 $ 9023 $ 9121 $ 95.06 $ 85.10 $ 100.46 $ 90.55
Annual Average Rate  $89.04 $91.82 $95.96 $96.08 $96.59 $96.03 $92.26 $101.94  $109.60 $ 95.14
Monthly RevPAR Trends

Month 2014 2015 2016 2017 2018 2019 2020 2021 2022  Average
January $ 2733 $ 3611 $ 4313 $ 4194 $ 4273 $ 3765 $ 4737 $ 3261 $ 4521 $ 39.34
February $ 3318 $ 4223 $ 4411 $ 4363 $ 4594 $ 43.01 $ 4421 $ 3761 $ 5490 $ 43.20
March $ 4073 $ 5053 $ 4945 $ 4945 $ 4959 $ 5054 $ 3528 $ 5217 $ 6743 $ 49.62
April $ 4660 $ 57.09 $ 64.03 $ 64.03 $ 6162 $ 5561 $ 1727 $ 6207 $ 7335 $ 5451
May $ 5394 $ 6187 $ 6290 $ 6290 $ 6890 $ 6567 $ 2844 $ 7157 $ 8229 $ 62.25
June $ 6116 $ 70.90 $ 7144 $ 7144 $ 7957 $ 73.07 $ 4726 $ 84.08 $ 9193 $ 72.62
July $ 5982 $ 6963 $ 7189 $ 7189 $ 6816 $ 6844 $ 5239 $ 87.01 $ 68.49
August $ 5856 $ 5955 $ 61.05 $ 6105 $ 66.61 $ 7140 $ 5274 $ 7097 $ 63.22
September $ 5798 $ 7086 $ 6599 $ 6599 $ 6733 $ 7091 $ 5590 $ 76.67 $ 66.64
October $ 6378 $ 6631 $ 6743 $ 6743 $ 66.14 $ 7058 $ 5849 $ 80.30 $ 67.11
November $ 4665 $ 51.90 $ 5258 $ 5288 $ 53.03 $ 5840 $ 4534 $ 6174 $ 52.96
December $ 3724 $ 4359 $ 4259 $ 4259 $ 3892 $ 4582 $ 3220 $ 53.99 $ 41.34
Annual Average Rate  $49.00 $56.77 $58.10 $58.10 $59.08 $59.33 $43.08 $64.38 $ 55.86

(Source: Consultant & STR)

The monthly occupancy and average rates patterns reflect important seasonal characteristics. Utilizing

these trends, the Consultant developed the forthcoming forecasted market-wide demand and average

rate by market segment (defined next). The competitive market is characterized by a moderate degree

of seasonality, which is evident in the monthly occupancy statistics. The strongest occupancy levels
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are recorded in the summer and fall months, when demand from leisure travelers supplements the
commercial segment that is the principal source of demand in this market, and potential demand for
the Subject Hotel.

Day of Week Trends

The Consultant identified and reviewed the trends in occupancy and average rate by day of the week
provides some insight into the impact that the current economic conditions have had on the
competitive lodging market. Day of week analysis allows for assumptions on the types of customers
using lodging within the market. In most markets, business travel consists of individual corporate or
larger company commercial travelers with locally negotiated rates amongst market business, and
corporate group consumers. Business travel is the predominant source of demand on Monday through
Wednesday and sometimes Sunday and Thursday nights. Social leisure travelers and non-business-
related individual and social group travelers typically generate most of the demand on Friday and
Saturday nights and sometimes also impacting Thursday’s.

Over the last 12 months, the greater market data shows Monday through Wednesday performing at
an average occupancy of 64.2 percent, weekends (excluding Sundays) at 74.3 percent, and the shoulder
days of Sunday and Thursday at 56.0 percent. Tuesdays, Wednesdays, and Saturdays have averaged
the higher occupancy in the past 12 months with a combined average of 65.7 percent. Saturdays report
the highest occupancy weekly on average reporting a 12-month average of 76.3 percent. This is above
average performance in a moderate demand market.

The following table reports the day-of-week demand in both average rate and occupancy for the rolling
12 months prior to the reporting month listed as June 2022.
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Hermann Missouri Regional Subject Competitive Set
DAY OF WEEK COMPARISON
12 Month Rolling YTD June 2022 ADR 3 Year Trend 3 Year Trend
Growth Growth Average Average
Occupancy Rate* ADR Rate* Occupancy ADR
Sunday 46.5% 11.5% $104.47 6.9% 41.6% $96.23
Monday 60.8% 5.0% $104.27 6.3% 55.8% $95.52
Tuesday 65.2% 6.1% $103.03 5.3% 59.7% $95.16
Wednesday 66.5% 8.8% $103.00 5.0% 59.6% $95.37
Thursday 65.4% 13.0% $103.59 6.1% 57.5% $95.82
Friday 72.3% 15.7% $118.99 9.1% 63.7% $107.57
Saturday 76.3% 13.2% $121.25 8.6% 69.1% $109.88
Average 64.7% 10.4% $109.02 7.0% 58.1% $99.87
* Grow th rate from 2 years prior
Occupancy ADR
64.2% Monday- Wed Average $ 103.43
74.3% Fri-Sat Average $ 120.12
56.0% Thurs-Sun $ 104.03

(Source: Consultant & STR)

The market has seen an overall decrease in day of week and weekly occupancy over the 3-year period
due to the national pandemic in 2020-and competitive properties being closed to travelers and overall
reduced demand. The competitive set is up 10.4 percent in the last 12 months and has a reported
occupancy of 64.7 percent and an average rate of $109.02. The ADR increased significantly by 7.0
percent and was up nearly $10 from the 3-year average of $99.87.

The weekends were the peak nights of the week reporting an average occupancy of 74.3 percent in
the previous 12 months, with a three year high of 75.1 percent on weekends. The remaining days of
the week — Sunday through Thursday reported an oceupancy of 64.2 percent was up from the two
years priof.

It would be expected that in the existing market, given the age of the regional supply, and the adjacency
of strong secondary markets, the subject market will continue to experience similar seasonal and day-
of-week trends as the competitive set.
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Patterns of Demand

A review of the trends in occupancy and average rate by day of week provides insight into how the
current economic conditions have had on the competitive lodging market, profile of the traveler, and
potential market segmentation impact. The data, as provided by STR, are illustrated in the following
tables for the trailing 12 months for occupancy, ADR and RevPAR for the subject market.
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Hermann Missouri Competitive Set
Occupancy by Day of Week Trends- Trailing 12 Months
Month Sunday Monday Tuesday Wednesday Thursday Friday  Saturday Total Month
Jul-21 56.5%  70.3% 78.1% 81.0% 82.8% 88.1%  91.4% 79.2%
Aug-21 48.7%  59.4% 64.9% 74.4% 71.4% 74.0%  81.6% 66.8%
Sep-21 53.7%  54.4% 63.8% 69.8% 68.4% 79.1%  87.8% 68.2%
Oct-21 520%  62.4% 65.1% 66.4% 66.9% 86.3%  88.0% 70.2%
Nov-21 41.4%  57.7% 58.7% 53.0% 57.4% 69.3%  75.0% 58.9%
Dec-21 438%  62.3% 58.3% 59.4% 50.1% 50.6%  52.2% 53.7%
Jan-22 324%  45.2% 51.8% 53.8% 44.3% 43.6%  48.7% 45.3%
Feb-22 3L1%  57.3% 59.8% 61.3% 62.7% 48.2%  51.6% 53.1%
Mar-22 46.9%  65.0% 67.8% 66.8% 59.8% 722%  75.9% 64.9%
Apr-22 42.2%  58.8% 68.6% 64.2% 65.3% 78.0%  80.5% 66.3%
May-22 50.5%  67.1% 69.8% 71.6% 47.7% 86.8%  89.5% 71.8%
Jun-22 59.4%  73.6% 76.1% 74.6% 77.8% 88.0%  92.5% 77.3%
Average 46.5%  60.8% 65.2% 66.5% 65.4% 72.3%  76.3% 64.7%
Hermann Missouri Competitive Set
Average Rate by Day of Week Trends- Trailing 12 Months
Month Sunday Monday Tuesday Wednesday Thursday Friday  Saturday Total Month
Jul-21 $104.21 $102.54 $101.29 $ 102.03 $ 102.69 $120.93 $124.42 $ 109.87
Aug-21 $10485 $ 99.83 $ 9836 $ 9611 $ 9571 $120.68 $126.45 $ 106.26
Sep-21 $106.71 $104.66 $107.17 $ 10411 $ 10643 $124.24 $127.69 $ 112.37
Oct-21 $101.80 $112.76 $101.21 $ 10352 $ 106.34 $126.90 $130.09 $ 114.46
Nov-21 $100.67 $ 9763 $ 9780 $ 9840 $ 9959 $121.25 $11441 $ 104.84
Dec-21 $99.17 $ 9791 $ 9756 $ 99.01 $ 99.25 $104.61 $106.31 $ 100.46
Jan-22 $ 9898 $10022 $ 99.18 $ 9742 $ 9329 $101.06 $105.93 $ 99.72
Feb-22 $102.47 $101.44 $101.27 $ 10050 $ 103.03 $106.71 $108.61 $ 103.29
Mar-22 $ 99.93 $104.02 $101.84 $ 101.81 $ 100.93 $108.96 $108.98 $ 103.90
Apr-22 $103.72 $105.27 $106.86 $ 107.77 $ 108.34 $116.13 $117.47 $ 110.68
May-22 $111.47 $111.09 $108.71 $ 109.08 $ 108.89 $123.49 $126.17 $ 11456
Jun-22 $113.27 $111.78 $11248 $ 111.68 $ 110.91 $131.91 $13659 $ 118.87
Average $104.47  $104.27  $103.03  $103.00 $103.59  $118.99 $121.25  $109.02
Hermann Missouri Competitive Set
RewPAR by Day of Week Trends- Trailing 12 Months
Month Sunday Monday Tuesday Wednesday Thursday Friday  Saturday Total Month
Jul-21 $ 5888 $ 7206 $ 79.16 $ 8265 $ 8498 $106.55 $113.74 $ 87.01
Aug-21 $ 51.03 $ 5928 $ 6383 $ 7153 $ 6831 $ 89.34 $103.19 $ 70.97
Sep-21 $ 5735 $ 5697 $ 6835 $ 7272 $ 7283 $ 9831 $11211 $ 76.67
Oct-21 $ 5291 $ 7036 $ 6584 $ 6878 $ 7117 $10952 $11452 $ 80.30
Nov-21 $ 4171 $ 5633 $ 5744 $ 5219 $ 5713 $ 8399 $ 8579 $ 6174
Dec-21 $ 4343 $ 6098 $ 5683 $ 5877 $ 4969 $ 5295 $ 5545 $ 53.99
Jan-22 $ 3203 $ 4530 $ 5135 $ 5245 $ 4132 $ 4407 $ 5163 $ 4521
Feb-22 $ 3187 $5811 $ 6060 $ 6162 $ 6459 $ 5146 $ 56.02 $ 54.90
Mar-22 $ 4692 $ 6757 $ 6904 $ 6798 $ 6032 $ 7872 $ 8270 $ 6743
Apr-22 $ 4380 $ 618 $ 7331 $ 6916 $ 7070 $ 9053 $ 9453 $ 73.35
May-22 $ 5626 $ 7453 $ 7584 $ 7805 $ 8134 $107.20 $112.88 $ 82.29
Jun-22 $ 6724 $ 8223 $ 8563 $ 8335 $ 86.27 $116.03 $126.34 $ 91.93
12 Month Trailing RevPAR $ 48.57 $63.42  $67.21 $68.46 $67.71 $86.04  $92.50 $70.55

(Source: Consultant & STR)
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SECTION 6 - LODGING DEMAND & SEGMENT PENETRATION INVESTIGATION

Hospitality market segmentation is an approach that encompasses identification of distinct groups of
customers who have different needs, price points, and stay patterns. The purpose of identifying market
segmentation allows us to understand why travelers visit a region or market and identify what
amenities might be necessary to attract demand and compete in a market. The market segmentation
process also considers which segments to target and when, through different sales efforts and
maximize property demand and occupancy.

There will be distinct differences among travel patterns for each segment as well as buying patterns of
goods and services to meet each segment’s requirements. STR reports a market’s regional statistics;
STR does not identify market segments for this area as the competition does not submit its
segmentation. The following segmentation was estimated based on the Consultant’s expertise and

regional supply investigation.
The following is a brief description of the Lodging Demand source profiles identified for this market.

Transient or Individual Markets
Retail Premium-rated business (non-discounted) booked at peak opportunity Best Available

Rates (BAR) and weekend rates—the going rate changes based upon demand
Corporate Negotiated ~ Contract business discounted based on volume
Qualified Discount Business in non-demand periods, AAA, AARP, military

Opaque Internet Consumerts purchasing at discount price point regardless of hotel; Hotwire, Priceline,
Expedia/Ttavelocity/Orbitz (Internet) package

Packages Packages, bed & breakfasts, getaways

Extended Stay Discounts due to multiple consecutive nights (7+ and 14+)

Group Markets

Corporate Companies holding training meetings/vendor or supplier meetings
Social Leisure Weddings, fraternal organizations, and retreats/reunions (SMERFE)
Association State and regional meetings

Tour & Travel Bus tours and traveling organizations
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The transient or individual, corporate, and commercial markets are made up of several major sources
of business: (a) government, insurance, and health care, (b) general transient corporate/commercial,
(c) leisure business, and (d) social, leisure and discount AAA & AARP business. The market has a
significant source of transient business, with the overall market performance estimated at 75 percent.
The corporate and leisure market will likely be the primary sources of business for the Subject Hotel
and the market.

Group demand in this market is currently based on city conventions, cyclical association business, and
seasonal weekend sports tournament groups, youth traveling sports-related groups seasonally—all
location and rate driven. As indicated above, the individual travel segments will total 75 percent,
reducing group demand to 25 percent. This market is not a traditional large group convention or
meetings market with multiple hotels offering 10,000 to 15,000+ square feet of meeting space and
multiple breakout rooms. However, is serviced by a few local full-service properties and regional
casino properties with large event space some with over 30,000 sq. ft. of regional meeting facilities.
This market would be categorized as a mid-market for group demand especially when compared to
markets like St. Louis , Kansas City and Springfield Missouri, regionally.

While social/leisure business is important to this property, there is a large supply of hotels in the
immediate region offering a multitude of hotel accommodations. The social/leisure consumer is price
and location driven and sometimes brand driven; however, the movement in this segment is
“experience” driven. The subject area is a sought-out destination for leisure travel; therefore, it will
invite stays through distinctive pricing and accommodations. The rate in the high season capitalizes
on the leisure weekender market segment.

The Competitive Market Performance for this market 1s estimated as follows:

Individual Travelers 75% of Market Demand
Retail transient travelers 25%
Corporate accounts 10%
Social/leisure 40%
Group-Related Business 25% of Market Demand

Corporate/Social events 25%
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The regional markets demand mix is comprised of commercial demand, with this segment
representing an estimated 10 percent of the overall reported room nights. The meeting and group
segment is estimated at 25 percent of the overall market with Retail/leisure at 65 percent of the
accommodated annual room nights.

Commercial Segment

Commercial demand consists mainly of individual business travelers passing through the subject
market or conducting meetings with area and regional businesses, in addition to high-volume
corporate accounts generated by local firms. Brand loyalty (particularly frequent traveler programs
offered by national franchises), location and amenities are all influencing lodging choices in this
segment. Companies typically designate hotels as “preferred” accommodations in return for more
favorable rates, typically discounted in proportion to the number of room nights produced by a
commercial client annually. Commercial demand is strongest Monday through Wednesday and
sometimes Thursday nights. Commercial demand typically does not impact Friday and Saturday and
decreases significantly on those days. There is limited demand on Sundays in most markets for
commercial demand and is relatively constant throughout the year, with declines in late November
and December and during other holiday periods.

Leisure Segment

Travelers in this segment consist of individuals and families spending time in an area or passing
through on the way to other destinations. Travel purposes include recreation, sightseeing and visitation
of friends and family. Leisure demand consists of travelers booking accommodations directly through
the hotel or brand; and typically, a high percentage of this business is booked through online travel
agents (OTA’s). This segment is heavily influenced by OTA marketing and media from companies
like Expedia, Hotels.com, Travelocity and Priceline. This demand may also include business travelers
and meeting /convention attendees who use these channels to take advantage of discounts and extend
their visit to a market. This demand is typically strongest on Friday and Saturday nights (with Saturday
being the highest in demand and reporting the highest ADR) throughout the year and peaks in the
summer nights and holiday periods.

Leisure demand is also impacted in many markets by rate sensitivity and the accessibility of interstate
travel. This market generates demand by travelers on the regional interstate corridors. Travelers are
often seeking lodging in tertiary markets that may offer discounted rates compared to the greater
region.

Group Segment

Group demand is typically driven by the multitude of reasons that impact demand including, but not
limited to, large regional hotel & resorts, city or private meeting facilities (varying in size), sports,
entertainment, casinos, cultural and historic attractions in and around a market. It is also driven in

proportion to citywide meeting facilities such as convention centers, facilities at area resorts and the
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total number and variety of lodging accommodations and rooms in a market. Peak convention and
meeting demand typically occur in the spring and fall throughout the country.

There are numerous types of segments within the group market and are typically identified as
corporate groups, regional and national associations and SMERFE (a hospitality term that
encompasses group travelers in social, military, ethnic, religious, fraternal, and educational) groups.

Corporate groups typically meet during the business week, most common in the spring and fall. This
segment tends to be most profitable for hotels as they typically pay higher rates and usually generate
additional revenues including meeting food and beverage and banquet revenue. SMERFE groups are
typically price sensitive and tend to meet on weekends and during the summer months or holiday
season, when greater discounts are available. These groups typically do not offer a high amount of
additional property revenues. Association demand fluctuates, is in many markets, and is represented
by national, regional, and state membership. Professional associations often meet weekdays or later in
the week and tend to carry over through weekends. The revenue profile of associations varies
depending on the group and the purpose of the event.

The market currently lacks a variety of lodging facilities and supports both limited-service and full-
service properties. It is apparent given the demand of social events and the size of the market’s event
and meeting facilities that group demand plays a significant share in market demand.

In this market competitive set the limited-service properties group demand is most commonly
generated by groups that require 20 to 30 (or more) room nights and need significant meeting space
within the market. Examples of these groups include family leisure, social and wedding groups, with
a primary need in weddings. In some markets, limited-service hotels may also accommodate demand
from groups or individuals attending events at the local convention center or at one of the larger
convention hotels in the area.

The group market is the most susceptible segment within the market, due to the high level of group
supply, its accessibility to the local convention space and price sensitivity. New competition luring
business outside the greater market with the latest lodging and meeting offerings also impacts regional
group demand.

Group demand is likely a target niche for the above-mentioned properties and may represent between
25-35 percent+ of annual demand for the regional properties, inclusive of the Subject Hotel. Typically,
hotels add event space to build group demand in both peak and off-peak seasons. If a hotel features
an onsite restaurant, they try to accommodate event space to assist in food & beverage revenue

maximization.
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Subject Market Growth in Lodging Demand
The growth in lodging demand for the market reported a trend from 2014-2019 (combined 5-year

average rate of growth) at 3.5 percent in occupied rooms and ADR up 3.8 percent and regional
revenues up 8.0 percent. In June of 2022, the rolling (previous 1-year period) 12 months to is
discounted slightly due to the corona virus pandemic yet is up 10.4 percent in occupied rooms and 7.0
percent in ADR. It is anticipated that future growth will continue at a minimum of 2.5-3.5 percent
annually in rooms occupied, with higher growth expected in ADR. Factoring in an accelerated rate
based on historical performance (displaced demand) and new supply (Subject Hotel) inducing demand
in the area, the current performance of growth in revenue is expected to continue in the future in both
the immediate set and the regional set inclusive of the greater market.

It is anticipated the future growth will continue to increase at a minimum of 2.5-3.5 percent annually
in rooms occupied (post the 2020/2021 drop in occupancy expected from the pandemic induced
travel restrictions) and show significant recovery and stabilization in 2022. The Consultant is also
factoring in an acceleration in rate of recovery based on a historical performance and the Proposed
Hotel inducing additional demand in the area; based on the historical performance future growth in
regional room occupancy and revenue will return to stabilization and show typical patterns of growth
in demand from 2022 forward.

The continued impact of tourism, new supply and the strength of adjacent markets regionally will
continue to induce new demand and increase the overall market average occupancies and rates.
Looking at historical trends, occupancy was forecasted with the competitive set occupancy and ADR
taking into consideration the market supply/demand factors and current economic trends. Growth
rates will be discussed in detail by market segment as well as total overview.

Growth rates for future demand was forecasted in the following table and reflects a substantial blow
to the lodging industry in 2020/2021. Current signs indicate the national average demand will result
in occupancy levels stabilizing and returning to pre-pandemic levels. It is also expected that dramatic
increases in occupancy levels will rebound to at or near pre-pandemic levels of 65 percent plus
occupancy into 2022. Occupancy levels are expected to be even higher in smaller and medium markets
with the return of regional business travel and local tourism. Travel in tertiary markets and those with

less dense populations and smaller hotels will likely recover faster than major markets.

The future demand of the competitive set can be analyzed by looking at trends in demand by market
segments. The Consultant estimated and evaluated market penetration potentials for each segment by
comparing the advantages and disadvantages of the Subject Hotel to those of the competitive set.
Factors affecting penetrations include location, accessibility, property size (total rooms and meeting
capacity), finish and quality levels, service, room rates, food & beverage outlets, guest amenities, resort
amenities and experiences and brand affiliation or the lack there of brand support. Next, the
Consultant will identify the trends by market segment to get to the overall market impact,
demonstrated in the following charts.
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It was reported that the competitive properties of the primary market experienced demand of 57,280
room nights in 2019 for a combined level of occupancy of 61.8 percent (derived from STR Trend
Report).

The combined market segmentation demand is summarized as follows, based on the study, experience,
and market reviews:

Market Segment Total Percent
Transient & Commercial 20,048 35%
Social & Leisure 22,912 40%
Group 14,320 25%
Total 57,280 100%

Subject Market Supply & Demand Projections
Occupancy of the Subject Hotel was projected based on forecasted penetration of overall market or

penetration by market segment. Average rate was projected based on competitive positioning, through
the application of an overall ADR penetration rate ot penetration by each market segment’s average

rate.

It is estimated that the Subject Hotel constructed with 65 rooms and entering the subject market in
2024, adding 23,725 additional annual room nights to the competitive market, will see similar trends
in occupancy, demand, and rates based on the hotel’s fair share of the market, its positioning against
the competition, and its location in the greater region amongst the competition. This is defined later
in the report.

Segment Demand Growth Rates
The purpose of segmenting the lodging market is to define each major type of demand, identify

customers and their characteristic and estimate future demand growth trends. Various types of
economic variables were evaluated to determine the changes in lodging furcated demand. The above
table reflects the segment forecasts as follows:

Commercial Segment
The commercial or contract-rate travelers are showing growth indicated by occupied rooms up 8.9

percent on nights Sunday through Thursday in the last 12 months. This is likely impacted by recent
trends in recent growth of regional economic indicators and corporate travel. Commercial demand
consists mainly of individual business travelers utilizing accommodations in the subject market or
visiting area businesses, in addition to high-volume corporate accounts (or Locally Negotiated Rates;
LNR) generated by local firms.

54



Hotel Market Analysis
Hermann, MO
August 2022

Commercial demand is strongest Monday through Thursday and declines on Friday and Saturday. The
continued growth in the commercial or contract-rate markets represented in the strength and increases
in weekday demand reported earlier. With additional market growth and added supply, we estimate
increases in demand in 2022—2026 at an average of 3.0-4.0 percent. This would be an accelerated
increase in occupancy over the combined market average or total average occupancy increase
historically with new supply inducing new demand.

Transient & Leisure Segment

The transient/leisure market contends to be one of the strongest sources of business within the
market, especially in peak season where rate and occupancy are maximized. Leisure demand consists
of individuals and/or families spending time in an atea on vacation or passing through the market in
route to other destinations. Travel purposes include sightseeing, recreation, or visiting friends and
relatives. Leisure demand on weekends has reported the highest increase in year over year occupied
rooms at an average of 14.5 percent in demand over the last 12 months and should continue at a rate
of 4.0-5.0 percent in the next 4-5 years.

With the new supply changes and new properties with meeting and event space we estimate increases
in demand to be high.

Group Segment
The group market is a dynamic and competitive segment within the market. The groups currently

meeting in this market attend the conventions, weddings, and small to medium business meetings.
The Consultant estimates increases in demand in 20222026 at an average of 3.0-5.0 percent given

current repositioning of the surrounding market.

Unaccommodated Lodging Demand

Unaccommodated demand—that is, accommodations that cannot be fulfilled or displaced within a
sampling of hotels—is described in two ways: The first is lodging demand that prefers to stay in the market
or competitive set but currently uses hotels in other locations. At present, this occurs during peak-demand periods
such as times of sporting events, summer travel weekends, major community/city events, and
conventions. In these peak periods, occupancy overflows or spills out to hotels in nearby markets.
While these consumers would rather stay in the competitive set area, supply is completely consumed.
This is known as displaced demand.

The second definition of unaccommodated lodging demand is guests who are currently staying in the
competitive set but prefer hotel accommodations, likely at a higher level, within the set. As an example, a traveler
who normally stays at full-service hotels has booked his or her reservation at an area’s limited-service
property because other supply is inappropriate or too old, thus not meeting needs. Another example
would be guests currently using the subject market facilities based on market location and rates, but
typically prefer nicer or more modern accommodations not offered in the market.
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Unaccommodated demand is further indicated if the market is at all seasonal, with distinct high and
low seasons; such seasonality indicates that, although year-end occupancy may not average in excess
of 70 percent, the market may sell out certain nights throughout the year. To evaluate the incidence
of unaccommodated demand in the market, the Consultant reviewed the average occupancy by night
of the week for the past twelve months for the competitive set, as reflected in the STR report. This is
represented in the following table:
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Hermann Missouri Competitive Set
Occupancy by Day of Week Trends- Trailing 12 Months
Month Sunday Monday Tuesday Wednesday Thursday Friday  Saturday Total Month
Jul-21 56.5% 70.3% 78.1% 81.0% 82.8% 88.1% 91.4% 79.2%
Aug-21 48.7% 59.4% 64.9% 74.4% 71.4% 74.0% 81.6% 66.8%
Sep-21 53.7% 54.4% 63.8% 69.8% 68.4% 79.1% 87.8% 68.2%
Oct-21 52.0% 62.4% 65.1% 66.4% 66.9% 86.3% 88.0% 70.2%
Nov-21 41.4% 57.7% 58.7% 53.0% 57.4% 69.3% 75.0% 58.9%
Dec-21 43.8% 62.3% 58.3% 59.4% 50.1% 50.6% 52.2% 53.7%
Jan-22 32.4% 45.2% 51.8% 53.8% 44.3% 43.6% 48.7% 45.3%
Feb-22 31.1% 57.3% 59.8% 61.3% 62.7% 48.2% 51.6% 53.1%
Mar-22 46.9% 65.0% 67.8% 66.8% 59.8% 72.2% 75.9% 64.9%
Apr-22 42.2% 58.8% 68.6% 64.2% 65.3% 78.0% 80.5% 66.3%
May-22 50.5% 67.1% 69.8% 71.6% 47.7% 86.8% 89.5% 71.8%
Jun-22 59.4% 73.6% 76.1% 74.6% 77.8% 88.0% 92.5% 77.3%
Average 46.5% 60.8% 65.2% 66.5% 65.4% 72.3% 76.3% 64.7%
Hermann Missouri Competitive Set
Average Rate by Day of Week Trends- Trailing 12 Months
Month Sunday Monday Tuesday Wednesday Thursday Friday  Saturday Total Month
Jul-21 $104.21 $102.54 $101.29 $ 102.03 $ 102.69 $120.93 $12442 $ 109.87
Aug-21 $104.85 $ 9983 $ 9836 $ 9611 $ 9571 $120.68 $126.45 $ 106.26
Sep-21 $106.71 $104.66 $107.17 $ 10411 $ 106.43 $124.24 $127.69 $ 112.37
Oct-21 $101.80 $112.76 $101.21 $ 10352 $ 106.34 $126.90 $130.09 $ 114.46
Nov-21 $100.67 $ 97.63 $ 97.80 $ 9840 $ 99.59 $121.25 $11441 $ 104.84
Dec-21 $ 9917 $ 9791 $ 9756 $ 99.01 $ 99.25 $104.61 $106.31 $ 100.46
Jan-22 $ 9898 $100.22 $ 99.18 $ 9742 $ 9329 $101.06 $10593 $ 99.72
Feb-22 $102.47 $101.44 $101.27 $ 10050 $ 103.03 $106.71 $108.61 $ 103.29
Mar-22 $ 99.93 $104.02 $101.84 $ 101.81 $ 100.93 $108.96 $108.98 $ 103.90
Apr-22 $103.72 $105.27 $106.86 $ 107.77 $ 108.34 $116.13 $117.47 $ 110.68
May-22 $111.47 $111.09 $108.71 $ 109.08 $ 108.89 $123.49 $126.17 $ 114.56
Jun-22 $113.27 $111.78 $112.48 $ 11168 $ 11091 $131.91 $13659 $ 118.87
Average $104.47 $104.27 $103.03 $103.00 $103.59  $118.99 $121.25  $109.02
Hermann Missouri Competitive Set
ReWAR by Day of Week Trends- Trailing 12 Months
Month Sunday Monday Tuesday Wednesday Thursday Friday  Saturday Total Month
Jul-21 $ 5888 $ 7206 $ 79.16 $ 8265 $ 8498 $106.55 $113.74 $ 87.01
Aug-21 $ 51.03 $ 5928 $ 6383 $ 7153 $ 6831 $ 89.34 $103.19 $ 70.97
Sep-21 $ 5735 $ 5697 $ 6835 $ 7272 $ 7283 $ 9831 $11211 $ 76.67
Oct-21 $ 5291 $ 7036 $ 6584 $ 6878 $ 7117 $10952 $11452 $ 80.30
Nov-21 $ 4171 $ 5633 $ 5744 $ 5219 $ 5713 $ 8399 $ 8579 $ 6174
Dec-21 $ 4343 $ 6098 $ 5683 $ 5877 $ 4969 $ 5295 $ 5545 $ 53.99
Jan-22 $ 3203 $ 4530 $ 5135 $ 5245 $ 4132 $ 4407 $ 5163 $ 4521
Feb-22 $ 3187 $ 5811 $ 60.60 $ 6162 $ 6459 $ 5146 $ 56.02 $ 54.90
Mar-22 $ 4692 $ 6757 $ 69.04 $ 6798 $ 6032 $ 7872 $ 8270 $ 6743
Apr-22 $ 4380 $ 618 $ 7331 $ 6916 $ 7070 $ 9053 $ 9453 $ 7335
May-22 $ 5626 $ 7453 $ 7584 $ 7805 $ 8134 $107.20 $11288 $ 82.29
Jun-22 $ 6724 $ 8223 $ 8563 $ 8335 $ 86.27 $116.03 $126.34 $ 9193
12 Month Trailing RevPAR $ 48.57 $63.42 $67.21 $68.46 $67.71 $86.04 $92.50 $70.55

(Source: Consultant)
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The Consultant analyzed day of week trends over the last 12 months and noticed that excessive
occupancy in certain months were found; especially and most noted Wednesdays and Friday and
Saturdays. When occupancy reached over 80-85 percent occupancy it is likely that the competitive set
of properties are displacing regional demand, defined later. Note that this does not take into
consideration the subject market’s short-term rental properties also creating displaced demand.

The above table defines the historical monthly key performance indicators of the lodging industry. It
is estimated that the market is experiencing displaced demand at times seasonally and on weekends.
This is likely the case for the subject market in peak periods April through November when
occupancies report in excess of 70-90 percent or Saturdays in May, June, July, August and October.

Displaced Demand

Transient/commercial/social demand is typically affected, at times, by the market and individual
properties that would exceed occupancies of 80 percent and 90 percent overall (monthly or day of
week) and create displaced demand; simply when its busy it is difficult to find lodging. With the subject
market reporting occupancies over 70 percent annually and/or monthly in the peak seasons previously
mentioned reporting 80 percentt occupancy; There is'a high probability of increased displaced
demand going and it should continue going forward. The factor of displaced demand will also impact
future rate projections due to high demand driving price.

Induced Demand

If the proposed hotel were to offer unique accommodations or amenities for business, social, and
leisure travelers not currently available in the area the Subject Hotel should attract regional attention
and receive induced demand (or create newly inspired demand not currently experienced in the
market) above that of the competition. These amenities or features assist the property in created
demand in times where demand is low and properties compete for occupancy, typically discount rates
from peak times and days of week.
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Subject Hotel Market Average Rate Projections
After the proposed Subject Hotel’s occupancy level has been forecast, it is necessary to estimate the

average daily room rate in order to estimate a hotel’s Rooms department revenue. Similar to
occupancy, the projected market-oriented ADR is determined through a market analysis.

Most hotels have numerous rate categories that could vary widely. Depending on the characteristics
of the room that is being rented (size, floor, view, amenities, access to club level, etc.), the reported
room rate average will be directly impacted. The Consultants” ADR estimates reflect the blended rate
categories across all demand segments (previously described, taking these characteristics into account.
Examples of lodging industry primary rate categories include the following:

» Rack Rate — An undiscounted room rate that is normally extended to a guest who does not qualify
for a specific rate. This is typically assessed to walk-in guests or to patrons that are seeking
accommodations during high-occupancy periods.

> Published Rate — The rate listed in websites and publications. It is typically expressed as a range and
represents a general rate that would be charged for a room without a specific contracted price, and
oftentimes increases as the time to arrival decreases. The published rate on the same date of requested

accommodation might be as high as the rack rate.

» Qualified Disconnt Rate — This rate type is a fenced rate that lets hotels offer reduced rates for members
of a loyalty program and one that they must qualify for to receive. For example, a property might have
a standard rack rate of $150, but a qualified discount rate of $135 for members of a loyalty program
like AAA or AARP.

» Corporate Rate— A discounted rate available to certain travelers that are members or agents of a specific
company. This rate is often referred to as the LNR (Local Negotiated Rate) and, depending on the
market mix, will often approximate the property’s average annual room rate.

» Contract Rate— A discounted room rate available to specific travelers that are generally high in volume.
These are most often part of the Group market segment, and might include airlines, convention
groups or SMERFE-oriented travelers.

It is important to note that an estimate of ADR is highly dependent on the occupancy projection, and
vice versa. In other words, one factor cannot be held constant. Travelers almost always have some
degree of price sensitivity, so if room rates are increased by management, it is reasonable to assume
that the property’s penetration level (and ultimately occupancy rate) will decrease. Factors impacting
the rate potential of a lodging facility typically include supply and demand relationships, inflationary
pressures, renovations at competitive properties and demand compression, among other factors. It is
expected that the Subject Hotel will produce higher ADR expectations than that of the competitive
market but will follow seasonal changes in historical performance. It is also expected that the Subject
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Hotel will produce rate results closer to that of the national average given the rates seen in the greater
region, quality of lodging facilities, and the rates produced by the short-term rental properties in the

region.

Subject Hotel Occupancy & Penetration Projections

Occupancy
The occupancy for the Subject Hotel will be addressed in the next section of the study as it relates to

the properties fair market share. Occupancy for the Subject Hotel is presented in the following table
(based on the project opening its first full-year of operation in 2024) and demonstrates that it should
be able to retain an average of 65-70 percent and a conservative market share of 135-155 percent—
upon stabilized Year 3 of operation (2026)—based on estimated levels of performance in the market
and the support of the regional displaced demand. With proper market and product positioning, this
occupancy rate could aggressively exceed this average of the reporting set. The following projections

are subject to a £ 5 percent range.

Hermann Missouri Regional Subject Competitive Set
SUBJECT PROPERTY
MARKET PENETRATION & PROJECT OCCUPANCY
Year 1 Year 2 Year 3 Year 4 Year 5
2024 2025 2026 2027 2028

SUBJECT PROPERTY- COMBINED AVAILABLE ROOMS 65 65 65 65 65
SUBJECT PROPERTY- ANNUAL ROOMS AVAILABLE 23,725 23,725 23,725 23,725 23,725
MARKET - ANNUAL ROOMS AVAILABLE 116,435 116,435 116,435 116,435 116,435
FAIR MARKET SHARE OF SUPPLY 20.38% 20.38% 20.38% 20.38% 20.38%
MARKET OCCUPANCY 43.3% 45.0% 46.7% 48.6% 50.5%
MARKET PENETRATION

Transient & Commercial 100% 100% 100% 100% 100%
Leisure 150% 150% 165% 150% 135%
Group 150% 200% 200% 225% 225%
Induced 125% 125% 125% 150% 150%
ROOM NIGHTS CAPTURED

Transient & Commercial 4,426 4,539 4,655 4,776 4,901
Leisure 6,765 7,003 7,976 7,510 7,001
Group 1,727 2,541 2,792 3,442 3,760
Demand Not Realized in the Competitive Set & Induced 1,133 1,193 1,257 1,588 1,673
TOTAL 14,051 15,276 16,680 17,316 17,335
MARKET SHARE CAPTURED 27.9% 29.2% 30.6% 30.6% 29.5%
OVERALL MARKET PENETRATION 136.8% 143.1% 150.4% 150% 145%
SUBJECT PROPERTY OCCUPANCY 59.2% 64.4% 70.3% 73% 73%
MARKET MIX

Transient & Commercial 31% 30% 28% 28% 28%
Leisure 48% 46% 48% 43% 40%
Group 12% 17% 17% 20% 22%
Displaced 0% 0% 0%

Demand Not Realized in the Competitive Set & Induced 8% 8% 8% 9% 10%

TOTAL 100% 100% 100% 100% 100%

(Source: Consultant)
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The above table represents the Subject Hotel’s fair share of the market demand; that is, if all forecasted
demand (or rooms booked in the competitive set) were split equally among existing hotels in the set,
the number of annual rooms available for the property would result in the Subject Hotel’s forecasted
share of 100 percent. In this case, the fair share for the Proposed Hotel at 65-rooms is 20.38 percent
of the overall market supply. Market penetration is estimated at 130 percent for Year 1, growing to
150 percent by Year 5, based on a strategy to take higher rated regional tourism and it being the only
hotel in the market; and not solely rely on regional induced demand. This would result in the Subject
Hotel’s future occupancy levels at higher levels when compared to the local market and in line with
the greater overall region.

The Consultant also forecasted market penetration by segment. It is estimated that the Subject Hotel
will receive 90-100 percent of its fair share of transient and commercial demand given its position in
the market (and the only true lodging facility in the subject market) with or without it being a franchise
ot branded property; and about 125-150 percent of leisure demand due to the lack of community
lodging positioning and local support services. The group market share is estimated at approximately
150-250 percent of the existing market share given the location in the market and the property having
enough rooms to capture regional group demand all at one facility for the Subject Hotel.

It is also estimated that the Subject Hotel will excel in the corporate, social and leisure as well as the
induced regional demand segments given its unique nature and location and should realize more than
the planned fair share given the local hotel supply. The Subject Hotel is planned to target select group
business and should receive small social groups and be the destination for overflow from regional
tourism like the demand created by destination markets.

Occupancy for the Subject Hotel is estimated at or near 125 percent market share in Year 1 at or near

55-60 percent occupancy and peaking at 145-155 percent by Year 5, allowing for growth in rate and

overall revenue.
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SECTION 7 - LODGING FACILITY RECOMMENDATIONS

Subject Hotel Competitive Facilities Description

Given the location of the subject market in and around regional competition, to drive average rate the
Subject Hotel needs to offer competitive amenities, comparable service, and unique characteristics at
the top end of the market when compared to existing regional supply. Market penetration earlier
defined is converted into an estimate of occupancy for the Subject Hotel. Given the limited inventory
of traditional lodging facilities and regional quality of accommodations; a new facility should be
competitive and attract regional room night demand beyond the immediate area and accommodate
the group demand in the market; and the fact that most regional facilities are dated, franchise and
struggle to offer basic expected amenities due to their limited-service nature. The short-term rental
market offers a unique offering of lodging for those visiting the market but struggle to accommodate
small group of tourists in need of common lodging facilities for social gatherings and events such as
weddings.; the Subject Hotel should compete directly for demand in the market and in fact take market
share or room nights from existing regional facilities in the market.

The Subject Hotel needs to offer competitive amenities, comparable service, and unique characteristics
at the upper midscale to upscale segment of the market. If this is done, the Subject Hotel should
maximize occupancy and average rate when compared to the performance of the defined market. A
select-service property, with local food and beverage offerings, unique small social event space; with
unique programming for transient guests (both social leisure and corporate travelers) would potentially
exceed local trends in key performance indicators.

The Subject Hotel should include certain market and guest amenities, often perceived as necessary to
be considered competitive with the area supply. The concept and focus should offer guests a
sophisticated and contemporary design that is comfortable and functional and utilizes the location to
its upmost advantage. The Subject Hotel should focus on trending design features that are not found
in the market given the age of regional supply and the typical branded offerings. Franchise hotels
typically lack style, personality or unique qualities based on standardization of design. The design
consideration for the property should be unique to the market is one that that focuses on modern
style and lifestyle design- showcasing and exploiting the functionality of indoor/outdoor spaces for

guests.

The current development opportunity under consideration is a 50-75 room hotel and possibly a
secondary location is possible with additional rooms, possibly with or without franchise affiliation and
might have separate ownership; to be built near the at the center of the community.
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The suggested amenities and services the Subject Hotel should consider in development are:

e Modern upscale lifestyle focused design with contemporary décor, keeping within the distinct
attributes of its surrounding market and those that make guests feel sophisticated should be
utilized. Such amenities as modern three to four fixture baths, oversized 3’ by 6’ glass showers in
all rooms. Interesting room features for consideration are integrated smart lighting with dimming
capabilities, occupancy sensing temperature controls, USB integrated outlets throughout the
room, bedside LED reading lights, master power room switch at entry and unique furniture design.

*  Guests should experience upscale amenities such as simple in-room refreshment centers and
refrigerators, modern and upscale bedding, recognized name-brand or local bath amenities and/or
recognized name-brand or custom products throughout the hotel. Bath amenities in dispensers to
limit waste and plastic consumption and overall little to no in room plastics.

¢ Given the number of overall keys or bays likely to be available at the Subject Hotel the overall
maximization of guestroom key count is of most importance. However, unique room
configuration is important to boutique properties and the following room and suites should be
considered when working through schematic design:

o To maximize the floor plan layout and key count of the property- the size of the traditional
room may be smaller than typical rooms. This also allows for efficiencies in development
costs. Consideration should be made for a smaller layout in the traditional king and double-
queen guest room- at-of near 340-350 sq. ft. compared to the traditional industry
guestroom at 350-375 sq. ft.

o Fewer double-queen rooms than standard king rooms might be necessary if the property
should focus on corporate travel and leisure alike. Double- queens will be important for
meetings and events to attract the group, leisure traveler and social market segments.

o More single kings than queen bedded rooms are typically necessary to accommodate
business and leisure travelers.and most branded hotels use a mix of keys at 70 percent king
30 percent (or less) double-queen.

o Multi-room suites to accommodate long-term market demand, extended stay corporate
business and group hospitality suites; sized from 375 to 500+ sq. ft.

o King suites should be considered in a two (key) bay where one room is the sleeping
chamber and is adjacent to a room for the gathering & living area. The configuration at
approximately 475 square feet in size would accommodate leisure and corporate demand
in this room type.

o The consideration should be made for suites that could be sold to interested parties as an
investment and rental opportunity. Many tourism markets offer condominium hotels
where units are sold to individuals and then rented part of the time for income to both the
owner and management company. This is a mechanism for gaining initial project
development equity and mitigating risk in the financing of project. This style of ownership
is in demand in throughout the region as tourism and vacation rental continues to be an
economic generator. The proximity to regional demand generators like the wine country
trail might make this development and investment opportunity popular lifestyle choice.
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* Development Factor Guestroom Size: Guestrooms are getting smaller throughout the lodging
industry. Marriott’s Moxy and Hilton’s Tru are two brands with small guestrooms in the largest
industry franchise companies. It is a movement that is not losing popularity especially in urban
markets or property repositioning in existing facilities. Other franchise companies that have small
room facilities include Best Western Vib and Glo, Choice, and independent groups like Modus.
These are hotels that enter markets and offer rooms that are unusual, reasonably priced; and based
on amenities, cater to modern millennial travelers whether traveling for business or leisure.
Millennials are quickly becoming the most influential travelers impacting the industry.

* The guestrooms are getting smaller due to the limited furniture and fixtures going into today’s
guestrooms, being combined with larger lobby work and gathering areas which create unique social
spaces for people to gather, work, eat and spend incremental revenue during the stay.

¢ Conference and meeting space is a significant part of the greater market supply and creates
seasonal demand. The full-service hotels in the market host many of the region’s meetings and
events. Competitive onsite meeting space, which is high design and utilizes the market location
and natural surroundings, would be highly competitive in the corporate and leisure segments.
Meeting and event space could allow the hotel to attract demand in off-peak periods.

*  Small meeting space (less than 1,000 sq. ft..accommodating 50-60 people) could impact property
demand. The full-service hotels in the market host many of the region’s meetings and events,
however, there are few properties that allocate adequate event space in the greater market. This
typically also involves properties taking additional risk by deliveting inhouse food and beverage
which require kitchens and equipment for service to the space.

* Surface-level and protected accessible parking offering a safe, secure environment that is easily
accessible and well lit. Adjacent and accessible parking will be needed when the meeting facility is
in use and the hotel is fully occupied.

¢ The lobby food & beverage area should function as a place for guests to get ready for their day
and relax and unwind in the evening. This area should offer a menu that would provide additional
dining options to guests of the Proposed Hotel and the community. The dining facility would also
offer a solution to those that do not want to venture off property. This area should reflect style
and comfort, with the following minimum basic services:

o Premium coffee selections

o Selective breakfast service for a fee

o Attractive bar offering limited small plate options

o Ability to celebrate social events and small gathering in lobby area with food and beverage
other than breakfast periods

o Adjacent indoot/outdoor areas for guests to utilize lobby service ateas in favorable
weather seasons and periods. Elemental design efforts inspire use of these areas

o Entertainment features such as high-end 50-60” TVs in the gathering area

* The food & beverage area should have a limited food service program and offer breakfast and
light evening beverage options in the lobby area. It appears lunch options may not necessary and
would require more labor and additional costs and can be fulfilled by the greater regional market
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service providers. The site location has many dining and traveler support amenities within driving
and walking distance.
Project consideration — A roof top bar and food service area is a popular trend in developments
today. If the Subject Hotel offers food & beverage offerings seasonally in a roof top terrace area
it would be a regional attraction. If designed properly this area could be used 9-10 months
throughout the year and offer service to the local community as well as hotel guests. A beverage
centric program with a light bar food menu, with less than 10 items, featuring small plates that can
be prepared at the roof top level (in a small prep kitchen) for ease of servicing the area is suggested.
As seen in many national markets, a focus on beverage programming will drive profitability and
offer the community a unique place to gather. This continues to be the biggest competitive trend
in new lodging facilities and will continue through 2022.
Latest technologies that offer seamless interface from office to hotel room, including:
o High-speed wired and wireless network throughout the facility with a free to guest and
enhanced streaming capability
o In-room premium TV service provider with DVR capabilities, music and sound, and
personal device streaming to-in room technology both video and audio
o Business-minded facilities and/or resource center is-not needed, and traditional business
centers are typically not recommended
o In room guest device streaming to the supplied in room televisions is a critical amenity.
Today many guests are now traveling with their media content on their personal device.
Applications and technology such as Netflix, Hulu, Amazon Video, Disney Plus (naming
a few) and traditional channels with on demand content; allow travelers to access their
choice of media, when they choose to. Not having this ability does not allow guests to
utilize the room to its potential best use as this technology is available and affordable.
The dining program of the hotel should consider a grab and go convenience area in the lobby and
in room with limited food and snacks offering an additional level of hospitality and service, as well
as profitability.
The guest rooms should offer similar amenities throughout the mix of rooms. These amenities
could include a refrigerator (in all rooms), and possible kitchenettes in the suites portion of the
facility given the long-term stay competition in the market with several all-suite properties. In-
room beverage and snack selections as well as the following amenities should be considered; coffee
maker, and held steamers instead of iron and ironing board, desk with computer access and
ergonomic seating, task lighting, and multiple accessible power outlets with built in USB
connection. This is the project standard of quality and amenities by which the competitive set will
compare itself.
The hotel should be designed for leisure travelers yet meet the needs of a corporate and group
guest. It should feature a variety of rooms and suites for both business and social leisure travelers.
Leisure travelers would likely support the weekends and summer high seasons. Few suites with a
focus on contemporary and modern interior design could drive rate in peak season.
The micro-boutique is a concept (that could be considered for the Proposed Hotel) with small
well-appointed guestrooms, unique public spaces and a regional twist on food and beverage served
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in a unique location with programmed outdoor areas; to attract a variety of regional travelers and
the millennials alike.

Extended-stay suites that feature amenities for long-term guests (4+ nights) that are not in the
immediate market (yet found in the regional secondary market of short-term rentals) could attract
market share currently not present in the regional market.

The guest room configuration will need to address the market segmentation profiles. This will
requite having guest rooms comparable to the business and social/leisure markets. The Subject
Hotel given its location and new design has the potential to drive rate. This is typically done
through the functionality and design of the guestroom and common spaces, with unique offerings
like rooftop terraces and other unique-to-market amenities.
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SECTION 8 - SUMMARY CONCLUSIONS

e The facility description for the Proposed Hotel should be positioned to compete in the upper
midscale to upscale class of a select-service product category and one that is positioned above
most of the regional market. A new hotel, offering regional quality, unique market amenities and
focused service—should be highly competitive in the region and successful long term. The
property will need to compete amongst the greater segment leaders throughout the region and be
managed by a professional hotel management company.

e This could be a good opportunity given the market conditions for the development team to
consider a soft brand or hybrid brand affiliation, if a branded hotel is desired. The property
positioned as a soft brand would allow for an independent and unique design and concept for the
Subject Hotel, but also provides brand and franchise support. However, given the high levels of
accommodated demand, trends in both occupancy and average rate; an independent hotel should
stabilize quickly if marketed properly to its target segments.

* The size of this hotel at 50-75 guest rooms should be supported in the market based on current
trends in occupancy, studied displacement of demand, and the age of the existing supply in the
greater market.

* The recommended 65 room facility was used for the purposes of economic modeling and
feasibility. Subject Hotel must offer a competitive product against the branded supply and area
short-term rentals (and market supply of mostly economy and midscale segment facilities) and
unbranded facilities in the area. This can be accomplished with a variety of guest accommodations
and a unique facility location.

* Site needs to offer both visibility and accessibility to regional fransient, group, and social demand
generators. The market drives a stable and increasing occupancy and consistent average rate that
is seasonally driven. This project would be catalyst for regional tourism, group travel needs and a
key development to the long-term sustainability of community.

* The market has a suitable supply of area workforce regionally but is also at a disadvantage due to
the lack of rental units for the workforce (because they are being sold as short-term lodging
facilities to local transient guests). This service-driven region offers a favorable workforce for the
retail and hospitality industry given the number of total market properties in and around the
market. The ability to find a quality staff for a high-level hotel is important.

* A feasible hotel lodging project is one where the hotel being designed (or repositioned) has an
economic value that is greater than the project costs to develop. It is important to design a property
with proper room design and functionality and property amenities; all of which will attract demand
and achieve occupancy and ADR expectations. This must all happen within a budget to support
hard costs, design soft costs and the project financing.
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SECTION 9 - CONCLUSION: FEASIBILITY STUDY REVIEW

Projection of Income & Expense

The following financial analysis and investment scenario is presented for the Proposed Hotel based
on industry guidelines as reported by STR in the 2018/2019 Annual HOST Almanac: individual
comparable operating statements from our database of hotel statistics and regional geographical
trends. All financial data is presented according to the three most common measures of industry
performance: inflated ratio to sales, amounts per available room (PAR), and amounts per occupied
room night (POR). Hotel revenues were projected based on the historical trends of the market and
influenced by the positioning of the Subject Hotel, designed and operated at the suggested guidelines.
The pro forma may or may not include an estimate of property taxes and investment analytics are
based on the property performance in comparison to regional and national benchmarks outlined in

the following review of income and expense.

The Subject Hotel’s forecast is based on the facility program (previously described) derived from the
project intent and Consultant’s opinion and its performance s influenced by the markets trends in key
indicators of occupancy, average rate, and market share. The forecast of income and expense is
expressed in current dollars for each year with an inflation rate at 2.5 percent. Stabilized year is
intended to reflect the anticipated operating results of the property over its initial 10-year period, in
today’s dollar value. The 10-year period reflects the typical holding period of hotel real estate before
consideration of selling. Thus, income and expense estimates from the stabilized year forward excludes
the future impact of supply and demand relationship, as well as any nonrecurring or unusual revenues

Or expenses.

Hotel

The Consultant prepared the following operations model to include a ten-year operating pro forma
(below) for a 65-room hotel with select food & beverage programming in the form of a small
restaurant space including an event space and possible outdoor service area for additional events and
outdoor gatherings and daily programmed use for hotel visitors.

The projections assume a first full year of operation (which may not be achievable based on acquisition
and construction timeline of the property) opening in 2024 (planned first full year) and managed by a
third-party company. The following projections of income and expense are based on historic
comparison of properties in our database; and the national operating statistics for limited- service and

full-service hotels; specifically lodging facilities in the midscale, upper midscale, and upscale segments.
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It is estimated that the Subject Hotel will take 2 to 3 years to reach a stabilized level of operation or
occupancy in this market. More specifically, we have estimated performance and for discussion and
comparison purposes, will review the third full year of operation in the projections (2026) as the
stabilized year of business.

Hotel revenue projections indicate that at the fourth full year of operation 2026 of stabilized
business, the facility would generate estimated revenues of $2,843,000—to include room
revenue, miscellaneous income, and food & beverage revenues for the facility. Sales tax and room tax
are not traditionally reported on hotel operational models and are considered pass-through revenues
that are collected and paid to a local agency monthly. The tax collection and impact will be discussed
later in the study.

The property, upon stabilization, should surpass occupancy at or near 70 percent and ADR at
approximately $138; a premium amount of about $20 compared to the primary competitive set
expected to perform at or near $110-$115 in 2026 (estimated) forecasted reflecting current economic
trends and inflation.

Food & beverage revenue projections are based upon a select-service food and beverage facility to
include lobby programming, small events and room rental, catering (by local facilities), banquets and
outdoor terrace area and the property having a full liquor license. In addition to providing a source of
revenue, these outlets serve as an amenity in which the main effort is to support the sale of guestrooms
in both transient and group segments. In 2026, Year 3 of operation, it is estimated that the contribution
of revenue derived from restaurant sales will be nearly $400,000 to $500,000 including revenue for
multiple meal periods, banquets, and event room rental for the overall department. Other revenues—
such as a grab-and-go convenience shop, in room refreshment centers, vending (included in restaurant
sales), convenience kiosks, increased Wi-Fi, and miscellaneous are estimated at $30,000 annually.

Rooms Departmental Expense estimates are projected at 23 percent of gross room revenue or
$526,000 in annual expense. Rooms expenses primarily consist of those expenses related to the sale
and operation of the guestrooms. Such expenses include payroll and its taxes, salaries and benefits for
both guest services (front desk & bell services) and related property cleaning (housekeeping services)
and the departmental direct expenses of supplies and materials. The departmental expenses also
include reservation processing fees (for either independent or franchised hotels), travel agent and OTA
commissions, cost of guest supplies, in room amenities and supplies, laundry and linen, uniforms,
limousine car service, in room guest TV programming, and other related costs.

The industry and Consultant data suggest rooms expense range between 22 percent and 29 percent of
rooms revenue when comparing select-service or midscale properties; on a per-occupied-room basis,
the range was between $25 and $35. Rooms expense for the proposed Subject Hotel is projected at
26 percent in the first year (or $35 per occupied room), stabilizing at 23 percent in 2026 (or $31.67 per
occupied room); totaling approximately $8,092 per available room compared to the national average
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range of $6,500 to $8,500 per available room. The proposed Subject Hotel's rooms department
expense has been positioned based upon our review of the type, size and staffing of the property.

Food & Beverage Expenses consist of the items and staffing necessary for the operation of a
facility’s food & beverage services extended to grab and go offerings and outdoor service area and
banquet room rental. These expenses include payroll, salaries, benefits, the direct cost of inventory for
both food and beverage items (cost of goods), and all related expenses related to the food outlets such
as china, glassware, supplies, linen, and uniforms. Expenses are typically estimated at a minimum of
75-80 percent (industry average) of the food & beverage restaurant revenues of $500,000; expenses
are estimated at or $352,000 (70 percent) and a combined total for both outlets in food & beverage.
Expense is estimated at $6,000 (10 percent) for banquets since this revenue source is room rental only
and assumes no onsite catering is being performed. These percentages are comparable to similar
operations and industry comparisons.

Telephone Department Expenses historically have been reported in an individual division with
both revenues and expenses; and in some very large facilities that require staffing, they still have direct
costs. However, today there are little to-no direct room ot telecommunication revenues; and in most
hotels the communication services are packaged as part of the internet and Wi-Fi utilities.

The decreasing use of room phones (and properties charging for service) due to cellular phones
coupled with an expectation of free high-speed internet access; has cut the gross and net revenue
figures in this department across the industry. In the last few years with advances in technology and
infrastructure there are minimal costs associated with installing and maintaining internet and property
phone service. These costs are somewhat fixed and range less than $20,000 annually for properties
under 100 keys; and part of the utility’s contracted service and allocated in that department. It is
assumed that internet would be provided for free in this hotel (with a possible upgraded bandwidth
fee) and that costs would therefore be higher than revenue for telephone and internet.

Rentals and Other Income & Expenses This category is typically comprised of third-party rental
income, interest, commissions, vending machine sales, parking, pay per view movies, and other
miscellaneous income. Most boutique properties in room mini bar and retail sales have reported the
highest share of today’s “other income revenue.” In-room retail for boutique properties has been
expanded to include bedding packages (accent items), locally sold goods such as spirits, sweets, and
savory items, in addition to soda, artesian water and craft alcoholic and non-alcoholic beverages. Many
destination properties also include higher valued retail goods indigenous to a market typically
showcased in the guestroom as part of the furniture package. Annual forecasted revenues of
approximately $37,000 was factored. This income category is typically highly dependent on occupancy
and has a very low expense ratio, estimated at $13,000 or 35 percent of revenue.

Undistributed Expense Category are those property expenses that are not directly attributed to a
specific operating department with revenue. This category includes utilities, leases, administrative
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costs, and franchise fees, including all general facility repairs and property maintenance. In larger
properties, the undistributed category would typically also include human resources and accounting
departments. For most smaller properties (under 120-150 rooms), these services are outsourced to
third parties or provided by the property management company (included in the management fee or
a professional fee in the administrative and general category). The following expense categories make
up the undistributed expense category for lodging facilities:

Property Operation & Maintenance Expenses are upkeep costs to maintain property and general
conditions of the facility. Maintenance expense is another category that is largely controlled by
management and ownership of a property. Except for repairs that are necessary to keep the rooms
rentable, facilities open and prevent damage such as heating, electrical items, and plumbing repairs;
most maintenance can be deferred for varying lengths of time. Long-term capital maintenance is an
accumulating expense and if it is postponed over a period of time and not eliminated, it is simply
deferred to a later date and the cost is likely increased proportionally over time. A lodging facility that
operates with a lower-than-normal maintenance budget is likely to accumulate a considerable amount
of deferred maintenance and capital.

Repairs and maintenance which includes all property and rooms repairs, service contracts, elevator
maintenance and materials, tool, and property maintenance (landscaping and season maintenance) are
projected at 5.0 percent of revenues totaling $141,000 or $8.49 per occupied room night; and $2,169
per available room. As a percentage of total revenue, standards of operations indicate a property
operations and maintenance expense range from 3.5-6.0 percent, or $2,275 to $3,200 per available

room.

Utdlity Expense costs include services to operate the business and include water, sewer, gas,
electricity, communications, trash removal, heating and cooling. Amenities such as pools also pay a
factor into utility costs to heat water and run equipment. Costs of utilities vary based on location,
seasonality, and occupancy. Typically, electricity tends to be the most expensive utility which is why
many hotels are now looking into solar energy.

Utilities are forecasted at a ratio of 4.2 percent of revenues or $119,000, estimated at $7.16 per
occupied room, and $1,831 per available room, which is within the typical range of allowable
expenditure in the industry. As a percentage of total revenue, standards of operations indicate utility
expenses range from 3.0-5.5 percent, $6.25 to $9.25 per occupied room, or $2,500 to $3,500 per
available room.

Administrative & General costs include general manager payroll, benefits, incentives and related
expenses of the hotel’s management staff for those who are not directly associated with a revenue
department. This expense also includes the cost of various administrative functions and supplies such
as credit card commissions, professional & legal fees, human resources (for those smaller hotels that
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do not have an internal department), bookkeeping and accounting services, allowance for bad debts,
travel expenses and miscellaneous expenses.

Most administrative and general expenses are relatively fixed as a relation to occupancy and percent
of sales. This category is projected at 9.1 percent of total revenue or $260,000 and per available room
amount of $4,000. As a percentage of total revenue, standards of operations indicate administrative
expenses to range from 7-11 percent, or $3,900 to $5,850 per available room.

Sales & Marketing Expenses consist of all costs associated with the marketing, advertising, sales
and promotion of a property. The result of this expenditure is to attract and retain a customer base.
Initial marketing can be used to develop a brand or image especially in the boutique or soft brand
affiliated properties. This expense category includes payroll, benefits, incentives and related expenses,
the cost of advertising and promotion, direct mail, publications, printing and placement, e-mail and
Internet campaigns, online reputation management and franchise marketing fees.

This expense category is forecasted at a total of $171,000 or 6.0 percent of property revenues and
$2,631 per available room. As a percentage of total revenue, standards of operations indicate marketing
expenses to range from 4.3-7.0 percent, or $2,000 to $5,600 per available room. For non-branded
hotels or boutique properties marketing expenses may trend higher (especially if running full-service
facilities), close to 6-9 percent based on the lack of franchise fees including brand marketing and
royalty fees.

Franchise fees were estimated into the evaluation given the uncertainty of the hotel being a
branded/franchise hotel and likely operating as an independent ofr one with a soft brand affiliation.
Franchise fees were estimated at 5 percent and $8.55 per occupied room night; or $2,185 per available
room. For consideration, it is customary for the brand to charge 4-5 percent of revenues if a franchise
would be considered. Franchise fees vary based on the brand and typically also charge additionally for
royalty fees, marketing fees and customer loyalty programs. The customary range of franchise fees for
evaluation purposes is 7-11 percent all-inclusive of monthly transactional fees and appropriate
franchise and royalty or marketing fee.

Management Fees are contracted costs affiliated with the managing company of the facility. Some
management contracts specify only a base fee as a percentage of gross revenue ranging from 2-4
percent (or monthly minimum for startup properties); while most have incentive clauses based on
revenue and profitability of the operation. These are often calculated as a percentage of income
available after fixed costs such as debt service, insurance, and taxes.

Management fees are estimated at $100,000 or 3.5 percent of total hotel revenue, which is within the
range of customary fee structures. Projections do not include an incentive to the management
company based upon performance of preferred return to the investor group based on initial capital
investment, typical within the industry. Actual fees will vary depending upon other contract terms
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such as accounting fees and managed amenities such as restaurant, banquets, and other property
outlets. It is not factored but ownership could have a regional asset manager or owner’s representative
overseeing the management company and property. The planned fee in asset management is an
additional 1.0-1.5 percent on top of the management fee.

Fixed Expenses include items that are relatively fixed and not sensitive to the operating levels of the
facility and include taxes, insurance and leases. Property taxes vary across the U.S. but are typically
based on the real value of the property. Insurance varies based on the hotel amenities like pools and
spas as well as the number of food & beverage outlets. Leases can include items like fitness equipment,
hardware, and the most common automobiles for transportation services.

Insurance Expense consists of the cost of insuring the lodging facility and its contents against
damage from fire, weather, water infiltration etc. General insurance costs include premiums relating
to liability and theft coverage for a business. Insurance rates are based on many factors, including
building design and construction, fire prevention systems and do not vary with the fluctuation in
occupancy. Insurance was estimated at the regional average of $446 per available room or 1.0 percent
of total revenue, totaling $29,000. As a percentage of total revenue, standards of operations indicate
insurance expense to range from 0.7-2.0 percent, or $250 to $1,200 per available room.

Reserve for Replacement is standard for income-producing properties, a reserve for replacement
for furniture, fixtures, and equipment, as well as other capital items has been included in this analysis.
Furniture, fixtures, and equipment are essential to the operation of a lodging facility, and their quality
often influences a property's class. This category includes all non-real estate items that are capitalized,
rather than expensed. The furniture, fixtures, and equipment of a hotel are exposed to heavy use and
must be replaced at regular intervals. The useful life of these items is determined by their quality,
durability, and the amount of guest traffic-and use.

Periodic replacement of furniture, fixtures, and equipment is essential to maintain the quality, image,
and income-producing potential of a lodging facility. Because capitalized expenditures are not included
in the operating statement but nevertheless affect an owner's cash flow, a forecast of income and
expense should reflect these expenses in the form of an appropriate reserve for replacement.

Recent studies have indicated that, over the long-term, a minimum of 1.5-2.5 percent is required to
properly maintain hotel facilities and actual costs could be higher. The reserve is calculated at 2.5
percent and $71,000.

Property Taxes

Property tax is one of the primary revenue sources of municipalities. Based on the concept that the
tax burden should be distributed in proportion to the value of all properties within a taxing jurisdiction,
a system of assessments is established. Theoretically, the assessed value placed on each parcel bears a
definite relationship to market value, so properties with equal market values will have similar
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assessments and properties with higher and lower values will have proportionately larger and smaller

assessments.

Depending on the taxing policy of the municipality, property taxes can be based on the value of the
real property or the value of the personal property and the real property. The estimate of the proposed
Subject Hotel's market value (for tax purposes) should be based on an analysis of assessments of
comparable hotel properties in the local municipality.

Property taxes vary across the U.S. but are typically based on the real value of the property. Tax rates
are based on the city and county budgets, which change annually. The tax evaluation of the Subject
Hotel was based on industry percentage of total revenue, standards of operations indicating a range
from 2.1-3.4 percent, or $977 to $3,362 per available room for limited-service properties.

CONCLUSION

In conclusion, the Consultant’s analysis reflects an operation with net income expected to total 31.4
percent of total revenue by the stabilized year before taxes and debt service. The stabilized total
revenue is comprised primarily rooms-(forecasted at 80 percent of gross revenues); a contribution
from food and beverage revenue (forecasted at 18 percent of gross revenues) and miscellaneous
additional revenue (forecasted at 2 percent of gross revenues). On the cost side, departmental expenses
total 31.3 percent of revenue by the stabilized year, while undistributed operating expenses total 29
percent of total revenues; this assumes that the property will be operated competently by a proven
hotel operator.

In summary, the overall cash flow available for debt service (or EBITDA) and taxes after a 3.5 percent
management fee, a 2.5 percent reserve for replacement allocation; Net Income is projected at 31.4
percent of total revenue, $53.76 per occupied room and $13,738 per available room; or $893,000 and
is primarily comprised of rooms, and food and beverage revenue; this is in the above average range of
expectations and can be characterized as above average performance based on regional rates and
occupancy expectations. As a percentage of total revenue, standards of operations indicate net income
of a select-service property to range from 28- 36 percent (after taxes), or $§10,000 to $17,000 per

available room.
The first full 5-year operating pro forma, 10-year inflated ratio to revenue, inflated amounts per

available room, and inflated amounts per occupied room night were produced by the Consultant for
the Subject Hotel are shown on following tables.
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Five Year Operating Pro Forma

Hermann Missouri Proposed Subject Hotel
Projected Operating Results
Calendar Years

2024 2025 2026 2027 2028
Number of Units: 65 65 65 65 65
Number of Annual Rooms Available: 23,725 23,725 23,725 23,725 23,725
Number of Rooms Occupied: 14,240 15,420 16,610 17,320 17,320
Annual Occupancy: 60.0% 65.0% 70.0% 73.0% 73.0%
Average Daily Rate: $131.25 $134.50 $138.00 $141.50 $145.00
Revenue Per Available Room: $78.75 $87.43 $96.60 $103.30 $105.85
Amount Ratio POR Amount Ratio Amount Per Room P.O.R.  Ratio Amount Ratio Amount Ratio
Revenues
Rooms $1,869,000 80.4% $131.25 $2,074,000 80.5% $2,292,000 $35,262 $137.99 80.6% $2,451,000 80.7% $2,511,000 80.7%
Restaurant Food 299,000 12.9% $21.00 332,000 12.9% 367,000 $5,646 $22.10 12.9% 392,000 12.9% 402,000 12.9%
Restaurant Beverage 75,000 3.2% $5.27 83,000 3.2% 92,000 $1,415 $554 3.2% 98,000 3.2% 100,000 3.2%
Banquets/Catering Food & Beverage 53,000 2.3% $3.72 54,000 2.1% 55,000 $846 $3.31 1.9% 57,000 1.9% 58,000 1.9%
Other Income 30,000  1.3% $2.11 33,000 1.3% 37,000 $569 $2.23  1.3% 39,000  1.3% 40,000  1.3%
Total Revenues 2,326,000 100.0% 2,576,000 100.0% 2,843,000 $43,738 $171.16 100.0% 3,037,000 100.0% 3,111,000 100.0%
Departmental Expenses
Rooms 500,000 26.8% $35.11 513,000 24.7% 526,000 $8,092 $31.67 22.9% 539,000 22.0% 552,000 22.0%
Restaurant Food 239,000 79.9% $16.78 266,000 80.1% 293,000 $4,508 $17.64 79.8% 314,000 80.1% 321,000 79.9%
Restaurant Beverage 50,000 66.7% $3.51 51,000 61.4% 53,000 $815 $3.19 57.6% 54,000 55.1% 55,000 55.0%
Banquets/Catering Food & Beverage 37,000 69.8% $2.60 38,000 70.4% 39,000 $600 $2.35 70.9% 40,000 70.2% 41,000 70.7%
Other 10,000  33.3% $0.70 12,000 36.4% 13,000 $200 $0.78  35.1% 14,000  35.9% 14,000 35.0%
Total Departmental Expenses 836,000  35.9% 880,000 34.2% 924,000 $14,215 $55.63 32.5% 961,000 31.6% 983,000 31.6%
Departmental Profit 1,490,000 64.1% 1,696,000 65.8% 1,919,000, $29,523 $115.53 67.5% 2,076,000 68.4% 2,128,000 68.4%
Undistributed Expenses
Administrative & General 221,000 9.5% $15.52 240,000 9.3% 260,000 $4,000 $1565 9.1% 275,000 9.1% 282,000 9.1%
Marketing 140,000 6.0% $9.83 155,000 6.0% 171,000 $2,631 $10.30 6.0% 182,000 6.0% 187,000 6.0%
Franchise Fees 121,000 5.2% $8.50 135,000 5.2% 142,000 $2,185 $8.55 5.0% 148,000 4.9% 152,000 4.9%
Property Operation & Maintenance 167,000 7.2% $11.73 181,000 7.0% 186,000 $2,862 $11.20 6.5% 190,000 6.3% 195,000 6.3%
Utilities 97,000 4.2% $6.81 108,000 4.2% 119,000 $1,831 $7.16 4.2% 127,000 4.2% 131,000 4.2%
Other Undistributed Expenses 0 0.0% $0.00 0 0.0% 0 $0 $0.00  0.0% 0 0.0% 0  0.0%
Total Undistributed Operating Expenses 746,000  32.1% 819,000 31.8% 878,000 $13,508 $52.86 30.9% 922,000  30.4% 947,000  30.4%
Gross Operating Profit 744,000 32.0% $52.25 877,000 34.0% 1,041,000 $16,015 $62.67 36.6% 1,154,000 38.0% 1,181,000 38.0%
Base Management Fee 81,000 3.5% $5.69 90,000 3.5% 100,000 $1,538 $6.02  3.5% 106,000  3.5% 109,000  3.5%
Fixed Expenses
Property Taxes 0 0.0% $0.00 0 0.0% 0 $0 $0.00 0.0% 0 0.0% 0 0.0%
Direct Assessments Room Tax Rebates 0 0.0% $0.00 0 0.0% 0 $0 $0.00 0.0% 0 0.0% 0 0.0%
Insurance 27,000 1.2% $1.90 28,000 1.1% 29,000 $446 $1.75 1.0% 29,000 1.0% 30,000 1.0%
Equipment Leases 25,000 1.1% $1.76 26,000 1.0% 26,000 $400 $1.57  0.9% 27,000  0.9% 28,000  0.9%
Total Fixed Expenses 52,000 2.2% 54,000 2.1% 55,000 $846 $3.31  1.9% 56,000  1.8% 58,000 1.9%
Net Operating Income 611,000 26.3% $42.91 733,000 28.5% 886,000 $13,631 $53.34 31.2% 992,000 32.7% 1,014,000 32.6%
FF&E Reserve 35,000  15% $2.46 52,000 2.0% 71,000 $1,092 $4.27  2.5% 76,000  2.5% 78,000 2.5%
Net Income After Reserve $576,000  24.8% $40.45 $681,000 26.4% $815,000 $12,538  $49.07 28.7% $916,000  30.2% $936,000  30.1%

Source: Grey Hospitality
www.GreyHC.com
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Analysis of RevPAR & POR
Hermann Missouri Proposed Subject Hotel
Inflated Annual Amounts Per Available Room
Rep. Yr.
2022 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
REVENUES
Rooms $33,308 $28,754 $31,908 $35,262 $37,708 $38,631 $39,569 $40,569 $41,569 $42,631 $43,692 $44,769
Food 5,323 4,600 5,108 5,646 6,031 6,185 6,338 6,492 6,662 6,815 7,000 7,169
Restaurant Beverage 1,338 1,154 1,277 1,415 1,508 1,538 1,585 1,631 1,662 1,708 1,754 1,785
Banguets/Catering Food & Beverage 769 815 831 846 877 892 908 938 954 985 1,015 1,031
Other Income 538 462 508 569 600 615 631 646 662 677 692 723
Total Revenues 41,277 35,785 39,631 43,738 46,723 47,862 49,031 50,277 51,508 52,815 54,154 55,477
Departmental Expenses
Rooms 7,323 7,692 7,892 8,092 8,292 8,492 8,708 8,923 9,154 9,385 9,615 9,862
Food 4,262 3,677 4,092 4,508 4,831 4,938 5,062 5,200 5,323 5,462 5,600 5,738
Restaurant Beverage 738 769 785 815 831 846 877 892 908 938 954 985
Banguets/Catering Food & Beverage 538 569 585 600 615 631 646 662 677 692 708 723
Other Income 185 154 185 200 215 215 215 231 231 246 246 246
Total Departmental Expenses 13,046 12,862 13,538 14,215 14,785 15,123 15,508 15,908 16,292 16,723 17,123 17,554
Departmental Profit 28,231 22,923 26,092 29,523 31,938 32,738 33,523 34,369 35,215 36,092 37,031 37,923
Undistributed Expenses
Administrative & General 3,738 3,400 3,692 4,000 4,231 4,338 4,431 4,554 4,662 4,785 4,908 5,015
Marketing 2,477 2,154 2,385 2,631 2,800 2,877 2,938 3,015 3,092 3,169 3,246 3,323
Property Operation & Maintenance 2,831 2,569 2,785 2,862 2,923 3,000 3,077 3,154 3,231 3,323 3,400 3,477
Utilities 1,738 1,492 1,662 1,831 1,954 2,015 2,062 2,108 2,169 2,215 2,277 2,323
Other Undistributed Expenses 0 0 0 0 0 0 0 0 0 0 0 0
Total Undistributed Operating Expenses 12,938 11,477 12,600 13,508 14,185 14,569 14,892 15,277 15,662 16,062 16,477 16,846
Gross Operating Profit 15,292 11,446 13,492 16,015 17,754 18,169 18,631 19,092 19,554 20,031 20,554 21,077
Base Management Fee 1,446 1,246 1,385 1,538 1,631 1,677 1,723 1,754 1,800 1,846 1,892 1,938
Fixed Expenses
Property Taxes 0 0 0 0 0 0 0 0 0 0 0 0
Insurance 400 415 431 446 446 462 477 492 492 508 523 538
Equipment Leases 369 385 400 400 415 431 446 446 462 477 477 492
Total Fixed Expenses 769 800 831 846 862 892 923 938 954 985 1,000 1,031
Net Operating Income 13,077 9,400 11,277 13,631 15,262 15,600 15,985 16,400 16,800 17,200 17,662 18,108
Reserve for Replacement 1,031 538 800 1,092 1,169 1,200 1,231 1,262 1,292 1,323 1,354 1,385
Net Income After Reserve 12,046 8,862 10,477 12,538 14,092 14,400 14,754 15,138 15,508 15,877 16,308 16,723
Room Occupancy 73% 60% 65% 70% 73% 73% 73% 73% 73% 73% 73% 73%
Average Room Rate $125.00 $131.25 $134.50 $138.00 $141.50 $145.00 $148.50 $152.25 $156.00 $160.00 $164.00 $168.00
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Hermann Missouri Proposed Subject Hotel
Inflated Amounts Per Occupied Room Night
Rep. Yr.
2022 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034
REVENUES
Rooms $125.01 $131.25 $134.50 $137.99 $141.51 $144.98 $148.50 $152.25 $156.00 $159.99 $163.97 $168.01
Food 19.98 21.00 21.53 22.10 22.63 23.21 23.79 24.36 25.00 25.58 26.27 26.91
Restaurant Beverage 5.02 5.27 5.38 5.54 5.66 5.77 5.95 6.12 6.24 6.41 6.58 6.70
Banquets/Catering Food & Beverage 2.89 3.72 3.50 3.31 3.29 3.35 3.41 3.52 3.58 3.70 3.81 3.87
Other Income 2.02 2.11 2.14 2.23 2.25 2.31 2.37 2.42 2.48 2.54 2.60 2.71
Total Revenues 154.91 163.34 167.06 171.16 175.35 179.62 184.01 188.68 193.30 198.21 203.23 208.20
Departmental Expenses
Rooms 27.48 35.11 33.27 31.67 31.12 31.87 32.68 33.49 34.35 35.22 36.09 37.01
Food 15.99 16.78 17.25 17.64 18.13 18.53 19.00 19.52 19.98 20.50 21.02 21.54
Restaurant Beverage 2.77 3.51 3.31 3.19 3.12 3.18 3.29 3.35 341 3.52 3.58 3.70
Banquets/Catering Food & Beverage 2.02 2.60 2.46 2.35 2.31 2.37 2.42 2.48 2.54 2.60 2.66 2.71
Other Income 0.69 0.58 0.69 0.75 0.81 0.81 0.81 0.87 0.87 0.92 0.92 0.92
Total Departmental Expenses 48.96 58.71 57.07 55.63 55.48 56.76 58.20 59.70 61.14 62.76 64.26 65.88
Departmental Profit 105.95 104.63 109.99 115.53 119.86 122.86 125.81 128.98 132.16 135.45 138.97 142.32
Undistributed Expenses
Administrative & General 14.03 15.52 15.56 15.65 15.88 16.28 16.63 17.09 17.49 17.96 18.42 18.82
Marketing 9.30 9.83 10.05 10.30 10.51 10.80 11.03 11.32 11.61 11.89 12.18 12.47
Property Operation & Maintenance 10.62 11.73 11.74 11.20 10.97 11.26 11.55 11.84 12.12 12.47 12.76 13.05
Utilities 6.52 6.81 7.00 7.16 7.33 7.56 7.74 7.91 8.14 8.31 8.55 8.72
Other Undistributed Expenses 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Total Undistributed Operating Expenses 48.56 52.39 53.11 52.86 53.23 54.68 55.89 57.33 58.78 60.28 61.84 63.22
Gross Operating Profit 57.39 52.25 56.87 62.67 66.63 68.19 69.92 71.65 73.38 75.17 77.14 79.10
Base Management Fee 5.43 4.68 5.20 5.77 6.12 6.29 6.47 6.58 6.76 6.93 7.10 7.28
Fixed Expenses
Property Taxes 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Insurance 1.50 1.90 1.82 1.75 1.67 1.73 1.79 1.85 1.85 1.91 1.96 2.02
Equipment Leases 1.39 1.76 1.69 1.57 1.56 1.62 1.67 1.67 1.73 1.79 1.79 1.85
Total Fixed Expenses 2.89 3.65 3.50 3.31 3.23 3.35 3.46 3.52 3.58 3.70 3.75 3.87
Net Operating Income 49.08 42.91 47.54 53.34 57.27 58.55 59.99 61.55 63.05 64.55 66.28 67.96
Reserve for Replacement 3.87 2.46 3.37 4.27 4.39 4.50 4.62 4.73 4.85 4.97 5.08 5.20
Net Income After Reserve 45.21 40.45 44.16 49.07 52.89 54.04 55.37 56.81 58.20 59.58 61.20 62.76
Room Occupancy 73% 60% 65% 70% 73% 73% 73% 73% 73% 73% 73% 73%
Average Room Rate $125.00 $131.25 $134.50 $138.00 $141.50 $145.00 $148.50 $152.25 $156.00 $160.00 $164.00 $168.00
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SECTION 10 - DESIGN & DEVELOPMENT ANALYSIS

The Consultant was engaged to review the economic trends of the subject market area (in the research
provided during the first portion of the feasibility process) and evaluate operational projections of the
Proposed Hotel. Based on those market conditions the Consultant recommended certain competitive
amenities that would impact hotel design and its overall development costs. In this section the
consultant will suggest hotel space allocation based on the suggested competitive amenities to that of
national trends in cost as it relates to lodging development.

While the quality of lodging facilities has advanced immeasurably over the last few centuries, what has
been the differentiator today in development is primarily the brand and franchise options (or the lack
thereof) for consumers and the services and amenities offered at competing properties. However,
given all these options in today’s markets, the basic functional elements of hotels (across the segments
and classes) remain the same and more options and offerings simply add to the cost of development
or repositioning. Due to trends in and the increasing popularity of social media and guest
sophistication, trends in design and development of unique and differential properties have become
increasingly competitive and costly.

Each type of hotel (previously described in this market analysis) identified in the subject area are
designed to accommodate and attract different types of guests and vary by location, quality level, size,
image, space allocation, circulation, characteristics and amenities; many of which were part of the
evaluation process and factored into the Consultant’s recommendation set forth in this report.

Additionally, the Consultant was to provide estimates of development costs based on their
development experience and the influence of industry experts and the national trending reports.
Critical components to the real costs of development include both the physical structure and the
interior amenities and spaces created. This includes the furniture, fixtures, and equipment necessary
to deliver a fully finished branded or independent boutique hotel. The Consultant will use industry
averages as a cost per key of average development as it relates to the design elements of the Subject
Hotel, described eatlier, as a baseline for economic modeling.

A guideline that is commonly used for the feasibility and development consideration of lodging
facilities is known as the average rate multiplier formula. This simple approach to approximate the
hotels economic value is a formula that states hotel value equals, hotels stabilized average rate, times
the number of rooms, times one thousand. In this valuation scenario the Subject Hotel’s average
stabilized rate of $138 in today’s represented dollar, times the number of rooms at 65 (fifty) x 1000
should be able to support a development cost of $165,000 per key or room built. At 65-rooms that
would be suggesting a project near $8,970,000 million in value.
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This is also described as that for every thousand dollars ($1,000) of development cost equals one dollar
($1.00) of stabilized ADR. So, one hundred-thousand dollars per key ($100k/key) needs $100 ADR
to support the basic development cost principals.

In the financial scenario previously described the Subject Hotel’s average stabilized rate of $125 in
today’s represented dollar should be able to support a development cost of $125,000 per key or room
built. At 65-rooms that suggests a project near $8,120,000 million in total development costs (although
this may or may not apply to the cost of land). Land is typically an additional point of reference in
valuation and its relationship between land cost and value is typically no more than 10 percent of the
overall value of the hotel. This can be skewed in many projects given the diminished average rate of
markets that have not seen new supply additions in some time. Using these rules and a market
feasibility analysis will ensure the economic viability of a project.

The stabilized year of occupancy is projected in today’s dollar value in the following table for the
Subject Hotel.

Hermann Missouri Proposed Subject Hotel
Representative Year of Operation- Stabilized
Stated in 2022 Dollars
Number of Units: 65
Number of Annual Rooms Available: 23,725
Number of Rooms Occupied: 17,319
Annual Occupancy: 73.0%
Average Daily Rate: $125.00
Revenue Per Available Room: $91.25
Amount Ratio Per Room P.O.R.
Revenues
Rooms $2,165,000 80.7% $33,308 $125.01
Restaurant Food 346,000 12.9% 5,323 19.98
Restaurant Beverage 87,000 3.2% 1,338 5.02
Banquets/Catering Food & Beverage 50,000 1.9% 769 2.89
Other Income 35,000 1.3% 538 2.02
Total Revenues 2,683,000 100.0% 41,277 154.91
Departmental Expenses
Rooms 476,000 22.0% 7,323 27.48
Restaurant Food 277,000 80.1% 4,262 15.99
Restaurant Beverage 48,000 55.2% 738 2.77
Banquets/Catering Food & Beverage 5,000 10.0% 77 0.29
Other 12,000 34.3% 185 0.69
Total Departmental Expenses 818,000 30.5% 12,585 47.23
Departmental Profit 1,865,000 69.5% 28,692 107.68

(Source: Consultant)
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Using these hotel feasibility rules combined with a complete hotel market feasibility report will ensure
that the development team or ownership is creating an economically viable project. Given that
numerous considerations on any project are to be evaluated and that the project will evolve and will
change, a project should not simply be dismissed before a complete vetting process has happened by

a professional team.

A feasible project is one where the hotel being developed (or repositioned) has an economic value
that is greater than the project cost. The next step is to base a valuation on the detailed operational
projections for sales revenue based on occupancy and Average Daily Room rates. This will be
discussed in the following valuation portion of the study.

Hotel Space Allocation & Facilities Programming Guideline
Establishing a hotel’s program and use of space is especially important not only because of the highly

competitive nature of the lodging business, but the effect it has on the size and use of space and the
costs of development. The predesign documentation for a new project (or repositioning of and
existing one) should describe and define the space allocation of the overall project based on the
operational needs of the facility.

Facilities programming and space allocation is more than a list of space requirements as it must also
address the needs specific to a project as outlined in the market analysis. The key factors include
location, market competition, design quality level, necessary amenities, food & beverage outlet(s),
market demand and rate expectations, staffing and operational efficiencies. In this study the
Consultant’s opinion on programming is based on their operational experience of full-service lodging
facilities and is an outline to base development costs.

The Subject Hotel could have 65 rooms of various sizes with an average of 330 to 360 sq. ft. and
should be operated as a franchise affiliated soft branded or independent select-service micro boutique
hotel, AAA Rated 3 Diamond or 4 Star facility (based on customer review sites such as Trip Advisor)
offering competitive market lodging, corporate/social meeting, and group business with limited food
& beverage services.

The Proposed Hotel should include the necessary elements of a hotel such as lobby, registration, food
& beverage facilities as described with restaurant for serving a flexible breakfast and very limited
evening meal options or menu offerings and full liquor bar, and small prep kitchen and outdoor
terrace. The building should consider other support services for the hotel and the guestrooms such as
exercise room, laundry, storage, retail, and other revenue generating amenities.
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Parking

City center and suburban hotels typically require about .95 to 1.00 car parking spaces per room
available or about 30-40 percent more parking than that of the number rooms if the hotel has amenities
such as event space (estimated at 1,000 sq. ft.) or a restaurant. This is also a baseline and is impacted
by market location and type of hotel. Facilities in an urban market that may not be considered a heavily
dependent drive market typically require less space for parking as guest’s arrival by public
transportation and conversely those in tertiary markets may be more of a drive market and require a
1:1 ratio stall to rooms. Parking facilities should be sized to meet peak hour demand requirements,
which may vary based on the type of hotel and market. Properties that cater to primarily business
travel will see their peak parking demand weekday evenings where social and leisure travel orientated
properties tend to have peak parking demand on weekends throughout the day and overnight.

A preliminary Subject Hotel project space allocation and cost summary follow. These estimates are
based on recent comparable projects and information supplied by architectural work on other projects
and suggested minimum space requirements. The total planned space is modeled at 36,000 +/- square
feet (or 555 square feet per available key/room)-as an example of cost. The overall size of the facility
will allow us to determine potential development costs.
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Grey Hospitality
Hotel Space Allocation Worksheet

Project: Hermann Missouri Proposed Subject Hotel
Conceptual Analysis
Description 60 Traditional
Number of Guest Rooms 65 Keys 5 Suites

Sub-Totals Total Area % of Area SF Per Key

Residential Areas/ Rooms

Sq. Ft. per Unit Number of Units  Total Sq. Ft.
Traditional Guest Rooms QQ 350 Square feet 25 38% 8,750
Traditional Guest Rooms King 350 Square feet 35 54% 12,250
Specialty Suites 540 Square feet 5 8% 2,700
Total untis 65 23,700
Circulation & Servicesquare footage 25% 5,925
Total Residential Areas 29,625  82.08% 455.77
Public Areas
Lobby Flow Area Area Per Key 10 Sq Ft 650
Seating areas Area Per Key 2 Sq Ft 130
Lobby Lounge Area Per Key 8 Sq Ft 520
Reception Area Per Key 6 Sq Ft 361
Breakfast 10 Sq Rt 650
Retail/Business Center Area per Key 2 SqFt 130
Misc Area per Key 2 SqFt 130
Employee Break Area Area per Key 4 Sq Ft 260
Baggage Storage Area per Key 0 Sq Rt 0
Sw imming Pool Outdoor/Indoor Area per Key 0 Sq Rt 0
Hotel Fitness Center Area per Key 6 Sq Ft 390
Total Public 3,091 8.56% 47.56
Restaurant
2-3 Meal Day Restaurant Restaurant Seating 10
Area per-Seat 15 Sq Ft 150
Bar Seating 10
Area per Seat 15 Sq Ft 150
Kitchen Food Prep Area Area Per Seat 15 Sq Ft 150
F&B Storage Area Per Seat- Banquets 3 Sq Ft 195
Circulation and Misc % of Net Area 20% 100
Kitchen Total Sq. Ft. 595
Total Sg. ft. Per Seat 75
Total Food & Beverage 745 2.06% 11.46

Meeting Space
Main Meeting Room- 4th floor
Maximum Ballroom Occupa 50 People

Area Per Seat 15 Sq Ft 750
Sub Total 750

Pre Function/Foyer % of Net Meeting Area 15% 113
Banquet Storage % of Net Meeting Area 10% 75
Men's Restrooms % of Net Meeting Area 5% 38
Women's Restrooms % of Net Meeting Area 6% 45
Miscellaneous % of Net Meeting Area 5% 38
Total Meeting Space 1,058 2.93% 16.27
Administrative & Back of House
Front Office Area per Key 2 Sq Rt 130
Housekeeping Office Area per Key 2 Sq Rt 130
Laundry Area per Key 4 Sq Ft 260
Linen Storage & Laundry Area per Key 2 Sq Rt 130
Engineering Area per Key 2 Sq Ft 130
Mechanical Area per Key 10 Sq Ft 650 2%
Misc & Circulation % of Net Area 10% 143
Total Admin & Back of House 1,573 4.36% 24.20
Hotel Area 36,092 100%
Area Per Key 555 Sq Ft Per Key
Required Acreage 1.5-1.95 acres estimated
Parking
Guest Parking

Stalls Per Key 0.9
Ballroom Parking Guest Stalls 58.5

Stalls Per Ballroom Seat 0.35

Stalls Per Seat 17.5
Total Parking Stalls 76
Stalls Per Key 117

Source: Grey Hospitality
www.GreyHC.com

(Source: Consultant)
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Lodging Industry Average Development Costs

The Consultant was engaged to evaluate the development cost comparison of the Subject Hotel to

that of the lodging industry. The Consultant used their development experience and current project
estimates in comparison to the HI'S U.S. Hote/ Development Cost Survey as a benchmark of project
evaluation. The HVS Cost Survey “sets forth averages of development costs in each defined lodging
product category. The survey reflects the actual cost of building hotels across the United States in
2021, as reported in February 2022.

The median and averages development costs in this survey are affected by the type of properties and
locations of hotels being developed. HVS states “the goal in sharing this publication is to provide a
basis for developers, investors, consultants, and other market participants in evaluating hotel
development projects.”

Hotel development costs are very dependent on many factors unique to each development and
location, and the reported averages should be used as a benchmark for evaluation and preliminary cost
estimates for the purposes of feasibility and valuation,-as well as to show a comparison across the

various hotel categories.

“HVS has tracked hotel development costs for the last three decades, collecting data from actual hotel
cost budgets during our assignments. This 2021/2022 survey reports pet-room hotel development
costs based on data compiled by HVS from hotel projects proposed or under construction during the
2021 calendar year. The data reflect nine product categories: budget/economy, limited-service,
midscale extended-stay, upscale extended-stay, dual-branded, select-service, full-service, and luxury
hotels, as well as redevelopment projects.”

In 2018/2019 the national lodging and hotel development market continued to push past historical
averages at a more moderate pace than in previous years. In 2018, hotels in the United States operated
at the highest occupancy and average rates ever recorded, with a few metrics- ADR and RevPAR
reporting additional growth in 2019, with occupancy remaining flat to 2018.

HVS reported that in many national markets the pace of new hotel development and the entrance of
new supply has started to show signs of stabilization as evidenced by increases in supply in 2018 and
2019, as well as the number of hotel rooms under construction as of mid-year 2019. However, the
pace of absorption of new supply slowed in 2019, with many markets and the national average
reporting relatively flat occupancy levels some top markets even showing negative growth in
occupancy. In 2020, the development pipeline halted and from 2020 through 2022 the costs remain
extremely high due to supply chain issues across all industries.

The same is still a constant for construction costs which continued to rise exponentially over the last
few years. As such, while developers continue to pursue hotel development and mixed used hotel
development of many types in order to capitalize on what has historically been a healthy lodging
market, the recent deceleration of RevPAR growth, coupled with rising construction costs, continues
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to challenge the feasibility of some hotel projects and those in softening markets or under-demolished
markets.

Data was collected for actual hotel construction budgets across 50 states by HVS and the various hotel
development costs are specific to their scale or segment. These figures are a national guide to evaluate
project estimates. Because the data is sorted and averaged by the provider, development costs are
averages and do not total for each type of property.

The Uniform System of Accounts for the Lodging Industry (USALI) provides industry participants
with a common language for analyzing the financial performance of a hotel. However, no such system
exists for hotel development budgets. Evaluating the completeness of a budget is often challenging,
as different line items are used, and some components are unintentionally omitted. Based on our
experience in reviewing actual developers’ budgets, as well as preparing the annual HI'S Hoze/
Development Cost Survey, we have developed the following summary format for hotel development
budgets, which forms the basis for the presented cost categories. We find that these categories are
meaningful for hotel professionals when undertaking an analysis relating to hotel feasibility, and they
provide a basis from which to analyze proposed projects.
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Hotel Development Cost Categories & Average Classification Costs

The categories included in this section are not meant to
be all-encompassing but do reflect the typical items in
a development budget. In construction accounting,
development budgets are generally presented in far
greater detail than for general investment analysis.

The table to the right represents and defines the six
categories defined and reported by HVS, with the
addition of the Owner Supplied Equipment (OS&E)
category by the Consultant, as well as the typical items
associated with each category. HVS carries the OS&E
in the startup costs and inventories, but additional
clarification was added to expand the definition of that
category which is typically sourced and funded by the

owner, consultant, and operator.

The averages and medians shown on the next page
reflect a broad range of development projects across
the U.S., including projects in areas with low barriers to
entry and in high-priced urban and resort destinations.
The table shows the six categories defined by HVS, as
well as the typical items that each include.
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Hotel Development Cost Categories
Hotel Development Cost Survey & Consultnt

Land
Hard Costs & Site Improvements
Building costs & General Contractor's Bid
Building and Signage
Building Permits
Contractor Overhead & Fee
Engineering Costs
Contingency on Hard Costs
Landscaping
Parking &'or Garage
Site Improvements
Subcontractor Bids (plumbing, Bectrical, Finishes

Soft Costs
Appraisal
Architectural Fees
Certifications (Leed, Historic, Bc.)
Consultants
Financing Costs (Construction Period Interest, reserves, Loan Closing)
Franchise Application Fee
Holding Costs prior to Construction & During
Taxes &Insurance
Interior Design Costs
Professional Fees(Accounting, Consulting, Legal, AV, Lighting, efc.)
Soft Costs Contingency
Survey

Furniture, Fixtures, & Equipment (FF&E)
Guestroom and bathroom Furniture & Fixtures
Kitchen & Laundry Equipment
Fublic Space & Meeting Room Furniture & Fixtures
Soft goods Including Carpeting, Drapes & Room Accessaories
Restaurant and Miscellaneous Furniture & Fixtures

Ow ner Supplied Equipment
Hotel & Qutlet Operational Equipment
Laundry Equipment
Softw are & Technology
Systems & Small wares

Pre-Opening& Working Capital
Operating Reserves
Pre-Opening Recruiting, Staffing & Training
Supply Inventories
Pre-Opening Marketing and Sales
Operational Costs Prior to Opening
Developer Fee

(Source: Consultant & HVS Development Report 2019)
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Hotel Development Cost Survey HVS International
Estimated Per-Room Hotel Development Costs 2021/2022 Report
Building & Site Pre-Opening & Developer Average Costs of
Hotel Chain Scale Land Improvements Soft Costs FF&E  Working Capital Fee Development per Room
Budget & Economy Hotels
Average $ 10535 $ 59,726 $ 10,694 $10,024 $ 3604 $ 5823 $ 100,406
Median $ 9297 $ 56,189 $ 9,055 $11,000 $ 2584 $ 6875 $ 95,000
Allocation of Total Project 10% 66% 11% 10% 2% 2%
Limited Service Hotels
Average $ 14,168 $ 96,154 $ 14,439 $14,968 $ 2938 $ 4,243 $ 146,910
Median $ 9,787 $ 91,024 $ 10,750 $13574 $ 2,153 $ 4,465 $ 131,753
Allocation of Total Project 10% 68% 10% 10% 2% 1% 100%
Extended-Stay (Midscale Hotels)
Average $ 20,686 $ 95,735 $ 16,764 $14,414 $ 2889 $ 3984 % 154,472
Median $ 16,822 $ 80,719 $ 12,662 $14414 $ 2,737 $ 3721 $ 131,075
Allocation of Total Project 8% 64% 14% 10% 2% 2% 100%
Extended-Stay (Upscale Hotels)
Average $ 17,377 $ 129,130 $ 28,200 $19932 $ 4640 $ 6,699 $ 205,978
Median $ 14593 $ 125,090 $ 21,366 $20,320 $ 3,040 $ 7,212 $ 191,621
Allocation of Total Project 8% 64% 14% 10% 2% 2% 100%
Dual Branded Hotels
Average $ 20,950 $ 181,786 $ 25,041 $26,189 $ 5512 $ 9824 $ 269,302
Median $ 11486 $ 138,384 $ 23,066 $23221 $ 4500 $ 8502 $ 209,159
Allocation of Total Project 8% 68% 9% 10% 2% 3% 100%
Select- Service Hotels
Average $ 25354 $ 152,378 $ 29,792 $22659 $ 8,004 $ 7,051 $ 245,238
Median $ 19,642 $ 129429 $ 27,605 $23,148 $ 7212 $ 6818 $ 213,854
Allocation of Total Project 9% 64% 12% 10% 3% 2% 100%
Lifestyle/Soft-Branded Hotels 2018
Average $ 33900 $ 221,500 $ 41,800 $29,100 $ 10,700 $ 10,000 $ 347,000
Redevelopment of Lifestyle & Soft Branded 2018
Average $ 61,700 $ 166,600 $ 37,200 $25900 $ 9,100 $ 10,000 $ 310,500
Allocation of Total Project 21% 55% 12% 9% 3% 3%
Full-Service Hotels
Average $ 51,397 $ 291,937 $ 64,437 $38,097 $ 16,494 $ 14,696 $ 477,058
Median $ 28,090 $ 220,976 $ 51,134 $32584 $ 13,596 $ 14,792 $ 361,172
Allocation of Total Project 7% 66% 13% 8% 3% 2% 100%
Luxury Hotel & Resorts
Average $ 81,329 $ 497,468 $129,875 $52,459 $ 26,333 $ 17,546 $ 805,010
Median $ 47508 $ 482,319 $ 94,194 $45900 $ 21,868 $ 20,490 $ 712,279
Allocation of Total Project 10% 63% 16% 7% 3% 2% 100%
Redevelopment Projects
Average $ 45302 $ 195436 $ 49,860 $31,468 $ 10,787 $ 15878 $ 348,731
Median $ 22,165 $ 145,020 $ 33,862 $23,046 $ 7,166 $ 13,208 $ 244,467
Allocation of Total Project 13% 58% 15% 9% 3% 3% 100%
Total
Average $ 34509 $ 201,739 $ 44512 $27672 $ 10,285 $ 11,094 $ 329,811
Median $ 15101 $ 116,792 $ 21,254 $19551 $ 3,103 $ 813 $ 176,614
Percent of Total 9% 64% 14% 9% 3% 2% 100%

(Source: Consultant & HVS)
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In the national report budget/economy hotels averaged a development cost of $100,000 per key in
2021. The most popular brands in this category included Microtel and Days Inn hotels. However, it
should be noted that this was the category with the least development activity in the survey, as the
land and construction costs necessary to develop this product are not typically justified by the revenue
potential; thus, new construction is often not feasible.

Limited-service and midscale extended-stay hotels illustrated average costs per rooms in the mid-
$100,000s ($147,000 to $155,000) and represented the most popular product type, with nearly 50
percent of the projects in the survey falling in these categories. The most popular brands in these
categories included Fairfield Inn by Marriott, Home2 Suites by Hilton, Tru by Hilton, and Holiday
Inn Express.

Upscale extended-stay, select-service, and dual-branded hotels had similar average costs per rooms, in
the mid-to-high $200,000s. These categories included popular brands such as Courtyard by Marriott,
AC by Marriott, Hyatt Place, Hyatt House, SpringHill Suites by Marriott, and Hilton Garden Inn.

Development costs increase rapidly from select-service to full-service, with this product type costing,
on average, $350,000 more per room than a select-service hotel. Autograph Collection, Tapestry
Collection by Hilton, Embassy Suites, and Westin were some of the common names in our full-service
list.

The cost to develop luxury hotels continues to increase, with this product costing, on average, nearly
$800,000+ per room. The most expensive hotel in the 2018 survey, which was under construction at
the time, had a development cost of $1.8 million per room.

The two development cost categories that add up to approximately 70-75 percent of a projects budget
is land and building & site improvements. A summary of how costs are allocated across all categories
is set forth below.

Development Costs as a Percentage of Total Costs
Consultand & Hotel Development Cost Survey 2019

Range Average
Land 8 percent to 14 percent 11 percent
Building & Site Improvements 59 percent to 69 percent 62 percent
Soft Costs 8 percent to 15 percent 12 percent
Furniture, Fixtures & Equipment (FF&E) 7 percent to 11 percent 9 percent
Pre-Opening & Working Capital 2 percent to 4 percent 3 percent
Developer Fee 1 percent to 3 percent 2 percent

(Source: Consultant & HVS)
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Subject Property Development Costs
From the reported costs as a comparison the benchmark should be compared to the costs of select-

service to more limited-service category of development projects. These hotels averaged a cost of
nearly $131,000 to $213,000 median average per room in 2021. This does not also factor in the use of
subsidies and tax credits and the impact on overall development costs.

Select-service and lifestyle hotels (midscale and upscale) illustrated median average development costs
per rooms from $213,000 to $350,000. Quite noticeable is the disparity in development costs from
select-service to full-service and lifestyle/soft-branded hotels, with the latter product type costing, on
average, $100,000 more per room than a select-service hotel closer to $300,000 per key. Lastly, the
cost to develop luxury hotels continues to increase, with this product costing, on median average, just
over $§700,000 per room.

Costs of development vary drastically depending on the chain scale and in many cases do not include
boutique or independent properties. When considering a franchise hotel, the franchisor will supply

estimated project costs based on their design-and amenity requirements.

The Proposed Hotel should compete in the upper midscale segment at minimum and likely better
positioned in the upper midscale to midscale class as a select/limited-setvice property; yet for cost and
redevelopment cost analysis in the limited to select service category.

The following is an estimate of total project development costs prepared by the Consultant for this

Subject Hotel as described in' the upper midscale class. The analysis estimates costs would be
approximately $150,000 to $170,000 per key or a total of $10,500,000-11,500,000 in total cost.
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Hermann Missouri Proposed Subject Hotel
Number of Rooms 65
Construction Costs Cost/Room % of Total

Construction Floor Area Per SF
Hotel Lodging Facility 36,092 $220.00 $ 7,940,154 $ 122,156 72.3%

$ - 0.0%
Insurance $ 50,000 $ 769 0.5%
Contingency $ 397,008 $ 6,108 3.6%
Total Construction Estimate 36,092 $ 8,387,162 $ 129,033 76.4%
Architectural & Structural Engineering @ 5.75% $ 482,262 $ 7,419 4.4%
Civil Engineer $ 25,000 $ 385 0.2%
Civil Engineering Parking Lot $ 10,000 $ 154 0.1%
Architectural Acoustic design $ 27,500 $ 423 0.3%
MEP Design $ 107,200 $ 1,649 1.0%
Lighting design $ 46,600 $ 717 0.4%
1.T. Design & Audio/Video consultant $ 25,000 $ 385 0.2%
Interior Design Hotel & Food Bewerage Facilities $ 200,000 $ 3,077 1.8%
Food Senice & Laundry Design $ 16,900 $ 260 0.2%
Elevator Consultant $ 10,000 $ 154 0.1%
Consultant Reimbursables $ 15,000 $ 231 0.1%
Land Acquisition- Site Improvements $ - $ - 0.0%
Total Acquisition & Design Cost $ 965,462 $ 14,853 8.8%
FF&E Furniture, Fixtures & Equipment $8,000 Per Room $ 520,000 $ 8,000 4.7%
OS&E Owner Supplied Equipment $5,000 Per Room $ 325,000 $ 5,000 3.0%
FF&E Lobby, Event space, Other $2,000 Per Room $ 130,000 $ 2,000 1.2%
HARD COSTS $ 10,327,624 $ 158,887 94.1%
Technical Senices - Development to Opening $ 25,000 $ 385 0.2%
Appraisal $ 15,000 $ 231 0.1%
Deelopment Fee @ 3.50% $ - $ - 0.0%
Permits, Licenses, Fees & Bonds $ 25,000 $ 385 0.2%
Purchasing Fees $ 50,000 $ 769 0.5%
FF&E Install Fees $ 50,000 $ 769 0.5%
Project Branding & Deliverable Fees $ 25,000 $ 385 0.2%
Carried Interest During Development $ - $ - 0.0%
Legal & Professional Senices $ - $ - 0.0%
Financing Fees, Legal & Closing Costs $ 50,000 $ 769 0.5%
Property Taxes - Through Development $ - $ - 0.0%
Historic Tax Credit application $ - $ - 0.0%
LEED Certification - Commissioning $ - $ - 0.0%
Suneys, Testing & Inspections $ - $ - 0.0%
Pre-Opening Direct Expenses $ 150,000 $ 2,308 1.4%
Operating Reserve $ 150,000 $ 2,308 1.4%
Owner Expenses $ 10,000 $ 154 0.1%
Soft Cost Contingency $ 100,000 $ 1,538 0.9%
Total Soft Costs $ 650,000 $ 10,000 5.9%
TOTAL PROJECT COSTS w/o Credits & Subsidies Per Sq. Ft $304.16 $ 10,977,624 $ 168,887 100%
PER KEY/ROOM $ 168,887
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SECTION 11 - HOTEL VALUATIONS

Hotels such as the Subject Hotel are classified as income-producing real estate which is developed,
owned, and operated with the objective of creating value by renting space to users who will pay rates
high enough to cover all operating expenses, fixed costs and to produce a profit on, as well as a return
of, the original investment. Therefore, the value of the income-producing real estate is typically
determined by the amount of net income the property is expected to generate as well as by the rates
of return on alternative investments available. This is known as valuation based on the income
capitalization approach.

A valuation study was not part of the original proposal but could be added at a later date and an overall
investment analysis on the project.

SECTION 12 - CRITICAL DEVELOPMENT CONSIDERATIONS

The following section of the report suggests critical industry hotel development strategies that should
be considered when evaluating the development of a hotel project. These strategies are common to
hotel development and necessary due diligence in evaluating the subject market and subject site for
the Proposed Hotel. Also reviewed are potential barriers to development that may have been
uncovered in the supplied research within this report. Critical issues may/may not have a direct effect
on the hotel development.

Project Scope: Franchise or Independent Affiliation
It has been estimated that a limited/select-service property inthe midscale to upper midscale segment

would have a higher potential of success in this market. A franchise affiliation could allow the Subject
Hotel to stabilize occupancy and grow market share quicker than an independent boutique property.
A boutique or independent hotel that is equally attractive to corporate travelers and social leisure
travelers in the upscale segment would likely be preferred and the most successful given the lack of
boutique market product.

General Planning & Development Considerations

When analyzing the market for property or hotels currently under development or planning, none
were found in the greater region. The Consultant believes the market could accommodate up to an
additional 50-75 keys given the age of regional product, the central location of the subject site, and
the regional demand in tourism. The Consultant’s economic model took into consideration available
site in the community and projected the property at 65-rooms in a low-rise wood-built structure. There
are sites available in close proximity to regional demand generators that should be considered. There
are franchise options in the market and that could be evaluated for the best competitive advantage
and ownership discretion.

90



Hotel Market Analysis
Hermann, MO

August 2022

Most all of the market inventory is franchise product (Choice, Wyndham, and IHG) but not affiliated
with Marriott and Hilton product. There are no true boutique hotels of any larger room size (50+
rooms) in this dense short-term inventory rental market. Soft brands that may be available in the
market and should be evaluated as a potential competitive advantage. There are soft brands within
Choice, Wyndham, Best Western, Marriott and Hilton that could be considered at various levels of
long and short-term commitment.

The project should also consider a small unique food and beverage outlet and event space as
mentioned in the analysis. With the land available adjacent to the local wedding venues and downtown
locations there could be an initiative to capture event business that cannot be accommodated in the
region and demand from their seasonal impact. Amenities that cater to groups and leisure guests
should be considered. Suites and indoot/outdoor gathering areas for small to medium groups may be
a consideration.

Subject Market

Currently demand is regionally spread, and the area is-more suited for leisure and group market
segments. Competition within the market exists predominately with small hotels and short-term rental
properties. The current occupancy and rate would make the areaappealing for development but not
support an endless number of new facilities. This seems to be a matket positioned for new lodging
facilities of the franchise or boutique and independent nature given the uniqueness of the region and
it being a destination market.

Development Incentives

The development culture and attitude of the community would be defined as opportunistic and
supportive of development. There appears to be strong interest in developing a hotel in this immediate
area from the community based on the Consultants discussions. The benefits to the city are significant
as well as the unique lodging options in the area. A project of this nature is catalyst for economic
redevelopment in the community and would benefit further economic growth.

Property Tax

Detailed review of the tax structure in the subject market was not executed within the scope of this
report. A development group should analyze the property tax structure within the market and its
impact to the operations based on the actual development costs and incentives.

Growth in Lodging Supply
Reasonable steps to investigate proposed market hotel projects, additions to supply and their status

was taken through site visits and interviews, yet due to the nature of real estate and hotel development,
it is impossible to determine with certainty every hotel that will be opened in the future, whether they
are in planning or development, or what their marketing strategies and overall impact to the market
and the Subject Hotel. Depending on the outcome of current and future projects and the opening
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date of the Subject Hotel, operations of the property may be affected. Future improvements in market
conditions will raise the risk of increased competition. No additional supply growth was factored into
the projections of this study.

Growth in Lodging Demand

Lodging demand has kept up with the changes in supply and has resulted in steady increases in the
last 5 years. The historic combined average growth rate in the subject market averaged 3.5 percent per
year from 2014 through 2022 (even with the dynamic changes during and after the pandemic). Based
on industry outlook and research performed it is projected that the market should continue to see
growth for 2022/2023 even with the new supply in the area. It was further projected that lodging
demand will grow by 2.5-3.5 percent each year at a minimum.

Food & Beverage Options

The Subject Hotel has several regional considerations for restaurant facility options. The owner should
limit food service in the restaurant to the main lobby level for breakfast in addition to the planned
outdoor area (when available) focused on beverage and offering a light menu. The addition or
consideration of a full-service lobby level restaurant would potentially impact the overall key count
and add additional risk/reward to the operations.

It seems that garden area and event space would be the most unique amenities when compared to
regional competition and unless development costs are unattainable, or the design of space impacts
any subsidy credits, should be a key design aspect of the hotels programming. The industry is currently
very focused on outdoor space especially outdoor space, programmed 9-10 months annually. An
outdoor dining area would still typically require a lobby level breakfast area/grab and go area and
primary kitchen especially if banquet space is also a factor.

Design & Development Considerations

Design trends seen to change annually and with the emergence of new franchise considerations and
the needs and wants of the various segments of travelers. The current development cycle will be
impacted by those trends, and they have a direct influence on the overall development costs. Current
trends in hotel development include the following:

¢ The increasing number of new brands, the diversification of band segments, introduction of
soft brand affiliation and the merger of franchise and management companies is helping to
drive overall development. The emergence of new brands and independent products in
flourishing markets provides travelers with a diverse choice of accommodations and
developers with a multitude of ideas and options for common elements, rooms, amenities and
food & beverage offerings.

e Top tier markets with high barriers of entry are now opportunistic markets for development
of mixed-use facilities, micro guestrooms, multiple occupants in hostel units and boutique
properties. The trends of residential development moving towards living in smaller and more
affordable size units is carrying through to the hotel industry where guestrooms are shrinking
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in size from the 325-350 sq. ft. historical average to 225-300 sq. ft. These types of
developments are being considered for urban markets. The small guestrooms make larger,
functional lobby space more attractive and offers an opportunity to collect additional revenue
per room night sold.

¢ Common public space is once again increasing in size and amenities. Spurred by the
preferences of travelers to work, hang out and socialize in groups, wirelessly, has shifted
demand to comfortable and well thought out lobby space. Lobbies are being designated as all
day functional space with many having all day dining and beverage initiatives. Lobby and
seating areas are becoming a mix use of work and play for individuals and groups. High speed
internet access and electrical demands such as multiple accessible electrical outlets and USB
universal outlets are critical.

* Hotel design for millennials and like-minded travelers is the latest topic of development
discussion. The travelers are seeking lodging with healthy lifestyle conditions top of mind,
focused on sustainability and functionality. Common requests are great technology through
accessibility and streaming bandwidth, communal spaces for groups to gather and energy
efficiency throughout the facility.

* Limited service and select service hotels remain the most feasible and affordable products to
develop and seem to meet the needs of a broad segment of travelers. Development costs are
influenced by the overall number of guest amenities and less extensive facilities which drive a
profitable operating model. Boutique hotels have been particularly successful building select
service and competitive design facilities offering the broad “required amenities” in a market.

¢ Technology will continue to drive overall construction costs and owner supplied equipment
costs. Additional wiring; hardware, and software to allow for various types of connectivity,
audio visual, HVAC and lighting control will continue to cost more than historical
development. Developers tend to choose technology last on a project to take advantage of the
latest systems. While this remains cutting edge, it typically comes with a higher cost of purchase
and installers and construction teams with a limited knowledge of costs and installation
practices.

* Sustainability and energy efficiency increase’s the overall development costs up front with
some long-term payback. Solar panels, vehicle charging stations and lighting systems are
becoming more mainstream. Sustainability and green hotels are not just a marketing initiative
any longer. Operators are seeing that meeting planners and hotel travelers are heightening their
awareness to a property’s environmental strategy.

Guestroom Size

Midscale hotels looking to reduce building costs are leaning toward smaller, stripped-down, efficient
rooms (easier to do with flat-screen TVs on the wall instead of sitting on a bureau) which also makes
the room more spacious for comfortable furniture. This is a possible market consideration for the
Proposed Hotel as leisure travelers often like well-appointed sleeping chambers with luxurious
bathrooms.
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Hilton’s Tru brand has 231 sq. ft. guestrooms (compared to Hampton’s average of 340 sq. ft.) that do
not have closets or chests of drawers that would need to be cleaned and maintained but instead uses
hooks and rods on the walls for storage. The rooms also scrapped a desk in favor of a chair with a
large arm that can hold a laptop computer or a notepad. Best Western’s Vibe brand is looking at rooms
under 200 sq. ft. (averaging 188 sq. ft.) with built in storage under the bed and eliminating in room
closets. Guestroom desks are also eliminated with larger lobby areas offering space for guests to work
and spend money in revenue producing areas instead of the guestroom.

Millennials continue to be a driving force of hotel design trends, with no indication of them
relinquishing their vast influence. In fact, comprising roughly 75 million people, by 2050 they will
remain the largest generational group in the United States, making up more than 25 percent of our
population. Small guestrooms offer opportunities to accommodate more travelers and focus guests
on more social space for experiential communal areas, restaurants and bars (revenue generating
spaces). This search for experience is trending to command higher average daily rates because of the
style of lodging and its social spaces.

These boutique micro hotel concepts focus on-offering guests a unique, fun, and energetic place to
work, stay and play. Affordable unique properties that delivering quality and uniqueness throughout
the guest stay, without sacrificing style or comfort and with a level of social consciousness, is the
differentiator to the brand experience:

Boutique Hotels Defined
Recently the Boutique Leadership & Lifestyle Association (BL&LA) released 14 defined categories of

independent and boutique properties. Proper categorization can assist in the market position of a
property against existing supply and in the business strategy and marketing of the Subject Hotel. The
following lists details the types of boutique properties.

Classic Boutique
The classic boutique hotel is what likely comes to mind when one considers the definition of the

boutique hotel, and these locations are essentially living organisms within their cities. Often the classic
boutique hotel is decorated with comforting furnishings that emulate the residential neighborhoods
within which they are located. Food and beverage services at the classic boutique hotel are generally

exceptional as well as locally sourced.

Luxury Boutique
The luxury boutique hotel provides unparalleled aesthetic and services. Luxury boutique hotels can be
noted by their upscale design, high-quality amenities, luxury, often Michelin-starred food and beverage
programs, and spacious rooms. Often, the luxury boutique hotel is a beloved destination of recognized
cultural visionaries.
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Boutique on a Budget

This hotel type is designed for the traveler treasuring a boutique experience at a more accessible price.
These are particularly appealing to those active on social media, as the budget boutique hotel is
generally characterized by intricately composed design, particularly within public spaces, providing the
full experience of boutique aesthetics. The budget boutique hotel is an emerging classification of hotels
that offers the boutique experience to those who previously may not have been able to feasibly afford
1t.

Boutique Resort

The boutique resort is designed for a leisurely stay and it is often a draw to families. The resort, by
general structure, is designed for experience, which is why the defining factor of a boutique resort is
its independent ownership; the boutique resort is never owned by a larger conglomerate.

Hipster Boutique

The hipster boutique is designed for the traveler driven by immersive experience with the comfort of
amenities: those who attend concert festivals and return to hotels, or travel seeking unique stimulation.
The hipster boutique boasts interactive public spaces and partners with local events, providing
relatively ordinary room accommodations that encourage guests to explore the cities.

The Concept Boutique
The concept boutique is built around a particular experience or lifestyle. There are many subsets of

2 <«

the concept boutique the most common include the “art,” “wellness” and “glamping” experiences.
However, what each hold in common is that these locations are designed to provide as stimulating an

experience in the hotel as within its surroundings.

Micro Boutique

The micro-boutique hotel is designed to discourage the guest from spending an excessive amount of
time in the room, pushing them to enjoy their surroundings. The micro-boutique hotel is characterized
by small rooms with minimal storage, social and lively public spaces, and locations in the heart of their
respective surrounding cities.

Historic Boutique

Historic boutique hotels gain an element of authenticity by developers applying specific features into
a building that is considered historic by the very nature of its beginnings, whether it was a hotel to
start with or a building that has been adapted, converted and/or renovated to be a boutique hotel.
Many times, a hotel may get extra financial assistance or tax credits, to assist in the development of
these properties. Having the ability to market these properties with their historical references makes
them highly desired as long as design aesthetics and service elements are actually in the close-to-luxury
category. Those can include different experiences throughout the property.
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Boutique B&B

B&Bs have typically been known as large home conversions and small inns that offered a comfortable
stay including a breakfast of some sort. Notch that up 10 times and you will get much more than that
in a boutique B&B. Boutique B&Bs have stepped up their game through thoughtful design upgrades,
luxury food choices, phenomenal amenities and very customized, personal services for local
experiences.

Residential Boutique

The serviced apartment, unlike its counterpart, the sublet, is designed to accommodate long-term stays
with the benefit of luxury amenities and services. While boutique serviced apartments are designed
most often for the traveling businessperson required to take long-term stays, it is generally open to
the public wishing to travel with the comforts of the home and small luxuries of the hotel.

Branded Boutique

The branded boutique is an emerging powerhouse. As trends move consumers back to boutique travel,
chain hotels such as Marriott and Hilton have taken to developing their own boutique collections that
retain the definitive qualities of boutique, making them more conducive to personal and leisure travel.
While these locations boast boutique features, they are maintained by a major brand, but are
independently owned.

Boutique at Sea

Boutique cruise lines have a smaller number of rooms per ship (i.e., 200-300 vs. 1,000 and up) and pay
attention to the overall experience, similar to boutique hotels. From luxury extras like amenities,
upgraded food and beverage, a well-trained staff and a higher staff-to-customer ratio, there is a good
selection of upscale, on-board activities as well as carefully curated tour selections at each destination.

Adventure Boutique

This is a boutique hotel or resort that is located in a unique destination with breathtaking landscapes,
and which offers myriad outdoor activities, including guided tours and unforgettable experiences while
enabling guests to feel pampered by experienced hotel staff and guides.

Convention Boutique

These are hotels that are located near convention centers and offer unique, custom services to
customers attending events, as well as upscale services for travel bookers/meeting planners; they can
also be boutique hotels that are connected to a convention center or large meeting space, but clearly
fit as an independent, boutique hotel.

Franchise Protection

Franchise companies restrict area development so that brands within a franchise do not directly
compete against one another for the same consumer, thus allowing for the family to maximize market
share in a competitive set. This is defined as an area of franchise protection. It is recommended that
to ensure that there is no encroachment by similar hotel brands in the market area the development
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group negotiate with franchise brands to ensure adequate protection against future development for
a period of stabilization and beyond.

Demographics

Two major recent demographic shifts marked the beginning of positive growth in the hotel business.
The first is both baby boomers as the target market for their luxury consumption, interest for traveling,
unique places, and regional travel. The baby boomer generation became a target audience due to the
amount of disposable income and nest egg capital allowing them to travel in large numbers for the
next decade.

Millennials are the second demographic group tapped as an up-and-coming luxury consumer group
affecting the industry and being targeted by the industry itself with marketing strategies that are
different from its preceding groups. Millennials are drawn to entertainment, technology, and
accessibility. Both segments should be kept in mind when marketing a property.

Inflation Assumptions

The projections set forth previously in the assessment of Subject Hotel assumes appreciation levels
and inflation rates of 2-3 percent each respective year following the base year or first full year of
operation. Inflation is likely to fluctuate above and below the assumed rates that pertain to the income
and expense items in the analysis. If modeling is desired at specific inflation percentages to individual
income or expense accounts; additional costs may be incurred.

Economic Impact Tax Collections

For the purposes of this engagement, we will estimate the positive economic impact to the community
and state from retail sales taxes in Year 5 (2028) of the hotel operation. Year 5 projections indicate
that a facility offering 65 rooms and suites will be able to draw approximately 17,320 total room nights
into the community. We further estimate that the overall market will absorb the additional market
supply and collectively reach an occupancy level in excess of 60 percent. Adjusting for inflation at 2.5
percent annually, the average rate of the market hotel inventory in Year 5 would be $120-§125. It is
estimated that the Subject Hotel in Year 5 will achieve an average rate of $145, a premium of $20
compared to the competitive market.

In Missouri counties (and the Subject) the tax collected on room rental is, on average, 10 percent for
state tax and 5 percent local room tax. The new property is estimated to generate $3.1 million in
revenue or 17,320 room nights and room revenue of $2.5 million at an average rate of $145. This is
estimated to generate more than $450,000 annually in taxes on total sales in both local room tax and
state sales tax. Room taxes alone will exceed $125,000 for the Subject Hotel.

Job creation is also an important economic factor. The planned hotel is estimated to create 15-20 new
full time equivalent (FTE) positions within the revenue outlets of hotel room sales, food & beverage
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facilities, events, and overall management. It is also estimated to employ 25-30 individuals in the
various hotel outlets when considering full-time and part-time employment.

Many states throughout the Midwest and at a national level participate in tourism report completed
annually that measures the economic impact of travel and the individual county impact of travel
throughout the state. These studies also categorize traveler spending on regional support services like
lodging, retail, and food & beverage to name a few. It is estimated in many of the annual reports that
for every dollar spent on regional lodging, three to four times that amount is spend in and around the
local community in retail, gas, travel, food and beverage and other services. The Subject Hotel is
expected to achieve an average rate at or near $145 in year 5. The traveler economic impact at that
rate could be $500 to $725 per room night totaling $7.0 to $8.5 million dollars regionally on an annual
basis of overall economic impact. Itis also expected that in year 5 with 17,320 new room nights in the
Subject Hotel, at an estimated 1.7 people per room, travelers to the area would exceed 29,444+

visitors.

Project Marketing

This hotel should be marketed beyond the community in which it is positioned and would likely need
the assistance of a broad marketing awareness initiative and draw from the city and the historic nature
of the neighborhood. The hotel will require effective marketing to the surrounding regional attractions
and businesses. The location of the Subject Hotel, away from other major lodging demand generators
will require aggressive marketing to make and keep the market aware of the hotel.

Global Distribution & Online Travel Agencies
The increase in booking travel via the internet has been a major trend in the industry for more than a

decade, with a majority of booking research now done online and more than one-third of revenue
booked online. This has brought transparency and increased competition to the market and all players
with a solid internet and distribution strategy are-able to compete effectively. Third-party websites,
smartphones and available applications are rapidly becoming a key factor in every travel stage by easing
access to planning and booking tools that enhance the customers’ experience. Travelers expect a more
informed and collaborative travel experience, especially driven by the evolving smartphone
functionality. Hotel companies are creating property-specific websites to differentiate each property
and reach more markets and traveler segments than a corporate single format website.

In order to maximize the distribution of available room nights and market the available room
inventory to a broad audience, the Subject Hotel will need to leverage on-line travel agencies (OTAs)
that are prominent in the lodging industry. This requires the hotel using the Global Distribution
System or GDS.

A GDS is a network that enables automated transactions between travel service providers (mainly
airlines, individual hotels, franchise companies and car rental companies) and travel agencies. Travel

agencies traditionally relied on GDS for services, products & rates in order to provision travel-related
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services to the end consumers. A GDS will typically link services, rates and booking services across
all three travel sectors: i.e., aitline reservations, hotel reservations, car rentals.

GDS is used as an in-house computer reservations system or property management system, which is
a reservation system used by the service providers; and connects it to the network of travel agencies,
thus allowing for real time inventory accessibility. Primary customers of GDS are travel agents (both
online and office-based) making reservation on various reservation systems run by the vendors. GDS
holds no inventory; the inventory is held on the vendor’s reservation system itself.

A GDS system will have real-time link to the vendor’s database. For example, when a travel agency
requests a reservation on the service of a particular airline company, the GDS system routes the
request to the appropriate airline’s computer reservations system. This enables a travel agent with a
connection to a single GDS to choose and book various flights, hotels, activities and associated
services on all the vendors operating in the same route who are part of that GDS network.

The use of a property management system-that utilizes the GDS and online book-ability is critical in
the lodging industry today and it also comes at a cost, typically 5-15 percent of an individual transaction
and could be as high as 25 percent. Itis the consultant’s recommendation that the GDS and online
bookings be used to achieve optimal operational goals.

Social Media, Customer Rating and Mobile Bookings

The rise of social media and user-based ratings will not go away anytime soon. The impact of social
media and customer ratings has had a direct impact on the consumer and their decision making. Sites
like Trip Advisor, Yelp, Expedia, and Kayak make it easy for users to rate and castigate hotels directly
on the websites. Potential guests get to review consumer experiences and studies have found that
consumers read at least three property review prior to booking, especially when trying a new facility
or area, and even more when booking a vacation or planned get away. Many travelers are even using
friends on social media for referrals and booking hotels through their desired source of social media,
requiring hotels to offer not only branded booking engines on their websites (that are mobile device
friendly) but also booking engines built specifically on Facebook and other sites.

Mobile connectivity has become a game changer in the industry. Mobile devices, PDA’s, smart phones,
and tablets are requiring hotels to have multiple web applications. Mobile connectivity has become a
crucial factor in a travelers’ experience. Mobile-friendly websites and mobile applications are the most
used medium for corporate travelers at 70 percent to check in to flights and/or hotels, while one in
four hotel queries come from a mobile device.

Recent studies show that corporate travelers use their mobile devices for 70 percent of travel related
searches and services and more than 35 percent of hotel reservations are booked on a mobile device.
Also, 30 percent of hotel reservation inquires come from a mobile search and is rising rapidly. In
major market and first tier cities it is much higher, closer to 40-50 percent of inquiries.

99



Hotel Market Analysis
Hermann, MO

August 2022

SECTION 13- CERTIFICATIONS, ASSUMPTIONS & LIMITING CONDITIONS
STATEMENT

This report is presented to provide information on the market in which the Subject Hotel will perform.
The report is to be used in whole and not in part. The research provided in this report was obtained
from review of supportive data and information. Sketches, photographs, maps, and other exhibits are
included to assist the reader in visualizing the property and market.

All information, financial operating statements, estimates, and opinions obtained from parties not
employed by the Consultant are assumed true. It should be understood that normal economic and
marketplace conditions change constantly. The Consultant assumes no responsibility for information
that becomes outdated once this report is written, nor is it responsible for keeping this information
current after September 2022. The Consultant takes no responsibility for any events or circumstances
that take place subsequent to the date of the field inspection and date of the report.

None of this material may be reproduced in-any form without the Consultant’s written permission,

and the report cannot be disseminated to the public through advertising, news, sales, or other media.

It should be understood that the results presented in this repott are the opinions of the Consultant’s
team and are based upon the information available at this time. These opinions infer proper and
professional management of the business operation. The opinions also infer that market conditions
do not change.

The estimated operating assumptions presented in the report are based on an evaluation of the overall
economy. The quality of a hotel facility’s onsite management has a direct effect on a property’s
economic viability. The financial forecasts presented in this analysis assume responsible ownership
and competent management. Any departure from this assumption may have a significant negative
impact on the projected operating results.

The Consultant’s company routinely seeks opportunities to consult, develop, and manage boutique
and branded hotels in the region. Our consulting engagements include a fee structure for a specific
scope of work. These engagements occasionally result in a minor equity interest or long-term
management contract for a prospect facility. The Consultant has no current or contemplated interests
in the real estate that is the subject of this report. The fee paid for the preparation of this report is not
contingent upon the conclusions, upon occurrence of a subsequent event directly related to the
intended use of this report, or that our engagement was contingent upon developing or reporting
predetermined results.
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Evaluating and comprising financial forecasts for hotels is both a science and an art. Although this
analysis employs various mathematical calculations to provide value indications, the final forecasts are
and may be influenced by the Consultant’s experience and other factors not specifically set forth in
this report. If the reader is making a fiduciary or individual investment decisions and has questions
concerning the material presented, it is recommended that the reader contact the Consultant.

The Consultant prepared this study. The statements of fact presented in this report are true and correct
to the best of the Consultant’s knowledge and are rendered by the staff of the Consultant as employees
rather than as individuals. The reported analyses, opinions, and conclusions presented in this report
are limited only by the assumptions and limiting conditions set forth, and they are the Consultant’s
personal, impartial, and unbiased professional analyses, opinions, and conclusions. The method of the
study includes the following initiatives: The subject site was evaluated from the viewpoint of its
physical location and potential of future operation of a hotel, including access, visibility, and other
relevant location factors. Dividing the market demand for accommodations into individual segments
(such as transient & group) defines specific market characteristics for the types of travelers expected
to utilize the competitive area's hotels. The factors investigated include purpose of visit (business or
leisure), average length of stay, required facilities-and amenities, seasonality, daily demand fluctuations,
and price sensitivity.

The Consultant has extensive experience in the hospitality industry, hotel and restaurant management,
hospitality development, and in the evaluation of hotels; the Consultant believes that their findings
are valid and that they are competent to review this market feasibility analysis with any party. The
detailed projection of income and expense made in accordance with the Uniform System of Accounts
for the Lodging Industry sets forth the anticipated economic benefits of the Subject Hotel.

This repotrt may or may not prove to be acceptable for external investing and/or lending purposes.
An investor or lender may require additional information concerning this market’s ability to support
this hotel. Our responsibility is limited to the Client, and the use of the final report by others shall be
solely at the risk of the Client and/or third patties. The report is also subject to the terms and
conditions set forth in the engagement letter with the Client.
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SECTION 14 - GLOSSARY OF HOSPITALITY TERMS

The following definitions of industry terminology are derived from the Uniform System of Accounts
for the Lodging Industry (10" Revised Edition).

Type of Hotel

B&B/Inn — These establishments are independently owned and operated; most include breakfast in
the room rate, have 20 rooms or less and have a resident/owner innkeeper.

Boutique Hotel — Unique in style, design-centric, either independent or affiliated with a smaller brand
system. These are hotels that appeal to their guests because of their unusual amenity and room
configurations. They are normally independent, smaller than 100 rooms, have a high average rate and
offer high levels of service. Boutique hotels often provide authentic cultural or historic experiences
and interesting services to guests. There are select chains considered “Boutique” in the STR database,
they are the Autograph Collection (Marriott International), Dream Hotel (Wyndham Worldwide),
Exclusive Hotels, Joie De Vivre, Kimpton Hotels, and W Hotel (Starwood Hotels & Resorts).

Boutique Hotel — Unique in style, design-centric, either independent or affiliated with a smaller brand
system. These are hotels that appeal to their guests because of their unusual amenity and room
configurations. They are normally independent, smaller than 100 rooms, have a high average rate and
offer high levels of service. Boutique hotels often provide authentic cultural or historic experiences
and interesting services to guests. There are select chains considered “Boutique” in the STR database,
they are the Autograph Collection (Martiott International), Dream Hotel (Wyndham Worldwide),
Exclusive Hotels, Joie De Vivre, Kimpton Hotels, and W Hotel (Starwood Hotels & Resorts).

Dual-brand Hotels — A property that combines two hotels that operate separately but share
economies of scale deriving from the sharing of resources such as back-of-house operations. Usually,
such properties combine two brands from one hotel chain, but there are examples of one building
containing two flags from different hotel companies. Commonly referred in the United States as “two-
pack hotels.” There also exist examples of three-pack hotels, although this property type is less

common.

Full-Service Hotel — Generally mid-price, upscale, or luxury hotels with a restaurant, lounge facilities,
and meeting space as well as minimum service levels that often include bell service and room service.
These hotels report food & beverage revenue.

Lifestyle — Lifestyle hotels tend to be small to medium sized hotels (100-180 rooms) that provide
highly personalized ancillary services that appeal to a particular demographic. They have unique design,
amenities, configuration and functionality that better serves the target demographic. Brands that are
always included in the “Lifestyle” category are aloft Hotels (Starwood Hotels & Resorts), Edition
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(Marriott), Hotel Indigo (InterContinental Hotels), element (Starwood Hotels & Resorts), NYLO and
Jumeirah Hotels.

Limited-Service Hotel — Hotels with rooms-only operations (i.e., without food & beverage service)
or hotels that offer a bedroom and bathroom for the night but few other services and amenities. These
hotels are often in the mid-price, and budget or economy groups and do not report food & beverage
revenue. There are also upscale or luxury hotels that do not manage their food & beverage operations
(e.g., leased to a third party) that are categorized as limited-service hotels.

Soft brands — Individualized or independent hotels that give owners and operators the opportunity
to affiliate with a major chain distribution while retaining their unique design, name, and orientation.
There is typically slight branding identification at the property level without the need for a property
to adhere to brand standards.

Revenues

Beverage — Revenues derived from the sale of beverages, including beer, wine, and liquors. Also
includes banquet beverage revenues.

Cancellation Fees — Fees incurred as a result of group cancellations (e.g., group attrition fees).

Food — Revenues derived from the sale of food, including coffee, milk, tea, and soft drinks. This is
also often reported by the various meal petiods served: breakfast, lunch, dinner, and room service.

Other Food & Beverage — Revenues derived from othet sources such as meeting room rentals, cover
ot service charges, or revenues derived from the sale of goods or services made in connection with
banquets, such as equipment rental, music, decorations, and souvenirs. Also includes banquet service

charges.

Other Operated Departments — Revenues generated from garage and parking, guest laundry, golf
and tennis, health club, spa, swimming pool, barber/beauty shop, gift shop, newsstand, etc., when
operated by the hotel (excluding casinos).

Rooms — Revenues derived from the rental of sleeping rooms at the hotel, net of any rebates and

discounts.

Rentals and Other — Income from rentals of space for business purposes, including concessions in
any of the departments mentioned under Other Operated Departments. Includes income generated
from sources not included elsewhere but excludes investment income.

Telecommunications — Revenues derived from guest use of telephones in the hotel, including local

and long-distance calls, service charges, high-speed or wireless Internet, and commissions.
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Departmental Expenses
Food and Beverage (F&B) — Food & Beverage departmental expenses include the cost of goods

sold (food & beverages), labor and related benefits, and other operating expenses. Labor costs include
departmental management, cooks and kitchen personnel, service staff, banquet staff, and bartenders.
Other operating expenses include china, silverware, linens, restaurant and kitchen supplies, menus and
printing, and special promotions.

Other Operated Departments & Rentals — Other departmental expenses would comprise those
expenses (labor and other) that offset the revenue generated by other operated departments, such as
garage, guest laundry, athletic facilities, and gift shop, as well as rental activity.

Rooms — Rooms departmental expenses include labor costs such as salaries and wages for front desk,
housekeeping, reservations, bell staff, and laundry, plus employee benefits. Other operating expenses
in the rooms department include linen, cleaning supplies, guest supplies, uniforms, central or franchise
reservation fees, equipment leases, and travel agent commissions.

Telecommunications — Telecommunications departmental expenses include costs of calls, cost of
Internet service, and other related expenses but exclude capital lease payments.

Undistributed Operating Expenses

Administrative and General (A&G) — Included in this category are the payroll and related expenses
for the general manager, human resources and training, security, clerical staff, controller, and
accounting staff. Other A&G expenses-include office supplies, computer services, accounting and
legal fees, cash overages and shortages, bad debt expenses, travel insurance, credit card commissions,
transportation (non-guest), and travel and entertainment.

Franchise Fee — Includes only the royalty fees charged by franchise companies.

Management Fees — Fees charged by management organizations for management services or
supervision. Includes both base and incentive fees.

Marketing — Marketing expense includes payroll and related expenses for the sales and marketing
staff, direct sales expenses, advertising and promotion, travel expenses for the sales staff, and civic
and community projects. Marketing expenses also include national advertising fees or assessments
paid to a franchise company, plus cost of frequent guest stay programs.

Property Operations and Maintenance — This category includes payroll and related expenses for

maintenance personnel, cost of maintenance supplies, cost of repairs and maintenance of the building,
furniture and equipment, the grounds, and the removal of waste matter.
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Utility Costs — Utility expenses typically include electricity, fuel (oil, gas, and coal), purchased steam,
and water, and includes central plant and energy management systems.

Fixed Charges

Depreciation and Amortization — Deductions on the building, leaseholds and leasehold
improvements, furnishings and equipment, and assets held under capital leases.

Equipment Rental — Includes capital leases for rental of data processing equipment, telephone
equipment, and other major items.

Insurance — Cost of insuring the hotel building and contents against fire, weather, sprinkler leakage,
boiler explosion, plate glass breakage, or other perils such as terrorism. Includes all insurance except

workers’ compensation.

Interest — Includes all interest expenses on-any obligations such as mortgages, notes payable, bonds,
debentures, taxes in arrears, or any other indebtedness on which interest is charged.

Land and Building Rent — Includes charges for lease of land and/or building.

Other Fixed Charges — Includes any other expenses that relate to the ownership of the hotel, and
gains or losses from any sale of assets.

Property Taxes — Typically include taxes on real estate, business and occupation, personal property,
utilities, and other municipal taxes.

Other Terms

AAA — The highest rating given to bonds by bond-rating agencies. AAA bonds are thought to have
almost no default risk. Moody’s and Standard & Poot’s are the most widely used rating agencies.

Affiliation — A nationally recognized brand, portfolio or chain (franchise).
Asset Management Company — Hotel asset management is the fiduciary responsibility of managing
the lodging investment to meet the specific objectives of ownership. The asset manager’s role in

building value is analyzed at both the portfolio and property levels.

Average Daily Rate (ADR) — Room revenue divided by rooms sold. The currency used to express
ADR is shown on each report.

Capital Expenditure — Also known as CapEx. Money spent by a business to acquire or maintain
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fixed assets such as land, buildings, and equipment.

Capitalization Rate — The capitalization rate (or cap rate) for a hotel is used as a way to compare
potential returns on various real estate investments. Different operating metrics can be used; however,
net operating income is most frequently cited. To determine a hotel’s cap rate, divide the NOI (or

other metric selected) by the hotel’s total value.

Chain Scale — Luxury chain, upper upscale chain, upscale chain, midscale chain with food & beverage
(F&B), midscale chain without F&B, economy chain, independents.

Competitive Set — A competitive set consists of a group of hotels by which a property can compare
itself to the group’s aggregate performance. There must be a minimum of three hotels in any
competitive set evaluation report by STR. To protect proprietary data, a single hotel or brand cannot
exceed 40 percent of the competitive set for North American hotels and 50 percent for hotels outside
of North America. A single hotel company (i.e., Marriott brands, Choice brands, etc.) may only

comprise 60 percent of the competitive set room supply.

Compound Annual Growth Rate (CAGR) — The mean of annual growth rates over a multiple-year
period. It is found using a specific formula involving an investment’s ending value, beginning value
and the number of years included in the time period.

Demand (Rooms Sold) — The number of rooms sold or rented (excludes complimentary rooms).

Distribution Channel — The different methods with which guests can book stays at a hotel. This
broadly includes sources like global distribution systems, online travel agencies, and first party
channels like phone reservations and online booking at Marriott.com or Hilton.com.

EBITDA — carnings before interest, taxes, depreciation, and amortization — similar to NOI, but
excludes deductions for reserve for replacement; = NOI + Reserve for Replacement.

Furniture, Fixtures and Equipment — often referred to as FF&E, these are the hard-good items
found in a hotel.

Global Distribution System (GDS) — Centralized reservation systems utilized by several large
companies and travel agents to book multiple travel related services, including hotel rooms, airfare,

and rental cars.
Historic Tax Credits — Programs, offered in the U.S. both on a federal and state level, which offer

tax relief for the preservation (and in some circumstances) improvement to properties deemed to hold

historic value.
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Hold Period — the timeframe that an investor owns a hotel; in underwriting, owners typically assume
a 5-year or 10-year hold period.

HOST Almanac — The HOST (Hotel Operating Statistics) Almanac contains information on hotel
revenues and expenses broken down by departments including rooms, food and beverage, marketing,
utility costs and maintenance. This report is published annually by STR, and the results are based on
the operating statements of more than 5,000 U.S. hotels. Custom HOST Reports are also available for
entire states, metropolitan areas or competitive sets.

Hotel Occupancy Tax (HOT) — Taxes, set in the U.S. by state and local governments, that tax
revenues from room nights.

Location — Urban, suburban, airport, interstate, resort, small metro/town.

Management Company — A company that manages hotels for owners typically in return for fees
and/or a share of revenues. A management company may or may not have any of its own funds
invested in a hotel that it manages.

Market — A geographic area within a country. Markets are defined by STR and STR Global. In the
U.S., a market is defined as a geographic area composed of a Metropolitan Statistical Area (i.e.,
Atlanta), a group of Metropolitan Statistical Areas (i.e., South-Central Pennsylvania) or a group of
counties (i.e., Texas North). Outside the U.S., a market can be defined as a city, region, or country
with at least 30 participating hotels. A market must contain a sufficient number of hotels to permit
further subdivision into submarket and ptice segments.

Net Operating Income (NOI) — A company’s operating income after operating expenses are
deducted but before income taxes and interest are deducted. If this is a positive value, it is referred to
as net operating income, while a negative value is called a net operating loss. NOI often is viewed as
a good measure of company performance. Some believe this figure is less susceptible than other
figures to manipulation by management.

Hotel industry example: A hotel’s net operating income percentage is most closely tied to its
occupancy, although it also influenced by average daily rate, market segment, property’s age and brand
affiliation.

Number of Occupied Room Nights — Rooms occupied by hotel guests on a paid basis.

Occupancy — Rooms sold divided by rooms available multiplied by 100. Occupancy is always
expressed as a petcentage of rooms occupied. Occupancy = Rooms Sold / Rooms Available

Percent Change — Amount of growth: up, flat, or down; current period versus same period the prior
year (month or year-to-date). Calculated as ((Current Year — Prior Year) / Prior Year) * 100.
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Price Category — Categories of properties defined through price perception to the consumer: Luxury,
Upscale, Mid-Price, and Economy.

Property Management System (PMS) — A software system meant to coordinate various functions
at a hotel, including bookings, accounting, point of sale, payroll and sales and marketing, among
others.

Reserve for Capital Replacement — Amount set aside for replacement of furniture, fixtures, and
equipment (as may be required by a loan, franchise, or management agreement).

RevPAR — Revenue per available room (RevPAR) is the total guest room revenue divided by the total
number of available rooms. RevPAR differs from ADR because RevPAR is affected by the amount
of unoccupied available rooms, while ADR shows only the average rate of rooms actually sold.
Occupancy x ADR = RevPAR.

Hotel Location Identifiets

Airport — Hotels in close proximity of an airport that primarily serve demand from airport traffic.
Distance may vary.

Destination Resorts — These are hotels that appeal to the leisure traveler, are in resort markets and
are considered a destination in themselves. They have extensive amenities, multiple pools, multiple
restaurants and normally a beautiful physical propetty. If a hotel has the word “resort’ in its name and
is part of a luxury or upper-upscale chain, it is-automatically considered a Destination.

Interstate — Hotels in close proximity of major highways, motorways or other major roads whose
primary source of business is through passerby travel. Hotels located in suburban areas have the
suburban classification.

Resort — Any hotel located in a resort area or market where a significant source of business is derived
from leisure/destination travel. Examples include Otlando, Lake Tahoe, Daytona Beach, Hilton Head
Island, Virginia Beach.

Small Metro/Town — Areas with either smaller population or limited setvices, in remote locations.
Size can vary dependent on market orientation. Suburban locations do not exist in proximity to these
areas. In North America, metropolitan small-town areas are populated with less than 150,000 people.

Suburban — Suburbs of metropolitan markets. Examples are Sag Harbor and White Plains, New York,
near New York City, USA and Croydon and Wimbledon near London, UK. Distance from center city

varies based on population and market orientation.
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Urban — A densely populated area in a large metropolitan area. (e.g., Atlanta, Boston, San Francisco,
London, Tokyo.).

Scale, Class, or Price Designations

Chain Scale — The chain scale segments are based primarily on the actual, system-wide average room
rates of the major chains (independent hotels are included as a separate category).

The chain scale segments are Luxury, Upper Upscale, Upscale, Upper Midscale, Midscale, and
Economy. Independent is considered a seventh Scale.

Class — Class is an industry categorization which includes chain-affiliated and independent hotels.
The class for a chain-affiliated hotel is the same as its chain scale. An independent hotel is assigned a
class based on its ADR, relative to that of the chain hotels in their geographic proximity. The class
segments are Luxury, Upper Upscale, Upscale, Upper Midscale, Midscale, and Economy.

Market Price Segments (U.S. Only)
The five categories of a metro STR market which are defined by actual or estimated average room
rate. The five price categories are shown below:

Luxury — top 15 percent average room rates
Upscale — next 15 percent average room rates
Mid-Price — middle 30 percent average room rates
Economy — next 20 percent average room rates
Budget — lowest 20 percent average room rates

Sub-Market Scale — This segment is similar to market scale with the following exceptions: Luxury,
Upper Upscale and Upscale are combined to form Upscale, Upper Midscale and Midscale is combined
to form Midscale. Economy includes only Economy. The sub-market scales are: Upscale, Midscale,
and Economy

Hotel Types

Hotel classifications are driven primarily by building structure and secondarily by service level. Chain
management has provided us with hotel type classifications for a significant number of locations.
Hotel types are:

All-suite — All guest rental units consist of one or more bedrooms and may include a separate living
area. Many suites contain kitchenettes or mini refrigerators. Suite hotels often have no integrated

dining facilities available; however, many offer complimentary breakfast.

Boutique — These are hotels that appeal to their guests because of their unusual amenity and room
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configurations. They are normally independent and smaller than 200 rooms with a high rack rate.
However, there are three chains whose hotels are automatically coded as boutique: W Hotels (a
Starwood brand), Kimpton Hotels and Joie de Vivre Hotels.

Conference — LLodging hotels that place major focus on conference operations. Hotels must meet
guidelines of the International Association of Conference Centers.

Convention — Hotels with a minimum of 300 rooms and large meeting facilities (minimum of 20,000
Square feet) and not part of the conference center group.

Destination Resorts — These are hotels that appeal to the leisure traveler, are located in resort
markets, and are considered a destination in themselves. They have extensive amenities, multiple
pools, multiple restaurants and normally a beautiful physical hotel. If a hotel has the word “resort’ in
its name and is part of a luxury or upper-upscale chain, it is automatically considered a destination

resort.

Extended Stay — Hotel must have kitchenettes, including a stove-top burner. Extended stay hotels
focus on attracting hotel guests for extended periods of time, typically more than 5 consecutive nights.
These hotels quote weekly rates.

Gaming/Casino — Lodging hotels that place major focus on casino operations.

Golf — Hotel must have a golf course on hotel property to be considered. It is not sufficient if the
hotel only has privileges on the course next doot.

Hotel/Motel — A standard hotel or motel operation.
Ski — Guests have easy access to ski slopes.

Spa — Hotel must have designated spa facility and offer treatments. Offering a sauna or hot
tub/whitlpool would not qualify.

Waterpark — An indoor or outdoor waterpark resort as a lodging establishment containing an aquatic

facility with a minimum of 10,000 square feet of water park space and inclusive of amenities such as
slides, tubes and a variety of water play features.
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ADDENDA
10-Year Operating Pro Forma

See Attached.
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Owner Supplied Materials & Site Plan

See Attached.
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STR Trend Reports

See Attached.
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Space Allocation Summary

See Attached.
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Development Cost Estimate

See Attached.
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Hospitality Industry Pandemic Impact Report Grey Hospitality

See Attached.
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