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The hospitality sector entered 2023 on comparably strong footing, with generally robust performance
metrics supporting the sector. Domestic leisure travel has returned in force, lifting national occupancy
above its long-term average and propelling daily room rates well beyond pre-pandemic figures. Business
and international travel are also trending in positive directions. A larger convention slate this year should
aid weekday hotel demand, while fewer border restrictions ease trips between countries. The horizon is
nevertheless not free of headwinds.

Travel costs have been on the rise, led by generally higher airfares, fuel costs and hotel rates. While
pent-up wanderlust has so far compensated for still-high inflation, the potential for a recession-driven
pullback in spending remains a credible risk this year. Scenic destinations that have outperformed in
recent years may begin to revert to traditional demand levels, while larger gateway markets and business
hubs could get a lift. Businesses have suggested they may boost business travel this year, which, combined
with additional international visitation, is poised to drive recovery in many of the nation’s larger
hospitality markets.

Improving property fundamentals have restored broad confidence in the hotel sector among investors.
Trading was constrained at the start of the year, however, by the Federal Reserve’s aggressive series of
interest rate increases and the resulting jump in capital costs. Higher cap rates on average than in other
property sectors may give investors more options amid higher debt costs, and as interest rates stabilize,
buyers should be better able to pursue opportunities among both stabilized hotels and those poised for
reimagination.

To help commercial real estate investors capitalize on the nuances of the current climate, Marcus &
Millichap presents the 2023 Hospitality National Investment Forecast. As always, our investment
brokerage and financing specialists across the U.S. and Canada are at your disposal, providing street-level
investment guidance to empower your decisions.

Thank you and here’s to your continued success,

BIRAN PATEL JOHN CHANG
Senior Vice President/Director Senior Vice President/Director
Hospitality Division Research & Advisory Services
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Executive Summary

® Guided by stalwart fiscal and monetary policy support, demand from businesses and consumers boomeranged after early health crisis setbacks.
Yet, supply chains were plagued by multi-faceted headwinds that generated an extended period of heightened inflation that stretches into this
year. Some individuals accumulated significant savings during the rebound; however, others have become more dependent on debt.

® Following the pandemic lockdowns, many companies aggressively expanded their headcounts, leading to job openings well-exceeding the num-
ber of people looking for work. The pendulum has begun to swing in the other direction, however, with businesses across a wide range of indus-
tries limiting hiring or reducing staff counts in anticipation of economic headwinds.

e After shedding a net 4 million positions during 2020, the U.S. leisure and hospitality sector climbed within 5 percent of the 2019 tally last year.
Despite this, the rebound has not been uniform. Markets like San Francisco and New York City have sector deficits, while several Florida and
Texas locations have surpluses. In 2023, some beleaguered metros are set to make strides, while a handful of pandemic hotspots take a step back.

® Abundant domestic leisure travel drove up hotel room demand last year to its third-highest total on record, helping lift ADR and RevPAR to new
all-time highs. Domestic tourism may take a step back in 2023, however. Generally higher airfare, fuel costs and room rates weigh on the travel
budgets of many households, while reopening international destinations may draw away some more affluent travelers.

® A growing share of travel managers anticipate their companies will take more business trips this year. Meanwhile, inbound international tour-
ismis positioned to elevate even further in 2023, highlighted by easing travel restrictions from China and Japan. The increase in trips, following
previous pandemic constraints, will help make up for the expected slowdown in domestic travel.

® More households may curtail or change their leisure trips, due to high inflation and economic uncertainty. Areas that have outperformed re-
cently, such as Southeast Florida, Las Vegas and Austin, could be impacted. Instead, the nation’s larger gateway metros — including New York
City, Washington, D.C., Los Angeles and San Francisco — are expected to drive much of the growth in 2023.

® The period of pandemic-induced accommodation by the Federal Reserve came to an abrupt halt last year, when the central bank began re-
ducing its balance sheet and rapidly raising the federal funds rate. The fastest pace of rate hikes since the early 1980s pushed up other capital
benchmarks, including U.S. treasuries and SOFR. The Federal Open Market Committee continued to inch up rates earlier this year, albeit at a

moderated pace, opening the door for a pause this year. The consistency should allow lenders and borrowers to better find common ground.

e (Capital availability for hotel investment sales has improved since the operational turmoil felt during 2020 and 2021. Some lingering risks and
the Fed’s quantitative tightening measures have nevertheless kept lenders cautious and pushed up spreads. While terms will vary, limited or se-
lect-service assets with strong fundamentals in well-traveled locations are most favored among capital providers. Hotels continuing to contend
with severe cash flow challenges face greater financing hurdles.

® Extraordinary growth in nationwide ADR and RevPAR over the past two years is supporting buyer activity for hotels. Interest rate hikes from
the Federal Reserve and the resulting surge in debt costs have slowed the near-term outlook for sales activity, however, as buyers and sellers are
misaligned on pricing. This expectations gap is anticipated to remain until interest rates stabilize. Many of the buyers working through these

hurdles are focusing on limited-service establishments, which generally proved their resilience during elevated health concerns.

® Although limited-service hotels continue to make up a significant portion of total trades, investor interest for higher-tier assets is present. Many
buyers are optimistic that business travel volume and convention activity will return to more normal levels in the near future, which aid in the
investment appeal for these types of properties. Strong revenue growth may also heighten buyer demand for luxury hotels. A softening labor
market may help reduce staffing shortages, helping more service-intensive hotels operate a larger number of rooms more consistently.



U.S. Economy

GDP Growth Slows in 2023
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Expedited pandemic rebound creates repercussions. Guided by stalwart fiscal and
monetary policy support, demand from businesses and consumers boomeranged after
early health crisis setbacks. Yet, supply chains were plagued by multi-faceted headwinds
that generated an extended period of heightened inflation that stretches into this year.
Consumers are adjusting to elevated prices in nearly every category, including necessi-
ties like housing and medical care. While the costs of some products that impact travel
considerations — like gasoline and airfare — began to soften last year, more progress is
needed to curb overall inflation. Some individuals accumulated significant savings during
the rebound, positioning them to weather the storm. However, others have become more
dependent on debt, and the cost of borrowing has also climbed. These dynamics place
additional stress on consumers, causing many to be more cautious in 2023.

Decelerating job market impedes sentiment, but there may be a hidden positive.
Following the pandemic lockdowns, many companies aggressively expanded their
headcounts, leading to job openings well-exceeding the number of people looking for
work. The pendulum has begun to swing in the other direction, however, with businesses
across a wide range of industries limiting hiring or reducing staff counts in anticipation
of economic headwinds. As a result, the U.S. employment market during 2023 will likely
feature spans of net job loss mixed with stretches of renewed hiring, equating to a mild
rate of annual growth. Individuals that lose their source of income, or fear that possibil-
ity, could avoid discretionary spending on travel and shy away from planning any major
trips. These considerations could impair hotel demand during 2023. Conversely, a shift
in employer-employee dynamics may benefit the sector. Many operators have dealt with
staff shortages, as job seekers had attractive alternatives. Reduced employment prospects

amid inflation could influence more individuals to seek positions with hotel operators.

°* Employment recovery not one-size-fits-all. After shedding a net 4 million positions
during 2020, the U.S. leisure and hospitality sector climbed within 5 percent of the 2019
tally last year. However, the rebound has not been uniform. Markets like San Francisco
and New York City had sector deficits larger than 10 percent relative to pre-pandemic
figures entering this year, while several locations in Florida and Texas have generated
surpluses during the same span. In 2023, some of the more beleaguered metros are ex-
pected to make strides, while a handful of pandemic hotspots take a step back.

e Milder fuel costs should aid road travel, but increases could resurface. After the av-
erage retail price of gasoline nationwide surpassed $5 for the first time ever last sum-
mer, the mean dipped into the mid-$3 range entering this year. This relative decline
could encourage consumers to take road trips during 2023. The outlook does face po-
tential risks, as global fuel supplies remain threatened by the war in Ukraine and OPEC

production cutbacks. An escalation in either area could again put pressure on gas prices.

¢ Inflation prompts thriftier travel agendas. The strain on household budgets amid his-
toric price pressures may coax individuals to plan less costly trips this year. Traveling by
roadway or taking shorter duration flights could be preferred options for vacations. Ho-
tels located in small towns, along interstates and near areas of natural beauty, may ben-
efit. Additionally, domestic travel, in general, could be favored over international trips.



U.S. Hospitality Overview

As national leisure travel crests, business and international trip-taking improve.
Abundant domestic leisure travel drove up hotel room demand last year to its third-high-
est total on record, helping lift ADR and RevPAR to new all-time highs. Domestic tourism
may take a step back in 2023, however. Generally higher airfare, fuel costs and room rates
weigh on the travel budgets of many households, while reopening international destina-
tions may draw away some more affluent travelers. At the same time, other tailwinds are
gathering. More than three-fourths of travel managers interviewed in a recent survey
anticipated their companies will take more business trips this year. Meanwhile, inbound
international tourism is positioned to elevate even further in 2023, highlighted by easing
travel restrictions from China and Japan. While the prospects of an upcoming recession
will pause some business and international travelers, the increase in trips, following
previous pandemic constraints, will still be notable and help make up for the expected
slowdown in domestic travel. Hotel occupancy, ADR and RevPAR are all anticipated to

improve nationally this year, but by much more familiar and moderated margins.

Economic headwinds impacting where travelers go. Widespread inflation and near-
term economic uncertainty are tightening consumers’ budgets. As of November 2022,
the personal savings rate was at 2.4 percent, near a historical low. More households may
curtail their leisure trips as a result, or change their destinations to reduce expenses.
Areas that have outperformed recently, such as Southeast Florida, Las Vegas and Austin,
could be impacted. Instead, the nation’s larger gateway metros — including New York
City, Washington, D.C., Seattle-Tacoma, Los Angeles and San Francisco — are expected
to drive much of the growth in 2023. These metros were among the hardest-hit during
the pandemic, given their heavier reliance on business and international travel, and are
therefore positioned for recovery as these types of trips become more frequent. Occupan-
cy in each of these markets is projected to improve by at least 390 basis points this year.

e A travel-budget crackdown could still help small markets. Certain segments of the
hospitality sector may benefit from a shift to less expensive trips. Some travelers may
opt for more cost-effective vacations to smaller drive-to leisure destinations, such as
Charleston, Napa Valley, Northeast Savannah and Sedona. Economy and midscale
properties nationally may also benefit from cost adjustments, as guests who typically
stay in higher-tier properties opt for less-expensive accommodations.

® Construction activity accelerates for 2023. The rapid growth in daily rates and hotel
revenues over the past two years has improved hotel developer confidence. After fall-
ing to a near-decade low last year, hospitality development will return to more normal
levels in 2023. Deliveries for this year are expected to exceed the long-term average by
more than 23,000 rooms, with completions most pronounced in larger markets, such as
Dallas-Fort Worth, New York City, Las Vegas, Phoenix and Atlanta.

® Return to office could drive more gains. Working from home drew down office at-
tendance, and it remains well below pre-pandemic levels. Increased office usage could
signal arise in business travel as company operations normalize. At present, the busi-
ness travel outlook is supported by a more active convention and trade show schedule.

U.S. Occupancy vs. Long-term Average
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U.S. Capital Markets

Monetary Policy Tightening Fed’s inflation solution bears capital market consequences. The period of pandem-

— FedHoldings Fred Funds Rate ic-induced accommodation by the Federal Reserve came to an abrupt halt last year, when
se 8% the central bank began reducing its balance sheet and rapidly raising the federal funds
§ s6 % rate. By year-end, the Fed had increased the overnight lending rate above 4 percent, up
g § from a zero lower bound in March. The fastest pace of rate hikes since the early 1980s
-E.’ s “ % pushed up other capital benchmarks, including U.S. treasuries and SOFR. While some
§ 2 o & metrics — particularly the 10-year treasury — dipped at the close of 2022, upward pres-
R sures have not ceased as the Federal Open Market Committee (FOMC) continued to inch
so 0% up rates earlier this year. The pace has moderated, however, as inflation metrics have
04 06 08 10 12 14 16 18 20 22
started to decelerate, opening the door for the FOMC to settle on rates at some point this
year. While this terminal level will be higher than what many have become accustomed
Hotel Lender Compostion to, the consistency should allow lenders and borrowers to better find common ground.

Investor-Driven . . . . . . .
80% 8 Private/Other Capital availability for hotel investment sales has improved since the operational turmoil

100%
I I . I I " CMBS ) Lenders open to well-performing hotels, higher costs a challenge for borrowers.
0% Government Agency felt during 2020 and 2021. Some lingering risks and the Fed's quantitative tightening

B Insurance measures have nevertheless kept lenders cautious and pushed up spreads. While terms
International Bank

National Bank

20% . sets with strong fundamentals in well-traveled locations are most favored among capital
6 I I B Regional/Local Bank

0% B will vary property-to-property and borrower-to-borrower, limited or select-service as-

Percent of Dollar Volume

providers. Hotels continuing to contend with severe cash flow challenges face greater
o financing hurdles. Even for well-performing assets, higher debt costs are restraining

transaction activity, with a bid-ask gap forming among buyers and sellers in some situa-
tions. Once the Federal Reserve settles on rates, however, lenders and investors should be

Inflation Eases Back from Historic Levels
better able to determine valuations. Overall, banks are offering the lowest lending rates,

— CPI Inflation 10-Year Treasury
0.0% although often with a recourse requirement. Non-recourse options may be available for
some assets from CMBS. For hotels facing upcoming maturities and persisting operation-
75% al issues, bridge financing may be an avenue, although at higher costs.
£  50%
54
2.5%
0% ® Distress currently low, but risks not absent. The hospitality sector has not experi-
e 7B 20 a2 enced pandemic-related distress on a level similar to the global financial crisis. How-
ever, as more maturities come due, under-performing hotels could find themselves at a
Sales of Distressed Assets in 2022% cross-roads, especially older full-service hotels in downtown settings of major gateway
- Volume % of Total Sales metros. In such situations, owners may need to turn to new capital partners.
" $20 o ® Large-scale deals likely to continue. While down slightly from the end of 2021, last year
§ & - é'? was still one of the most active periods for hospitality merger and acquisition activity in
g % over a decade. Similar entity-level actions, as well as large portfolio transactions, are likely
§ $1.0 2% g to persist as such deals are less exposed to the current interest rate challenges. These can
5 @ help investors stabilize cash flows as various properties recover on differing time tables.
3 $05 % F
= I I ! n ® High debt cost climate has long-term construction implications. After openings
$0 0% slowed last year, the current pipeline suggests a pick up in supply arrivals for 2023. High
financing costs, on top of other elevated construction expenses, may again temper deliv-
eries after this year, as fewer projects under planning ultimately pencil.
* Estimate

* Sales $2.5 million and greater



U.S. Hospitality Investment OQutlook

o . . . . . . Hotel Transaction Activit
Limited-service assets lead amid constrained deal flow. Extraordinary growth in v
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nationwide ADR and RevPAR over the past two years is supporting buyer activity for .

3
2
1 il
02 04 06 08 10 12 14 16 18 20 22

hotels. Transaction velocity in 2022 was robust, outpacing the U.S. long-term average by
more than 70 percent. The bulk of trading occurred in the first half of the year, however,
when the Federal Reserve had just begun tightening monetary policy. The resulting surge
in debt costs has since slowed sales activity as buyers and sellers became misaligned on
pricing. This expectations gap is anticipated to remain until interest rates stabilize. Many

Total Transactions (000s)

of the buyers working through these hurdles are focusing on limited-service establish-
ments, accounting for nearly half of all trades last year. These types of hotels usually
change hands at lower entry costs, generally proved their resilience during elevated

health concerns, and have noted robust demand growth since. Smaller staff counts have

also helped these businesses contend with labor shortages. Throughout this year, limit- Hotel Buyer Composition
ed-service hotels near major highways and tourist destinations may be coveted, in order 100% m Cross-Border
to capitalize on necessity travelers and those looking to reduce lodging expenses. Markets EHEEEE R T = vserother

75%

with minimal new supply and high barriers to entry may also garner interest, as limited Inst'l/Eq Fund

Listed/REITs

competition is expected to aid existing property performance in these areas.
50%
B Private

Consideration of higher-tier assets is gaining momentum. Although limited-service ho-

er assets is present. Deal flow for hotels in the upper-midscale segment rose by more than o%

tels continue to make up a significant portion of total trades, investor interest for higher-ti-
40 percent in 2022. Many buyers are optimistic that business travel volume and convention 13 14 15 16 17 18 19 20 21 22

Percent of Dollar Volume

activity will return to more normal levels in the near future, which aid in the investment ap-
peal for these types of properties. Furthermore, hotels of this caliber are positioned to per- Full Service Cap Rate vs. Treasury

form well during economic uncertainty, as they offer amenities many group and business — Average Cap Rate 10-Year Treasury Rate

travelers desire at a lower price point than upscale assets. Strong revenue growth may also
12%

9%/\/\/‘_‘/\’

6%

heighten buyer demand for luxury hotels. RevPAR for assets in this chain scale increased by
more than 40 percent over the past year. Increased flexibility in work and school schedules

is benefiting property performance for these higher-tier hotels, as affluent travelers have

Average Rate

been more inclined to take longer weekend trips

3%

0%
" 070809 10 II 12 13 14 15 16 I7 18 19 20 21 22+

® Higher yields add to investment appeal. While cap rates are beginning to trend up
across property types, the average hotel yield of 8.5 percent closing out last year is still Limited Service Cap Rate vs. Treasury
roughly 170 basis points higher than any other major commercial asset class. This could — Average Cap Rate 10-Year Treasury Rate
provide investors with more options, given high debt costs. However, it is important to 12%

9%/\——_/\

6%

note that lender spreads are typically wider for hotels relative to other property types.

® Large West Coast markets could garner buyer attention. Notable metros, such as Los
Angeles, the San Francisco Bay Area and Seattle-Tacoma, could potentially benefit from

Average Rate

an acceleration of international tourism in 2023. Late last year, China and Japan lifted 0
the requirement for returning citizens to quarantine, and this news is expected to accel-
erate outbound travel from the Asia region in the coming year. Property performance 0% 00 0809 10 Il 2 13 4 15 16 17 18 19 20 21 22+

should benefit from this and increase investment appeal for hotels in these areas.

* Improving hospitality employment helping bottom line. Entering this year, the lei-
sure and hospitality workforce was roughly 900,000 positions below the pre-pandemic * Estimate
peak. As headcounts return toward more normal levels, hotels that had to limit occu-

pancy, due to staffing shortages, will have the ability to service alarger number of rooms
more consistently, providing a benefit to profitability across multiple property tiers.



2023 Leisure Travel Outlook

Leisure Travelers Prefer to Stay in Hotels Non-U.S. Citizen Foreign Arrivals Still in Recovery
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2023 Business Travel Outlook

Business Travel Spending (Billions) **

Office Vacancy Rate

Primary Reasons for Business Travel in 2022
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Change in Occupancy and ADR from 2019 to 2023*
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ational Supply & Dem Trend

Change in Room-Night Supply and Demand from 2019 to 2023*
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New corporate operations and returning international tourism stimulate visitations.
Leisure travel to Atlanta has returned to a near pre-pandemic level; however, a still-re-
covering business travel segment poses a large hurdle for the local hospitality industry.
Hotel revenue from this sector remained 14 percent below the pre-pandemic equivalent
as of late 2022, though a tight local labor market should continue to assist recovery in
this segment. Building on this, multiple cybersecurity hubs, including operations from
Walmart and Nike, will open in Atlanta this year, facilitating tech recruitment amid an
otherwise challenging time in this field. This should translate to room bookings as pro-
spective hires are invited to Atlanta for interviews, further supported by the employment
base growing in 2023. The metro should also benefit from recuperating international
travel. As the world’s foremost air transit hub, Hartsfield-Jackson International Airport
will generate demand for nearby hotels, allowing these properties to observe notable
occupancy gains stemming from layovers and cancellations.

Capital shifts toward suburban environments. Atlanta’s hospitality buyer pool is heavi-
ly characterized by local investors, despite the market’s national prominence. This cohort
is often more apt to recognize burgeoning neighborhoods and direct capital toward these
locales. Transaction activity has been noticeably less geographically centralized, with
trades in Atlanta proper accounting for a smaller share of deal flow in 2022 than his-
torical norms. This trend is poised to continue, as investors are becoming increasingly
active in the suburbs north and east of the city, areas that may see increased visitation as
aresult of the population gains seen in these locales. Despite a trend away from denser
core zones, a local investment climate of long-term optimism resulted in the first positive
pricing bump since 2019. Cap rates have also shown commendable stability; since the
onset of the health crisis, the average yield has held firmly within the low-8 percent zone.

2023 Market Forecast

Supply P With more than 4,800 rooms underway at the onset of 2023,
up 2.2% Atlanta boasts the fifth-largest development pipeline among
major U.S. metros. More than 2,000 of these keys are scheduled
for delivery this year, translating to a notable supply increase.

Occupancy (4 ) Following two years of surging travel recovery, occupancy gains
up 90 bps will be comparatively modest in 2023, bringing the yearlong
average rate to 65.8 percent. Before the health crisis, the typical
occupancy level hovered between 69 and 70 percent.

ADR After marking a full recovery in 2022, this metric will post a
up 3.9% third consecutive year of expansion. The 12-month average
daily rate will close out 2023 at $123.44.

RevPAR Daily rate growth will foster a full RevPAR recovery early this
up 5.2% year. The metric is on track to end December at $81.19, the high-
est yearlong average on record.

Investment Pricing under the pre-pandemic level influences active inves-
tors to increase their pursuit of full-service assets, allowing
higher-end trading to constitute a larger share of deal flow.



Pre-pandemic occupancy remains just out of reach. Austin-Bergstrom International
Airport had its busiest year on record during 2022, aiding adjacent hotels and those in
growing submarkets. Last year’s surge in activity came as Austin’s population grew at the
fastest rate among major U.S. markets, which supported visitations by family and friends
of new residents, along with corporate relocations. These dynamics boosted both leisure
and business-related travel to the metro, raising annual occupancy to nearly 70 percent.
This year, however, mounting economic headwinds could slow travel volumes, leading to a
reduction in occupancy. An additional challenge to hotel demand and ADR is a surge in sup-
ply. Among major metros, Austin is slated to record the second-largest supply change from
2019-2023 with three projects — each surpassing 200 rooms — delivering in the CBD this
year. Still, several major events will prevent a substantial slide in bookings. The Formula 1
U.S. Grand Prix will be held in Austin for an 11th year, and the World Golf Championships—
Dell Technologies Match Play will also be held again in 2023.

Investors look to corporate hubs. The mean sale price for an Austin hotel increased for
the first time in five years during 2022, allowing the metro to retain the highest entry cost
in Texas. The recent improvement in pricing may motivate some owners to list assets,
with the intention of using sales proceeds to invest in less management-intensive prop-
erties. Northwest Austin is likely to garner investor interest as a diverse local tech roster
generates business travel demand for higher-quality rooms. Apple’s expanding campus
here also presents a longer-term business travel draw, as it undergoes a multi-phase en-
largement to be fully completed in 2025. Corporate relocations to the urban core should
drive business visitations in the coming years, augmenting leisure demand stimulated by
familiar downtown festivals, such as South by Southwest and Austin City Limits.

2023 Market Forecast

Supply () Entering 2023, over 2,800 rooms were underway in the metro.
up 4.9% While this is the lowest active pipeline for Austin in eight years,
the market’s supply of room nights will register the third-larg-
est percent growth among major metros.

Occupancy () Bookingsin 2023 will slip from last year’s record high, contrib-

down 590 bps uting to occupancy rate compression. The yearlong average rate
will land at 62.1 percent, which is 980 basis points below the
2019 recording.
ADR [ Lower occupancy will necessitate an adjustment to ADR. De-
down 2.2% creasing slightly from 2022’s mark, the average daily rate will
settle at $163.98 in 2023.
RevPAR (") Adrop inbookings and ADR this year will lead to a decrease

down 10.7% in RevPAR. The metric will shrink to $101.81in 2023, a figure
roughly $2 below the 2019 mark.

Investment The University of Texas at Austin noted record enrollment for
the fall 2022 semester. A rising student body and corresponding
visitors may draw active buyers to Central and East Austin.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change

Average Price per Room (000s)
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New infrastructure and eased health regulations foster continued occupancy gains.
Nominal revenues marked a full recovery from the health crisis last year, supported by a
surge in domestic leisure tourism. Monthly visitations exceeded 120 percent of the equiva-
lent 2019 level in September 2022, and are expected to remain elevated. Though the time-
line for business travel recovery will extend into at least 2024, infrastructure developments
will facilitate a solid foundation for future growth in this segment. A $225 million renova-
tion to Gillette Stadium will add 75,000 square feet of year-round convention space before
the inauguration of the 2023 NFL season, potentially attracting more bookings in Foxbor-
ough and adjacent zones. Additionally, the Boston Convention and Exhibition Center will
relax the last of its COVID-19 restrictions on major events this year, easing the burden of
holding these expositions. This should bolster hotel occupancy in South Boston and the
Seaport zone, particularly from business-related travel. By the end of 2023, hotel demand
across Greater Boston will exceed 16 million room nights, the highest level in metro history.

Ongoing recovery provides opportunities to entrants. Boston's hospitality market has
seen dramatic pricing declines since the onset of the pandemic, as owners that were previ-
ously struggling chose to put properties on the market. Pricing appears to have stabilized
after two years of double-digit percentage declines, with the average price per room falling
just 2 percent last year. Nevertheless, these listings have opened the doors for many parties
that were previously locked out of the market. In 2022, private investors made up a larger
share of the buyer pool than any year on record. Lower entry costs have also pushed some
buyers toward traditionally more expensive listings. Upscale and upper midscale assets are
trading more often than the historical norm. Moving forward, investors may seek to acquire
assets in the CBD and adjacent zones in anticipation of further business travel recovery.

2023 Market Forecast

Supply () Boston's active pipeline entered 2023 totaling 950 doors, mark-
up 0.3% ing the first January in which less than 1,000 keys have been
underway in nearly a decade. During that span, an average of

2,400 rooms were advancing at any given time.

Occupancy () Yearlongoccupancy will reach a post-2020 high of 70.2 percent

up 300 bps at the close of December, 540 basis points shy of the pre-pan-
demic peak. This year’s gain marks a normalization from the
1,610-basis-point surge observed in 2022.

ADR P Despite solid demand growth, macroeconomic headwinds will
up 1.3% translate to a modest improvement in the average daily rate,
which will end 2023 at $214.59.

RevPAR Daily rates will see record highs this year, pushing RevPAR to

4
up 5.7% clear the 2019 benchmark. The metric reaches $150.59, more
than 2 percent above the previous peak.
Investment Investors targeting demand generated by events at the renovat-

ed Gillette Stadium will likely pursue deals along the Interstate
95 and 495 corridors near Foxborough.



Charlotte

New builds increase competition for existing hotels. Entering this year, hotel demand
in Charlotte notably exceeded 2019 levels. Fully recovered pre-pandemic passenger
volumes at the Charlotte Douglas International Airport, along with a collection of other
factors, indicate this standing will continue over the near term. However, by the end of
2023, local room inventory will have grown by more than 12 percent over the past four
years, resulting in significant additional ground to be made up before the metro can
return to a pre-pandemic level of occupancy. The annual rate is projected to fall 600
basis points below the 2019 recording, amid the completion of roughly 1,300 new rooms
this year. Nevertheless, tailwinds exist that may aid occupancy in select areas. Business
travel, which has been a prominent draw for hotel bookings in the CBD, should remain
steady this year as remote workers are called to main offices for mandatory meetings and
traditionally office-using firms continue to hire from outside the metro. Furthermore, the
full-fledged return of the Wells Fargo Championship — which brought in an estimated
40,000 attendees in 2019 — should generate demand for rooms near Quail Hollow.

Economy trading headlines investment activity. Trades are slowing amid economic
uncertainty and a more stringent lending environment. Despite these setbacks, econ-
omy hotels are still well-positioned, being the only chain scale to exceed pre-pandemic
occupancy during 2022. The outlying suburbs of York and Rowan County should remain
targeted locales among active investors. Ongoing inflationary pressures could funnel
more hotel demand to either area, as tourists elect for budget-friendly lodging when vis-
iting. Elsewhere, economy trades have recently been prevalent in nearby suburbs along
Interstate 77 South. Closer proximity to the core can appeal to travelers, thereby drawing
investors willing to accept a slightly higher cost-per-room for a more central location.

2023 Market Forecast

Supply () Hotel developers remain relatively active during 2023 as Char-
up 0.8% lotte enters the year with approximately 1,300 rooms under
construction. Ongoing builds are mostly concentrated in the
CBD, highlighted by the 270-key InterContinental Charlotte.

Occupancy (o) Morethan 9.7 million room nights are expected to be booked
down 200 bps this year, the second-highest total on record. Yet, new supply
facilitates a lower annual occupancy of 62.3 percent. Still, econ-
omy hotels will boast a rate 270 basis points higher than 2019.

ADR P Amid a moderation in occupancy, ADR growth slows to a frac-
up 0.9% tion of its 2022 pace. Nevertheless, the average daily rate will
rise to a record mark of $120.39.

RevPAR (") Thedrop in overall occupancy during 2023 reduces RevPAR to
down 2.2% $75.03. Economy hotels, however, should sustain solid RevPAR

growth, supported by the strongest demand among chain scales.

Investment Hotels located in Concord and Salisbury may pique investor
interest, as limited competition from new supply facilitates a
metro-high local ADR growth of over 7 percent during 2023.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change

Average Price per Room (000s)
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Improved travel aids fundamentals, but a long road ahead. Business and leisure visita-
tion continued to progress last year, as O’'Hare International Airport closed out 2022 with
passenger volumes up nearly 20 percent from the prior period. Summer travel remains
abright spot for the hospitality sector in 2023, with festivals like Lollapalooza drawing
roughly 100,000 attendees. Additional events, such as the inaugural NASCAR race in Grant
Park, help boost RevPAR during the summer months by more than 30 percent above the
annual average, a wider margin than in 2019. Nevertheless, despite hotel usage above the
metro’s long-term mean, tourism levels are not expected to return to pre-pandemic norms
until 2025, constricting the rate of recovery. This is reflected in Chicago’s occupancy rate
remaining more than 550 basis points below the 2019 mark this year. Daily rates have
shown more marked gains, but after an accelerated rebound during 2021-2022, softer con-

sumer spending weighs on the pace of ADR growth, expanding less than 1 percent in 2023.

Elevated foreign investment a boon for Chicago’s long-term outlook. Transactions in
the Loop, Magnificent Mile and Fulton Market highlighted CBD deal flow last year, with
foreign investment here surging to its largest volume since 2016. This trend was empha-
sized by a Canadian-based firm’s acquisition of a portfolio, which included the 560-room
Renaissance Hotel in the Loop, while additional investment originating from Europe and
Asiawas noted. Foreign investors may remain active in Chicago as occupancy and revenues
continue to approach former highs. Buyers familiar with the market and willing to take on
management-intensive assets with upside focus on the metro’s more financially troubled
hotels. Those seeking stabilized assets in the sub-$10 million tranche frequent DuPage
County suburbs, such as Naperville and Oak Brook. Here, RevPAR jumps by 8 percent this
year as the confluence of Interstates 88, 355 and 294 make it a heavily-trafficked corridor.

2023 Market Forecast

Supply () Construction of roughly 1,885 rooms was underway entering
up 2.4% 2023, led by the 192-key St. Regis Hotel along the Chicago Riv-
erwalk opening in April. Nevertheless, deliveries fall nearly 30

percent below the metro’s 10-year average in 2023.

Occupancy (4 ) Chicago’s recovery in hotel occupancy is ongoing, with the rate
up 270 bps rising 100 basis points above the long-term average to 63.9 per-
cent this year. Occupancy in the CBD, however, remains 1,100
basis points below its pre-pandemic point during 2023.
ADR The metro’s average daily rate expands marginally during 2023,
up 0.4% reaching $158.25 per night. Due to a swift recovery last year, the
rate will stand 9 percent above the 2019 figure.

RevPAR (" Notable occupancy gains and ADR well-above the pre-pandem-
up 4.9% ic point aid the metro’s RevPAR this year, bringing the metric to
$101.17 and within $1.70 of its historical peak in 2018.

Investment The Chicago Bears’ intended relocation to a new stadium in Ar-
lington Heights could spark an uptick in trading activity. How-

ever, the team will remain at Soldier Field until at least 2026.
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Domestic travel to the metro prevents notable shift in occupancy. Last year, Cincinnati’s % — Metro United States

hotel sector achieved an annual occupancy rate of 60 percent for the first time since 2019,
an improvement that translated to the addition of nearly 5,000 leisure and hospitality 4%
positions. This year, macroeconomic headwinds will present slight challenges to Cincinna-
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ti's hotel sector; however, the metro is positioned to welcome a steady inflow of domestic

visitors. The market’s professional sports scene is partially to credit, as it should draw fans
4%

Y-O-Y Percent Change

from across Ohio and neighboring states to Cincinnati. The metro’s proximity to other ma-

jor markets could also benefit area hotels, as more households are expected to take shorter, o

more local trips amid an overall softening in consumers’ discretionary spending power. 4 15 18 7 18 19 20 20 22 2%
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to register some of the highest occupancy rates among chain scales this year, supporting a Occupancy & ADR Trends

moderate gain in the metro’s overall ADR.
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Supply (" Thisyear will note the second-largest change in supply over the

Y-O-Y Percent Change

up 3.6% last decade, with an annual high of approximately 1,400 rooms
coming online. The majority of newly-constructed doors are

slated for Cincinnati South near the airport.

Occupancy (4 ) Amid elevated prices and recessionary fears, occupancy will
down 110 bps decline in 2023, landing at 58.8 percent. This is, however, the = Average Price Average Cap Rate
most moderate annual rate of change since before the health $100 10.0%
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crisis, indicating stabilizing demand.
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consistent when compared to last year’s 14.7 percent surge.

Average Price per Room (000s)

RevPAR (" Aslight change in occupancy and moderate ADR growth 3 14 5 16 8.0%

up 0.3% nominally advance RevPAR to $70.80. Revenue growth in the
economy segment, however, will exceed 5 percent.
* Forecast
Investment Upper midscale assets in Blue Ash will likely garner investor Sources: CoStar Group, Inc.; STR Inc.
interest as the submarket’s concentration of financial services

firms supports business travel to the area.
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Demand rebound enables occupancy to reach a multi-decade high. Among major Ohio
markets, Cleveland boasts the highest occupancy and ADR in 2023. Only one other major
Midwest metro notes better performance in these metrics. Occupancy this year will elevate
above the 2019 high as Cleveland hosts a variety of sporting events, aiding regional tourism.
The Greater Cleveland Sports Commission estimates that sporting competitions outside
of regular athletic seasons will bring $17.9 million in economic impact, some of which will
come from overnight stays. Regional visitors coming for such events — typically staying for
less than a week — will often choose limited service hotels. The segment is likely to note the
greatest rise in occupancy among service levels, as travel from within Ohio and neighboring
states continues to grow. Plans underway to redevelop the lakefront Port of Cleveland into
anature-integrated, mixed-use park may contribute higher volumes of regional tourism

and allow strong fundamentals to persist long term in the locale.

Improving occupancy and ADR in Cleveland appeal to active investors. Recessionary
fears and an uncertain borrowing environment contributed to slowing transaction velocity
at the end of 2022. Cleveland did, however, note the lowest average sale price per room
among major Midwest markets in 2022 at $82,000, paired with one of the highest mean
first-year returns. Active buyers may seek out properties specifically in Cleveland’s perim-
eter neighborhoods, which offer proximity to Akron and the University of Akron. Assets in
this submarket can also be found with sale prices mostly ranging from $60,000 to $70,000
per room, attracting investors looking for lower entry costs. Core assets found downtown,
as well as the adjacent area of Independence, may increase in popularity as the lakefront is
expected to be redeveloped, drawing visitors long term. Bookings also rose here the fastest
in 2022, allowing the locale to boast relatively strong fundamentals entering this year.

2023 Market Forecast

Supply () Over the past three years, hotel closures have reduced Cleve-

up 1.0% land’s room inventory; however, new arrivals this year will help
bring the total count back near 25,000. Among the three major
Ohio markets, Cleveland has the lowest number of keys.

Occupancy () Limited supply change and elevated hotel demand will enable
up 540 bps the occupancy rate to rise to 63.8 percent, at least 500 basis
points above either Cincinnati or Columbus. This rate is the
highest on record for the metro since at least 2000.

ADR P Having risen 13.5 percent since the end of 2019, Cleveland'’s
up 1.1% ADRwill reach $121.63 in 2023. This increase is fueled by an
expected 10.4 percent gain in hotel demand.

RevPAR As occupancy and ADR rise, RevPAR will land at $77.62 in 2023.

4
up 10.5% The difference between the average daily rate and revenue per
available room will be at its lowest since February 2020.
Investment Hotels near Cleveland Hopkins Airport may see heightened

interest. The airport will add a direct flight to Dublin, Ireland in
2023, potentially increasing overnight stays in the area.



Fort Worth shines, but new development could hamper momentum. Entering 2023,
nine of 14 Metroplex submarkets had returned to an average yearlong occupancy rate ex-
ceeding 65 percent, including four of the five areas that comprise Fort Worth-Arlington.
Adjacent to the DFW International Airport — which hosted the second-largest passenger
volume worldwide during 2022 — higher occupancy and ADR in the Bedford-Grapevine
submarket allowed RevPAR growth here to exceed 30 percent last year. The Fort Worth
CBD-I-280 West submarket similarly notched a 30-plus percent annual RevPAR gain
during 2022, buoyed by strength in the University and medical center areas. New supply
could become a serious hurdle for these and other outperforming pockets of the Metrop-
lex, however. Dallas-Fort Worth's construction pipeline is the second largest in the coun-
try, with about 25 percent of scheduled deliveries for 2023 headed to these two submar-
kets. Denton-Lewisville-McKinney, meanwhile, will have the greatest share of new keys
during 2023, warranted by its claim on the market’s second-highest average occupancy
rate last year. As a whole, Dallas-Fort Worth occupancy will slide down in 2023 as elevat-
ed development coincides with an economic slowdown and reduced travel sentiment.

Buyers assess performance and potential new competition. Recent strength in several
of Fort Worth-Arlington’s submarkets should generate investor attention. Assets in

Fort Worth's urban core near the University area and medical center could be relatively
resistant to 2023’s economic headwinds, as demand for these hotels is typically less cor-
related to discretionary leisure travel. An increasing enrollment count at Texas Christian
University and unwavering needs for lodging near in-patient health facilities serve as a
backbone for these areas. Investors opting for submarkets with lower supply pressure
could favor the Dallas South-East Corridor, East Plano-Richardson or Arlington.

2023 Market Forecast

Supply () Inventoryexpands at the fastest pace in 14 years during 2023,
up 2.3% with the room count growing by over 6,000 by the end of De-
cember. Five submarkets are expected to add at least 500 new
keys this year, with six other areas adding at least 200 doors.

Occupancy (4 ) Themore aggressive development slate, paired with a less opti-
down 170 bps mistic economic outlook, results in a lower occupancy measure
this year. Dallas-Fort Worth's yearlong average rate will dip to
64.2 percent, still 300 basis points above the long-term mean.

ADR [ Following two straight years of double-digit percentage growth
up 3.5% rebounding from 2020’s setback, the average daily rate climbs
at amore moderate clip to $121.62 across the duration of 2023.

RevPAR (" Declining occupancy is offset by an improving average daily
up 0.9% rate, producing a mild RevPAR gain. The metric will notch a
new record-high for a yearlong span at $78.13 this year.
Investment This January, Universal Parks and Resorts announced the pur-

chase of 97 acres in Frisco for a new theme park. If this project
materializes, it will be a major boon for local hotel demand.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change
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8%

4%

-4%

-8%

75%

65%

55%

45%

35%

60%

30%

0%

-30%

-60%

$155

$140

$125

$to

$95

Dallas-Fort Worth

Employment Trends
—— Metro United States

Nty
\

Occupancy & ADR Trends
mm Average Occupancy Average ADR
$130
I . ‘ / $I15
S
$100 =
I $85
$70
14 15 16 7 18 19 20 2 22 23
RevPAR Trends
—— Metro United States

Sales Trends

mm Average Price Average Cap Rate

9.5%

9.0% »

3

g

S

I 3

” I L1 BB

)

IS

=]

)

I 8.0% &
. 75%

13 14 15 16 17 18 9 20 21 22

* Forecast

Sources: CoStar Group, Inc.; STR, Inc.



Denver

Employment Trends
% — Metro United States Concerts and international travel back demand momentum. Following notable recovery
gains across the prior two years, Denver’s hotel fundamentals continue to progress during

4% 2023, allowing occupied room nights and RevPAR to exceed pre-pandemic figures. The
world’s most-visited concert venue and a rise in international tourism contribute to this

0% b improvement. In 2022, Red Rocks Amphitheater hosted more than 1.5 million attendees,

ranking the venue as the most popular music hall for a second straight year. Worldwide rec-
-4%

Y-O-Y Percent Change

ognition of the amphitheater will continue to attract artists and fans alike, many of whom

. may use the opportunity to explore greater Denver, supporting hotel demand in the CBD

4 15 18 17 18 19 20 20 22 2% and elsewhere. On the eastside of the metro, Denver International Airport welcomed nearly
1.8 million inbound international travelers last year, placing the metro 20 percent ahead of

Occupancy & ADR Trends its 2019 figure. This gain coincided with the airport adding 37 new gates last year. A similar-

ly elevated visitor count this year should foster hotel demand across the metro. The rising
mm Average Occupancy Average ADR

80% 8160 popularity of glamping across the Rocky Mountains may also benefit the sector as travelers
experience Denver on their way into the front range for outdoor leisure attractions.
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60% I
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$140
‘ / Lone submarket highlights metrowide sales velocity. Despite rising debt costs and eco-
B
| K s120 3 nomic headwinds, deal flow in East Denver exceeded its historical peak in 2022. Accounting
| '
20

for nearly one-third of metrowide transactions, hotels near the airport and Aurora have

Occupancy Rate

50% $100

been popular targets among active investors amid significant aviation expansion and lo-

0% calized residential development. Fundamentals here that match pre-pandemic figures and

I 19 21 22 23

exceed metrowide averages could maintain investor demand for available listings this year.
On abroader scale, the metro’s mid-8 percent average cap rate during 2022 — the highest

RevPAR Trends recording since 2013 — may attract yield-driven buyers with experience owning manage-
— Metro United States ment-intensive assets that require property or efficiency upgrades upon acquisition.
80%

40%

=~ 2023 Market Forecast

Supply () The metro adds roughly 900 doors this year, the lowest since
-40%

Y-O-Y Percent Change

up 1.3% 2013. Of the active pipeline, more than half of new keys come to

_80% the Airport-East Denver submarket, helping support the antici-

pated 100 million annual passengers within the next decade.

Sales Trends Occupancy (4 ) Hotel occupancy reaches 69.8 percent for the year. However, an
up 170 bps 80-basis-point decline in North Denver holds the submarket’s

mm Average Price Average Cap Rate
$200 9.0% occupancy rate nearly 600 basis points below its respective

pre-pandemic mark, weighing on the metrowide average.
$180
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|
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8.5%

8.0 ADR [, A 9.5 percent gain in the Denver Airport-East submarket helps

up 4.9% the metro’s ADR expand at the nation’s fifth-fastest pace, ele-
vating the metric to $147.72 this year.
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~
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$120 7.o% RevPAR (" Metrowide revenues exceed $2.2 billion this year as Denver’s

up 7.5% RevPAR surpasses its pre-pandemic mark, with the 12-month
average amplifying to $103.18 in 2023.
* Forecast
Sources: CoStar Group, Inc.; STR, Inc. Investment West Denver’s proximity to venues like Red Rocks and other
outdoor attractions, alongside a 40 percent room rate discount

to the CBD, could boost bookings and investor sentiment.



New hotels in the market’s lowest occupancy area could hinder progress. The trajectory
of Detroit’s hotel sector recovery has been largely middle-of-the-pack for the Midwest. Rel-
ative to 2019 figures, the metro’s occupancy rebound is comparatively stronger than Chi-
cago and Minneapolis-St. Paul, but falls short of most other major tertiary markets in the
region. Similarly, Detroit’s pace of ADR growth since the pandemic’s onset measures as the
third slowest in the Midwest, beating only Cincinnati and Cleveland. Those relative ranks
are set to remain consistent during 2023, as the market faces greater pressure from new
construction. Detroit’s rate of supply expansion is projected to be the 12th-fastest nation-
ally this year and includes a trio of projects that will deliver a combined 500 rooms in the
urban core, most of which are upscale or upper upscale. This presents near-term hurdles
for the Detroit-Dearborn submarket, which had the lowest yearlong average occupancy
rate in the metro last year. Renovations to Huntington Place convention center among oth-
er urban revitalizations, however, signal longer-term hotel demand tailwinds downtown.
Remaining completions in 2023, meanwhile, should be well-dispersed in northern suburbs.

Commendable price stability is a potential influence. Comparing the average hotel

per room sale price on assets traded during 2022 relative to 2019, Detroit’s magnitude of
decline ranks as the 10th-smallest for major hospitality markets nationwide. Price resis-
tance during one of the most challenging spans in history could help ease buyer hesitancy
heading into another uncertain economic period. Investors may become increasingly se-
lective, however, favoring strong-performing suburban assets over downtown hotels that
are recovering slower and face pressure from new supply. On the south end of the metro,
the Romulus-Airport area warrants greater buyer attention, after a 500-basis-point occu-
pancy lift last year secured it the highest average rate in the market.

2023 Market Forecast

Supply () For the fourth consecutive time, Detroit had more than 2,000
up 2.9% hotel rooms under construction entering a new year. The 2,300
doors underway at the onset of 2023, however, is smaller than
the equivalent tallies to start the prior two years.

Occupancy () As 2023 marks the third straight year in which annual supply
up 140 bps growth exceeds 2 percent, consistent competition from new ad-
ditions puts a lid on occupancy improvement. Still, the yearlong
average rate will bump up to 59.9 percent during 2023.

ADR P Detroit’s 12-month ADR will top the 2019 measure by almost 10
up 2.0% percent. Driven by gains in lower-cost segments like economy
hotels, the overall average nightly rate reaches $115.40 this year.

RevPAR (" The number of occupied room nights across a full year comes
up 4.6% the closest to pre-pandemic norms since the onset of the health
crisis, helping move the RevPAR metric to $69.15 in 2023.
Investment The flow of goods across the U.S.-Canadian border surged in re-

cent years, fueling trucker lodging needs. Limited-service assets
near Port Huron and Interstate 94 may offer steady demand.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change
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Momentum begins to slow. Historic levels of domestic travel to Southeast Florida have
greatly benefited hospitality fundamentals in Fort Lauderdale. The influx of visitors in
2022 lifted room demand to unprecedented levels, with the number of occupied room
nights reaching nearly 10 million. Both ADR and RevPAR grew by at least 20 percent in re-
sponse. However, occupancy remained below pre-pandemic levels as the market continued
to absorb the 4,100 rooms that opened from 2018 through 2021. Looking ahead, several fac-
tors will contribute to stagnant growth across key performance indicators. Increased com-
petition in the overall travel landscape has ramped up as some demand has begun to shift
back to urban destinations and international trips, slowing momentum in Fort Lauderdale
and other beach locations that have outperformed over the past two years. Furthermore,
widespread inflation and rising interest rates are tightening consumers’ budgets and their
reliance on credit and savings. Leisure travel will likely moderate as a result, softening some

of the ADR momentum Broward County has experienced over the past two years.

Hotels near the airport are coveted. The robust ADR growth Fort Lauderdale’s hotel
sector has recorded over the past two years should fuel buyer interest for local assets
during 2023. Strong demand from market participants has the potential to place additional
upward pressure on the average sale price, which increased by nearly 14 percent in 2022.
However, deal flow is expected to slow in the near term, while investors await more clarity
from the Federal Reserve on the path for interest rates. Buyers that remain in the market
may target limited-service hotels proximate to Fort Lauderdale-Hollywood International
Airport, the submarket that recorded the largest RevPAR gains in 2022. Meanwhile, inves-
tors that prefer higher-tier properties should continue to comb beach communities that are
popular, year-round tourist destinations.

2023 Market Forecast

Supply () There were around 1,700 rooms underway entering this year,
up 0.6% accounting for more than 4 percent of existing inventory. The
800-room Omni Fort Lauderdale Hotel represents the largest

project in the pipeline and is slated for delivery in 2025.

Occupancy () Aslowdown inleisure travel to the metro will result in occu-
down 70 bps pancy declining on an annual basis for the first time since 2020.
The rate will fall to 70.8 percent by year-end, roughly 440 basis
points below the level observed in 2019.

ADR Local ADR will increase for the third consecutive year, despite a
up 1.2% potential recession and a small decline in occupancy. The rate is
projected to reach $181.68 in 2023.
RevPAR (" Theincrease in ADR will be largely negated by the small decline
up 0.3% in occupancy, resulting in RevPAR remaining relatively steady
in Broward County throughout this year at $128.59.
Investment Hotels in and proximate to the Fort Lauderdale CBD could re-

ceive heightened interest from investors throughout this year,

as business and group travel are expected to improve.



Bifurcated recovery correlated to hotel composition. Among all U.S. hospitality sub-
markets with at least 8,000 rooms of local inventory, the Houston CBD’s occupancy climb
ranked in the top-25 last year. The metric downtown, however, trailed its 2019 equivalent
by the second-largest margin in Houston during 2022, beating only the adjacent Galle-

ria- Greenway Plaza. Corridors that are the most recovered compared to pre-pandemic
occupancy figures include the Northwest and Southwest Freeway areas, where hotel
demand should be less impaired by economic conditions in 2023. The Northwest submar-
ket spans U.S. Route 290 west to Austin, while the Southwest encompasses U.S. Route 90
west to San Antonio and State Route 6 south to Galveston. During a year in which travelers
may be looking to cut costs amid inflation, in-state road trips could become more popular,
further supporting hotel demand in these areas. On the other hand, the two locales that are
the least recovered — the CBD and Galleria- Greenway Plaza — as well as the neighboring
Medical Center-Reliant Stadium submarket, have characteristics that signal additional
challenges ahead. In all three areas, roughly one-third to one-half of local hotel inventory is
in the full-service category, making it difficult to attract budget-sensitive visitors.

Nation’s highest average cap rate reflects risk and opportunity. For the fourth straight
annual period, Houston topped all major U.S. markets, with an average first-year yield
exceeding 10 percent during 2022. The wider spread between implied returns and
borrowing costs could make financing deals less complicated. However, lofty cap rates
also indicate substantial risk, making it likely that lenders scrutinize deals in the current
environment. Assets positioned to be more resilient, such as limited-service hotels near
major roadways, may attract buyers and ease financing hurdles. Recent strength in the
Northwest and Southwest Freeway should reinforce the appeal of these submarkets.

2023 Market Forecast

Supply () Approximately 2,550 doors were under construction at the
up 0.6% onset of 2023, the third-smallest total to start a year across the
past decade. As aresult, the pace of supply growth during 2023
will be just one-fourth of the market’s historic average.

Occupancy () Subdued construction activity and an ongoing rebound from
up 170 bps the pandemic disruption allow yearlong average occupancy to
rise for a third straight period. The 12-month mean of 59.3 per-
cent projected for 2023 is within 350 basis points of 2019.

ADR [ Higher occupancy, driven by a booked room nights figure that
up 3.0% exceeds any year since the arrival of the health crisis, fuels ADR
growth. The mean reaches $107.13 across the duration of 2023.

RevPAR (" Houston will boast the second-strongest RevPAR gain among
up 6.2% major Texas markets this year, measuring at $63.55 on average.
This figure is only 0.3 percent shy of the pre-pandemic metric.
Investment Buyers seeking potential ADR upside may favor the George

Bush Airport Area this year. United Airlines opened a training

school here in January, planning for 600 attendants monthly.
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Speedway holds as metrowide bright spot. Local hotels entered the year having gained
back significant ground during 2022. The Indianapolis 500 drew its largest attendance fig-
ure in over two decades last May, helping ADR and RevPAR in the Airport-Speedway sub-
market exceed pre-pandemic highs. Although to a lesser degree this year, upward momen-
tum is anticipated to continue, enabling the locale to register the highest annual occupancy
rate among Indianapolis submarkets in 2023. At the metrowide level, hotel demand shifts
marginally as an expected softening in households’ discretionary spending and slow-to-re-
turn business travel weighs on local fundamentals. This dynamic, combined with upcoming
supply additions heavily concentrated in downtown, will translate to a moderate decline in
occupancy this year. Nevertheless, the metro’s annual rate will remain above its 2000-2019

average by 130 basis points, aiding the overall outlook for the sector.

Historic investment levels recede. Elevated domestic leisure travel and improving perfor-
mance metrics boosted deal flow in Indianapolis last year, with the metro noting its largest
trade count on record. Closing out 2022, total revenues from non-business travel surpassed
the 2019 count by nearly 20 percent, supporting sizable gains in hotel RevPAR. Amid these
improvements, increased competition for listings helped lift the average sale price 4 per-
cent last year, although still trailing the 2019 peak by about 15 percent. Paired with stronger
fundamentals, this is poised to garner interest from investors in 2023. Out-of-state buyers,
in particular, remain heavily involved, having accounted for roughly half of the metro’s deal
flow last year. Sales activity will be hindered, however, by higher lending rates and other
economic headwinds, such as elevated inflation and reduced consumer spending. Active
buyers likely focus on the North Loop near Carmel, where a notable retail and office pipe-
line aims to draw a larger portion of business and leisure travel in the coming years.

2023 Market Forecast

Supply () Indianapolis adds more than 800 keys this year, helping metro

up 1.4% supply exceed 13 million room nights. The Airport-Speedway
and CBD submarkets will account for over three-quarters of
this development, with large projects of at least 100 rooms.

Occupancy () Reduced non-essential business travel results in notable hotel
down 60 bps occupancy declines within the North Loop and CBD submar-
kets in 2023. This results in a metrowide pullback to 60.8 per-
cent, more than 300 basis points below the 2019 figure.

ADR P The market’s average daily rate ticks up to $125.68 as reduced
up 0.9% occupancy slows the pace of growth. A notable gain in the
Southeast submarket supports this marginal advance.

RevPAR Occupancy compression and stabilized ADR growth pull on

A
down 0.1% metro RevPAR this year. Still, at $76.37, the metric remains 5
percent above the 2019 mark as revenues exceed $1 billion.
Investment Guests seeking budget-friendly lodging may elevate investor

interest in midscale assets, as the segment’s local occupancy
rate should surpass the pre-pandemic mark this year.



Delivery slate initiates downward pressure. Like many other Sun Belt metros, Jack-
sonville’s hotel sector recovered quickly from the pandemic shock, with room bookings
exceeding the pre-pandemic count in each of the past two years. The metro’s warm coastal
climate and relative affordability compared to other Florida locales helped place it among
the top five markets nationally in occupancy and RevPAR recovery since the onset of the
health crisis. Improved conditions and elevated tourism levels have sparked a notable
amount of development, however, with total supply set to expand by 3.2 percent in 2023.
This growth places pressure on existing hotels at a time when economic headwinds and
slowing consumer spending may reduce visitor volume. Stretching from Fernandina Beach
to Marineland, the Jacksonville Beaches submarket stands to be most impacted by these

dynamics, with annual occupancy expected to decline here by more than 300 basis points.

Investors seek stability among desirable areas. Trading velocity reached a new high last
year as out-of-state buyers established or grew their Jacksonville footprints. The elevated
level of investor competition pushed average pricing up 13 percent, the largest jump since
2016. Easing performance indicators, a notable development pipeline and higher debt
costs, however, will impact deal flow. Given these challenges, active investors may focus
on the limited-service segment. Economy hotels, in particular, should remain in demand
among cost-sensitive households and individuals, allowing the segment to register the
highest occupancy and RevPAR growth rates among chain scales this year. Buyers that
prefer coastal assets frequented by leisure travelers will likely favor St. Augustine. Here,
economy assets are commonly available for less than $5 million. The stretch of Interstate
95 between the airport and downtown may also record limited-service deal flow as the
area is popular among travelers seeking lodging proximate to major thoroughfares.

2023 Market Forecast

Supply () More than 1,800 rooms were underway entering this year, as
up 3.2% supply expands at its fastest pace in over a decade. Of the siz-
able pipeline, over one-third of deliveries will arrive along the
coast in the Jacksonville Beaches submarket.

Occupancy (4 ) Slowingtourism levels amid easing consumer spending and the
down 260 bps returning popularity of alternative vacation spots results in a
drop in hotel demand, compressing the metro’s occupancy rate
to 68.1 percent this year.

ADR [ Easing occupancy challenges ADR growth this year. However,
up 4.6% the 12-month mean still elevates to $145.39 as the pace of ex-
pansion remains above the metro’s long-term mean.

RevPAR (" Anabove-average jump in the metro’s ADR helps offset the
up 0.7% pullback in occupancy, resulting in a moderate uptick in
RevPAR. This brings the metric to $98.96 this year.
Investment Investors may keep an eye on downtown near the sports

complex amid renovations to TIAA Bank Field, helping attract
non-football events, boosting hotel demand here down the line.
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Hotels embrace diverse event model. As the primary source of international visitorship
and midweek hotel demand in Las Vegas, convention activity should continue to recover
this year. Nearly 60 major events are slated to occur, highlighted by CES and World of
Concrete. Still, uncertainty surrounds how well this slate of conventions will be attended
amid potential declines in business and foreign travel. Fortunately, Las Vegas has become
amecca for major sporting events and concerts, which draw hordes of outside fans to area
hotels on weekends. Recent data reflects this, as collective weekend occupancy during the
last nine months of 2022 surpassed the 90 percent threshold, with average daily auto traffic
at the Nevada-California border exceeding pre-pandemic recordings. Nevertheless, the lag
in midweek demand will prevent overall occupancy improvement from occurring in 2023.
Aiding hoteliers, however, competition will increase only moderately over the near term, as

both downtown and the Strip lack large-scale deliveries this year.

Opportunities emerge outside of the Resort Corridor. Amid an overall softening in U.S.
consumers’ discretionary spending, more Las Vegas visitors may seek locally-discounted
room rates at hotels away from the Strip. Anticipating this, active market investors and pri-
vate buyers from Southern California metros are likely to target economy properties along
Fremont Street and near the Arts District. These smaller assets commonly trade for less
than $100,000 per room, equating to a potential collection of sub-$5 million property trans-
actions this year. Institutional investors may instead favor midsize and larger independent
hotels just west of Interstate 5 that require upgrades or rebranding, potentially as part of
multi-property trades. Across the buyer pool, listings in North Las Vegas may also prove ap-
pealing, as rapid industrial expansion here and in neighboring Speedway is poised to foster
long-term demand for lower-cost lodging, specifically among the trucking industry.

2023 Market Forecast

Supply (") Entering 2023, developers were underway on 5,400 rooms;
down 1.9% however, just 15 percent of these keys will be completed this
year. Near-term deliveries are concentrated in the suburbs and

are relatively smaller in nature, averaging 140 doors.

Occupancy (4 ) Guestsbook more than 40 million room nights, placing annual
down 160 bps occupancy at 77.6 percent. Still, this rate is substantially lower
than recordings from the three years prior to the pandemic,
when 88 percent-plus occupancy was the norm.

ADR P Despite a decline in overall occupancy, weekend hotel demand
up 6.3% is expected to be strong, specifically during large-scale events.

This will allow the average daily rate to reach $180.38 per night.

RevPAR (" The combination of 90 percent-plus weekend occupancy and

up 2.7% overall daily rate growth elevates Las Vegas’ average RevPAR to
$138.92 this year.
Investment UNLV'’s enrollment topped 30,000 last fall as the college wel-

comed one of its largest freshmen classes. This growth may at-
tract investors to hotels located between campus and the Strip.



Full recovery hinges on international component. Los Angeles’ hospitality industry
makes additional strides this year; however, economic headwinds, a sizable local delivery
slate and uncertainty surrounding international travel may temper sector momentum.
Over the course of 2023, more than 2,200 rooms will be completed metrowide, the third
largest annual total this century. The near-term influx of upper midscale, independent and
upscale properties will hold yearlong occupancy well-below the pre-pandemic norm, de-
spite the overall number of bookings nearly matching the 2016-2019 average. Cognizant of
the metro’s international appeal, local organizations and airlines are taking steps to ensure
foreign tourism realigns with the pre-health crisis level by 2024. Through March of this
year, Los Angeles Tourism is running a large-scale media campaign in Australia, a nation
that contributed 421,000 visitors to the market in 2019, the largest overseas source behind
China. Additionally, Delta Airlines will add service from New Zealand to Los Angeles in fall.

Buyers likely to broaden their list of targeted submarkets. Investors with experience
owning management-intensive properties may view 2023 as a time to acquire Los Ange-
les-area hotels. Spanning the past four years, the average sales price fell by 20 percent, in-
dicating a window of discounted pricing may exist during a period of improving demand.
Furthermore, hotels provided investors with a mid-7 percent average cap rate last year,
areturn substantially higher than most other commercial real estate segments. While
the city of Los Angeles typically accounts for a sizable share of hotel sales, a shift may be
upcoming. Within the municipality, a new fee on all real property sales priced over $5
million is slated to take effect this year. Private investors may respond by targeting small-
er economy assets in the city, which often close below this threshold. Others may look
outside the area more frequently when targeting larger or higher-quality properties.

2023 Market Forecast

Supply () Construction was underway on 2,940 rooms at the onset of
up 2.7% 2023, with 85 percent of these keys slated for completion by
year-end. Three projects — two in Downtown Los Angeles and

one in Burbank — each account for more than 300 doors.

Occupancy () Hotel demand increases by 8 percent on an annual basis,
up 370 bps allowing occupancy to average 74.7 percent this year. Five of six
chain scales are expected to register improvements, highlighted
by the economy segment’s 710-basis-point rise.

ADR P Annual occupancy reaches at least 72 percent across all hotel
up 3.2% classes this year, elevating Los Angeles County’s average daily
rate to arecord $206.95 per night.
RevPAR (" Demand improvements across the economy, midscale and up-
up 8.5% per upscale segments support double-digit revenue growth in
these sectors, elevating overall metro RevPAR to $154.56.
Investment Buyers seeking areas of sparse construction focus on Long

Beach and South Bay. The two locales account for nearly 20 per-
cent of metro stock, yet lack additions over the next two years.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change
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Improvements in foreign and business travel help sustain room demand. Foreign arriv-
als to Miami International Airport increased by more than 70 percent in 2022 relative to
the previous year, lifting total passenger counts to the highest measure on record. Simul-
taneously, visitor volumes at the Port of Miami improved nearly five-fold when compared
to 2021. This massive influx of travelers jolted local hotel demand to unprecedented

levels, with the total number of booked room nights exceeding 17 million over the trailing
12-month period ending in December. In response, hotel revenues rose by more than 20
percent, with the figure eclipsing $180 per available room late last year. While macro-
economic headwinds — such as slowing employment growth and widespread inflation

— are expected to tighten consumer budgets and reduce leisure travel in 2023, improving
volumes of international tourism, along with business travel, should help make up for the
slowdown in domestic vacationers. In fact, total occupied room nights are projected to ex-
ceed last year’s total, setting a new record. However, robust supply growth will place down-
ward pressure on occupancy, resulting in the rate remaining below pre-pandemic levels.

Daily rate growth drives investment. Miami has led all major metros in ADR gains since
2019, and this momentum has created a competitive bidding environment, spurring robust
growth in the average sale price. Furthermore, trading activity reached a decade-high in
2022; however, high interest rates will likely slow deal flow through the first half of this
year. Still, assets in the upper-midscale and upscale segments should continue to change
hands, as properties of these calibers have noted the strongest revenue gains among chain
scales over the past year. Hotels proximate to the airport will also remain coveted, due to
robust demand projections and local occupancy that exceeds 80 percent. Buyers will also
pursue listings near Miami Beach, where ADR exceeds the metro mean by $140 per room.

2023 Market Forecast

Supply () Entering 2023, the active construction pipeline consisted of
up 4.5% 2,500 rooms, headlined by the 295-key Collins Park Hotel.
Near-term completions are concentrated in the Miami CBD-
North and Miami Beach submarkets.

Occupancy (4 ) Robustsupply additions over the past few years will deter occu-
down 130 bps pancy growth, despite record levels of room demand. By year-
end the annual average rate will fall to 70.8 percent, roughly
500 basis points beneath the 2019 recording,.

ADR (| Miami’s average daily rate declines on an annual basis, falling
down 3.9% to $243.29 per room. Still, the metric remains 25 percent higher
than the pre-pandemic level.
RevPAR () Although RevPAR is expected to decrease slightly in 2023, the
down 5.7% recording still remains the second highest among major U.S.
metros, trailing only New York City.
Investment Economy and midscale hotels may garner heightened interest

from investors during 2023, as inflation induces a shift in trav-
eler preferences that favors budget-friendly chain scales.



Minneapolis-St Paul
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Convention slate a potential boost for hotel demand. The number of occupied room 0% — Metro United States

nights in the Twin Cities will improve for the third consecutive year, albeit at a slower
pace than the prior 24 months. Even so, hotel metrics will not return to pre-pandemic 45%

levels during 2023 as metro occupancy and RevPAR continue to trail their 2019 record-

"""H\q/\‘\‘

Y-O-Y Percent Change

ings, despite positive momentum. Only three other major markets are further behind 0%
in their sector recovery. A slow rebound in business travel has been a notable weight on
CBD fundamentals. An elevated count of conventions this year, however, could help im- %
prove demand downtown. Nevertheless, occupancy here will hold more than 1,900 basis oo
points below the 2019 figure. That margin is much smaller in the outlying suburbs, where 4 15 18 17 18 18 20 2 22 2%
natural attractions and lower costs appeal to budget-constrained travelers. Amid con-
sumers’ tightening discretionary spending and preferences for lower-cost options, the Occupancy & ADR Trends
limited service segment entered the year having fully recovered from pandemic losses. o= Average Occupancy Average ADR
70% $140

Trading activity hamstrung by local uncertainty. An overall slow recovery in metro oc-

cupancy and revenue metrics, combined with rising interest rates and national economic

60% $120
headwinds, limited deal flow last year, recording the fewest number of trades in a decade
Lessened sales activity partially contributed to the average price per room receding for a
fourth consecutive year, which expanded the average cap rate to a multi-decade high of

’ . . . ’. . . ' b
50% $i00 3
9.9 percent. Historically discounted pricing and a minimal development pipeline, howev- 0% I °
er, could spark activity among long-term investors. Locales like Bloomington, which offer
14

30%
proximity to the Mall of America and MSP Airport, should attract buyers in 2023 amid

Occupancy Rate

o
@©

above-average occupancy and RevPAR growth. Despite improvements in select pockets

of the metro, uncertainty still surrounds some flagship properties, such as the Downtown RevPAR Trends
Minneapolis Hilton, constraining upper-tier deal flow. — Metro United States
70%

£ ao%
-~
2023 Market Forecast 3 o
§ 0% ‘YA
. S
Supply () Developershad less than 500 keys underway at the onset of this g
up 1.8% year as continued performance struggles have put alid on con- M
struction efforts. Upscale hotels in Bloomington and Downtown 0%
. .. . . . 0 14 15 16 17 18 19 20 21 22 28
St. Paul headline the minimal pipeline in 2023.
Occupancy () After notable gains of more than 1,000 basis points in each Sales Trends
up 240 bps of the last two years, metro occupancy moderately improves w—Average Price Average Cap Rate
during 2023 to 57.9 percent. Bloomington leads the market as _ S0 10.0%
the only area to exceed a 60 percent average this year. §
T 20 95%
ADR Following outsized jumps over the previous two years, the met- E 5100 o . &
. . 0% &
up 2.9% ro’s ADR growth returns to a more normalized pace in 2023, E, i
bringing the average daily rate to $126.85 this year. E. $80 85% &
ISt
RevPAR [ Despite expanding by nearly double the pace of the metro’s se0 = 9 20 2 8.0%
up 7.4% historical average, RevPAR remains more than 11 percent below
its pre-pandemic peak this year at $73.48 on average.
* Forecast
Investment Improving fundamentals and accessibility may draw activity to Sources: CoStar Group. Inc.; STR, Inc.

smaller Minnesota markets outside of the Twin Cities, such as
Duluth, which is benefiting from increased transit connectivity.
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Visitor count towering over historical norms. While a moderation in households’ discre-
tionary spending could undermine travel budgets and hotel demand in 2023, Nashville’s
hospitality sector retains advantages over other metros. A favorite destination for social
gatherings, the Music City benefits from its vast array of photo-worthy entertainment
venues and distinctive group activities, as well as bars and restaurants. At the same time,
Nashville avoids some of the exclusivity and high costs commonly found in similar enter-
tainment-centric markets, such as Miami-Dade and Las Vegas. This is reflected in alocal
average daily rate that sits about $90 per night below the former and on-par with the latter.
Nashville’s relative affordability and comparatively low-hassle for entertainment encour-
age domestic group travel, supporting local hotel demand. This contributed to the fact that
during 2022, traffic at Nashville International Airport reached a record 20 million passen-
gers, marking a 25 percent improvement compared to 2019. Aside from some economic
pressures, this momentum should remain in 2023, with visitors pushing annual occupancy
past the long-term average by more than 500 basis points.

Full-service hotels take the main stage. Economy hotels have traded frequently over the
past decade; however, their transactional volume halved from 2021 to 2022, with funda-
mental improvements outshined by other chain scales. A near-60 percent boost to hotel
demand during 2022 has caused luxury properties to grow from a relatively neglected asset
in the investment landscape to representing a sizable portion of deals last year. Record
lodging demand and increased competition for listings has urged locally-active buyers to
shell out significant premiums for top-tier hotels, with entry costs at least $300,000 more
per room than the metrowide average. Similarly, upper upscale hotels are landing on more
investors’ radars, drawn by class occupancy rising by nearly 1,900 basis points last year.

2023 Market Forecast

Supply () Nashville’s pipeline is at its smallest level since 2016, with
up 3.5% approximately 2,800 rooms under construction entering 2023.
Most ongoing development is taking place in the CBD, head-
lined by the 306-key Tempo by Hilton Nashville Downtown.

Occupancy (4) Continued improvements to hotel demand sustain upward
up 10 bps occupancy momentum, lifting the rate to 68.7 percent. Still, a
runway for additional growth exists, as occupancy remains 450
basis points under the 2019 average.

ADR P Nashville records the largest increase in occupied room nights
up 34% among major U.S. metros from 2019 to 2023, propelling the
ADR trajectory. This year, the average daily rate rises to $174.78.

RevPAR () RevPARadvances at a more moderate pace, following last year’s
up 3.7% 43 percent rise. Nonetheless, the metric reaches $120 during
2023, exceeding the 2019 mark by nearly 10 percent.
Investment Nashville’s emergence as a regional logistics hub is translating
to heightened demand for trucker lodging in the I-65 North
submarket, generating buyer interest for economy flags here.
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Supply infusion arrives as international and business travel still recuperating. In 2022, % — Metro United States
domestic tourism outperformed city government expectations, with such visitations ex-
ceeding the 2019 equivalent by 112 percent. International travel will take longer to recover,
though gains in this category should still support increased occupancy in 2023. On a less

AN

0% \ )

positive note, the overwhelming majority of Manhattan employers still operate on remote

or hybrid schedules, potentially impacting business travel. According to the Partnership for
%

Y-O-Y Percent Change

NYC, average office utilization in this borough stood at 52 percent as of January 2023. The
metro also faces hurdles from the supply side. New York enters 2023 with the country’s s
largest hotel pipeline, of which 9,400 doors are projected to come online this year, beat- 4 15 18 7 18 19 20 20 22 2%
ing the previous record achieved in 2021. The resulting 11.5 percent supply increase will

frustrate recovering occupancy, with the average annual rate remaining several percentage
g pancy, 8 8 P 8 Occupancy & ADR Trends

points under the 85-plus percent norm observed leading up to the pandemic.
mm Average Occupancy Average ADR

Higher-end properties take the spotlight as Manhattan prepares to welcome casinos. 90% se00

Investors actively pursued upscale assets in 2022, translating to a modest 1 percent gain

-III1
75% $250
in the average price per room over properties that changed hands during the previous

: >
period. This marks the first year of positive price momentum in New York's hospitality 60% p $200 3
sector since 2015, though current pricing stands at roughly 60 percent of that year’s high.
Moving forward, three casino licenses being bid on by downstate investors will signifi- 9% I $1%0
cantly change the city’s hospitality landscape. The $500 million minimum development

14 15 16 17 18 19 20 2 22 23

Occupancy Rate

30% $100
and license fee are out of private buyer range, though this cohort may still take advantage

of spillover demand fostered by these projects. As of early 2023, bidding for these licenses

is still ongoing, though investors may seek out assets in the $15 million range adjacent to RevPAR Trends
the high-demand tourist locales likely to host these casinos. — Metro United States
80%

40%

2023 Market Forecast

0% \ 4 A

Supply () Entering 2023 with nearly 12,300 doors under construction, .

Y-O-Y Percent Change

up 11.5% New York'’s development pipeline exceeds the second-most

active market by more than 40 percent. Most rooms will come _80%

online in Manhattan, Brooklyn and Queens.

Occupancy () Following the 1,000-basis-point-plus occupancy gains of the Sales Trends

up 500 bps previous two calendar years, recovery in this metric will slow = Average Price Average Cap Rate

while maintaining a robust pace. Yearlong occupancy in 2023 $370 9%

will reach 79.8 percent, the highest mark since early 2020.

$330 8%

ADR (7

After making a full recovery in 2022, the average daily rate will 5260 i
up 2.2% mark a comparatively modest gain this year, closing out Decem- .
ber at a yearlong mean of $293.93. $250 I 6%
$210 . .
5 6 17 18 19 20 21 22

Average Price per Room (000s)
210y dp) abp.aoay

5%

RevPAR
up 9.0% $234.42 this year, marking a full nominal recovery to the

o) Solid occupancy gains will contribute to RevPAR reaching PR

pre-pandemic equivalent.
* Forecast
Investment Investors wary of short-term economic headwinds may seek Sources: CoStar Group. Inc.; STR, Inc.
out assets in the outer boroughs, which offer a number of econ-
omy class options in the sub-$10 million tranche.
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Market positioned to log one of the nation’s highest occupancy rates. Despite the pros-
pects of a recessionary period and lagging international travel, Orange County’s hospitality
sector outlook remains optimistic. Hotel demand improved substantially last year around
Disneyland and the Anaheim Convention Center — representing nearly 40 percent of
metro room inventory — as the area welcomed an estimated 25.5 million visitors. A 2023
convention calendar featuring roughly 45 events, each supporting more than 1,000 room
nights, indicates that the city may record a similar visitor volume this year. On a broader
scale, a potential softening in Southern California households’ discretionary budgets may
influence more families to vacation closer to home, a boon for area hotels given the metro’s
location between Los Angeles and San Diego. Together, these dynamics will support the
booking 0f 16.6 million room nights this year, on par with 2019. As such, occupancy is ex-

pected to exceed 70 percent across all chain scales, mirroring pre-pandemic conditions.

Sparse development limits investors’ competition-related concerns. Apart from a trio
of projects in the Disneyland area, Orange County is slated to add very few rooms this
year. In fact, some areas may note a near-term decrease in key counts, as conversion and
rehabilitation efforts reduce inventory. Specifically, a 70-room hotel was demolished this
January near downtown Anaheim, with a Marriott in Newport Beach slated to convert one-
fourth of its 530 rooms into condominiums. Additionally, a group of properties in Stanton,
Huntington Beach and Anaheim are tabbed for transformation into long-term housing via
California’s Project Homekey program. In response, active buyers may target these areas
for investment, as the reduction in competition should aid the performance of hotels that
remain. Those seeking pricing below $150,000 per door will pursue economy assets, while
active institutional buyers should target upscale, coastal properties along Highway 1.

2023 Market Forecast

Supply (", Approximately 1,130 rooms were underway at the onset of

up 1.5% 2023, equating to 1.9 percent of existing stock. Nearly 850 of
these doors will be completed by year-end, highlighted by a 371-
key hotel in Garden Grove and a 350-room tower at Disneyland.

Occupancy (4 ) Thenumber of room nights booked in Orange County during
up 340 bps 2023 is expected to surpass last year’s total by roughly 1 million,
lifting annual occupancy to 74.7 percent. Still, this rate trails the
2019 recording by 340 basis points.

ADR Economy and midscale hotels register the largest occupancy
up 3.6% improvements this year, allowing nightly rates to rise at these
properties. This lifts the metro’s overall ADR to $208.64.

RevPAR (") Occupancy advancement and record ADR elevate RevPAR to
up 8.5% $155.90. Orange County is one of nine major U.S. markets to
register an 8 percent-plus increase in this metric during 2023.

Investment Alarge roster of corporate office-using tenants helps fuel busi-
ness travel to the metro. Buyers seeking hotels suited for pro-

fessional stays target assets in Newport Beach and Costa Mesa.



Transit connectivity presents exciting prospects. Orlando’s hotel sector recovery pushes
on this year, with average occupancy reaching within 200 basis points of 2019, aided by in-
frastructure upgrades. The opening of an Orlando station for the Brightline rail network is
set for 2023, a monumental advancement for the line that previously served as a connector
for solely the southeast Florida metros. Passengers will now be able to ride the train north
from Miami, Fort Lauderdale or West Palm Beach to Orlando’s International Airport,
helping attract residents from these markets. It also makes it easier for non-local visitors to
plan multi-stop trips that can include both beach days in southeast Florida and theme park
experiences in Orlando. Additionally, the local SunRail commuter train is planning expan-
sions beyond 2023 to offshoot this new station. The Sunshine Corridor Program backed by
Universal Orlando, among other local businesses, plans to create a rail line between the In-
ternational Airport and the Orange County Convention Center, with stops along the way to
assist commuting workers. This added connectivity would help travelers access the Inter-
national Drive area, and hotels beyond historically-favored zones. Cost-conscious visitors
may opt to ride the line outside of tourist-dense locales for cheaper lodging alternatives.

Prominent travel hubs remain primary buyer focus. Three adjacent submarkets domi-
nate hotel metrics and buyer interest. This grouping includes the International Drive and
Lake Buena Vista areas encompassing most of the local theme parks, alongside the Or-
lando South submarket spanning the airport corridor. These submarkets all had yearlong
occupancy averages that exceeded every other metro area by at least 290 basis points
during 2022. They also feature the market’s highest ADR figures. Leisure travel to these
districts may soften amid economic and inflationary pressures. However, budget-friendly
lodging options in the vicinity could outperform if visitors look to cut costs.

2023 Market Forecast

Supply (" Thisyear will mark the slowest supply expansion since 2017,
up 1.0% excluding 2022’s unique circumstances in which a net of 800
rooms were removed. Orlando South and Lake Buena Vista ac-

count for 60 percent of the new doors metrowide during 2023.

Occupancy () Despite economic pressures, the number of room nights booked
up 130 bps sets a record-high at over 37 million. This demand, coupled
with a mild pace of new supply, allows yearlong occupancy to
climb within 200 basis points of 2019’s average at 74.1 percent.

ADR
up 1.7% ment in nightly rates. The yearlong ADR climbs to $152.74, after
anear-37 percent surge across the prior two periods.

Positive occupancy momentum grants further upward move-

RevPAR (" ADR and occupancy gains result in an enhancement to the met-
up 3.5% ro’s RevPAR statistic. The yearlong average in this metric will
reach $113.22, up almost 20 percent since 2019.

Investment Buyers chasing upside could gravitate to assets proximate to the
newly-proposed SunRail stations. However, hotels near existing

stops will also benefit from the increased connectivity.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change
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Slate of scheduled events exceeds 2019 total. Business travel to Philadelphia is positioned
to improve during the near term, as the metro is set to host 20 major conventions this

year — each of which are estimated to generate more than 2,000 occupied hotel rooms on
peak nights. Headlining this list are the Natural Products Expo and the annual meeting for
the American Association for Public Opinion Research. Other events are returning from
pandemic hiatuses or disruptions, such as the NCAA Men's Lacrosse Championships and
the Philadelphia Flower Show. The growth of the local life sciences sector may also gener-
ate business travel this year, as expanding firms bring prospective candidates and current
employees from outside the market into Philadelphia for interviews and training. Together,
these demand drivers will allow for continued occupancy improvement this year, with the
lodging industry expected to amass a collective annual revenue of $1.8 billion, surpassing
the 2019 total. Steady occupancy gains and encouraging revenue growth may warrant an
increase in development proposals, as the metro has added limited stock since 2020.

Investors focus on airport and interstate-adjacent properties. Improvements in
business travel may aid investor sentiment this year, despite macroeconomic headwinds
impacting leisure travel volumes. Those that remain active in the marketplace may target
select- and full-service hotels downtown, specifically those proximate to the convention
centers, arenas and mass transit stops. Buyers with a more cautious approach could pursue
listings near Philadelphia International Airport. The facility is significantly expanding its
air cargo operations, with the hopes of tripling its capacity over the near term. In response,
buyers may compete for limited service hotels, expecting the increase in air cargo opera-
tions to positively impact truck driver demand for overnight stays. Subsequently, inves-
tors may also target economy properties along Interstate 95 in anticipation of increased
through traffic to and from the airport.

2023 Market Forecast

Supply (7, Atthe start of 2023, nearly 800 rooms were underway in Phila-
up 0.7% delphia, of which about 600 will deliver by year-end. The addi-
tional keys will bring the total number of annual room nights to

just over 19 million.

Occupancy () Building off last year’s 500-basis-point gain, the yearlong aver-
up 480 bps age occupancy rate will reach 64.8 percent in 2023. This metric
is aided by an 8.7 percent projected demand increase over the
12-month period and limited supply change.

ADR (| Despite strong occupancy growth, ADR will see little movement
down 0.6% this year after exceeding the pre-pandemic high during 2022.
The average daily rate for 2023 will land at $144.83.
RevPAR (" Rising occupancy will enable RevPAR to continue its upward
up 7.3% trajectory, even amid a slight ADR reduction. The rate will
reach $93.78, just $1 below the high reached in 2019.
Investment Proximity to New York, Baltimore and Washington, D.C. supports

notable out-of-town fan attendance at local sporting games. This

may prompt risk-averse buyers to target assets near stadiums.
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Hotel bookings continue to surge in Phoenix. The metro is anticipated to record a tri- 0% — Metro United States

ple-digit occupancy gain for the third consecutive year, as a number of headline sporting

events — as well as increased business travel — boost the visitor count far-beyond pre-pan- S as%

demic norms. The growing popularity of the Waste Management Open, a five-day golf event S 'M*/\ \
that brought more than 700,000 fans to Phoenix last year, will especially benefit Scottsdale § 0% i
hotels. A near-90 percent occupancy rate is projected for the area in February when the § \/

event takes place, suggesting that last-minute travelers could funnel into nearby locales. g

Although, rooms may be hard to come by, as Phoenix is also hosting the NFL Super Bowl at o
the same time. The event is projected to attract at least 70,000 attendees, boosting lodging oM 58 78 9 20 2 2 2
demand in West Phoenix. Increased drivers exist for other forms of travel as well. Taiwan

Semiconductor Manufacturing Company (TSMC) has begun flying over employees from Occupancy & ADR Trends

Taipei, placing them in North Phoenix hotels as the firm gears up for the opening of its
mm Average Occupancy Average ADR

manufacturing facility in early 2024. Longer term, this could potentially generate addition- - si0
al hotel demand as international families visit new residents in Phoenix. This combination

of factors driving visits to the metro will push occupancy up to a record high during 2023.

Investors seek opportunities with pronounced long-term demand drivers. De-
cade-high trading activity took place during 2022, with buyers’ sentiment enhanced by

65% r $160
55% $140 3
this year’s world-class slate of events. Investors with an appetite for full service hotels are 9% ' I I i ‘ $120
mostly frequenting Scottsdale. Located here are well-known golf courses, entertainment
20 21 22 23

Occupancy Rate

35% $100

features and restaurants, which typically foster year-round tourism. Meanwhile, limited 48789

service hotels should be well-positioned in neighborhoods north of Deer Valley, proximate

to TSMC’s manufacturing site. As the firm recently announced that it would extend its ex- RevPAR Trends
pansion through 2026, a continual inflow of employees should be visiting the area for years — Metro United States
to come, supporting local hotel demand. 60%
$
5 30%
=
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Supply () Developmentis outpacing historical norms, with nearly double g
7 -30%
up 2.7% the number of rooms actively under construction compared >
to 2019. Of these, most are in West Phoenix, a submarket that _60%
. . . . 0 14 15 16 17 18 19 20 21 22 23
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up 7.9% RevPAR growth. Advancing to $120.46 per available room, the

metric is nearly 30 percent higher than 2019’s recording.
* Forecast
Investment With travel to Phoenix Sky Harbor International Airport near- Sources: CoStar Group, Inc.; STR Inc.
ing 2019 levels, nearby hotels will garner interest, especially as

local occupancy is projected to rise to 80 percent this year.
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Hotel demand showing little sign of retreat. Portland’s hospitality sector is steadily
improving, despite a local housing crisis that has made certain neighborhoods less desirable
to stay. Hotel demand increased by 600,000 room nights last year in the CBD — an area that
accounts for over 40 percent of the metro’s total inventory — driven by a notable rise in
tourist-related foot traffic. This dynamic helped fuel a near 1,200-basis-point rise in local
occupancy, drawing the area closer to pre-pandemic levels in this metric. Nevertheless,

the core’s recovery may be impeded by activity in outer locales, which are accounting for a
greater share of hotel demand than in prior years. Occupancy in Beaverton and areas along
Sunset Highway West rose to nearly 72 percent during 2022, more than 120 basis points
higher than the 2019 recording. Although local operators will face elevated competition

in 2023 from the delivery of more than 300 new rooms here, hotels in the area will still
register above-average demand. The Quail Valley and Pumpkin Ridge golf courses, the
hosts of LIV Golf Portland last year, should continue to draw outside visitors to the area for
weekend stays. Despite these positives, Portland’s hospitality sector will not fully recover
this year, as the annual occupancy rate will trail the long-term mean by 300 basis points.

Reduced entry costs attract buyers. The metro’s average sale price entered the year
$80,000 per room below the 2018 peak, yet the recent housing crisis is urging some owners
to sell. Buyers who remain confident in Portland are likely to act, with lower price points
freeing up additional capital for upgrades upon acquisition. This may ring especially true
for full-service assets, which have gone from being rarely acquired to accounting for over
one-third of deal flow during 2022. Institutions are driving this shift, with a focus on older
luxury and upper upscale assets in the CBD. Meanwhile, private investors should continue
their pursuit of economy hotels along Interstates 84 and 205 East, as demand for bud-
get-friendly lodging is expected to improve amid a cutback in households’ travel spending,.

2023 Market Forecast

Supply () Hotel development is at its lowest level since 2016, with build-

up 0.8% ers underway on roughly 940 rooms entering the year. Over
one-third of this volume is slated for areas west of Route 217,
highlighted by the 120-key Cedartree Hotel Portland Hillsboro.

Occupancy (a) At60.2percent, occupancy in 2023 will match the prior year.
no change Still far from their pre-pandemic recordings, the CBD and
Portland Airport-Vancouver submarkets should post the largest
occupancy gains, at 220 and 140 basis points, respectively.

ADR P Sustained hotel demand lifts the average daily rate to $143.78.
up 5.1% Economy flags note the strongest ADR growth among chain
scales, as occupancy in the segment exceeds the 2019 mark.

RevPAR Steady occupancy and improving ADR bump RevPAR up to

4
up 5.0% $86.49. All chain scales register positive RevPAR growth this
year, with the economy and midscale segments leading the way.
Investment Economy hotels in far-out suburbs may be converted to shelters

this year via Project Turnkey. These removals may stoke buyer
demand for budget-friendly assets remaining in those locales.



Regionally-based drivers help counteract discretionary travel slowdown. Yearlong
average occupancy and ADR figures in Riverside-San Bernardino are expected to retreat
slightly during 2023 as inflationary pressures curb travel sentiment. Nevertheless, the
number of room nights booked will closely align with last year’s tally, as the reasons to
stay at area hotels remain diverse. Major events, including Coachella and Stagecoach,
provide consistent annual surges in room demand during the spring. On a more regular
basis, desert towns in the valley appeal to southern California residents seeking weekend
resort-style getaways. More trucks are also traveling along regional interstates amid the
Inland Empire’s ongoing industrial boom, ultimately providing another source of hotel
demand, particularly in the limited-service segment. While leisure travel to Riverside-San
Bernardino from international origins will likely remain soft this year, there are signs that
it could improve longer term. On The New York Times’ Places to Go list for 2023, Palm
Springs grabs the sixth-highest spot, being one of just two U.S. locations to crack the top 10.

Outstanding sale price growth allows some buyers to look past hurdles. The chal-
lenges presented by higher interest rates and softer hotel fundamentals could hinder
investment activity during 2023; however, Riverside-San Bernardino’s impressive track
record should reinforce buyer sentiment. Across the past decade through 2022, the
average hospitality asset price per room more than doubled in the market, with 10-plus
percent annual gains logged in six of those years. Compared to other major hospitality
metros throughout the country, this decade-long climb ranks as the second fastest. The
driving force is a widening buyer pool, as in-state investors from higher entry cost coastal
markets contribute to a competitive landscape. Of note, this activity dropped the Inland
Empire’s mean cap rate to the lowest mark nationally in 2022. Compressed yields could
make it difficult to get deals closed this year until the Federal Reserve settles on rates.

2023 Market Forecast

Supply () Riverside-San Bernardino had more rooms underway at the
up 3.0% end of last year than at any equivalent point during the past
two decades. The result is a notable delivery volume for 2023,

particularly in areas adjacent to Ontario International Airport.

Occupancy (o) Substantial competition from new supply amid constraints to
down 160 bps discretionary spending on leisure travel produces a lower occu-
pancy rate. The yearlong average will fall to 64.4 percent, which
still exceeds the trailing 10-year mean by 50 basis points.

ADR [ Moderating occupancy levels prompt rates to hold relatively
down 0.1% firm. The 12-month average daily rate will dip marginally to
$153.92, remaining 25 percent above 2019’s register.
RevPAR (7 After a historic two-year elevation measuring at 74 percent, the
down 2.5% Inland Empire’s RevPAR metric recedes to a yearlong average
of $99.11 during 2023.
Investment Buyers expecting leisure travel to be disproportionately imped-

ed may favor assets with less volatile demand drivers. Economy
hotels along Interstate 10 benefit from trucker lodging needs.

Y-O-Y Percent Change Occupancy Rate Y-O-Y Percent Change
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Schedule of athletic-related happenings preserves demand amid notable venue closure.
The number of room nights booked across the Salt Lake City metro during 2023 will match
last year’s recording, with the arrival or return of several major events playing an import-
antrole in the market’s standing. This February, downtown'’s Vivint Arena held the NBA
All-Star Weekend, an event that brought more than 120,000 attendees from 24 different
countries to the host city last year. Additionally, Outdoor Retailer Snow Show returned this
January, after previously relocating to Denver. The arrival of this event, which drew upward
0f 10,000 people, is significant as it represents one of three such conventions the organiza-
tion will hold in Salt Lake City this year. Along with the Western Hunting & Conservation
Expo, these and other recreational and wellness gatherings will solidify the metro as a
coveted destination for outdoor retailers and sporting events moving forward, aiding hotel
demand in 2023 and beyond. Still, a staple of the local tourism industry will be absent this
year, as the Mormon Temple and Temple Square remain closed as part of an extensive four-
year renovation project. Typically attracting 3 to 5 million people annually, this closure is a
contributing factor behind the overall occupancy decline projected for this year.

Proximity to major transportation hubs a priority for investors. Earlier this year, Delta
Airlines signed a long-term lease agreement with Salt Lake City International Airport,
extending its hub operations at the facility through at least 2044. This commitment is
significant for nearby hotel demand and active investors mulling potential acquisitions
adjacent to the airport, as the airline accounts for more flights into Utah — and ultimately
hotel guests — than all other carriers combined. Elsewhere, listings along Interstate 15 in
south Salt Lake County and neighboring Utah County that cater to corporate travelers may
garner more interest among buyers. The area, dubbed Silicon Slopes, is home to a growing
tech sector that has the potential to aid demand for business-related stays.

2023 Market Forecast

Supply () Entering this year, approximately 1,000 rooms were underway,
up 3.7% highlighted by projects in Downtown Salt Lake City. Of these

keys, roughly half will be finalized during 2023 — a moderation

in supply additions after the completion of 900 doors last year.

Occupancy (4 ) After nearly reaching the pre-pandemiclevel last year, annu-
down 200 bps al occupancy falls to an average of 66.8 percent during 2023.
Despite the near-term setback, the metro’s rate exceeds its
2000-2019 mean by roughly 200 basis points.

ADR An improvement in limited-service occupancy helps support
up 2.5% athird consecutive year of positive ADR growth that raises the
metro’s annual average rate to $128.06 per night.
RevPAR (") Outside of limited-service hotels, other segments may note
down 0.5% slight decreases in revenue amid declines in demand. This com-
bination places annual RevPAR at $85.54.
Investment Anticipating a surge in visitors following the completion of

Temple Square renovations in 2024, any interested investors

will have to compete for available, downtown listings this year.
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Occupancy reaches a 17-year high. Moderate supply additions and elevated hotel book- % — Metro United States
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ings have boosted San Antonio’s hotel metrics, with ADR and RevPAR both surpassing
pre-pandemic averages last year. Positive momentum is expected to continue during 2023,
allowing the metro’s yearlong occupancy rate to eclipse the 2019 mean, making it the first

major Texas market to achieve this. Long-standing drivers of local tourism — such as Sea

World and the annual Big Texas Comicon — will support regional travel to the area, helping

Y-O-Y Percent Change

fuel the fundamental rebound in demand. The metro’s proximity to Austin, Corpus Christi
and Houston should also support a notable rise in room nights booked, as more in-state

tionary travel budgets. Building on these demand drivers, WWE’s Royal Rumble and the

NCAA Convention will be held in the metro this year, further aiding sector fundamentals. Occupancy & ADR Trends

Meanwhile, a moderate volume of supply additions are slated for near-term delivery, min-
mm Average Occupancy Average ADR

imizing competition for existing hotels. Together, this combination of factors will enable 0% §140
San Antonio to record the fourth-highest demand improvement nationally relative to 2019.

Buyer preference for higher-quality assets lifts the average sale price. Last year

60% $125
L . . . .. . =
marked an uptick in San Antonio-area hotel transactions, a rise that coincided with an 50% sio 3
8 percent increase in average pricing and record revenue metrics. Motivated by recent
RevPAR and daily rate gains, as well as near-term expectations for additional growth, 0% $95

active national buyers may continue to set their sights on the market this year. Hotels in
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San Antonio Northwest, particularly near Sea World San Antonio, should remain a target
for select and full-service-focused investors, particularly as the theme park opens the

world'’s first-launched flume coaster in 2023. Outer cities in the northeast portion of the RevPAR Trends
market, such as New Braunfels, may also warrant buyer attention as economic expansion

—— Metro United States
in both San Antonio and Austin makes Interstate 35 a more heavily-trafficked roadway. 80%

40%

2023 Market Forecast
0%
Supply () SanAntonio’s active construction pipeline consisted of less

up 4.5% than 600 rooms at the start of 2023, a dynamic that will prevent o

Y-O-Y Percent Change

amisalignment of supply and demand. Only one project under- _80%

way as of January comprised more than 200 rooms.

Occupancy () Theyearlongaverage occupancy rate will surge to 67.7 percent Sales Trends

up 500 bps in 2023, the highest rate among major in-state hotel markets. A

mm Average Price Average Cap Rate
moderate stock increase and sustained room demand enables $140 10.0%

$125 . I l 9.5%

$lio . . ' . 9.0%

$95 I 8.5%
14

this metric to continue its upward climb.

ADR [ Subsiding from double-digit gains in 2021 and 2022, the ADR
up 2.5% inches up to $131.12 across 2023. Progress in this metric is un-

210y dp) abp.aoay

derpinned by a strong yearlong mean occupancy rate.

Average Price per Room (000s)

RevPAR (" Limited supply additions and improving demand allow RevPAR se0 © 8.0%

up 10.6% to advance by double digits for the third year in a row. The met-
ric will reach $88.74 in 2023.
* Forecast
Investment As business travel slowly returns and convention activity picks Sources: CoStar Group, Inc.; STR Inc.
up, properties in the CBD may attract additional investor inter-

est — specifically full-service assets that cater to professionals.
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Foundations of year-round demand in place. San Diego-area occupancy is expected to
improve for a third straight year, as a full slate of events and cruise ship calls — along with
the metro’s favorable year-round weather — support a level of tourism nearly on par with
pre-pandemic recordings. Hotels reliant on convention-generated demand will benefit
from the San Diego Convention Center’s calendar, which includes nearly 50 events that will
each draw at least 5,000 people. The list of upcoming happenings is headlined by Com-
ic-Con and the Rock 'n’ Roll Marathon Health & Fitness Expo. Further spotlighting San
Diego on the national stage, the Farmers Insurance Open attracted an estimated 120,000
attendees this January, generating demand for rooms near Torrey Pines. Year-round, hotels
proximate to the metro’s cruise ship terminal should record a steady inflow of out-of-town
guests, as the number of monthly arrivals and departures matches pre-health crisis activity.
Lodging options for those that board ships or attend the aforementioned events, however,
will be similar to prior years, as San Diego adds less than 200 new hotel rooms during 2023.
The combination of limited new supply and a potential uptick in tourism will allow overall
average occupancy to exceed the 75 percent threshold for the first time in four years.

Standout revenue growth attracts investors to discount hotels. Amid a potential soften-
ing in tourists’ discretionary spending power, economy and midscale occupancy is expected
to reach a historically high mark in San Diego this year, supporting positive RevPAR growth
across these chain scales. As such, budget-friendly hotels with 50 to 150 rooms should gar-
ner interest among active buyers, specifically properties near major freeways and tourist
destinations. While the metro is home to some of the nation’s highest hotel pricing, these
facilities commonly trade for less than $150,000 per door. These assets can also provide
investors with significantly higher yields relative to other commercial property types, an
attractant to those with experience owning management-intensive real estate.

2023 Market Forecast

Supply () San Diego’s active pipeline consisted of nearly 2,100 keys at the

up 1.4% onset of this year; however, a small share of these rooms will be
delivered in 2023. The 1,600-room Gaylord Pacific Resort and
Convention Center in Chula Vista will not open until 2025.

Occupancy (4 ) Allchainscales record annual occupancy of at least 70 percent,
up 320 bps with four hotel classes registering 400-basis-point-plus im-
provements. Still, overall occupancy across the metro trails the
2019 mark by 70 basis points.
ADR [ The economy segment records positive daily rate growth; how-
down 1.7% ever, the price of all other stays declines slightly, placing overall
ADR at $200.02 per night.

RevPAR (" Athird consecutive year of notable occupancy improvement

up 2.7% aids hotels’ profitability, with metro RevPAR reaching a record
$151.71 during 2023.
Investment The future addition of 30 gates at San Diego International Air-

port will up passenger volumes and demand for overnight stays,
motivating investors to pursue listings proximate to the airport.



Ongoing rebound permits nation-leading performance improvements. Major events,
such as the NBA Finals and the return of notable conferences like Dreamforce, are provid-
ing significant momentum to the recovery of San Francisco’s hospitality sector. Last year,
the metro led the nation in growth across all key performance indicators, with occupancy
improving by more than 1,600 basis points. Meanwhile, ADR and RevPAR recorded gains of
38 percent and 86 percent, respectively. While this recent progress is promising, hotel fun-
damentals still remain well below levels observed prior to the pandemic, as the prevalence
of hybrid and remote work schedules hinder business travel. However, several tailwinds
may arise this year that will continue to drive room demand in the Bay Area. The J.P. Mor-
gan Healthcare Conference returns in 2023, following a two-year hiatus. This is historically
one of the highest revenue-generating events in San Francisco and provides a significant
boost to annual hotel performance. Furthermore, China recently loosened travel restric-
tions, which could provide a boost to foreign arrivals, as the country traditionally accounts
for the largest proportion of international visitors to the metro.

Investors take a wait-and-see approach. Trading activity in San Francisco remains well
below pre-pandemic levels as many buyers are opting to sit on the sidelines and observe
how the recovery in the hospitality sector plays out. Limited deal flow, coupled with some
distressed properties hitting the market, has severely skewed average pricing — which
was around $246,000 per room entering this year. However, some upscale and luxury
hotels in desirable locations are still garnering entry costs that exceed $400,000 per key.
Meanwhile, assets proximate to the airport could be coveted by investors due to strong
demand. The submarket recorded the highest average occupancy in the metro entering
2023. Hotels in this area could also appeal to travelers with budgets constrained by wide-
spread inflation as local daily rates are roughly $60 less than the market average.

2023 Market Forecast

Supply () Annual supply additions will reach a four-year high as the
up 5.9% metro adds roughly 950 rooms in 2023. This year’s pipeline is
headlined by a 240-room citizenM hotel that is slated for deliv-
ery near Facebook’s campus in Menlo Park.

Occupancy () SanFrancisco is projected tolead all major U.S. markets in
up 740 bps occupancy growth for the second consecutive year, as the rate
climbs to 71.4 percent. Still, this measurement remains more
than 1,000 basis points below the 2019 recording.

ADR [ The average daily rate continues its upward trajectory in 2023,
up 12.1% reaching $237.67. The rate of growth this year outpaces all other
major markets in the nation.

RevPAR (" Robust gains in occupancy and ADR allow San Francisco to
up 25.1% record the nation’s largest RevPAR growth in 2023, with the

metric rising to an annual average of $169.68 this year.

Investment Improving international visitation volumes and limited com-
petition from new hotels may potentially strengthen buyer
demand in the Nob Hill-Wharf submarket.
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Performance improving in most areas; CBD lagging. Optimism is building in Seattle-Ta-
coma’s hospitality sector. Major events, such as the NCAA Division 1 Women’s Basketball
Tournament Regional, and returning festivals, such as Bite of Seattle, will help attract more
visitors than in recent years, lifting 2023'’s occupied room night count to within 1 percent of
the record high. International tourism is also likely to ramp up, with China loosening travel
restrictions this January. More than 175,000 of the country’s nationals visited in 2019, and
pent-up demand could bring similar levels back to the market this year. In spite of these
tailwinds, overall occupancy is expected to remain below pre-pandemic levels, with the
local rate in downtown Seattle — an area that hosts one-third of total inventory — hold-

ing 1,400 basis points under its 2019 recording. The widespread adoption of hybrid work
formats, paired with recent, large-scale layoffs by the metro’s largest firms, are hindering
business travel to the core and local hotels’ recovery. Still, the outlook here may be improv-
ing. Downtown'’s newly-built convention center, Summit, has already booked 21 events for
2023 — each with a minimum estimated attendance of 4,000 people. Meanwhile, Pier 62 at
Waterfront Park opens several new amenities, such as the Habitat Beach, this year.

Investors adapt to reduced travel budgets this year. Despite ongoing lending challenges,
2023 may represent a favorable time for acquisitions from yield-driven buyers, with the
average cap rate entering the year at more than a decade-high. Listings near Seattle-Ta-
coma International Airport should generate interest in the near term, with last year’s 21
percent improvement in passenger volumes suggesting that local hotel demand will con-
tinue to rise. Here, limited service assets should generate the strongest competition, with
most tourists reducing travel spending in response to inflationary pressures. This trend is
already taking shape elsewhere, as buyers are targeting economy hotels in lower-cost sub-
urban areas, such as Everett, where the ADR is $50 less than the metrowide average.

2023 Market Forecast

Supply () With the addition of roughly 1,200 new rooms, this year’s devel-

up 14% opment should surpass 2022’s by more than 20 percent. Com-
pletions during 2023 are headlined by the 400-key Muckle-
shoot Casino Hotel in Auburn, slated to finalize this November.

Occupancy () Ledbya?770-basis-pointrise in Bellevue and outlying eastern
up 540 bps neighborhoods, all submarkets, except for downtown Seattle,
return to pre-pandemic levels of occupancy during 2023. This

overall activity will boost the metrowide rate up to 71.9 percent.

ADR P Elevated construction this year will spur more competition
up 8.1% among local hoteliers, slowing ADR growth relative to 2022.
Still, the average daily rate will rise to a record high at $181.68.

RevPAR (" Triple-digit occupancy gains stoke a RevPAR growth pace that
up 16.9% ranks second highest among major U.S. markets. The 2023 fig-
ure, at $130.69, more than quadruples the pandemic trough.
Investment Some buyers viewing large-scale office exits and reduced pric-
ing for hotels in the core may see this as an opportune time to
acquire local assets, with extra capital available for upgrades.
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Occupancy continues upward climb, despite economic uncertainty. St. Louis will % — Metro United States

hold its first Major League Soccer (MLS) season this year, following the completion of a
downtown stadium. Hosting an MLS team is expected to bring $8.4 million annually in fan 4%

spending, augmenting CBD lodging needs, in addition to other professional sports teams

U N

housed nearby. With comparatively fewer teams in the league, the metro’s local soccer

franchise is anticipated to have a more regional draw, bringing an estimated 370,000 MLS
-4%

Y-O-Y Percent Change

fans to the city in its inaugural season. St. Louis is also home to several established Mid-
west attractions, like the Gateway Arch National Park, and is within a three-hour driving o
distance of the nearby Ozark National Scenic Riverways. Amid elevated airfare costs and 4 15 18 7 18 19 20 20 22 2%
mounting economic uncertainty, a trend toward shorter, local road trips within the region

b lent. These fact ble hotel in 2023 t h 60.6
may become more prevalen ese factors enable hotel occupancy in oreac Occupancy & ADR Trends

percent, a yearlong average rate consistent with the 2000-2019 mean. This, paired with
mm Average Occupancy Average ADR

growth in ADR, signals continued recovery from pandemic setbacks. 0% 8135

High yields and relatively strong fundamentals attract investors. In 2022, the mean

60% $120

sale price in St. Louis began to shift upward after falling for two consecutive years, but the
12-month average still landed $15,500 per room below the 2019 high. Active buyers may
hope to capitalize on lower price points, creating some competition that could ultimately

/

50% ' $105 g
help close that gap. Out-of-market investors may also be enticed by comparatively high 0% v ‘ s00
yields, paired with recovering fundamentals, as the annual average occupancy rate and H
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Occupancy Rate

©

30% $75

RevPAR ise in 2023. The area surrounding the St. Louis Lambert International Airport “osoe

may appeal to buyers looking for properties with high visitor tallies. Hazelwood, in par-

ticular, is attractive because of its dual proximity to St. Charles and the airport. The city RevPAR Trends

also offers access to Interstate 270. Investors looking for assets with demand from both L )
—— Metro United States

regional road travel and traffic from St. Louis’ largest airport may focus on this area. 80%
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0%

Supply () Therate of development remains steady as over 800 doors were .

Y-O-Y Percent Change

up 1.0% under construction at the end of 2022. Room inventory will rise 'y

by around 500 keys in 2023, reaching an annual supply of 15.3 _80%

million room nights.
Occupancy () Building off last year’s 660-basis-point gain, occupancy for

up 230 bps 2023 will surpass 60 percent for the first time since 2019. The w Average Price Average Cap Rate
average rate for the yearlong period sits less than 500 basis $120 10.0%

$105 l I 9.5%
$90 . I 9.0%
$75 I 8.5%

Sales Trends

points below the record high posted in 2016.

ADR P As bookings continue to rise, ADR will reach $123.49 for this
up 4.1% year. The St. Louis Airport and Northwest submarkets will note
the fastest growth in ADRs over the duration of 2023.

Average Price per Room (000s)
210y dp) abp.aoay

RevPAR () After recovery from 2020 led to double-digit percent growth 0 e 5 6 7 B 1 20 2 a2
up 8.3% in 2021 and 2022, RevPAR will increase at a more historically
consistent pace. The metric will reach $74.81 in 2023.
* Forecast
Investment Assets downtown may see heightened buyer interest as the Sources: CoStar Group. Inc.; STR, Inc.

city’s MLS team begins its inaugural season. A metro-leading
RevPAR figure will also be an appealing driver for trades here.
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Cost considerations shore up hotel demand. Recent economic uncertainty has put more
budget-friendly locations on leisure travelers’ radars, and Tampa-St. Petersburg is no ex-
ception. Many tourists seeking South Florida-esque beaches are instead opting to visit the
metro, thanks to an ADR that has remained roughly $80 lower than both Miami-Dade and
West Palm Beach entering this year. As such, Tampa-St. Petersburg recorded the strongest
improvement in occupied room nights among major Florida markets from 2019 to 2022.
Nearly-recovered pre-pandemic inbound passenger volumes at Tampa International Air-
port — along with over 250 cruise ship calls scheduled for 2023 — suggest this momentum
should continue, with recuperating cruise activity supporting an annual occupancy rate

in Tampa East that is well-above other submarkets. Nevertheless, competition has been
stiffened metrowide by an ongoing wave of new supply, stunting a return to pre-pandemic
levels of occupancy. The rate is projected to fall 210 basis points below the 2019 recording
amid the completion of roughly 1,300 new rooms this year, a volume that represents over 2
percent of current inventory. Although this may cause a retreat in other performance indi-
cators, the metro remains in a good spot historically speaking, registering ADR and RevPAR
metrics that sit more than 18 percent higher than their respective pre-pandemic figures.

Record pricing facilitates more listings. Trades were frequent last year, despite lending
challenges, signaling that buyers hold Tampa-St. Petersburg in high regard. Average pricing
hit arecord at over $190,000 per room during 2022, and with upcoming uncertainty, some
hotel owners may list assets — especially those in need of improvements — to capitalize on
near-term pricing momentum. Like recent years, St. Petersburg should continue to host a
sizable portion of trading activity, with limited competition from new supply sustaining oc-
cupancy gains and buyer interest. At the same time, hotels are highly coveted in Clearwater,
where the area’s family-friendly beaches and golf courses attract an inflow of tourists.

2023 Market Forecast

Supply () Supply growth is projected to accelerate this year, with builders

up 2.1% delivering nearly double the number of rooms than they did in
2022. New hotels completed in 2023 are headlined by the 227-
key Alanik Hotel in Clearwater.

Occupancy () Thenumber of room nights booked in 2023 recedes slightly as
down 150 bps households curtail travel-related spending in response to eco-
nomic uncertainty. This and the metro’s elevated level of supply

additions lower annual occupancy to 70.1 percent.

ADR (| New supply heightens competition among hotels, halting posi-
down 3.2% tive room rate momentum. The ADR will bump down to $161.08
this year, with a reduction observed across chain scales.
RevPAR (") Only Tarpon Springs-North Shore sustains RevPAR growth,

down 5.3% with local hotel demand aided by an ADR that is $40 less than
the metro average. This year, overall RevPAR will fall to $112.87.

Investment Economy assets may pique investor interest, as nominal con-
struction for the chain scale facilitates an occupancy rate more
than 250 basis points higher than the annual recording in 2019.



Washington, D.C.

Employment Trends

Ongoing rebound permits seventh-largest occupancy gain nationally. The road back % — Metro United States

from 2020’s pandemic disruption has been choppy for Washington, D.C., but the recovery
will continue into this year, despite emerging economic challenges. Entering 2023, the met- 4%

ro’s 12-month average occupancy metric trailed the pre-pandemic equivalent by 880 basis

points, ranking as the sixth-largest shortfall among major U.S. markets during that span.

Other metros with comparable differences like New York City, San Francisco and Philadel-
4%

Y-O-Y Percent Change

phia share similar characteristics — historically-favored international tourist destinations
with a substantial business travel component. As pandemic-related restrictions in the o
U.S. have largely been removed and countries across the world are enacting more lenient 4 15 18 7 18 19 20 20 22 2%
policies, inbound trips from overseas may continue to ramp up during 2023. The same

trend should apply for business-related visitations, as more conferences are held in person
PPy P Occupancy & ADR Trends

and government personnel venture to the market. On the leisure front, high airfare costs
mm Average Occupancy Average ADR

amid broader inflation could encourage Northeast households to plan trips closer to home, 755 8180

benefiting Washington, D.C. as it stands within 250 miles of Baltimore, Philadelphia, New I
York City and Northern New Jersey — which contain a combined 21 million individuals. g 65% I I . 1 ' $160
Airport-adjacent assets and the Virginia suburbs poised to be buyer focal points. Two g 55% $140 :':
Washington, D.C. submarkets are projected to rank in the top three metrowide for both § p
occupancy and ADR growth during 2023. That list includes the Dulles Airport Area and % i sieo
Fairfax-Tysons Corner. Both of these submarkets have daily room rates that trail CBD 0% - si00

14 15 16 17 18 19 20 2 22 23

and Arlington equivalents by 15 to 50 percent, potentially serving as a key consideration
for budget-sensitive travelers this year. Following this same trend regarding a preference

for lower-cost rooms, the economy and midscale segments are expected to have some of

RevPAR Trends
the largest occupancy boosts marketwide in 2023. As such, investors may focus on limit- — Metro United States
ed-service assets, which could correspondingly press on the average sale price metric. 80%

$
S 40%
=
2023 Market Forecast 2
§ 0% — —
2
Supply (" While the inventory addition during 2023 will be the largest g
7 -40%
N

up 3.9% since the onset of the health crisis, the pace matches Washing-

ton, D.C.'s trailing 20-year average. Led by a 274-key hotel near _80%

Capitol Hill, the CBD garners the greatest share of deliveries.

Occupancy () Allchainscales are expected to have annual occupancy im- Sales Trends

up 390 bps provements during 2023, including 600-plus-basis-point lifts = Average Price Average Cap Rate
in the economy, midscale and luxury segments. This helps bring L $20 10%
the market’s overall yearlong average rate to 65.6 percent. §
\é $210 9% %
ADR [ Washington, D.C.’s pace of ADR expansion ranks as the Q;i o0 I - o ‘é
up 5.6% third-fastest among major U.S. hospitality markets this year, § i
bringing the average 12-month measure to $172.45 in 2023. % $150 I I I ™ R
RevPAR (" Driven by top-10 ranks in both ADR and occupancy enhance- = si2o 5 4 5 B 7B B 20 2 2
up 12.4% ment, the metro posts the nation’s third-strongest RevPAR gain
during 2023. The local metric will reach $113.19 this year.
* Forecast
Investment Among luxury hotel segments nationwide, Washington, D.C. Sources: CoStar Group, Inc.; STR Inc.

is projected to have the second-strongest RevPAR gain during

2023, potentially drawing institutions that are active this year.
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2023 U.S. HOSPITALITY INVESTMENT FORECAST 2023 U.S. HOSPITALITY INVESTMENT FORECAST

Rooms Currently

Market Name Employment Growth? Under Construction? Occupancy? RevPAR? Market Name
2020 2021 2022 2023* 2020 2021 2022 2023* 2020 202I 2022 2023* 2020 202| 2022 2023*
Atlanta -4.7% 5.7% 44% 0.5% 4,800 47.8% 59.9% 64.9% 65.8% $86.33 $100.75 $118.86 $123.44 $41.25 $60.35 $77.18 $81.19 Atlanta
Austin -2.1% 8.9% 4.3% 0.8% 2,900 43.0% 62.5% 68.0% 62.1% $102.35 $127.75 $167.65 $163.98 $44.03 $79.84 $114.07 $101.81 Austin
Boston -84% 5.6% 4.0% -04% 1,000 34.7% 51.1% 67.2% 70.2% $121.98 $156.66 $211.84 $214.59 $42.36 $79.98 $142.45  $150.59 Boston
Charlotte -1.9% 2.9% 4.9% 0.8% 1,300 43.3% 55.2% 64.3% 62.3% $86.23 $96.73 $119.37 $120.39 $37.37 $53.39 $76.70 $75.03 Charlotte
Chicago -8.0% 5.6% 2.9% 0.5% 1,900 35.5% 50.0% 61.2% 63.9% $91.55 $120.87 $157.56 $158.25 $32.54 $60.40 $96.42 $101.17 Chicago
Cincinnati -5.2% 2.5% 1.2% -0.3% 1,900 41.0% 55.2% 59.9% 58.8% $84.69 $102.72 $117.77 $120.31 $34.73 $56.70 $70.59 $70.80 Cincinnati
Cleveland -6.4% 24% 2.1% -0.3% 400 371% 51.7% 58.4% 63.8% $83.52 $104.09  $120.26 $121.63 $31.02 $53.79 $70.23 $77.62 Cleveland
Dallas-Fort Worth -3.0% 6.4% 5.9% 0.7% 8,600 44.8% 59.5% 65.9% 64.2% $85.84 $98.04 $117.51 $121.62 $38.47 $58.36 $77.40 $78.13 Dallas-Fort Worth
Denver -6.1% 6.1% 3.9% -0.2% 2,700 43.2% 59.0% 68.1% 69.8% $94.60 $116.72 $140.85 $147.72 $40.82 $68.92 $95.94 $103.18 Denver
Detroit -9.3% 6.4% 2.0% -0.2% 2,300 44.6% 54.8% 58.5% 59.9% $83.83 $96.74 $113.10 $115.40 $37.37 $53.01 $66.12 $69.15 Detroit
Fort Lauderdale -6.7% 5.8% 3.7% 0.9% 1,700 50.6% 69.2% 71.5% 70.8% $129.69 $149.66 $179.45 $181.68 $65.58 $103.50  $128.22  $128.59 Fort Lauderdale
Houston -5.8% 5.1% 5.7% 0.6% 2,600 42.3% 54.7% 57.6% 59.3% $80.80 $91.13 $103.98 $107.13 $34.18 $49.82 $59.87 $63.55 Houston
Indianapolis -1.7% 4.2% 5.6% 0.5% 1,600 41.1% 56.8% 61.4% 60.8% $85.83 $103.47 $124.55 $125.68 $35.28 $58.73 $76.48 $76.37 Indianapolis
Jacksonville -3.6% 4.6% 1.4% -0.2% 1,800 53.0% 68.9% 70.7% 68.1% $101.10 $123.18 $139.02 $145.39 $53.56 $84.86 $98.30 $98.96 Jacksonville
Las Vegas -13.3% 12.7% 4.3% -04% 5,800 42.2% 66.5% 79.2% 77.6% $105.38 $131.79 $169.69 $180.38 $50.26 $91.08 $135.27  $138.92 Las Vegas
Los Angeles -10.4% 7.9% 3.3% 0.3% 3,200 49.3% 63.8% 71.0% 74.7% $136.78 $161.64 $200.50 $206.95 $67.42 $103.13 $142.43 $154.56 Los Angeles
Miami-Dade -7.7% 6.6% 5.2% 0.9% 2,200 46.3% 66.8% 72.1% 70.8% $185.09 $221.96 $253.11 $243.29 $85.60 $148.28  $182.55 $172.21 Miami-Dade
Minneapolis-St. Paul -8.3% 4.5% 3.5% -0.6% 500 33.5% 44.5% 55.5% 57.9% $86.31 $100.55 $123.24 $126.85 $28.95 $44.74 $68.42 $73.48 Minneapolis-St. Paul
Nashville -2.5% 4.9% 4.8% 0.2% 2,800 41.1% 59.2% 68.6% 68.7% $104.41 $136.45 $169.06 $174.78 $42.89 $80.76 $115.91 $120.14 Nashville
New York City -12.3% 6.8% 4.6% 0.9% 12,300 46.7% 59.3% 74.8% 79.8% $152.14 $210.92 $287.67 $293.93 $71.02 $125.13 $215.16 $234.42 New York City
Orange County -91% 5.8% 44% -0.6% 1,100 44.3% 58.0% 71.3% 74.7% $135.74 $168.60  $20140  $208.64 $60.19 $97.83 $143.68  $155.90 Orange County
Orlando -9.0% 8.6% 4.1% 0.6% 3,300 41.6% 57.7% 72.8% 74.1% $109.91 $121.35 $150.17 $152.74 $45.69 $70.04 $109.37 $113.22 Orlando
Philadelphia 7.2% 5.0% 2.9% 0.4% 800 43.8% 55.0% 60.0% 64.8% $98.39 $120.51 $145.70 $144.83 $43.08 $66.26 $87.43 $93.78 Philadelphia
Phoenix -2.9% 4.5% 3.3% -0.2% 5,000 50.1% 62.9% 68.7% 71.4% $115.70 $128.59 $162.58 $168.62 $57.99 $80.91 $111.68 $120.46 Phoenix
Portland -8.7% 6.3% 4.9% -0.3% 900 40.9% 53.9% 60.2% 60.2% $99.67 $115.51 $136.79 $143.78 $40.80 $62.31 $82.36 $86.49 Portland
Riverside-San Bernardino -4.1% 5.9% 4.9% 0.3% 2,500 54.3% 65.0% 66.0% 64.4% $107.61 $131.43 $154.08 $153.92 $58.43 $85.38 $101.70 $99.11 Riverside-San Bernardino
Salt Lake City -0.3% 4.2% 2.1% 0.5% 900 474% 63.9% 68.8% 66.8% $86.66 $100.64  $124.96 $128.06 $41.06 $64.34 $86.01 $85.54 Salt Lake City
San Antonio -4.5% 4.5% 4.3% 0.5% 600 42.1% 59.3% 62.7% 67.7% $88.60 $109.78 $127.99 $131.12 $37.27 $65.10 $80.20 $88.74 San Antonio
San Diego -91% 8.0% 3.4% 0.4% 2,000 48.6% 61.7% 72.6% 75.8% $130.50 $164.99  $203.50  $200.02 $63.42 $101.76 $147.75 $151.71 San Diego
San Francisco -12.2% 7.9% 5.3% 0.7% 1,200 41.8% 47.3% 64.0% 71.4% $176.05 $153.86 $212.04 $237.67 $73.63 $72.80 $135.65 $169.68 San Francisco
Seattle-Tacoma -7.6% 5.2% 4.2% 0.6% 1,900 37.9% 52.4% 66.5% 71.9% $106.73 $123.00 $168.10 $181.68 $40.46 $64.42 $111.81 $130.69 Seattle-Tacoma
St. Louis -5.7% 3.1% 1.5% -0.2% 800 37.6% 51.7% 58.3% 60.6% $83.95 $101.35 $118.58 $123.49 $31.55 $52.44 $69.08 $74.81 St. Louis
Tampa-St. Petersburg -2.8% 5.1% 4.8% 0.5% 1,700 50.9% 68.4% 71.6% 70.1% $116.70 $139.78 $166.50 $161.08 $59.39 $95.56 $119.25 $112.87 Tampa-St. Petersburg
Washington, D.C. -6.5% 3.6% 1.6% 0.5% 3,200 36.4% 48.0% 61.7% 65.6% $113.57 $120.50 $163.34 $172.45 $41.35 $57.79 $100.72 $113.19 Washington, D.C.
United States -6.1% 4.7% 3.0% 0.5% 166,400 44.0% 57.5% 62.7% 63.8% $103.31 $124.96 $148.83 $152.56 $45.41 $71.89 $93.28 $97.33 United States

* Forecast 2 See Statistical Summary Note on Page 48.
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