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President and CEO
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Dear Mr. Adams

In accordance with yourRequest for Proposabnd the terms of our engagementetter dated June
26, 2009, Pinnacle Advisory Groughas evaluated potential demand levels for hotel developmenn
six potential sites within Downtown Frederick, Maryland Our analysis included extensive market
based research including ararea review, an analysis of the existing competitive lodging facilities,
and demandbased research.A site analysis was also prepared, which includes recommendations
from a lodging market perspective (prepared by Pinnacle) and from a design perspective (prepared
by OPX).Based upon the data available, along with our own analyses, opinienand conclusions,
we haveopi ned on each soifability for hotal idevelomrierit prépared facility
recommendations, made projections of occupancy, average daily rate,and cash flow, estimated
development costs, produced a forecast of economic impaateterminedthe financial feasibility of
the development,and presentedexamples of private/public partnershipgor similar type projects.
The conclusions presented in this reportra based upon our current knowledge of the market for
lodging ard related ancillary facilitiesin the defined market area as of the completion of our
fieldwork conducted during the months ofAugust and September2009.

As in all studies of this type, theestimated annual performance levels for the hotel are based on
competent and efficient management and presume no significant changes in the competitive
dynamics in the market other than those specifically discussed in the repofrojections contained
herein are based upon estimates and assumptions that are subject to uncertainty and variability.
While we do not represent the projected results as those which will ultimately be achieved, we have
prepared them conscientiously based upon the most reliable fosnof information available to us
and our extensive experience in the lodging industries. We have no obligation, unless subsequently
so engaged, to update this study because of events occurring subsequent to the completion of this
study.

We appreciate haing the opportunity to present this summary of our findings to you. Please do not
hesitate to call us should you have any questions or wish to have us elaborate on any of the
material presented in this report.

Sincerely,

Pinnacle Advisory Grou@and OPX

Pinnacle Advisory Group 164 Canal Street, Floor 5, Boston, MA 02114 e phone 617/722-9916 fax 617/722-9917
3418 Norfolk Street, Pompano Beach, FL. 33062 ephone 954/786-2019 fax 954/946-0867

OPX 21 Dupont Circle, NW, Washington, DC 20036 e phone 202/822-9797 fax 202/785-0443
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Executive Summary Hotel Market Demand Studyd Frederick, MD

Executive Summary

Pinnacle Advisory Group and OPX were engaged the Downtown Hotel and Conference
Center Team, which includes The Frederick County Chamber of Commerce Major Employers
Group, The City of Frederick Department of Economic Development, The Downtown
Frederick Partnership, the Frederick County Tourism Couhcand the Frederick County
Office of Economic Development, to evaluate the demand for a proposed hotel and
conference center development in Downtown Frederick, Maryland. Six potential sites were
analyzed for hotel development throughout Downtown Fredericky addition to opining on
the most suitable sites for hotel development from both a lodging market and design
perspective, we were also tasked with preparing facility recommendations, making
projections of occupancy, average daily rate, and cash flow, ta#mating development costs,
producing a forecast of economic impact, addressing the financial feasibility of the
development, and presenting examples of private/public partnerships for similar type
projects.

Evaluation of Potential Hotel Development

Significant lodging demand exists in Frederick County including government related business
from overnight stays associated with Fort Detrick antNCI/SAICF. Additionally, there are
several companies with national headquarters and regional offices in Fredericicluding
Bechtel, Wells Fargo Home Mortgage, CitiMortgage, United Health Care, and Chase Card
Services. These companies have historically generated both transient and group business
from executives visiting their respective offices, traveling consultarésnd salespeople and
training business. Furthermorethe leisure related business includesnany guests visiting
friends and family in the area, guests visiting for a special event including weddings, family
reunions, and graduations, and heritage touristgisiting several Civil War sites in the region.

There are many existing hotels that currently service thidemand; however, they are all
limited-service and selecservice hotels offering economy to moderately priced hotel rates.
Additionally, several & the hotels are clustered near exit 31 & of Interstate 270, south of
Downtown, and proximate to a number of corporate office parks. There are currently no
hotels that existin the Downtown area The Downtown location will be a strong selling point
for the proposed hotel given its walkability andits convenien location close to several
restaurants, retail, and entertainment.Thus, our evaluation focused on the potential for an
upscale fullservice hotel developmenbn one of sixpotential sitesDowntown

In order to both quantify and assess the potential for an upscaldull-service Downtown
hotel, we interviewed several of the largest employers and organizations throughout the
County. Additionally, we interviewed several state associations to asses® thotential for
attracting regional state association businesgfter consolidating all of the respondent data,
we found that there was sufficient demand that would be willing to pay between $30 and
$70 more than the highest rates currently available in Federick for an upscale fultservice
Downtown hotel such as Marriott, Hilton, Westin, or Hyatt. In addition to the need for an
upscale accommodation in Frederick, several respondents reported that there was a
significant need for upcale meeting space and Hat a Downtown location would be
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preferable to any other location throughout Frederick for such an event.

Given the lack of an existing upscale fulervice hotel, we believe that there will be a
significant amount of new induced demand that will be inalded into the market as a result

of a new Downtown full-service hotel. New demand will be generated from new groups that
previously did not stay in Frederick as well as individual guests that wetdstorically looking

for an upscale fultservice hotel. Additionally, new supply should be easily absorbed into the
market due to projected increases in core market demand. Based on a comprehensive area
analysis, we believe that the longerm prospects for the Frederick area is strong and that
the economy and lochlodging market is poised for growth due to the expansion of Fort
Detrick, new development of office, retail, and residential space, as well as general
employment and population growth.

Hotel Development Recommendations

Based on our interviews with derand generators, conversations with those most familiar
with the Frederick lodging market, as well as our own expertise, we have recommended the
most suitable product for a proposedDowntown hotel. The following summarizes the
recommended features and ameties.

e Hotel will be professionally marketed, managed and operated as a 2a@om hotel

e Hotel should be an upscale, fullservice hotel with a national brand affiliation such
as Hilton, Marriott, Westin, or Hyatt

e Hotel should include 14,000 square feet of btal usable meeting space.lt should be
noted that in addition to this space, there should be a sufficient amount of support
space including hallways, administrative space, etc

o 5,000 to 6,000 square foot ballroom
o0 4,000 to 5,000 square feet of breakout me&ng rooms
0 4,000 square feet of prefunction space

e Hotel should include a restaurant and lounge, preferably with frontage along Carroll
Creek or Patrick Street

e Public areas should include a small gift shop, indoor pool, exercise room, and
business center

e Hotel should have approximately 1.25 parking space per guest room (approximately
250 parking spaces) and should offer valet parking

e Suggest green design components

Site Analysis

For each of the six available sites, Pinnacle and OPX has evaluated eachtleé sites and
have presented a proposed building layout for eactAn in depth analysis of each of the sites
is presented in the report below.
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From a development perspective, site size, height restrictions, and environmental site issues
will have a signifcant impact on the ability to develop the ideal hotel facility. Additionally,
monetary benefits such as costs to acquire the land and tax credits may make certain sites
more or less attractive to a developer. Other site attributes such as availability existing
parking or the ease of developing parking as well as site topography may have an impact on
development costs.

From a lodging demand perspective, the seamless integration with Downtown, such as its
walkability and its proximity to restaurants, réail, and entertainment, will be one of the
most important factors for the site. The appeal of a Downtown site comparative to other
hotels in the lodging market will be lost the further from the Downtown core the site is.
Other attributes such as accessibiy, visibility, Carroll Creek frontage and views, may also
add to the desirability of the site.

Cash Flow Projection

Our market research indicates that there is sufficient demand for an upscale fs#rvice
hotel. The capture of previously unaccommodatl demand in the market combined with
core market demand growth, will allow for the hotel to achieve a 72 percent occupancy in
the stabilized year. Furthermore, our market research indicated that demand generators
would be willing to pay between $150 and $200 for the proposed hotel. We then analyzed
the achieved rate at each of the hotels in the competitive set and compared them with
national averages of branded fukervice hotels versus seleedervice hotels. Furthermore,
our average rate projection was gpported by achieved average rates of other ftdkervice
hotels in suburban Washington DC and Baltimore. Following our analysis, we projected that
the subject would achieve a baseate in 2008 dollars of $162.71.

Other revenueand expense line items werghen projected by utilizing financial statements
for several comparable hotels as well as industry averages from consolidated financial data.
The resultant net operating income in the stabilized year (year 3) is 18.9 percent of total
revenues orapproximaely $3,529,000 .

Development Costs

Based on the attributes identified in the development recommendations)put from several
development companies, recent examples of federvice developments, and the expertise of
OPX, we believe that a 2008room full-service upgale hotel with approximately 14000
square feet of meeting space would range between $200,000 to $225,000 a key or
$40,000,000 to $45,000,000 excluding last cost considerations

Financial Feasibility

While we have projected that a proposed wgrale fullservice hotel Downtown will be a
successful operating entity, the high costs of construction will likely prevent the hotel from
being feasible to a potential hotel developer without assistance. Based on an estimated
development cost ofbetween $40 and $45 million, we assumed for the purposes of this
analysis the middle of our estimatd range ($42.5 million). In addition to the construction
costs, we also assumed a placeholder amount of $2.5 million for landcosts, resulting in an
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all in development cost estimate (inclusive of land) of $45 million Based on anassumed
mortgage of approximately $20 million (45 percent of total), we estimate that approximately
$25 million in equity would be necessary to complete the development. Based on the cash
flow projections and an assumption of a reasonable expected rate of return, we believe that
a developer would invest $12 to $13 million into the development. As such, we believe that
an additional $12 to $13 million would need to be generated in the form of éferred loans
(from city, county, and/or state), TIF, local investors, land, parking, grants, etc.

Economic Impact

Based on the development of an upscale, 200oom full-service hotel with 14,000 square
feet of meeting space in Downtown, wecalculated both the direct and indirect/induced
economic impact. Direct impact can be calculated by considering the following: 1)
construction costs, constructionlabor, and the associated sales and payroll taxe®) sales
from operational revenues and associalestate sales taxes, 3) costs of goods sold and the
state sales taxes paid, 4) total payroll and estimated payroll taxes, and 5) real estate taxes.
In addition, one must consider indirect and induced impact. Indirect impact relates to jobs
and income of businesseghat supply the hotel with goods and services. Induced impact
includes the economic activity generated when employees and suppliers of the hotet re
spend their wages on local consumer products.

Direct impact from the development was estimated to be $48million during the
construction phase andwill generatebetween $25 and $31 million per yearin the first five
years of operation. For the indirect/induced economic impact, a multiplier of 1.25 of direct
impact was used for our estimate, resulting in a tal economic impact of $56 to $70
million per yearin the first five years of operation.
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Introduction and Scope

Introduction

Pinnacle Advisory Grouand OPXwere engaged byFrederick County Chamber of Commerce
together with the City of Frederick Depament of Economic Development (DED)Downtown
Frederick Partnership (Partnership), the Frederick County Office of Economic Development
(OED), the Tourism Council of Frederick County and the Frederick area major employ¢ws,
evaluate the demand for goroposed hotel and conference centettevelopmentin Downtown
Frederick, Maryland Six potential sites were analyzed for hal development throughout
Downtown Frederick In addition to opining on the most suitable sitedor hotel development
from both a lodging market and design perspective, we were also tasked with preparing
facility recommendations, making projections of occupancy, average daily rate, and cash
flow, estimating development costs, producing a forecast of economic impaagddressing
the financial feasibility of the development,and presenting examples of private/public
partnerships forsimilar type projects.

The approval process varies from community to community. However, for the purposes of
this analysis, we have assumed that the approval press through Frederick securing
financing, and planning and design, would occur over theext 2 to 3 years. As such, we
have assumed that the proposed hotel wouldpen in a 4 year time frame.For the purposes

of our analysis, we have assumed an opening dabf January 1, 2014. Thus our projections
are presented incalendar years

Scope of Research and Analysis

The primary scope of work completed during our research and analysis included:

1. Examination of thesix available sitesand evaluation of the surranding environsof
each of the siteswith respect to its suitability for hotel operations;

2. Meetings and discussions with representatives diie City, County, and Chamber of
Commerce in Frederickto gather relevant data and input forthe proposed
development;

3. ldentification of the supply of existing hotels inFrederick which we deemed of
relevance to this analysis. Properties were deemed to be of relevance if they would
potentially compete for demand with theproposedhotel,

4. Research with the primary and scondary set of hotels which included a site
inspection and, in most cases, an interview at each property. Facilities where such
research was conducted included the following:

e Hilton Garden Inn Frederick
e Courtyard Frederick

e Residence Inn Frederick

e Holiday Inn Frederick
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e Hampton Inn & Suites Fredericl® Fort Detrick
e Hampton Inn Frederick

e Holiday Inn Express Frederick

¢ Fairfield Inn & Suites Frederick

5. Gathering of information regarding the actual performance levels of the identified
hotels via our interviewswith on-site management, and/or via other sources such as
representatives of franchise or management companies involved at each property;

6. Review of broadetbased hotel supply and demand dynamics in the subject lodging
market, via discussions with our indugy contacts in the area as well as through
examination of data available from Smith Travel Research;

7.1l nterviews with government officials and oth
lodging market in general as it would relate to the subject hotel, aluding gathering
detailed information regarding other proposed developments. Interviews were
supplemented with research on the Internet regarding the area economy and
development patterns as well as via collection of data from Site to do Business
(STDB).Interviews were conducted with:

Frederick Chamber of Commerce

City of Frederick Economic Development
County of Frederick Economic Development
Tourism Council of Frederick County
Downtown Frederick Partnership

8. Interviews with existing and potential lodgigp demand generators in the subject
market. Interviews were conducted with:

e Bechtel

e CitiMortgage

e Frederick County Public Schools

e Frederick Community College

e Lonza Bioscience

e Mount Saint Maryds University
e NCI/SAIGF

e State Farm Insurance

e US Army Garrison FdrDetrick

e Wells Fargo Home Mortgage

e PNC Bank

e Aircraft Owners and Pilots Association

¢ Hood College

¢ MorganKeller Construction

¢ Maryland Airport Managers Association

¢ Maryland Association of Osteopathic Physicians

¢ Maryland Association of Resources for Familiesd Youth

e Maryland Association of Secondary School Principals

e National Association of Oil Heating Service Managers

e Maryland Association for Environmental and Outdoor Education
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

e Maryland Library Association

It should be noted that several other area corpotians and state associations were
contacted for interviews, however, during the timeframe of our study, only the
companies and associations listed above were available for interviewsirthermore,
the state associations contacted for interviews were select based on their history
of holding overnight conferences in the Frederick area, associations that hold
overnight conferences and those that have historically held conferencesseveral
different locations;

Collection and review of national and regnal hotel and meetings trends;

Conversations with franchise representatives to determine their interest and
availability of brands;

Preparation of general facility recommendations for the proposed hotel and
conference center;

Preparation of projections of ocguancy and average rate for the subject hotel for a
period of 10 years of operations beginnindanuary1, 201 4 (the estimated opening
date);

Collection and evaluation of financial operating data for a selection of hotels
comparable to the proposed subject;

Review of data available from the 2008 Smith Travel Research Hotel Operating
Statistics (HOST) report;

Preparation of projected financial operating results for the subject hotel fdr0
calendaryears beginning onJanuary1, 201 4;

An estimate of developmast costs including hard and soft costs, exclusive of land
costs for the recommended hote

A forecast of the expected impact arising from the development of a new hotel. This
economic impact includes anticipated direct and indirect consumer and producer
expenditures in the local economy, additional tax revenues to the County (income,
sales, hotel, and real estate).

Research of financing/funding for other similar projects that are funded through a
public/private partnership; and

Preparation of this compreknsive report detailing our findings, conclusions and
recommendations on the basis of the above.
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Area Analyss

Frederick Overview

Frederick County is located in the west/central region within the State of Maryland. It is the
largest county in size toténg 663 total square miles. The City of Frederick (the County seat)
and a community of small towns make up Frederick County, a region at the crossroads of
several major highways connecting to the Greatéiashington DC and Baltimoreareas.
Washington DC 43 miles) and Baltimore (46 miles) represent the two largest metropolitan
areas outside of Frederick County.

Fredericki s a hi storic community sett larecagerviedhasda he 1700
bedroom community for the Washington DC and Baltimerregions, however, in more recent

years, Frederickhas experienced significant growth in both population and employmerithe

availability of affordable land,a highly educatedworkforce, and a high quality of life,has

made Frederick one of the fastest jo growth locations in the state and the regionToday,

Frederick County hasa population over232,000 and employs approximately 60 percent of

the population within the county. It is home to national and regional headquarters such as

Bechtel, BP Solar, Medinmune, Wells Fargo Home Mortgage, and State Farm.

One of the driving forces behindemployment and industry growth within Frederick is Fort
Detrick. A US Army Garrison, Fort Detrick enhances public health, conducts medical
research, and engages in bioteciology development. The installation employs 850
people and is associated withfive cabinet level departments: Defense, Agriculture, Health
and Human ServicesV et er a n dand Hofmdlaad Seaurity.One of the driving forces
behind growth at Fort Detick is the National Interagency Biodefense Campus (NIBC), which
is generating nearly $2 billion in construction.

Given its location proximate to Fort Detrick and the northern end of the2l70 Technology
Corridor, Frederick is emerging as a leading natiahlocation for the bioscience, information
technology, and advanced manufacturing industriesBenefitting from federal contract
prospects and collalorative opportunities with the NCI/SAICF and other research conducted
on Fort Detrick, there are now ove60 bioscience companies located in Frederick. There are
also over 120 technology companies that enjoy access to a high quality fiberoptic
infrastructure and highly skilled workforce. Additionally, Frederick has a strong professional
services industryspecifically in the healthcare, finance and insurance sectors.

Contributing to the highly educated workforce are the three institutions of higheducation:
Mount Saint Maryds University, HGpltegethaZ ark | e g e, ar
located within Frederick County

Tourism also has a signif i cDowntowniFregeack, wvithdsn t he ar
variety of shopping, dining, and entertainmentlocated within a 40 block historic district, is

the regionds mai n de s tidkisaentrally focated-to severalehistanio r e , Fre
Civil War sites including Gettysburg, Harpers FerrnjMlonocacy Battlefield,and Antietam.

Many visitorsalso come to see the Barbara Fritchie House and thational Museum of Civil

War Medicine
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Due to its signficant economic growth, several development projects are either under
construction or under consideration to be builin Frederick Fort Detrick alone is undergoing
approximately $1.3 billion in new construction.Major corporations such adNCI/SAICF and
Medimmune are undergoing expansion projects to their existing officedditionally, several
office and retail developments are in the planning stages including office buildings at

Thomas Johnson Drive, Mc Cut cheonos Mi |l I, Mc Henryos, Mo no
Northgate, Market Square, Clemson Corner, Frederick Brickworks, Frederick Towne Mall,

One Commerce Plaza, Union Mills, and the Galleria. Furthermore, several publically funded

projects are either under construction or in the planning stages including ti@arroll Creek

Par k, East Street Gat eway, Frederi ck Visitor o

Headquarters.
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Area Map
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Economic and Demographic Analysis

Based on a review of economic and demographic data compiled by Site to Do Business
(STDB we have identified certain statistics that will influence the demand for lodging. The

following paragraphs discuss the applicable data and are for general informational purposes
only.

Population

The following table outlines historical and projected papation trends for the City of
Frederick, FrederickCounty, Maryland, and the United States as a whole.

Population
City of Frederick State of United
Frederick County Maryland States
1990 42,200 150,208 4,781,468 248,709,873
2000 52,767 195,277 5,296,486 281,421,906
2009 63,226 232,691 5,733,229 309,299,265
Compound Annual Growth (CAGR)
CAGR 1990 - 2000 2.26% 2.66% 1.03% 1.24%
CAGR 2000 - 2009 2.03% 1.97% 0.88% 1.06%
Projected
2014 67,154 249,437 5,913,034 328,770,749
CAGR 2009 - 2014 121% 1.40% 0.62% 1.23%

Source: STDB

As noted in the table above, population in the City and County of Frederick has increased at
strong rates of growth since 1990. Between 1990 and 2M9, the City and County of
Frederick has grown at a compound annual rate gust over two percent compared to
approximately a onepercent growth in Maryland and the United States as a whole.
Projections made by STDB through 2014 indicate that population isxpected to increase at

a compound annual growth of 1.21 percent in the City of Frederick, while Frederick County
will increase at a rate of 1.4 percent.

Average Household Income

The following table details average household income and compounded anhgeowth rates
from 1990 until 2008 and projections for 2013 for the City of Frederick, Frederick County,
the State of Maryland, and the United States.
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Average Household Income

City of Frederick State of United
Frederick County Maryland States
1990 39,539 46,690 47,905 38,453
2000 57,064 69,955 67,454 56,644
2009 71,623 91,121 85,716 73,771
Compound Annual Growth (CAGR)
CAGR 1990 - 2000 3.74% 4.13% 3.48% 3.95%
CAGR 2000 - 2009 2.56% 2.98% 2.70% 2.98%
Projected
2014 73,775 93,693 88,037 87,814
CAGR 2009 - 2014 0.59% 0.56% 0.54% 3.55%

Source: STDB

In the City of Frederick, average household income increased by a compound annual growth
of 3.74 between 1990 and 2000 and then increased at a compound annual growth rate of
2.56 between 2000 and 2009 . In Frederick County, average household income increased
by 4.13 between 1990 and 2000 and then increased by 2.98 percent between 2000 and
2009. These gravth rates are in line with the 3.48 percentand 3.95 percent growth rate in
Maryland and the United States, respectively, between 1990 and 2000 and the 2.70
percent and 2.98 percent increase between 2000 and 2009 Projections for increases in
average houshold income for the City and County of Frederick indicate that while it is
projected to grow, increases will be significantly lower than the projected 3.55 percent
annual growth rate for the United States as a whole.

Employment

Total employmentin both the City and Munty of Frederick has increased at @ompound
rate of growth between 1990 and 2008 of between 2.2 percentand 2.3 percent growth
Over the past 19 years, there have been approximately 40,000 new jobs createih
Frederick County,increasingtotal employment from 80,000 in 1990 up to 120,000 as of
2008. Both the Gty and County of Frederick has experienced some job losses due to the
current economic downturn. As ofAugustof 2009, total employment is down 2.3 percent in
the city and in the county. According to the City and County of Frederick, there are
approximately 8,500 businesses in Frederick County and 3,500 businesses in the City of
Frederick. In Downtown Frederick alone, there are approximately 600 businesses and
5,000 employees.
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Frederick City and County Employment Statistics

Y ear

E mployment % Change E mployment % Change
1990 21,293 80,342
1991 21,660 1.7% 81,725 1.7%
1992 22,322 3.1% 84,223 3.1%
1993 22,732 1.8% 85,771 1.8%
1994 23,911 5.2% 90,219 5.2%
1995 24,492 2.4% 92,412 2.4%
1996 25,005 2.1% 94,350 2.1%
1997 25,346 1.4% 95,633 1.4%
1998 25,739 1.6% 97,117 1.6%
1999 26,337 2.3% 99,374 2.3%
2000 28,416 7.9% 106,929 7.6%
2001 28,681 0.9% 107,924 0.9%
2002 29,413 2.6% 110,677 2.6%
2003 29,796 1.3% 112,120 1.3%
2004 30,253 1.5% 113,841 1.5%
2005 30,501 0.8% 116,872 2.7%
2006 31,481 3.2% 119,827 2.5%
2007 31,661 0.6% 120,776 0.8%
2008 31,549 -0.4% 120,348 -0.4%
CAGR 1990-2008 2.2% 2.3%
CAGR 1999-2008 2.0% 2.2%
August Y TD 2008 31,654 120,749
August Y TD 2009 30,930 -2.3% 117,987 -2.3%

Source: Bureau of Labor Statistics

As noted in the table below, significant employment growth has occurred in the services
sector between 2001 and 2008. Specifically, the professional and business sector has
driven this growth increasing at a compound annual rate of 6.3 percent, while edudah
and health, leisure and hospitality, and financial activities have increased at a compound
annual rate of 3.3 percent, 3.8 percent, and 4.4 percent, respectively. The government
sector has also experienced significant growth, increasing at a compoundraal rate of 3

percent over the same period.
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Frederick County Employment Statistical Analysis

Employmentby Sector 2001 2008
Natural Resources, Mining, & Constructon 9,172 10,092
Manufacturing 7471 5,639
Wholesale Trade 2,771 2,536
Retail Trade 11,272 12,209
Transportation & Utilies 1,314 1,754
Government 12,386 15,296
Services 34,839 46,612
Information 1,442 1,443
Financial Activities 5,528 7451
Professional & Business 9,226 14,162
Education & Health 8,967 11,245
Leisure & Hospitality 7,008 9,109
Other Services 2,668 3,202
Total Employment 79,225 94,138
Compound Annual Growth '01-'08
Natural Resources, Mining, & Construction 1.37%
Manufacturing -3.94%
Wholesale Trade -1.26%
Retail Trade 1.15%
Transportation & Utilities 4.21%
Government 3.06%
Services 4.25%
Information 0.01%
Financial Activities 4.36%
Professional & Business 6.31%
Education & Health 3.29%
Leisure & Hospitality 3.82%
Other Services 2.64%
Total Employment 2.49%
Absolute/Total Change
Natural Resources, Mining, & Construction 920
Manufacturing -1,832
Wholesale Trade -235
Retail Trade 937
Transportation & Utilities 440
Government 2,910
Services 11,773
Information 1
Financial Activities 1,923
Professional & Business 4,936
Education & Health 2,278
Leisure & Hos pitality 2,101
Other Services 534
Total Employment 14,913

Source: Bureau ofLabor Statistics

Note: Totalemploymentfigures provided by BLS does notequate to the
totalemploymentbroken down by sector. For the purposes ofthis
analysis, we have relied on the total employmentfigures, however
presentthe data above to analyze the breakdown ofemployment
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Unemployment

The following table details unemployment rates for the City dfrederick Frederick County,
the State of Mayland, and the United States as a whole.

Unemployment Rate

Year City of Frederick Frederick County Maryland United States
1999 2.6% 2.2.% 3.6% 4.2%
2000 4.3% 2.7% 3.6% 4.0%
2001 5.1% 3.2% 4.1% 4.7%
2002 5.5% 3.5% 4.5% 5.8%
2003 5.5% 3.5% 4.5% 6.0%
2004 5.3% 3.3% 4.3% 5.5%
2005 3.4% 3.1% 4.1% 5.1%
2006 3.4% 3.1% 3.8% 4.6%
2007 3.1% 2.9% 3.5% 4.6%
2008 3.9% 3.6% 4.4% 5.8%
Aug-09 6.5% 5.9% 7.1% 9.6%

Source: Bureau ofLabor and Statistics
Note: NotSeasonally Adjusted

In recent years, both theCity and County of Frederick have experienced low unemployment
rates compared b both the State of Maryland and theUnited States. While still well below
the national statistics, unemployment rates as ofugustof 2009 in the City and County of
Frederick have inceased significantly since yeaend 2008. In the City of Frederick,
unemployment increased from 3.9 percent up t®6.5 percent, while in Frederick County,
unemployment increased from 3.6 percent up t®.9 percent.

Transportation

The transportation infrastucture is an integral component to the success of any real estate
development. The purpose of a welbrganized transportation network is to provide
businesses and customers with good locations, easy access, and functionalism.

Highway Transportation

Frederick is located at the convergence of several major highways including Interstate 70 (I

70), Interstate 270 (1-270), US Route 340, US Route 40, and US Route 15. }70 provides

access in a northwest/southeast direction through Maryland with a terminus tbe east near

Baltimore, and a terminus to the west in Utah.1-270 is an auxiliary Interstate Highway

within the State of Maryland thattravels in a northwest/southeast direction with a terminus

to the southeast at Interstate 495 near Bethesda, Maryland and terminus to the northwest

at Interstate 70 in Frederick. US Route 340 travels in a southwest/northeast direction with a
western terminus near Harperds Ferry at the Wes
eastern terminus in Frederick. US Route 4@avels in an east/west direction with a western

terminus near Park City, Utah and an eastern terminus in Atlantic City, New Jersey. The
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highway enters Marylandat the northwestern border of the state and has an eastern
terminus at the northeastern bordebetween Maryland and Delaware. US Route 15 travels
in a north/south direction with a northern terminus atPainted Post, New York and a
southern terminus in Walterboro, South Carolina. The highway has a northern terminus in
Maryland nearEmmitsburg at the Maryland/Pennsylvania border and a southern terminus at
Point of Rocks at the Maryland/Virginia border.

With these five highways converging in Frederick, the area benefits from convenient access
to Washington DC, Baltimore, and regions throughout MarylandWhile this easy
accessibility is a positive attribute of Frederick, during peak rush hour periods, it can also
become heavily congested andignificanty slow traffic.

Rail Transportation

Frederick is serviced by the MAR@runswick Line, which provices direct access from
Frederick to Washington DC. Service is provided three times a day in each directighree
trains in AM and three trains in PM)between Monday and Friday.

Air Transportation

Three commercial airports that service the Greater Waslgiton DC and Baltimorearea also
provide access to the Frederick area. They include the Dulles International Airport, Reagan
National Airport, and Baltimore/Washington International Thurgood Marshall Airport.

Dulles International Airport is located apprdrately 42 miles south of Downtown Frederick.
Dulles is a major domestic and international hub with 11 domestic carriers and 22
international carriers providing access throughout the world. Dulles is in the midst af
significant redevelopment and expansioproject. Most recently, the airport has opened a
new runway (its fourth) and is expecting to open a new AeroTrain people moving system as
well as the opening of Concourse B (opening 4 new gates). Future plans include expanding
the international arrivals building, redevelopment of Concourse C/D, and a future fifth
runway.

Located 52 miles southeast of Downtown Frederick, Reagan National Airporflies to over
70 destinations within the United States and Canada and is serviced by 12 carrier®eagan
National is the closest airport todowntown Washington DC, located only three miles outside
of the downtown area.

Baltimore/Washington International Thurgood Marshall Airport (BWI) is located just south of
downtown Baltimore approximately 50 miles east of Freerick. BWI provides flights to 64
domestic destinations and 5 international destinations services by 14 carriers.

The following table displays passenger statistics for all three airports for the past 10 years.
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Airline Passenger Statistics

Baltimore/Washington

Washington Dulles Consolidated Airport

Year Reagan National Airport % Change International Airport % Change Internationa}l Thurgood % Change Statistics % Chang
Marshall Airport (BWI)

1999 15,185,348 19,797,329 17,400,000 52,382,677

2000 15,888,199 4.6% 20,104,693 1.6% 19,640,000 12.9% " 55,632,892 6.2%
2001 13,265,387 -16.5% 18,002,319 -10.5% 20,360,000 37% 51,627,706 -7.2%
2002 12,881,601 -2.9% 17,235,163 -4.3% 19,010,000 6.6% 49,126,764 -4.8%
2003 14,233,123 10.5% 16,950,381 -1.7% 19,700,000 36% 50,883,504 3.6%
2004 15,944,542 12.0% 22,868,882 34.9% 20,340,000 32% 59,153,424 16.3%
2005 17,847,884 11.9% 27,052,118 18.3% " 20,265,914 -0.4% " 65,165,916 10.2%
2006 18,550,785 3.9% 23,020,362 -14.9% 20,698,967 2.1% " 62,270,114 -4.4%
2007 18,679,343 0.7% 24,737,528 7.5% 21,044,384 1.7% " 64,461,255 3.5%
2008 18,028,287 -3.5% 23,876,780 -3.5% 20,488,881 -2.6% " 62,393,948 -3.2%
CAGR 99-08 1.9% 2.1% 1.8% 2.0%
YTD July 2008 10,692,712 14,292,580 12,319,590 37,304,882

YTD July 2009 10,306,572 3.6% 13,499,936 55% 12,078,642 20% 35,885,150 -3.8%

Source: Respective airport authorities. Compiled by Pinnacle Advisory Group

As noted in the table above, all threeairports have been increasing at a compound annual
growth rate of approximately 2 percent over the past 10 years. As a result of the current
economic downturn and an overall decline in travel throughout the country, total
consolidated passengers for all tiee airports declined by 3.2 percent in 2008 and yeaito-
date statistics throughJuly of 2009 indicate a further 3.8 percent decline.

The City of Frederick also owns the Frederick Municipal Airport, a general aviation facility
and is the base for 260 aiplanes. Over 350 businesses use the airport on an annual basis
and there are approximately 160,000 aircraft operations accommodated at the airport
today.

Fort Detrick

Fort Detrick is an Army Medical Installation, home to the United States Army Medical
Research and Materiel Command (USAMRMC), thHCI/SAIGF and 37 mission partners.

Fort Detrick is responsible for national interagency biodefense and medical research, defense
medical logistics, and global satellite communicationsFive U.S. Cabinetlevel dgpartments

are at Fort Detrick including Health and Human Services, Defense, Agriculturé,e t er and s
Affairs, and Homeland Security. In total, there are 50 employees including hundreds of
scientists and approximately 1,300 military personnel. Fort Detridk is experiencing
significant growth in recent years. Between 2007 and 2009, approximately 1,025new jobs

have been created and projections prepared by Fort Detrick indicate that by 2018, over

1,100 new jobs will be created.

There are nearly $2 billion n total projects anticipated for the next three yearsThe National
Institute of Allergy and Infectious Disease8 Integrated Research Facility is nearly complete
and estimated to open in December of 2009. In addition, the National Biodefense Analysis
and Countermeasures Center is nearly completed and will also open in December of 2009.
Two other laboratories slated to complete in later years include the Department of Defense
Navy Medical Research Center, which is expected to complete in June of 2011, ante
United States Army Medical Research Institute of Infectious Diseases (USAMRIID) facility
scheduled for a January 2014 opening.

Fort Detrick attracts thousands of visitors each year generating significant lodging demand
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usage. According to a study comlpted for Fort Detrick in 2007 for a proposed conference
center, it was estimated thatthere was demand forapproximately 13,000 lodging room

nights from meetings and conferences alonét should be noted, however, that much of this
demand mustbe accommodated at the government per diem rate.

Commercial Office Market

According to office market reports prepared b€B Richard Ellis there is approximately 4.5
million square feet of dfice space inFrederick County The following table exhibits historical
office statistics in Frederick County for yeaend 2007, 2008, and year-to-date statistics
through the second quarter of 2009

Frederick County Office Market Statistics

Year Total Office Spack % |Occupied Space % |Vacancy Rat\verage Lease Rate| %
2007 4,691,811 4,229,668 9.9% $23.38

2008 4,834,927 3.1%| 4,291,481 |1.5% 11.2% $23.73 1.5%
2009 4,498,738 7.0 3,927,398 |-850 12.7% $20.66 -12.9%
Source: CBRE

Note: 2009 represents data through the 2nd quarter

As noted in the table above, by yeaend 2008, there were approximately 4.3 million square
feet of office space occupied eguing to a vacancy rate of 11.2 percent. However, the
affects of the current economic downturn has resulted in negative absorption through the
first two quarters of 2009, resulting in an increase in vacancy rates up to 12.7 percent.

According to our convesations with local office brokers as well as commentary from
published office reports from localbrokerage companiesthere is general consensus that
leasing activity will remain slow through the end of 2009. However, as the general economy
improves, thee is optimism that leasing activity will be strong in years to come given the
growth in the commercial officemarket over the past 10 years in addition to the general
expansion of activity at Fort Detrick.

Major Employers

The following chart is a listof the largest employers in Frederick County.
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Frederick County Top 25 Employers

Company Employees
Fort Detrick 8,650
Frederick County Board of Education 5,384
Frederick County Government 2,521
Frederick Memorial Healthcare System 2,281
Bechtel Corporation 2,203
SAIC-Frederick 1,670
Wells Fargo Home Mortgage 1,500
CitiMortgage 900
Frederick Community College 899
Frederick City Government 852
United Health Care 832
State Farm Insurance 793
Wal-Mart 700
National Emergency Training Center 577
Chase Card Services 575
Mount Saint Mary's University 511
BP Solar 500
Home Call 480
NVR Building Products 450
Hood College 414
Lonza Bioscience 400
Moor Wallace 387
Plamondon Companies 361
Frederick County Family YMCA 350
Home Depot 330

Source: Frederick County Economic Development

As not ed from the compani es and organi zati on:
employment base is diverse, including employment sectors such as government, bioscience,
information technology, advanced marfacturing, healthcare, finance, and insurance.

In general, many of the companies within Frederick County are healthy and some are poised
for growth in the shortterm future. In addition to the significant developments occurringt
Fort Detrick, NCI/SAIGF are constructing a 330,000 square foot research facility.
Furthermore their master plan is to construct a total of 800,000 square feet. Preliminary
expectations is that with the completion of the first building in 2010, that 300 new jobs will

be created with a potential for 500 new jobs once the entire campus is complete.
Additionally, Medimmune has nearly completed a 355,000 square foot expansion to their
existing campus. Other companies such as Bechtel, Wells Fargo Home Mortgage,
CitiMortgage, and Unied Health Care are stable despite the current economic downturn.
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Higher Education

There are three institutions of highr education located in Frederick County. They are:

Mount St. Maryds University, Hood oleted aady e, and
Universities are often generators of hotel demand from visiting professors and speakers,
interviews, trustees, visiting sports teams, visiting parents, prospective students, and visiting

for special events (i.e. graduation, reunion, homecoming, e)c.The extent of hotel demand,

however, depends on a variety of factors including total enrollment, commuter school vs.

non commuter school, academic reputation, strength and size of athletic program, etc.

Moun t St . Mar y 0 s -yéas uniersiyplocated 228 milesf north rof Downtown

Frederick in the Town of Emmitsburg The University has a total student enrollment of

2,100 and competes in 15 intercollegiate sports. Hood College is a fouyear liberal arts

school located in Frederick offering 27 maor fi el ds of study and 14 ma
College has a total student enrollment of approximately 2,500 students and competes in 19

intercollegiate sports.Frederick Community College is a twgear college offering over 70

academic and continuing edcation classes.

Tourism

Tourism has a significant impact to the local economy and generates weekend lodging

demand during the late spring, summer, and early falaccommodating approximately 1.9

million visitors annually The 40-block historic distrid of Downtown Frederick is one the

areafds chief attractions, with ahopsaandisevéral of hi s
restaurants.The Frederick area is also a heritage destination with several historical Civil War

sites including GettysburgHarpers Ferry, Monocacy Battlefield, and AntietamAccording to

estimates made by IHS Global Insights, there was approximately $392.&illion in visitor

spending in Frederick County.

Major Developments

Over the past 10 years, the Frederick area has pgrienced significant growthin new
development and with new construction projects already underway, as well as several other
projects in the planning stages, Frederick is poised for additional growth in the future.
Several of thesepublic and private devdopments will have a significant impact to the local
economy and will generate new lodging demand. The following is a summary of new
developments under construction and under consideration to be built.

Under Construction

e East Street Gatewayd A state highway transportation project connecting Interstate
70 to South East Street.The connection will provide improved accessibility from the
highway to the Downtown business district. The new connection will be completed
by December 2009.

e Fr eder i c lCentrdsThetranabifitation of a 107-year old brick cannery will
house the Tourism Council and provide visitor information. Construction is scheduled
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to be complete in Spring/Summer of 2010.

e Board of Education Headquartersd A new 91,000 square foot multi-story office
building is being constructed for the Board of Education.

e Monocacy Valley Canningd The new construction mixeeuse development is
planned for the northeast corner of East and South Streets near the new East Street
Gateway. The project is undr constructionwith 30,000 square feet of office space
and 5,000 square feet of retalil.

In Planning

e Thomas Johnson Drive Developments (COPTY Corporate Office Properties Trust
(COPT) is one of the largest owners/developers of office buildings catetedhe U.S.
Government. Two buildings (83,000 square feet and 112,000 square feet) are
planned along ThomaslohnsonDrive proximate to Fort Detrick.

e Carroll Creek ParkExtensiond The urban park will continue to be developed east
towards East Patrick Steet. Construction is scheduled to begin in the Spring or
Summer of 2010 and should be complete in the next 3 to 5 years.

e Union Mills 8 Rehabilitation of historical Union Knitting Mills buildinglocated along
Carroll Creekis planned to include 41,500 square feet of office space and 25,000
square feet of F floor retail space. Construction is planned to begin in 2010.

¢ One Commerce Plazad New construction project located proximate tdowntown
on the corner of Commerce and South Carroll, the building is gned to include
20,000 square feet of retail on the 1* floor and 60,000 square feet of office space.
The project is on hold until market conditions improve, however, the development is
tentatively scheduled to begin in 2010.

e Galleria 8 The Galleria deviwpment located proximate toDowntown along Carroll
Creek Park is approved but is reconsidering its development plan. The site is one of
the available sites for hotel development but also may be a residential, retail and
office mixeduse development.

e Northgate d Located a Route 15 and Christopher Crossing, the 277,200 square foot
retail development is likely to move forward but may not begin construction for a few
years.

e Market Square 8 Mixed-use development located along Route 26 with residential
and retail components. Undergoing final approvals.

e Clemson Cornerd Located proximate to the Market Square development on Route
26 and Monocacy Boulevard, this retail development is undergoing its final
approvals.

e Frederick Brick Works & An available 66-acre ste that is prime for future
development proximate to the East Street Gateway.

e Frederick Towne Malld Redevelopment of retail shopping mall of Route 40The
developer is currently waiting for improved market conditions before moving forward
with redeveloprrent plans.
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Impact on Hotel Demand

The followingfactors are forecast to influence thé&redericklodging market over the next ten
years.

1. Fort Detrick is an Army Medical Installation, home to the United States Army
Medical Research and Materiel Commah NCI/SAICF, and services five U.S.
Cabinet level departments including Health and Human Services, Defense,
Agriculture, Veterands Affairs, and Homel and
a significant amount of lodging demand and its current expaion projects will
further drive lodging demand growth in the future.

2. Employment in the City and County of Frederick has been increasing at a steady
annual rate of between 2.2 and 2.3 percent over the past 18 years. Despite some
job losses during the curent economic downturn, unemployment rates in Frederick
have fared much better than United States as a whole.

3. The Frederick County office market has a total of 4.5 million square feet of office
space with approximately 3.9 million square feet occupied asfahe 2™ quarter of
2009. Following a recovery in the general economy, the local office market is poised
for growth with new proposed office developments and the growth of Fort Detrick.

4. Many of the companies located within Frederick County are healthy tvia few
completing significant expansions to their existing facility. Medimmune is nearly
finished with a 355,000 square foot expansion to their existing facility. In addition,
NCI/SAICF is currently constructing a 330,000 square foot building in the Rierside
Research Park and has master planned up to 800,000 square feet of office space in
the future.

5. Frederi ck County has three institutions of
University, Hood College, and Frederick Community College. Thesestitutions
generate some lodging demand in the form of visiting parents, prospective students,
visiting professors/speakers, and visiting sports teams.

6. There are approximately 1.9 million visitors on an annual basis that visit Frederick
County. Downtown Frederick, with its historic sites, retail/antique stores, and
restaurants, is the areads bi ggest attract.i
Frederick County as well as many visitors for weddings, bar/bat mitzvahs, family
reunions, and other special events alsordw many visitors to the area.

7. Dulles International Airport, Baltimore/Washington International Thurgood Marshall
Airport, and Reagan National Airport are located 42 miles, 50 miles, and 52 miles,
respectively, fromDowntown Frederick. Combined, total pasenger statistics have
increased at a compound annual rate of 2 percent over the past 10 years. Although
passenger statistics are down for all three airports by approximately 3.8 percent
through July of 2009 compared to the same period last year, airportficials believe
that passengers travel in the region will continue to increase in years to come.

8. Frederick enjoys excellent accessibility to Washington DC, Baltimore, and the
general region due to the convergence of five major highways (Interstate 70,
Interstate 270, US Route 340, US Route 40, and US Route 15) nearDowntown
Frederick.
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9.

10.

11.

Economic indicators including population and average household income indicate
that the City and County of Frederick have been and will continue to grow at a
steady pace.

There are several public and private developments both under construction and
under consideration to be built that will have a significant impact to Frederick
C o u n écgndmy and may also stimulate increased lodging demand.

According to the National Burea of Economic Research, the United States has
officially been in a state of economic recession since December of 2007. The
financial market meltdown, credit freeze, and economic contraction is having a
significant effect on national travel and lodging demral. However, many economists
predict a recovery in 2010 and it is anticipated that lodging demand will rebound
along with economic recovery.

Overall, the influence of Fort Detrickand private companies based in Frederick that cater to
government contracs have helped to keep the local economy and the lodging market stable
during the current national economic downturn. In fact, the expansion of Fort Detrick and
the overall growth in visitors to the army installation has helped to buck national lodging
trends by increasing local lodging demand. Furthermordsased on our review of the leading
economic indicators presented herein, we are of the opinion that the lorigrm prospects for
the Frederickarea economy are excellent, and the econgnis poised for grovih.
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National Hotel and Meetings Overview

US Lodging Industry Overview

The US lodging industry experienced a period of strong growth between 2004 and 2007
recovering from the downturn of the lodging industry immediately following the negative
effects resulting from the September 11" terrorist attacks. However, since December of
2007, the United States has been in a state of economic recession and to date, it has been
one of the worst financial crises in the United Statesince the Great Depression. As eesult
of the economic crisis,the US lodging industry has face significant challenges since the
fourth quarter of 2008. Declining profits and rising travel costs ha$orced many businesses
to lower travel budgets, resulhg in shorter stays, paying lessfor hotel rooms or cancelling
travel altogether. Similarly, significant job cuts across the country along with a decline in
disposable income has resulted in a significant decline in leisure traveds well.

The following table displays occupancy, avage rate, and revenue per available room
(RevPAR for the United States since 2000.

US Lodging Summary

Year Occupancy % ADR % RevPAR %
2000 63.3% $85.19 $53.93

2001 59.7% -3.6% $83.96 -1.4% $50.12 -7.0%
2002 59.0% -0.7% $82.71 -1.5% $48.80 -2.6%
2003 50.2% 0.2% $82.94 0.3% $49.10 0.6%
2004 61.4% 2.2% $86.39 4.2% $53.04 8.0%
2005 63.1% 1.7% $91.14 55% $57.51 8.4%
2006 63.3% 0.2% $97.96 7.5% $62.01 7.8%
2007 63.1% -0.2% $103.97 6.1% $65.61 5.8%
2008 60.4% -2.7% $106.68 2.6% $64.43 -1.8%
YTD August 2008  63.1% $107.85 $68.05

YTD August 2009 56.6% -6.5% $98.17 -9.0%" $55.56 -18.4%
Source: Smith Travel Research

As noted in the table above, through August of 2009, RevPAR has declined 18.4 percent
compared to the same period last year. Preliminary projections for the lodgingdirstry is
that recovery will not occur until the second quarter of 2010 with occupancies and average
rates likely to remain similar to yearend 2009 projections. Beginning in 2011, demand is
expected to increase, leading to a steady occupancy and averagéergrowth.

US Meetings Outlook

Similar to hotel bookings, meeting planners and suppliers believe that economic uncertainty
will lead to continued declines in bookings, travel, meeting and event budgets, and event
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attendance until the broader economy begs to rebound. According to a survey of meeting
planners conducted in June of 2009 by Professional Convention Management Association
(PCMA), approximately 56 percent of planners expect attendance at -gife meetings to
decline below comparable levels agbved in 2008. Additionally, 67 percent of planners
expect that total annual budget for ofkite meetings will decrease compared to 2008 and of
those who expect budgets to decrease, they expect it to decrease by an average of 23
percent. Meetings plannerswere also expected to postpone, cancel, or rebook meetings
already booked in 2009 and 2010, as 41 percent of respondents are expected to do so due
to current economic conditions. Given that meetings and conventions are often booked well
in advance of the &ent date, it is anticipated that the recovery of the meetings and
convention industry will follow months after general economic recovery.
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Lodging Market Analysis

Identification of the Defined Competitive Supply

In order to evaluate the current and prspective status of the lodging industry in the
surrounding area, it was necessary to define a competitive supply of hotels for study. This
does notinfer that these hotels are the only hotels catering to demand that is potentially
available in the area. e defined supply is intended to represent the grouping of hotels for
which performance measures and the general character of the market can be assessed
when examining the potential future demand in the area.

The defined competitive set was selected basedn input from the operators of lodging
facilities in the area and our knowledge of the local lodging market. Relevant factors
considered in determining the defined competitive set include market mix, demand
generators, rate structure, and quality of fadgtles. Given that the proposeddowntown hotel

is envisioned to be an upscale fulkervice hotel with substantial meeting space, none of the
existing supply will compete directly with the proposed subject. All of the hotels in the
competitive set cater to amoderately priced clientele and only the fulservice Holiday Inn
has significant amounts of meeting space. However, we have identified these hotels that
would be most competitive with the proposed subjectThe set for the subject hotel is
outlined in the following table:

Hotel Rooms Year Built Meeting Space (SF) Amenities

Hilton Garden Inn Frederick 143 2007 2,016 Break.fast café, indoor pool, business center, a
exercise room

Courtyard Frederick % 1999 1,000 Break_fast café, indoor pool, business center, a
exercise room

Holiday Inn Frederick Conference Center 155 1979 13,958 Res_taurant, lounge, |nd99r pool, exercise roon
business center, and miniature golf

Hampton Inn and Suites Frederick Fort Detrick104 2005 3,928 Complimentary br'eakfast, indoor pool, busines
center, and exercise room

Residence Inn Erederick % 2002 1,100 Complimentary br.eakfast, indoor pool, busines
center, and exercise room

Holiday Inn Express Frederick 100 1987 720 Complimentary breakfast and business center

Fairfield Inn & Suites Frederick 105 1996 N/A ch:tg?ema' breakfast, indoor pool, and busine:

Hampton Inn Frederick 161 1992 1,800 Complimentary breakfast, indoor pool, busines

center, and exercise room

Source: Pinnacle Advisory Group

The competitive local lodging market is comprised dtill-service, selectservice andlimited-

service hotels locatedoredominantly inthe corporate office parks off of-270 and near the

Francis Scott Key Mall The Hampton Inn & Suits is the lone hotel in the competitive set
that is located near Fort Detrick along @possumtown Pike just off of US Route 15.

It is important to note that in addition to the properties listed above, there are many hotels
within Frederickand in the surraunding towns that may interact, in a peripheral fashion,

with the subject in terms of attracting its defined clientele. These hotels were not considered
for the competitive set due to factors such as the nature and condition of the property, lower
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price pant, sourcing of demand, and the distance from the subject property. These hotels
include the Travelodge, Econo Lodge, Best WesterMotel 6, Comfort Inn, Days Inn, Sleep
Inn, Extended Stay America,and Mainstay Suites which were all determined to be
competing for a more price sensitive traveleand were considered to compete for a largely
different source of demand.

In-person interviews and site inspections were conducted at the facilities deemed of most
critical importance to this analysis. These intetiews were supplemented with Internet

research and collection of operating and financial data for the remaining facilities. The
following paragraphs discuss each of the competitive hotels.
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Hilton Garden Inn Frederick

Having openedin May of 2007, the Hilton Garden Innis the newest hotelto be built in the
Frederick area. The hotel is locate@t 7226 Corporate Court approximately 3.5 miles south
of the proposedDowntown site. The Hilton Garden Inn is locatedn a corporate office park
near exit 31 off of Interstate 270 and Francis Scott Key Malllt is also located adjacent to
the Courtyard, Residence Inn, and the Fairfield Inn & Suite©wned and operated by LTD
Management Company,the 143-room hotel also features a breakfast café, indoor pool,
exerdse room, business center, and approximately 2,015 square feet of meeting space.

As one of the higher rated hotels in the area, the Hilton Garden Inn predominantly targets
corporate business from the companies immediately proximate to the hotel as welt a
weekend leisure business. During lower demand periods, the Hilton Garden Inn on occasion
will offer the government rate.

While the hotel was ramping up to stabilized operations during the second half of 2007, the
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hotel largely stabilized in 2008, achieving well above its fair share RevPAR penetration in
the competitive lodging market.

CourtyardFrederick

The Courtyard by Marriott is locatedit 5225 Westview Drive approximately 3.5 miles south
of Downtown Frederick. The hotel is located just off of @stwood Boulevard and isadjacent
to the Hilton Garden Inn, Residence Inn, and the Fairfield Inn & Suites. Owned and
operated by Plamondon Hospitality Partners since its opening in 1999, the hotel features
90 guest rooms, breakfast café, indoor pool, exeige room, business center, and
approximately 1,000 square feet of meeting space.

Similar to the Hilton Garden Inn, the Courtyard has one of the highest rates in the
competitive set and caters predominantly to the corporate business located proximate e t
hotel. While the hotel accommodated minimal government business in the past, the decline
of corporate travel due to the downturn of the national economy has forced the Courtyard to
accommodate more government business in 2009.

Holiday Inn Frederick Conference Center

The Holiday Inn is locatedat 5400 Holiday Drive on the east side of 4270 at the Francis
Scott Key Mall proximate to the corporate office parks located west of the highway. Owned
and operated by Archon Hospitality, the Holidaynn is the only existing fultservice hotel in
Frederick. Built in 1979, the hotel features 155 guestrooms, restaurant, lounge, indoor
pool, exercise room, business center, miniature golf area, and just under 14,000 square feet
of meeting space.With the largest amaint of meeting space in the market, the Holiday Inn
accommodates a significant amount of group business.

Hampton Inn & Suites Frederick Fort Detrick

The Hampton Inn & Suites Frederick Fort Detrick is the only hotel in the defined competitive
set that is located north of Downtown proximate to Fort Detrick.It is located at 1565
Opposumtown Pike approximately two miles north of the proposeBowntown sites. The
hotel is owned by Cohen Enterprises and is managed by Hilton Hotels. Opened in 2005, the
hotel features 104 guest rooms, complimentary breakfast, exercise room, business center,
and just under 4,000 square feet of meeting space.

Given its proximity to Fort Detrick, the hotel accommodates a significant amount of transient
and group government busines Additionally, as one of the only hotels north oDowntown,

the Hampton Inn & Suites accommodates a significant amount of business from the
corporations located in the Riverside Research Park and the office complexes located along
Thomas Johnson Drive. After ramping up to stabilized operations in 2005 and 2006, the
hotel achieved well above its fair share RevPAR penetration in the competitive set.
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Residence Inn Frederick

Owned and operated by Plamondon Hospitality Partners, the Residence Inn is lochtat
5230 Westview Drive adjacent to the Hilton Garden Inn, Courtyard, and Fairfield Inn just off
of Crestwood Boulevard. Opened in 2002, the Residence Inn features 90 guest rooms,
complimentary breakfast, exercise room, business center, indoor pool, angpgoximately
1,100 square feet of meeting space.

As one of the only upscale extendedtay hotels in the area, the Residence Inn
accommodates a significant amount of extended stay business, particularly for guests
affiliated with the government.Since opeing in 2002, the Residence Inn achieves one of
the highest occupancies and RevPAR penetrations in the competitive set.

Holiday Inn Express Frederick

The Holiday Inn Express is located at 5579 Spectrum Drive proximate to the fidervice
Holiday Inn wegd of I-270 at the Francis Scott Key Mall. Owned and operated by Archon
Hospitality, the hotel originally opened in 1987 and features 100 guestrooms,
complimentary breakfast, business center, and approximately 700 square feet of meeting
space.The Holiday hn Express caters to the moderately priced transient traveler.

Fairfield Inn & Suites Frederick

The Fairfield Inn & Suites is located at 5220 Westview Drive proximate to the Hilton Garden
Inn, Courtyard, and Residence Inn. The hotel was originally opethén 1996 and is currently
owned and operated by Plamondon Hospitality Partners. The hotel features 105
guestrooms, complimentary breakfast, indoor pool, and business center. The hotel caters to
a moderately priced transient guest and is most competitiveithh the Holiday Inn Express
and the Hampton Inn.

Hampton Inn Frederick

The Hampton Inn is located at 5311 Buckeystown Pike approximately 3.5 miles south of
the proposedDowntown site proximate to the seven hotels in the competitive set clustered
near the corporate office complexes near-270. Opened in 1992, the hotel is currently
owned by Prince William Hospitality Investors and is managed by Guests, Inc. The hotel
features 161 guestrooms, indoor pool, exercise room, business center, and approximately
1,800 square feet of meeting space.

Future Changes to Supply

During the course of our fieldwork, we interviewed corporate franchise contacts, local
operators, and planning representatives from the communities in which the competitive
hotels operate to asertain the status of any orgoing or proposed hotel developmentAs of

the writing of this report, there are currently no hotels that are under construction and no
planned hotel projects that have obtained the city approvals or financing to move forward.
We are aware of a potential limitegservice, extendeestay hotel that is in the planning

stages, however, given the nature of the product planned, we do not believe that it will have
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an impact on a proposed fulservice hotelDowntown even if it wereto move forward
Market Demand

During the course of our fieldwork, we obtained operating statistics for each property

through interviews conducted with orsite management and various ownership entities.

Based upon this research, we have estimated the subjec mar ket ds hi stori cal
demand for accommodations presented in the following table:

Historical Market - Summary

Occupancy % ADR % RevPar % Total Supply % Total Dema %

2003 72.2% $80.40 $58.05 255,865 184,717

2004 70.8% -1.4% $86.75 7.9%" $61.42 5.8% 255,865 0.0% 181,184  -1.9%
2005 77.9% 7.1% $92.12 6.2% " $71.76 16.8% 268,553 5.0% 209,311 15.5%
2006 73.1% -4.8% $104.11 13.0% $76.10 6.1% 293,825 9.4% 214,753 2.6%
2007 63.6% -9.5% $106.34 2.1% " $67.63 -11.1% 328,860 11.9% 209,274 -2.6%
2008 66.9% 3.3% $105.42 -0.9%" $70.53 4.3% 346,020 5.2% 231,371 10.6%
CAGR 2003 - 2008 5.6% 4.0% 6.2% 4.6%
YTD June 2008 65.9% $106.79 $70.37 171,588 113,131

YTD June 2009 70.6%  4.7%  $104.37 -2.3%" $73.69 4.7% 171,588 0.0% 121,120 7.1%

Source: Pinnacle Advisory Group

As noted in the table above, there have been significant increases in supply in the
competitive set since 20. Total market supply has increased by approximaly 35 percent
since 2004 due to the opening of the 104room Hampton Inn & Suites Fort Detrick in
September of 2005 and the 143-room Hilton Garden Inn in May of 2007.

Despite the significant increase in supply, total demand has alskept pace, allowing for
much of the new supply to be absorbedOver the pastsix years, the strongest growth
occurred in 2005, when a significant influx in Homeland ®curity related demand at Fort
Detrick resuted in a 15.5 percent increase and pushed market occupancies up 67.9
percent. However, with the opening of the Hampton Inn & Suites and the Hilton Garden Inn,
total market occupancy declined to 64 percent in 2007. Unlike national lodging trends,
demand in the Frederick market has been increasing at a strong growth eatlue to the
expansion of Fort Detrick and the increase in government related spending and contracts
that has had a positive impact to localcompanies.In 2008, market demand increased by
10.6 percent increasing occupancy up to 6@ percent. Yeafto-date gatistics through June
of 2009 indicate further growth with market demand increasing by 71 percent compared to
the same period last year.

Average ratesn the market have alsoexperienced strong growth between 2004 and 2008
increasing by a compound annal growth of 5.6 percent. Some of the market growth can be
attributed to the opening of both the Hampton Inn and the Hilton Garden Inrwhich were
able to achieve higler average ratesthan the existing supply thus increasing the overall
market average.Slight declines in 2008 and yearto-date through June of 2009 compared
to the same period last year, is reflective of a shift in market segmentation. While demand
has increased, much of that increase is attributed to the accommodation of government
demand, which is lower than the transient group rates achieved within the competitive
hotels.
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Market demand and average rate was also analyzed on a monthly basis as well as by the
day of the week. In order to analyze market data in this way, we reviewed a sjpear
statistical STR trend. We did determine that monthly and day of the week trends presented
by the STR data was an accurate depiction of market trends. The following table displays
average occupancies by month over the past six years.

Monthly Stats- Six Year Average

Month Occupancy Rate  Demand
January 54.9%  $95.92 13,645
February 58.8%  $95.77 13,195
March 68.7%  $95.62 17,069
April 76.0%  $98.41 18,272
May 77.2%  $99.50 19,678
June 81.5%  $99.38 20,091
July 77.8% $97.25 19,311
August 75.6%  $96.69 18,758
September 76.3%  $97.71 18,719
October 80.7%  $99.40 20,473
November 64.8%  $95.97 15,902
December 52.0% $92.32 13,183

Average/Total 70.4%  $96.58 205,102
Source: Smith Travel Research

As shown in thetable above, Frederickis a seasonal market with demand highest between
April and October when occupancies range in thenid 70s and 80s. Between November
and March, occupancies decline to the 50s and 60s. Despite the seasonality of demand,
average rate rerains relatively consistent throughout the year. Between April and October,
average rates fluctuate in the mid to high $90s and then decline to the low to mid $90s
between November and March.

The following tables display average occupancies and averagéesaby day of the week over
the past three years.

Occupancy by Day of Week Analysis- Trailing 12 months

Year Sunday Monday Tuesday Wednesday Thursday Friday  Saturday
2007 49.1% 70.7% 81.7% 81.1% 68.2% 63.7% 70.0%
2008 44.9% 67.6% 77.3% 76.2% 63.3% 58.9% 63.7%
2009 48.5% 72.5% 81.8% 81.2% 68.0% 63.2% 68.8%

3- Yr Average 47.5% 70.3% 80.3% 79.5% 66.5% 61.9% 67.5%

Average Daily Rate by Day of Week Analysis- Trailing 12 months

Year Sun Mon Tues Weds Thurs Fri Sat
2007 $103.31 $109.00 $110.58 $110.51 $107.85 $101.27 $103.36
2008 $101.38 $108.09 $109.73 $109.73 $106.32 $100.09 $100.82
2009 $99.98 $108.17 $108.16 $108.16 $103.82 $97.39 $98.70

3- Yr Average $101.56 $108.42 $109.49 $109.47 $106.00 $99.58 $100.96
Source: Smith Travel Research
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As shown in the tables above, occupancyis consistently highest on Tuesday and
Wednesday with occupancies averaging approximately 80 percent. Monday represents the
next highest demand day following bySaturday, Thursday and Friday. Sunday has
historically been a low demand day with occupancies averaging 47.5 percent over the past
3 years.

Average rates are driven by the corporate guests during the weekday with rates averaging
between $106 and $109, Monday through Thursday. On the weekend, rates drop to
approximately $100.

Demand Segmentation and Growth

Our interviews with representatives of the competitive hotels indicated that room night
demand emanates from the followingour primary demand segmets: transient corporate
travelers, groups and meetings, transient leisureand government The segmentation of the
competitive market demand and annual growth in each demand segment between 2004
and 2008 is presented in the following table.

Historical Market - Summary

Corporate Group Leisure Government
Year Roomnights % Roomnights % Roomnights % Roomnights %
2004 67,017 40,072 31,404 43,611
2005 " 72,601 8.3% 45,688 14.0% 33,662 7.2% 57,327  31.5%
2006 " 74526 2.7% 48,132 5.3% 37,640 11.8% 54,565 - 4.8%
2007 " 74,095 -0.6% 47,227 -1.9% 37,085 -1.5% 51,809 - 4.9%
2008 " 82,836 11.8% 51,128 8.3% 39,771 7.2% 57,228  10.3%
YTD 2008" 7,146 T 4,301 -7 3,406 -7 4,906 -
YTD2009" 7,158 0.2% 4,608 5.0% 3,545 4.1% 5717 16.5%
CAGR: 2004-08 5.4% 6.3% 6.1% 7.0%

Source: Pinnacle Advisory Group
Note: year-to-date data through June

A discussio of the historical growth and projected growth in each segment follows. The
following chart details the shift in market mix discussed below.

Overall Market Segmentation

Segment 2004 2005 2006 2007 2008 YTD 2008 YTD 2009
Corporate 36.8% 34.7% 34.7% 35.2% 35.9% 36.0% 34.0%
Group 22.0% 21.8% 22.4% 22.5% 22.1% 22.1% 21.9%
Leisure 17.2% 16.1% 17.5% 17.6% 17.2% 17.2% 16.9%
Government 23.9% 27.4% 25.4% 24.7% 24.8% 24.7% 27.2%

Source: Pinnacle Advisory Group

Corporate Demand

Corporate demand represents the largest source of demand in the competitive market;
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accounting for 38 percent of total market demand in 2008 or87,778 room nights. Demand
for this corporate market is primarily comprised of executives visiting their respective offices,
traveling consultants and salesmen, and employees traveling to the local area fraining
purposes. Some of the corporate business in the market emanates from visitors to Fort
Detrick and NCI/SAIGF who are not granted the government rate. Additionally, many
visitors are traveling to area companies such as Bechtel, Wells Fargo HoriMortgage,
CitiMortgage, United Health Care, and Chase Card Serviceshe commercial/individual
traveler demand is characterized as follows:

o High degree of single occupancy

e Average length of stay typically one to three days

o Efficient checkin and checkout procedures required

e Increasingly rate sensitive and frequently book rooms via the Internet
e Strong interest in frequent travel programs with major hotel brands

e Require proximity to place of business and accessibility to major transportation
routes

Trangent corporate demand in theFredericklodging markethas been increasing atstrong
growth rates over the past five years. Some of that corporate growtfan be attributed to the
opening of theHampton Inn & Suites and the Hilton Garden Inawhich has induced some
new corporate demand into the market.Also contributing to the growth or decline of
corporate demand is the willingness of hotels in the market to accommodate government
demand. Since a significant portion of corporate demand is affiliated in som&ay with the
government,this demand is offered the government rate when the market is soft and the
same demand will only be offered the corporate rate when the market is strongearto-date
data through June of 2009, indicates that corporate demand hasemained stable compared
to the same period last year.

Group Demand

Group demand represents thé¢hird largest source of demand room nights in the competitive
market; accounting for22 percent of total market demand in 2008 or51,128 room nights.
Many of the hotels within the competitive set, with the exception of the Holiday Inn, do not
have a significant amount of meeting space. As such, the hotels generally accommodate
rooms only groups for the corporations located in the area. Additionally, the hotels
accommodate a significant amount of social groups including weddings, family reunions,
bar/bat mitzvahs, etc.

The group segment can be characterized as follows:

o Discounted room rates required
o Flexible meeting and banquet facilitiess ideal

e Quality foodand beverage service preferred

Similar to the corporate segment, the group segment has also been increasing at strong
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growth rates over the past five years, due in part to the opening of the Hampton Inn &
Suites and Hilton Garden Inn, which induced somaew group demand into the market.

Leisure Demand

Leisure demand represents themallest source of demand room nights in the competitive
market; accounting forl7 percent of total market demand in 2008 or39,771 room nights.
This market segment is compsed of families and couples traveling primarily during
weekends on vacation, visiting college/universities, visiting friends and family, and/or
attending an event in the area. This demand segment can be characterized as follows:

¢ High incidence of weekendbccupancy
e Average length of stay of one to two nights
o Desire to be close tdDowntown, proximate to entertainment, restaurants, and retail

e Arelatively high percentage of multiple occupancy

Leisure demand has increased at a compound annual rate of 6.1 penat over the past five
years. Similar to the corporate and group segments, leisure demand has also increased in
the market resulting from the opening of the Hampton Inn & Suites and the Hilton Garden
Inn.

Government Demand

Government demand representthe second largest source of demand room nights in the
competitive market; accounting for 25 percent of total market demand in 2008 or 57,228
room nights. Demand for this government market is primarily comprised of government
officials visiting Fort Detri&k and NCI/SAICF. Other demand such as contractors visiting Fort
Detrick or Bechtel (typically works as a government contractor) may receive a government
rate, particularly when demand is soft and hotels need to fill rooms. Government per diem is
often significantly lower than the market rate, thus, hotels in the competitive lodging market
must effectivelyrevenue manag the government ratein order to maximize RevPARThe
government traveler demand is characterized as follows:

e Government per diem room ras required

¢ Require proximity to place of business and accessibility to major transportation
routes
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Due to the expansion of Fort Detrick, government business has increased significantly over

the past five years. In 2005, there was a significant increaseni government business due to

an increase in activity from Homeland Security at Fort Detrick. Additionally, government
business increased in 2008 and yeato-d at e t hrough 2009 due to an
Affairs business as well as general increases temand at Fort Detrick. Furthermore, the

hotels in the competitive market have the ability to choose when to offer the government

rate depending on the strength of the market. Due to the slight decline in corporate business

from the downturn of the nationd economy, hotels have been more willing to accommodate
government business in 2009 despite its lower per diem rate.
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Evaluation of Potential Demand

In order to both quantify and understand the nature of available demanith Frederick, we
interviewed sveral of the largest employers and organizations throughout the County. In
addition, we interviewed several state associations in Maryland to understand their criteria
for choosing destinations and the place of meeting.he following paragraphs summarizeur
findings.

Transient Demand

We found that with the different companies and organizations throughout Frederick, that
there were significant variances in lodging needs. Some demand generators such as Fort
Detrick, NCI/SAICF, and Bechtel generated thouands of individual travelers on an annual
basis. Other smaller companies generateghywhere from just a fewovernight stays up to a
couple hundred room nights a year. Additionally, we found that these companies
significantly varied on their criteria for skecting their hotel. A number of these demand
generators areaffiliated in some way with the government and require that they pay the per
diem rate. Many others, however, responded that they would stay at an upscale hotel if
such a facility existed. We un@rstand that there are a number of visitors who stay as far as
Bethesda and commute in to the Frederick offices because of the lack of upscale &#irvice
product. Those willing to stay at an upscale fulkervice hotel reported that they would be
willing to pay between $150 and $200. Additionally, many respondents were eager for a
hotel in a Downtown location. The availability of restaurants, retail, and entertainment
within walking distance of a hotel was a positive attribute for many of the respondents.
Furthermore, many of the companies located north oDowntown mentioned the lack of
hotels in that area of Frederick and were hoping for an alternative to the Hampton Inn &
Suites. There were, however, companies that are located proximate to the clusterhaftels
off 1-270 south of Downtown that cited proximity to their offices as beingmore important
than a Downtown location.

After consolidating all of the respondent data, we believe that there will be enough corporate
transient travelers that will be wiling to pay between $30 and $70 higher for a more
upscale hotel in a desirableDowntown location.

Group Demand

In order to evaluate potential group demand at the proposed hotel, we spoke wiseveral of
the same local companies and organizations andsa spoke with several state associations.
Many of the local companies that we spoke with had osite meeting facilities that were
sufficient for much of their meeting needs. Some of these companies mentioned that if they
were to hold a meeting exceeding 20 people, that they would use a third party location.
Other demand generators in the area required the government per diem rate in order to hold
meetings at a proposedDowntown hotel. There were several others, however, that were
enthusiastic about the poéntial for an upscale hotel and meeting venue in ®owntown
location. Similar to comments made for transient travelers, many of the local companies
mentioned that meetings are being held in Bethesda or other suburban Washington
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DC/Baltimore locations dued the lack of existing hotel and meeting facilities in Frederick.
Additionally, many of the meeting planners were actively looking for@owntown site due to
the proximity to restaurants, entertainment, and retail.

We also spoke with several meeting plarers for Maryland state associations. However, we
found that the vast majority of state associations were rate sensitivand would not be
willing to pay a high rate for an upscaleDowntown location. Additionally, those associations
that were willing to pay the high rate were typically looking for a resofbeach location.

Based on our interviews, we believe that there is sufficient demandrom Frederick
corporations to justify the development of a significant amount of meeting space. For larger
meetings, may of the companies estimated an attendance of between 250 to 600 people
and smaller meetings averaging around 50 people. As such, we believe that a ballroom of
approximately 5,000 to 6,000 square feet and several break out meeting rooms
accommaodating appoximately 50 people for each room, would adequately satisfy meeting
demand.
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Hotel Facility Recommendations

In recommending the most suitable product for a proposed hot&8lowntown, we relied most
heavily on the interviews that wee conducted with the tqp demand generators in Frederick
and synthesized this information with the product that would be financially feasible to a
developer

Based onthe interviews, we understand that there are enough hotels that cater to the rate
sensitive and moderately pried guest; however, there are no products that currently exist
that cater to a more upscale traveler. Additionally, with the exception of the Holiday Inn,
there are currently no other hotels that offer lodging and a significant amount of meeting
space in ore facility. As such, we believe that the proposed hotel would accommodate a
significant amount of previously unaccommodated demand. Furthermore amy respondents
felt that there was a need for upscale meeting space accommodating up to 500 people with
upscde on-site lodging. We believe that an upscale downtown hotel with significant amount
of meeting space would induce a lot of new demand into Frederick.

From a development perspective, we recommend the use of green design componekiih

the ongoing trer of sustainability in hospitality today we believe this hotel, given the long
term horizon, should be designed and constructed with sustainable practices. The
hospitality industry has found that though customers will not pay more for their stay, their
preference would be to stay in a sustainable hotel. In addition, since this project will have a
substantial meeting component, the meeting planning industry has voiced a preference
towards sustainable meeting spaces. We have found that government agenciesdan
contractors also give preference to sustainable meeting spaces. All of these items can give
this project a significant market differentiator from other similar projects in the area. Our
experience has shown that the premium for sustainable constructioa between 1 percent
and 2 percentand can have a payback period as short as 286 months. Both the premium
and payback period can be further decreased by federal, state and local tax incentives. It
will also be important to certify the project with one ofthe many certification rating systems
(USGBC, Energy Star, Green Globes). One of the most popular and widely recognized is

USGBCO6s LEED rating system which gives the

practices in the construction and/or opettion of the project. In short, we believe given the
timeframe for completion of this hotel, we strongly recommend this project be a sustainable
development, making sure it will profit from the efficiencies of sustainable development, but
also the need tobe ahead of, or with the curve for hospitality projects.

The following summarizes the recommended features and amenities for the proposed hotel.
The findings and forecasts that are outlined in this document explicitly assume these facility
assumptions:

e Hotel will be professionally marketed, managkeand operated as a 20Groom hotel

e Hotel should be an upscale full-service hotel with a national brand affiliation such
as Hilton, Marriott, Westin, or Hyatt

¢ Hotel should include 14,000 square feet of total usable meeting space.lt should be
noted that in addition to this space, there should be a sufficient amount of support

proj
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space including hallways, administrative space, etc
o 5,000 to 6,000 square foot ballroom
0 4,000 to 5,000 square feet of breakout meeting rooms
0 4,000 square feet of prefunction space

e Hotel should include a restaurant and lounge, preferably with frontage along Carroll
Creek or Patrick Street

e Public areas should includea small gift shop, indoor pool, exercise room, and
business center

e Hotel shodd have a minimum of 1.25 parking spaces per guest room
(approximately 250 parking spacespnd should offer valet parking

e Suggest green design components

Pinnacle Advisory Group and OPX A



Market Supply and Demand Projection Hotel Market Demand Studyd Frederick, MD

Market Supply and Demand Projection

Core Demand Growth

Based on our area analysis, we believe thahe long-term prospects for the Frederick area
are good and that the economy and the local lodgingnarket is poised for growth. The
expansion of Fort Detrick, new development of office, retail, and residential space, as well
as general employment and poglation growth indicate that Frederick is poised forsteady
growth.

For yearend 2009, we have projected that the corporate segment will decline by one

percent to reflect soft corporate demand through June of 2009. In the group and leisure
segment, marketdemand has slightly increased compared to the same period last year, as
such; we have projected that the group and leisure segments will increase by one percent in
2009. In response to an increase in government business and economic uncertainty, the
compditive set of hotels has accommodated a significant amount of government business
so far in 2009. As such, we have projected that the government segment will increase by
30 percent by yearend 2009.

As mentioned earlier in the report, when market fundameals are strong, some of the
higher rated hotels in the market can be selective about offering the government rate. As
such, we anticipate that as the national economy recovers and nagovernment related
businesses recover, that hotels will begin to replacgovernment business with higher rated
business.In 2010, we project that the corporate, group, and leisure segments will increase
by two percent and then increase by three percent in 2011, 2012, and 2013. In the
government segment, we believe that in 201, 2012, and 2013, that demand will decline

by 6 percent per year as hotels in the competitive set choose to accommodate less
government demand.

Extraordinary and Induced Demand

In forecasting potential demand in lodging markets, both core demand (acomodated)
growth and extraordinary demand must be considered. The prospect for core
(accommodated) demand has been articulated in the preceding section for each market
segment. The following briefly describes the theory and rationale behind our estimate of
extraordinary demand.

Whereas core demand growth (also known as accommodated demand) results from
increases in room night demand from the marketd
extraordinary (induced) lodging demand can occur in a market as thesult of new hotel

supply entering the competitive market, significant changes in the competitive environment

(i.e. the opening of a new convention center), or any extraordinary circumstances (i.e. a

market area hosting a special event).

Essentially, he concept of extraordinary (induced) demand can be summarized as situations
in which supply creates demand. In other words, the opening of a property may
accommodate demand which previously did not visit the market due to inadequate
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accommodations, or the unavailability of a branded product to which they are loyal.

Potential induced demand for situations involving new supply can be estimated by:
evaluating the subject mar ket 6s historical perf
reviewing the performace of a comparable market when a similar situation occurred,;

interviewing potential users of the new facility; and/or examining the contribution that comes

from either a central reservation system, or national sales network. Additionally, capacity

constrants that exist within a defined market afford the opportunity for the réntroduction of
accommodated demand into the market when new
inventory.

We have included induced demand from the proposed subject hotel to accountr fsome
new demand as well as unaccommodated demand from peak demand day¥e believe that
there will be a significant amount of new induced demand that will be included into the
market as a result of the newDowntown full-service hotel. Given that an upsde full-service
hotel currently does not exist in Frederick, new demand will be generated from new groups
that previously did not stay in Frederick as well as individual guests that were looking for an
upscale fullservice hotel. This assessment is suppatl by our interviews with potential
demand generators. It is our understandingpased on these interviews that if an upscale
Downtown full-service hotel existed, there would be new groups that would utilize this hotel.
Furthermore, it is our understanding hat historically, there are a number of individual
travelers that commute as far as Bethesda due to the lack of an upscale fskrvice hotel.
As such, after considering previouslyinaccommodated demand due to selbut nights as
well as new demand that wodd be generated as a result of a new hotel, we have induced
approximately 40,700 room nights into the market.

Market Demand Summary

The following table summarizes our market demand projections:

Core Demand Growth

2009 2010 2011 2012 2013 2014 2015 2016
Corporate -1% 2% 3% 3% 3% 0% 0% 0%
Group 1% 2% 3% 3% 3% 0% 0% 0%
Leisure 1% 2% 3% 3% 3% 0% 0% 0%
Government 30% 0% -6% -6% -6% 0% 0% 0%
Extraordinary Demand
2009 2010 2011 2012 2013 2014 2015 2016
Corporate 0 0 0 0 0 6,600 2,500 1,000
Group 0 0 0 0 0 7,400 2,900 1,100
Leisure 0 0 0 0 0 4,000 1,500 600
Government 0 0 0 0 0 8,500 3,300 1,300
Total 0 0 0 0 0 26,500 10,200 4,000
Proj. Growth 7.5% 1.4% 0.3% 0.5% 0.7% 10.4% 3.6% 1.4%
Projected Market Roomnights
2009 2010 2011 2012 2013 2014 2015 2016
Corporate 82,000 83,600 86,200 88,700 91,400 98,000 100,600 101,600
Group 51,600 52,700 54,300 55,900 57,600 65,000 67,800 69,000
Leisure 40,200 41,000 42,200 43,500 44,800 48,700 50,300 50,900
Government 74,400 74,400 69,900 65,700 61,800 70,300 73,500 74,800
Total 248,200 251,700 252,600 253,800 255,600 282,000 292,200 296,300
Market Occupancy 72% 73% 73% 73% 74% 67% 70% 71%

5 Roomnights Rounded to the nearest hundred
Source: Pinnacle Advisory Group
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As illustrated in the table above we believe that ocupancies will increase minimally from
72 percent in 2009 up to 74 in 2013. Given the seasonality of the Frederick market
(occupancies have averaged in the 50s between December and February), we believe that a
74 percent occupancy represents the peak fohis market. It is also important to note that

as the general economy improves, new projects are developed, Fort Detrick expands, and
the population and employment increases, that the market will experience a shift in the
market segmentation. As occupanciescrease during strong demand monthdhotels in the
competitive set will apply revenue management strategies to replace low rated government
per diem rates with highrated business.

In 2014, the consolidated market occupancy is projected to decline t67 percent with the
opening of a new 200room hotel in Downtown Historically, the market has taken a few
years to absorb new supply as evidenced by market occupancy declines experienced in
2007 following the opening of the Hampton Inn & Suites and the Hibn Garden Inn. By
2016, the proposed subject hotelds third year
stabilize. We expect that a fultservice Downtown hotel will induce a significant amount of
new demand as the proposed hotel represents a produahlike any of the hotels that exist

in the market today. Specifically, we believe that the proposed subject will induce new
group business as well as transient upscale demand who were previously staying in
Bethesda as an alternative to Frederick. Combinealith core demand growth in the market,
we believe that market occupancies will increase to 70 in 2015 and then stabilized at 71
percent in 2016.

The stabilized occupancy is intended to reflect the anticipated results of the competitive set
over the holdng period, given any changes in the competitive environment and/or local
economy. Although it is possible that the market will achieve occupancies above this
stabilized level, we believe that it is equally possible for new competition and temporary
downturns in hotel demand to force occupancy below this selected point of stability.
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Projected Performanced Subject Hotel

Projected Subject Occupancy

The extent to which the subject hotel can capture demand in each of the previously

mentioned demand segients was estimated by performing a fair share/penetration analysis

based upon the competitive status of the hotel. Factors considered in this penetration

analysis include the location, concept of the property, quality of the facilities, rate structure,

and historic penetration levels. Within a defined market, if all properties had an equal
competitive postur e, a hotel 0s mar ket penetrat
guestrooms relative to the overall supply. Factors indicating a hotel would possess

competitive advantages suggest a market penetration rate in excess of 100 percent of fair

share, while competitive weaknesses areeflected in penetration rates of less than 100

percent.
Corporate Demand Penetration

The interviews conducted with areacompanies and organizations revealed that there is a
willingness to pay a premium rate for an upscale accommodation in Bowntown location
proximate to Carroll Creek Park, restaurants, retail, and entertainmem/e believe that with

a high quality product an excellent siteDowntown, and a strong national brand affiliation,
the subject hotel will be able to achieve a 125 percent market penetration upon stabilization
or just over 22,000 room nights per year. We believe that stabilization will be achieved in
its third year beginning with a 115 percent penetration in year 1 and a 120 percent
penetration in year 2.

Group Demand Penetration

We believe that the proposed suject hotel with 200 rooms and 14,000 square feet of
meeting space will be able to accommodate a significant amount of corporate and social
demand. Our interviews with area companies and organizationgvealed that there is a
significant need for an upscale facility with both lodging and meeting space. Additionally,
Frederick is host to a sigificant amount of social functions such as weddings, family
reunions, and bar/bat mitzvahs. Several individuals throughout Frederick that we
interviewed expressed the need for an upscale hotel and meeting facility that would be able
to accommodate this bwsiness. Furthermore, the Downtown location is an attractive
attribute for both corporate and social groups. As such, we believe that the proposed subject
will penetrate the group segment at 133 percent in its first year, 138 percent in year 2, and
then stabilize in year 3 at 143 percent.

Leisure Demand Penetration

Many of the existing hotels in the competitive market are located within or proximate to
corporate office parks and are catered more to the corporate traveler. We believe that the
Downtown location of the subject hotel proximate to Carroll Creek Park, retail, restaurants,
and entertainment, will be particularly attractive to the leisure traveler. While many leisure
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travelers to Frederick are reportedly rate sensitive, we believe that there ameough leisure
travelers that will be willing to pay the premium rate to stay at the subject hotel. As such,
we project that the subject hotel will open with a 108 percent leisure penetration in years 1
and 2, and then stabilize in year 3 at a 113 percentpenetration.

Government Demand Penetration

The government per diem rate for fiscal year 2010 (October 1, 2009 through September
30, 2010) is $92. In order for an upscale full-service hotel to maximize average rate, the
accommodation of government demah must carefully be monitored. While many of the
limited-service hotels in the ompetitive set can accommodatea significant amount of
government demand and still be profitable, the higher rated hotels (including the proposed
subject) must accommodate highr rates transient and group demand before
accommodating government demand. As such, we project that the proposed subject will
achieve a 15 percent government penetration in year 1, 20 percent in year 2, and then
stabilize inyear 3 at 25 percent.

Summary of Subject Penetration

The following table outlines the forecast of occupancy, market mix, and penetration rates for
the subject through stabilization and beyond.

Projected Penetration and Market Mix

Roomnights 2014 2015 2016
Corporate 19,638 21,024 22,122
Group 15,053 16,304 17,179
Leisure 9,171 9,458 10,016
Government 1,836 2,562 3,259

Total 45,698 49,348 52,576

Penetration 2014 2015 2016
Corporate 115% 120% 125%
Group 133% 138% 143%
Leisure 108% 108% 113%
Government 15% 20% 25%

Total 93% 97% 102%

Market Mix 2014 2015 2016
Corporate 43% 43% 42%
Group 33% 33% 33%
Leisure 20% 19% 19%
Government 4% 5% 6%

Total 100% 100% 100%

Market Occupancy 67% 70% 71%

Subject Occupancy 63% 68% 72%

Source: Pinnacle Advisory Group

Af ter considering the subject hotel ds ofanti ci pa
patronage by market segment, the proposed subject hotel is forecast to achieve an overall
penetration level 0f93 percent in year 1, 97 percent in year 2, and then will stabilize at
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102 percent in year 3. At these market penetration levels, the subjedbotel is projected to
open at an occupancy 063 percent, increase t068 percent in year 2,and then stabilize in
year 3 at 72 percent. Given that Frederick currently does not have an upscale, fdervice
hotel and our market research indicates that theris a demand for such a productwe
believe thatthe proposed subjectwill achieve above its fair share penetration in the market.

Projected Average Rate

Average rate projections for the hotel were developed by analyzing historical market data in
the competitive set, as well asreviewing specific hotel attributes.

We first determined stabilized rate growth by analyzing the rate growth within the subject
market as well as analyzing the longerm movement of the Consumer Price Index for the
Washington DBC/Baltimore region It is our view that the most accurate marketbased index
for likely change in the future will be supported by the longerm movement of the Consumer
Price Index, which has increased by 3.1 percent fronr1999 through 2008. We believe that
based on market based factors and the movement in the GBI index, that the likely
stabilized average rate growth for the subject property will be three percent.

For this analysis, the average room rate by segment is analyzed and then multiplied by the
segmentds mar ket mi x . The overall average
weighted average rates for each of théour segments. Average rate projections for the
subject property were then developed by analyzirgstorical market data in the competitive

set.

In developing the average rate for the proposed subject hotel, wWigst asked the demand
generators to estimate a rate that they would be willing to pay for an upscalowntown
hotel. Our interviews revealed that the demand generators wereilimg to pay between
$150 and $200 for such a hotel. We then analyzed the achieved rates at each of the hotels
in the competitive set and compared them to national averages of branded faktrvice hotels
versus selectservice hotels. We found that fubservice branded hotels such as Marriott,
Hilton, Westin, or Hyatt would be approximately $30 higher than a seleeservice hotel such
as Courtyard or Hilton Garden InnFurthermore, we supported our average rate projection
by analyzing achieved average rateat other branded fultservice hotels throughout the
Greater Washington DC and Baltimore areas. Following our analysige have projected an
average daily rate in the base year (2008) of $62.71 . Base year projections by market
segment are presented in théollowing table.

Base Year Projections by Market Segment
Average Rate

Corporate $180.00
Group $150.00
Leisure $170.00
Government $90.00
Total $162.71

Source: Pinnacle Advisory Group

Differences in average rate between the different segments were selected based on
interviews with the hotels in the competitive set. On average, these hotels reported
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that the corporate segment achieved the highest rates. In general, any hotel operators in
the market reported that corporate rates were approximately $1@igher than the leisure
segment. This rate differential is supported by differences in rate for the weekday
(predominantly corporate) and weekend (predominantly leisur@yhich was approximately
$10 higher during the weekday. For the group segment, weinderstood that on average,
group rates were approximatel$25 lower than the transient rate. As such, we determined
that the group rate would be #50, while the corporate rdae would be $180, and the leisure
rate would be $170.

While average rate declined by 1.2 percent in 2008 and further declined by 2.3 percent
yearto-date through June of 2009 compared to 2008, we believe that these declines
occurred due to the shifting & demand from higher rated transient and group business to
lower rated government business. As such, we believe that base demand rates for each of
the segments have not declined due to the current economic downturn and will continue to
increase in the futue. As such, we have applied a stabilized inflationary growth rate of three
percent going forward to our base rate of $162.71.As a result of the market growth
increases, we believe that the proposed subject hotel will open at an average daily rate of
$196.42 in calendar year 2014.

The table on the following page summarizes our average rate forecast for the subject hotel.

Projected Average Daily Rate
Frederick , MD

Base Projected Rate of
Period Rate Rate Change
2008 $162.71
2014 $196.42 20.7%
2015 $201.08 2.4%
2016 $206.12 2.5%
2017 $212.30 3.0%
2018 $218.67 3.0%
2019 $225.23 3.0%

Source: Pinnacle Advisory Group

Summary Table

The following table presents the projected average rate, occupancy, aRévPARfor the
subject hotel as well as theestimated rooms revenue for the first five years of operation:

Projection of Occupancy, ADR, and Revenue

Year Occupancy ADR % RevPAR
2014 63% $196.42 $122.96
2015 68% $201.08 2.4% $135.93
2016 72% $206.12 2.5% $148.45
2017 72% $212.30 3.0% $152.91
2018 72% $218.67 3.0% $157.49

Source: Pinnacle Advisory Group
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Financial Projections
Methodology

In order to project financial operating results for the proposed subject property, we reviewed
financial operating data for similar facilities on a linedoy-line basis. Specifically, financial operating
data from the following key sources were analyzed:

e Recent financial operating data from severdranded fulkserviceproperties;

e A custom 2008 PKF Benchmarker reporincluding four branded fultservice hotls in the
suburban Washington DC area; and

e Data from Smith Travel R s e ar ¢ h HOSTREpOrGthat provides data for yeaend
2008 . We present the high, the low, and the averageange of the HOST data, rather than
summarizing all categories studied in theeport.

The following pages include a summary of 2008 HOST data that we used as part of our analysis.
Owing to the confidentiality under which the selectomparable statements were secured, we have
not shown a complete statement for each individual compable. Within each line item discussion
the select comparables are shown using the preferred unit of comparison as Comparable A,
Comparable B, etc.
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HOST Data

10ST Operating Data

Jccupancy
\verage Size of Property (Rooms)
\verage Daily Rate

Revenue

Rooms

Food

Beverage

Other Food & Beverage
Telephone

Minor Operated Departments
Rentals & Other Income
Total Revenue

departmental Expenses (2)
Rooms

Food & Beverage

Telephone

Other Departmental Expense
Total Departmental Expenses

Total Departmental Profit

Jndistributed Operating Expenses
Administrative & General

Marketing

Franchise Fees

Energy

Property Operations & Maintenance

Total Undistributed Operating Expenses

ncome Before Fixed Charges

Management Fees
Property Taxes
Insurance

Reserve for Replacement

ncome Before Other Fixed Charges (3)

Full-Service Full-Service Full-Service Full-Service Full-Service Full-Service
By Chain Affiliation By Region By Size of Hotel By Rate Tier By Location
All Full-Service Hotels Chain Affiliated Middle Atlantic 150-300 Rooms Upscale Suburban
Per Per Per Per Per Per Per Per Per Per Per Per
Ratio (1) Available Occupied | Ratio (1) Available Occupied | Ratio (1) Available Occupied | Ratio (1) Available Occupied | Ratio (1) Available Occupied | Ratio (1) Available Occupied
Room Room Room Room Room Room Room Room Room Room Room Room
67.4% 98.2% 72.5% 65.0% 65.2% 64.2%
305.0 314.0 295.0 217.0 241.0 229.0
$164.3[L $163.3p $218.1f $149.6B $146.1) $137.2]
63.2% $40,426 $165.4p 64.5% $40,703 $164.4p 69.7% $57,999 $219.0B 66.5% $35439 $150.41 67.3% $34,708 $146.84 65.8% $32,311 $137.8|
19.4% $12,392 $50.78 19.3% $12,188 $49.24 16.4% $13,622 $51.44 17.1% $9,088  $38.57 17.2% $8,871  $37.58 18.9% $9,281  $39.6:
4.8% $3,077  $12.6 4.6% $2,897 $11.7 4.5% $3,737 $14.1 4.7% $2,496  $10.5 3.9% $1,994 $8.4. 4.0% $1,964 $8.4
51%  $3287 $13.4 52%  $3309 $13.3 51%  $4,205 $15.8 53%  $2,806 $11.9: 50%  $2,580 $10.9: 6.3%  $3,094 $13.1
0.6% $382 $1.5 0.6% $401 $1.6 0.6% $477 $1.8 0.4% $234 $1.0 0.5% $254 $1.0 0.6% $295 $1.2
50%  $3,185 $13.0 3.9%  $2,462 $9.9 21%  $1,734 $6.5! 4.4%  $2,334 $9.9 4.3%  $2,225 $9.4 3.1%  $1,522 $6.4
2.0%  $1,279 $5.2 1.8%  $1,161 $4.6 1.7%  $1,417 $5.3 1.6% $859 $3.6 1.9% $977 $4.1 1.3% $638 $2.6
100.0% $64,028 $262.1l 100.0% $63,121 $255.04 100.1% $83,191 $314.1p 100.0% $53,256 $226.0B 100.0% $51,609 $218.3p 100.0% $49,106 $209.4
25.4% $10,212 $41.80 25.1% $10,161 $41.0p 25.7% $14,835 $56.0 25.1%  $8,849 $37.55 26.0%  $8,970 $37.95 24.4%  $7,848 $33.4
73.1% $13,706 $56.10 72.6% $13,353 $53.95 80.5% $17,364 $65.58 75.6% $10,880 $46.1f 76.5% $10,289 $43.58 70.7% $10,138 $43.2
117.4% $449 $1.84 113.5% $455 $1.84 119.4% $570 $2.1% 145.0% $340 $1.44 142.2% $361 $1.53 126.8% $374 $1.5.
3.7% $2,345 $9.6 2.9% $1,835 $7.4. 1.7% $1,418 $5.3 3.3% $1,785 $7.5 3.2% $1,682 $7.1 2.3% $1,129 $4.9
41.7% $26,709 $109.3¢ 40.9% $25,804 $104.25 41.1% $34,187 $129.1Pp 41.0% $21,854 $92.78 41.3% $21,302 $90.18 39.7% $19,489 $83.2
58.3% $37,319 $152.7f 59.1% $37,317 $150.7B 58.9% $49,004 $185.05 59.0% $31,402 $133.ST 58.7% $30,307 $128.2: 60.3% $29,617 $126.2]
8.5% $5411  $22.1 8.3% $5,245  $21.1 7.9% $6,554  $24.7 9.4% $4,994  $21.2 8.8% $4,566  $19.3 9.0% $4,420  $18.9:
6.7% $4,275  $17.5 6.7% $4,233  $17.1 5.7% $4,778  $18.0 7.4% $3,924  $16.6 7.0% $3,590 $15.1 7.3% $3,585  $15.3
0.8% $512 $2.1 0.9% $573 $2.3 0.7% $546 $2.0f 1.7% $916 $3.8 1.1% $568 $2.41 1.6% $786 $3.4.
4.2% $2,715  $11.1 4.2% $2,674  $10.8 4.1% $3,420 $12.9 4.6% $2,424  $10.2 4.9% $2,509  $10.6 4.7% $2,308 $9.7:
4.6% $2,946  $12.0 4.6% $2,873  $11.6 4.3% $3,539  $13.3 4.8% $2,548  $10.8 5.0% $2,556  $10.8 4.8% $2,357  $10.0
24.8% $15,859 $64.92 24.7% $15598 $63.01 22.6% $18,837 $71.1p 27.8% $14,806 $62.84 26.7% $13,789 $58.3f 27.4% $13456 $57.5
33.5% $21,460 $87.8! £ 34.4% $21,719 $87.7 1 36.3% $30,167 $113.85 31.2% $16,596 $70.4 5 32.0% $16,518 $69.8: 1 32.9% $16,161 $68.6!
3.3% $2,096 $8.5 3.4% $2,125 $8.5 3.8% $3,174  $11.9 3.0% $1,624 $6.8 3.5% $1,796 $7.6 3.3% $1,620 $6.8:
3.2% $2,080 $8.5 3.3% $2,087 $8.4. 3.7% $3,104 $11.7 3.1% $1,629 $6.9 3.2% $1,629 $6.8 3.2% $1,571 $6.7
1.2% $755 $3.0¢ 1.2% $726 $2.9 0.8% $687 $2.6 1.2% $616 $2.6 1.2% $643 $2.7 1.0% $491 $2.1
2.1% $1,325 $5.4; 2.1% $1,337 $5.4( 1.8% $1,521 $5.7 1.9% $1,008 $4.2 2.1% $1,080 $4.5 2.3% $1,129 $4.7
23.7% $15204 $622ff 245% $15444 $62.4F 26.1% $21,681 $8L8F 22.0% $11719 $40.7f 220% $11,370 $48.1f 23.1% $11,350 $48.3
Notes:

‘igures expressed in 2008 dollars and may not total due to rounding
source: 2009 HOST Report, Year-End Report for the Year 2008

>ompiled by Pinnacle Advisory Group

(1) As a percent of total revenue

(2) Departmental ratios expressed as a percent of departmental revenues
(3) Income before other deductions such as rent, interest expense, depreciation,
property taxes, insurance, or taxes on income
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HOST Data Page 2

10ST Operating Data

Jccupancy
\verage Size of Property (Rooms)
\verage Daily Rate

Revenue

Rooms

Food

Beverage

Other Food & Beverage
Telephone

Minor Operated Departments
Rentals & Other Income
Total Revenue

departmental Expenses (2)
Rooms

Food & Beverage

Telephone

Other Departmental Expense
Total Departmental Expenses

Total Departmental Profit

Jndistributed Operating Expenses
Administrative & General

Marketing

Franchise Fees

Energy

Property Operations & Maintenance
Total Undistributed Operating Expenses

ncome Before Fixed Charges

Management Fees
Property Taxes
Insurance

Reserve for Replacement

ncome Before Other Fixed Charges (3)

For All Categories

Ratio (1) Per Available Room Per Occupied Room
Min. Avg. Med. Max. Min. Avg. Med. Max. Min. Avg. Med. Max.
63.2% 66.2% 66.2% 69.7% | $32,311 $40,264 $37,933  $57,999 | $137.87 $164.02 $157.44  $219.03
16.4% 18.1% 18.1% 19.4% $8,871 $10,907 $10,735  $13,622 $37.53 $44.52 $44.44 $51.44
3.9% 4.4% 4.6% 48%| $1,94  $2,604  $2,697  $3737 $8.44  $1099  $11.15  $14.11
5.0% 5.3% 5.2% 6.3% $2,580 $3,214 $3,191 $4,205 $10.92 $13.12 $13.26 $15.88
0.4% 0.6% 0.6% 0.6% $234 $341 $339 $477 $1.00 $1.38 $1.39 $1.80
2.1% 3.8% 4.1% 50%| $1,522  $2,244  $2,280  $3,185 $6.47 $9.22 $9.66  $13.04
1.3% 1.7% 1.8% 2.0% $638 $1,055 $1,069 $1,417 $2.66 $4.29 $4.42 $5.35
100.0% 100.0% 100.0% 100.1% $49,106 $60,719 $58,189 $83,191 $209.45 $247.52 $240.54 $314.16
24.4% 25.3% 25.3% 26.0% $7,848  $10,146 $9,566  $14,835 $33.49 $41.31 $39.51 $56.03
70.7% 74.8% 74.4% 80.5% | $10,138 $12,622 $12,117 $17,364 | $4327  $51.43  $50.06  $65.58
113.5% 127.4% 123.1% 145.0% $340 $425 $412 $570 $1.44 $1.72 $1.69 $2.15
1.7% 2.9% 3.1% 3.7% $1,129 $1,699 $1,734 $2,345 $4.92 $7.00 $7.27 $9.60
39.7% 40.9% 41.1% 41.799 $19,489 $24,891 $23,829 $34,187 $83.22 $101.47 $98.50 $129.13
58.3% 59.1% 58.9% 60.3% $29,617 $35,828 $34,360 $49,004 $126.23 $146.06 $142.04 $185.04
7.9% 8.7% 8.7% 9.4% $4,420 $5,198 $5,120 $6,554 $18.92 $21.26 $21.20 $24.75
5.7% 6.8% 6.9% 7.4% $3,585 $4,064 $4,079 $4,778 $15.19 $16.64 $16.88 $18.05
0.7% 1.1% 1.0% 1.7% $512 $650 $571 $916 $2.06 $2.70 $2.36 $3.89
4.1% 4.5% 4.4% 4.9% $2,308 $2,675 $2,592 $3,420 $9.78 $10.92 $10.71 $12.92
4.3% 4.7% 4.7% 5.0% $2,357 $2,803 $2,715 $3,539 $10.07 $11.46 $11.21 $13.37
226% 25.7% 257% 27.894 $13,456 $15,391 $15,202 $18,837 $57.54 $62.97 $62.93 $71.15
31.2% 334% 332% 36.399 $16,161 $20,437 $19,028 $30,167 $68.69 $83.09 $79.12 $113.84
3.0% 3.4% 3.4% 3.8% $1,620 $2,073 $1,946 $3,174 $6.82 $8.41 $8.09 $11.99
3.1% 3.3% 3.2% 37%| $1,571  $2,017  $1,855  $3,104 $6.70 $8.20 $7.67  $11.72
0.8% 1.1% 1.2% 1.2% $491 $653 $665 $755 $2.10 $2.68 $2.67 $3.09
1.8% 2.1% 2.1% 2.3% $1,008 $1,233 $1,227 $1,521 $4.28 $5.03 $5.09 $5.75
22.0% 23.6% 23.4% 26.19 $11,350 $14,461 $13,462 $21,681 $48.10 $58.78 $56.01 $81.83

“igures expressed in 2008 dollars and may not total due to rounding
source: 2009 HOST Report, Year-End Report for the Year 2008

~ompiled by Pinnacle Advisory Group
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Financial Projections

A summary of the underlying rationaleand assumptions developed in preparing the estimated
annual operating performance for the subject property is presented below. Fundamental to the
estimates of operating results is the assumption of competent and efficient management at the
property with a well-coordinated marketing plan for the hotel. Among the primary responsibilities of
management is the maintenance of the quality of the facility, the execution of an adequate
marketing effort, and controlling operating costs effectively. Our projectiond cevenues and
expenses have been made in 2008 value dollars, prior to adjustments for variations in occupancy
and inflation; the financial model that we employ then inflates these inputs accordingly.

Inflation and Growth in Revenues and Expenses

The base revenue and expense categories are inflated to reflect current dollars for each projection
year. Different types of inflation can affect each category for the various revenues and expenses,
although a general rate of change has been applied for mostvenues and expense line items. The
Bureau of Labor Statistics the Consumer Price IndexUrban (CPtU) for the Greater Washington
DC and Baltimoreregion increased at a compound annual growth rate of 3.1 percent between
1999 and 2008 . Keepingin mind the Federal Governments ofgoing efforts to keep inflation at bay
and the policy of fast intervention through discount rate increases, we have assumed that the
underlying CPI for the subject area will increase at a rate of three percent annually over the term of
the projection period. The cash flow projection will utilize this underlying rate of inflation
prognostication unless otherwise noted as the core rate of growth for all line items.

There is one exception of a line item that deviates from this rate of grtlwin the context of this
projection. Average daily room rate is projected based on historical trends and market trend
projections rather than inflation.

Departmental Revenues
Rooms Revenue

This line item is based on the number of occupied rooms multiigd by the average daily room rate
for each respective year. Our projections for these components were presented in the lodging market
analysis section of this report. Occupancy has been rounded to the nearest whole percentage point;
however, revenues aréased on projected occupied room nights.

Food and Beverage Revenue

This line item includes food revenues frona restaurant and lounge room service, andfood and
room rental revenues associated with the meeting space. The following table summarizes the
comparable datafrom other comparable propertiesas well as consolidated data from the HOST
report
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Food and Beverage Revenue Comparable Data (Per Occupied Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $118.65
Comparable B - 2005 $114.67
Comparable C - 2006 $75.71 HOST High $81.43
Comparable D - 2007 $80.05 HOST Averag $68.62
Comparable E - 2008 $49.54 HOST Low $56.89
PKF Benchmarker - 2008 $74.80

Selection:

Source: Respective Hotels,HOST Report, Compiled by Pinnacle Advisory Group

In order to project food and beverage revenues for the proposed subject hotel, we first analyzed
revenues on a per occupied room basis for each of th@mparable hotelsas well as the HOST
report We also analyzed revenues foromparablerestaurants and loungs in hotels in Downtown
locations similar to Frederick. Lastly, we analyzed banqueting and catering revenues for comparable
branded fullservice totels with similar amounts of meeting spaceAfter our review, we determined
that the proposed subject hotelwith a restaurant, lounge, r@m service, and approximately 1400
square feet of meeting space would achieve food and beverage revenues$®03.00 on a per
occupied room basis in 2008 value dollars.

Other Operated Department Revenue

This line item will be comprised of telephone revenues, sale of sundridgeom a gift shop and
parking revenues The following table summarizes the comparable data foother comparable
properties although we note that the comparable data presents a wide range of values given the
variance in revenue producing departments.

Other Operated Departments Revenue Comparable Data (Per Occupied Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $18.41

Comparable B - 2005 $5.33 HOST High $14.84
Comparable C - 2006 $4.25 HOST Averag $10.60
Comparable D - 2007 $7.14 HOST Low $7.47
Comparable E - 2008 $5.88

PKF Benchmarker - 2008 $4.47 Selection:

Source: Respective Hotels, HOST Report, Compiled by Pinnacle Advisory Group

After an analysis of the comparable properties, we determined that telephoaed gift shop/sundries
revenues represent approximately4500 per occupied room We also assumed in our analysis that
the hotel will generate revenues from valet parking services. We believe that the proposed subject
will be able to charge a rate of $10 per night, which § comparable (albeit slightly higher) than a
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nearby Frederick parking garage, which is $7 for overnight parking. Afterojecting the number of
potential valet parking users by combining users from overnight guests as well as those visiting the
restaurant and/or attending a banquet function at the hotel, we projected that the subject would
achieve $8.75 per occupied room. Combined, we project that the subject hotel will achieve $12.75
per occupied room in 2008 value dollars.

Rentals and Other Income

This line item will be comprised of commission from iroom movies and guest laundry, and
attrition from cancellations. The following table summarizes the comparable data for other
comparable properties.It should be noted that several of the comparable hotelased categorized
rentals and other income into other operated department revenues. As such, many of the
comparable hotels do not have rentals and other income presented.

Rentals and Other Income Revenue Comparable Data (Per Occupied Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $0.00

Comparable B - 2005 $1.06 HOST High $5.35
Comparable C - 2006 $0.00 HOST Averag $4.29
Comparable D - 2007 $0.00 HOST Low $2.66
Comparable E - 2008 $0.00

PKF Benchmarker - 2008 $3.17 Selection:

Source: Respective Hotels, HOST Report, Compiled by Pinnacle Advisory Group

In order to project rentals and other income revenues for the subject hotel, wiaced the most
emphasis on the consolidated data from the PKF Benchmarker report of selected suburban
Washington DC and Baltimore hotels. As such, we selected $3.00 on a per occupied room basis in
2008 dollars. This selection also is within range of the KDST data.

Departmental Expenses

Rooms Expense
Rooms departmental expenses include expenses associated with the operation of the hotel's rooms
department including front office, housekeeping payroll, cable television expenses, laundry and

cleaning suppies, guest amenities, maintenance contracts, and travel agent commissions. The
following table presents the comparable information for this line item.
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Rooms Exp.Comparable Data (Per Occupied Roo

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $34.23
Comparable B - 2005 $36.52
Comparable C - 2006 $27.54 HOST High $56.03
Comparable D - 2007 $36.71 HOST Averag $41.31
Comparable E - 2008 $27.29 HOST Low $33.49
PKF Benchmarker - 2008 $34.42

Selection:

Source: Respective Hotels,HOST Report, Compiled by Pinnacle Advisory Group

We selected our value for rooms expenses by analyzing expenses on a per occupied room basis and
as a percentage of rooms revenues from the data compiled for the comparable properties and the
composite HOST report. Our value of $.00 on a per occupied room basis in 2008 value dollars
represents a value that is similar to the most comparable properties alyzed and also is within
reason comparative to the range of values listed in the HOST report.

We also analyzed our selection as a percentage of rooms revenues. Our selected value results in a
rooms expense that is 2.5 percent of rooms revenues in thetabilized year. This percentage is
reasonable when compared to the average of the comadble properties analyzed (2 percent)and

is just slightly under therange detailed in the HOST report d24 to 26 percent

Food and Beverage Expenses

Food and beveage departmental expenses include expenses associated with the operation of the
hotel ds food and beverage operations including fo
The following table presents the comparable information for this line item.

Food and Beverage Exp. Comparable Data (PercentofSales)

Comparable Properties HOST Report (2008 $'s)
Comparable A -2008 75%

Comparable B - 2005 69% HOST High 81%
Comparable C - 2006 58% HOST Averag 75%
Comparable D - 2007 75% HOST Low 71%
Comparable E - 2008 66%

PKF Benchmarker - 2008 65% Selection:

Source: Respective Hotels, HOST Report, Compiled by Pinnacle Advisory Group

In making our selection of food and beverage expenses at the subject property, we analyzed food
and beverage expenses as a percentage of total food and beverage revenues at each of the
comparable properties analyzed. After a review of the informatiowe determined that the proposed
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subject hotel would have food and beverage expenses that would B® percent of food and
beverage revenues.

Other Operated Department Expense

Other operated department expense is attributed to expensé&®m the telephore, gift shop, and
parking department The following table presents the comparable expense information for this line
item.

Other Department Exp. Comparable Data (PercentofSales)

Comparable Properties HOST Report (2008 $'s)

Comparable A-2008 47%

Comparable B - 2005 119% HOST High 149%
Comparable C - 2006 79% HOST Averag 130%
Comparable D - 2007 56% HOST Low 115%
Comparable E - 2008 54%

PKF Benchmarker - 2008 112% Selection:

Source: Respective Hotels,HOST Report, Compiled by Pinnacle Advisory Group

As mentioned ealier, the different comparable hotels have varying departments compared to the
proposed subject, assuch; we made projections forthis line item by analyzing expense as a percent
of revenues for telephone, gift shop, and parking separately. Based on an analysis of comparable
hotels for each of these three revenue producing departments, we determined that parking exgeen
would be 75 percent of parking revenues, telephone expenses would be 150 percent of telephone
revenues, and gift shop expenses would be 90 percent of gift shop revenues. When consolidated,
other department expensesare projected to be 89 percent of totdother department revenues.

Undistributed Operating Expenses

Administrative & General
Fixed administrative and general expenses include the salaries of the general manager, personnel
and accounting staff, building security, licenses, liability insurece, administrative telephone, office

supplies, travel costs, and other miscellaneous expenses. The following table outlines comparable
administrative and general expenses.
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Administrative and General Comparable Data (Per Available Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $7,236

Comparable B - 2005 $5,755 HOST High $6,554
Comparable C - 2006 $4,079 HOST Averag $5,198
Comparable D - 2007 $5,982 HOST Low $4,420
Comparable E - 2008 $3,217

Comparable F - 2008 $5,122 Selection:

Source: Respective Hotels,HOST Report, Compiled by Pinnacle Advisory Group

We selected our value for administrative and general expenses by considerihg data on a per
available room basis and as a percentage of total revenues from the data compiled for the
comparable properties and the composite HOST report. Our value 06,850 on a per available
room basis in 2008 value dollars represents a value thats slightly above the average othe
comparable properties of $5392 on a per available room basis. As a percentage of total revenues,
this value results in an administrative and general expense that 0 percent of total revenues in

the stabilized year This percentage is reasonable when compared to both the comparable data and
the HOST report. The average administrative and general expense as a percentage of total revenues
for all comparable propeties resulted in a value of 8.8 percent while the HOST composite
represented an administrative and general expense as a percentage of total revenues dipgrcent.

Sales and Marketing Expense

Sales and marketing expense includes the franchise fees, advertising and promotional expenses, on
site marketing saff, reservations fees, and other marketing fees associated with the selected
Obranddé. Comparable data including is provided

Sales and Marketing Comparable Data (Per Available Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $4,656

Comparable B - 2005 $3,981 HOST High $5,694
Comparable C - 2006 $5,111 HOST Averag $4,714
Comparable D - 2007 $4,493 HOST Low $4,097
Comparable E - 2008 $6,159

Comparable F - 2008 $5,156 Selection:

Source: Respective Hotels,HOST Report, Compiled by Pinnacle Advisory Group

Similar to the administrative and general expense line item, we selected our value for sales and
marketing expenses by analyzing the data on a per available room basis and as a percentage of total
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revenues from the data compiled for the comparable properties and the composite HOST report. Our
value of $7,500 on a per available room basis in 2008 value ddlars represents a value that is most
reasonable when compared to the most comparable properties analyzed. As a percentage of total
revenues, this value results in a saleand marketing expense that is 101 percent of total revenues

in the stabilized year which is reasonable when compared to the consolidated PKF benchmarker
report of 9.6 percent.

Property Operation and Maintenance Expense

This expense consists of the payroll for the engineering department, as well as expenses associated
with the upkeep of the building, grounds and landscaping, painting, maintenance of the electrical
and mechanical systems within the property. The following table includes a summary of the
comparable and industry data.

Property Operation and Maintenance Comparable Data (Per Available Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A - 2008 $2,847

Comparable B - 2005 $3,181 HOST High $3,539
Comparable C - 2006 $2,022 HOST Averag $2,803
Comparable D - 2007 $2,881 HOST Low $2,357
Comparable E - 2008 $1,731

Comparable F - 2008 $2,466 Selection:

Source: Respective Hotels, HOST Report, Compiled by Pinnacle Advisory Group

We selected our value for property operatiorend maintenance expenses by analyzing the data on a
per available room basis and as a percentage of total revenues from the data compiled for the
comparable properties and the compost HOST report. Our value of $2,60 on a per available
room basis in 2008 value dollars represents a value that is most reasonable comparative to the
most comparable properties analyzed. As a percentage of total revenues, our selection results in a
property operations and maintenance expense that 8.5 percent, which is slightly below the
average of the comparable properties (4.3 percent) and the range from the HOST data (4.3 t0 5
percent) However, we believe that this is reasonable given that the proposed subject will benaw
build construction and likely require less mainteance than the average fulkervice hotel.

Utilities Expense

Energy expense includes the cost of electricity, gas, water and trash collection for the subject
property. The following table includes a summary of the comparable and industry data.
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Utilites Comparable Data (Per Available Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $2,785

Comparable B - 2005 $2,418 HOST High $3,420
Comparable C - 2006 $2,221 HOST Averag $2,675
Comparable D - 2007 $3,380 HOST Low $2,308
Comparable E - 2008 $2,324

Comparable F - 2008 $3,151 Selection:

Source: Respective Hotels,HOST Report, Compiled by Pinnacle Advisory Group

Ou selected value is within reason in comparison to the values of the comparable properties as well
as the HOST report. Our selection of %100 on a per available room basis in 2008 value dollars
results in a value which is 42 percent of total revenues upo stabilization. This selection is
reasonable when compared to the average of the comparable properties analyzed 2f78$0 on a
per availableroom basis as well as the value of 4 percent as a percentage of total revenues.

Management Fee

Industry stardards for base fees if operated by a thirdparty management groupd typically range
from 2.0 to 5.0 percent of total revenues, depending upon the complexitpf the operation, the
revenue potential of the property, and other strategic considerations.

Given that a management company and brand have not been selected at the time of analysis, we
have assumed for the purposes of this analysis that a three percent base management fee going
forward would beadequate for the subject property.

Fixed Expenses
Property and Other Taxes

In Frederick market value of newly constructedreal estate property istypically determined using

the cost approach to valuation. However, once theommercial property stabilizesheaviest reliance

is placed on the income appro@&h and may occasionallybe supportedwith the sales approach.The

real estate property assessment is calculated at
estate assessments are conductedvery three yearshowever ecial assessments are conducted

when a property is newly constructedThe tax liability is then determined by applying the nlii rate

to each assessment. fie tax year is represented in fiscal years beginning on July 1 and ending on

June 30.

In order to project the proposed subjecthoted s a s s e s distchnalyzed agsessmeats at the
Courtyard and the Hilton Garden | nn, the hotel &8s
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Comparable Real Estate Assessments

Assessment PerKey
Property Rooms 2009 | 2009
Courtyard Frederick 90 $6,573,800 $73,042
Hilton Garden Inn Frederick 143 $11,849,400 $82,863
Totals/Averages 233 $18,423,200 $79,070

Source: Frederick County Assessors Office

Utilizing the cost approach, we estimated a value of $30 million for the initial hotel assessmen®n
a per key basis, the tax assessment will be $150,000 per key, which is nearly double that of the
Courtyard and Hilton Garden Inn. Combined wh a tax mill rate of approximately $1826 per 100,
we projected that tax liabilities would be $2,699 on a per available room basis in 2008 value
dollars. When inflaed to year 1, we believe that tax liabilities will be approximately $47,000.

Insurance

This expense reflects building and contents insurance covering the subject property.

Insurance Comparable Data (Per Available Room)

Comparable Properties HOST Report (2008 $'s)
Comparable A-2008 $658

Comparable B - 2005 $641 HOST High $755
Comparable C - 2006 $638 HOST Averag $653
Comparable D - 2007 $43 HOST Low $491
Comparable E - 2008 $347

Comparable F - 2008 $330 Selection:

Source: Respective Hotels, HOST Report, Compiled by Pinnacle Advisory Group

We selected our vale for insurance expenses by analyzing the data on a per available room basis
and as a percentage of total revenues from the data compiled for the comparable properties and the
composite HOST report. Our value of &0 on a per available room basis in 2008 value dollars
represents a value that is slightly above the average of the comparable propertied%8 por) andis
comparable to thecomposite HOST reporaiverage of $653. As a percentage of total revenues, this
value results in an insurance expense thati0.9 percent of total revenues in the stabilized year.
This percentage is reasonable particularly when compared to other comparable hotels analyzed,
which resulted in a value 0f0.8 percent and the aveage of the HOST composite of 1.Jercent.

Reservefor Replacement

A provision has been made in our projection regarding a reserve for periodic replacement of
furnishings, fixtures, and equipment (FF&E) as well as other shdited items pertaining to the real

property. We believe that due to the new cortsuction of the hotel that a reserve for replacement of

two percent in the first year of operation, three percent in the second year, and then an annual four
percent reserve over the holding period is adequa
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Cash Flow Projections

Our fiveyear projections for the subject property, prior to debt service and income taxes, are
presented in the table on the following page.

Pinnacle Advisory Group and OPX



Financial Projections Hotel Market Demand Studyd Frederick, MD

10-Year Cash Flow Projection

Forecast of Income & Expense ($,000)
Proposed Downtown Frederick Hotel - Frederick , MD

Year (1) 2014 2015 2016 2017 2018
Number of Rooms: 200 200 200 200 200
Occupancy: 63% 68% 72% 72% 72%
Average Rate: $196.42 $201.08 $206.12 $212.30 $218.67
REVENUES $ % $ % $ % $ % $ %
Rooms 8,976 56.4% 9,923 57.1% 10,837 57.8% 11,162 57.8% 11,497 57.8%
Food and Beverage 6,043 37.9% 6,456 37.2% 6,860 36.6% 7,066 36.6% 7,278 36.6%
Other Operated Departments 738 4.6% 794 4.6% 849 4.5% 875 4.5% 901 4.5%
Rentals & Other Income 174 1.1% 187 1.1% 200 1.1% 206 1.1% 212 1.1%
Total 15,931 100.0% 17,360 100.0% 18,746 100.0% 19,309 100.0% 19,888 100.0%
DEPARTMENTAL EXPENSES (2)
Rooms 2,054 229% 2,194 22.1% 2,331 215% 2,401 21.5% 2,473 21.5%
Food & Beverage 4549 753% 4,744 735% 4,939 72.0% 5,087 72.0% 5,240 72.0%
Other Operated Departments 685 92.8% 721  90.8% 757 89.2% 779 89.0% 803 89.1%
Total 7,288 45.7% 7,659 44.1% 8,027 428% 8,267 428% 8516 42.8%

DEPARTMENTAL INCOME 8,643 54.3% 9,701 55.9% 10,719 57.2% 11,042 57.2% 11,372 57.2%
OPERATING EXPENSES

Administrative & General 1547 9.7% 1616 93% 1685 9.0% 1,735 9.0% 1,787 9.0%
Sales and Marketing 1,763 11.1% 1,831 105% 1,900 10.1% 1,957 10.1% 2,016 10.1%
Property Oper. & Maintenance 611 3.8% 635 3.7% 659 3.5% 678 3.5% 699 3.5%
Utiliies 721 4.5% 753 4.3% 785 4.2% 809 4.2% 833 4.2%
Total 4,642 29.1% 4,835 27.8% 5,029 26.8% 5,179 26.8% 5,335 26.8%
GROSS OPERATING PROFIT 4,001 25.2% 4,866 28.1% 5,690 30.4% 5,863 30.4% 6,037 30.4%
Management Fee 478 3.0% 521 3.0% 562 3.0% 579 3.0% 597 3.0%
FIXED EXPENSES
Property and Other Taxes 645 4.0% 664 3.8% 684 3.6% 704 3.6% 725 3.6%
Insurance 154 1.0% 159 0.9% 165 0.9% 170 0.9% 175 0.9%
Replacement Reserve 319 2.0% 521 3.0% 750 4.0% 772 4.0% 796 4.0%
Total 1,118 7.0% 1,344 7.7% 1599 85% 1646 85% 1,696 8.5%

NET OPERATING INCOME (3) 2,405 15.2% 3,001 17.4% 3,529 18.9% 3,638 18.9% 3,744 18.9%
Source: Pinnacle Advisory Group
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10 Year Cash Flow ProjectionContinued

Forecast of Income & Expense ($,000)
Proposed Downtown Frederick Hotel - Frederick , MD

Year (1) 2019 2020 2021 2022 2023
Number of Rooms: 200 200 200 200 200
Occupancy: 2% 2% 72% 72% 2%
Average Rate: $225.23 $231.99 $238.95 $246.12 $253.50
REVENUES
Rooms 11,842 57.8% 12,197 57.8% 12,563 57.8% 12,940 57.8% 13,328 57.8%
Food and Beverage 7,496 36.6% 7,721 36.6% 7,953 36.6% 8,191 36.6% 8,437 36.6%
Other Operated Departments 928 4.5% 956 4.5% 984 45% 1,014 45% 1,044 4.5%
Rentals & Other Income 218 1.1% 225 1.1% 232 1.1% 239 1.1% 246 1.1%
Total 20,484 100.0% 21,099 100.0% 21,732 100.0% 22,384 100.0% 23,055 100.0%
DEPARTMENTAL EXPENSES (2)
Rooms 2,547 215% 2,624 21.5% 2,702 21.5% 2,783 21.5% 2,867 21.5%
Food & Beverage 5,397 72.0% 5,559 72.0% 5,726 72.0% 5,898 72.0% 6,075 72.0%
Other Operated Departments 827 89.1% 852 89.1% 877 89.1% 904 89.2% 931 89.2%
Total 8,771 42.8% 9,035 42.8% 9,305 42.8% 9,585 42.8% 9,873 42.8%

DEPARTMENTAL INCOME 11,713 57.2% 12,064 57.2% 12,427 57.2% 12,799 57.2% 13,182 57.2%
OPERATING EXPENSES

Administrative & General 1,841 9.0% 1,896 9.0% 1,953 9.0% 2,012 9.0% 2,072 9.0%
Sales and Marketing 2,076 10.1% 2,139 10.1% 2,203 10.1% 2,269 10.1% 2,337 10.1%
Property Oper. & Maintenance 720 3.5% 741 3.5% 764 3.5% 787 3.5% 810 3.5%
Utilities 858 4.2% 884 4.2% 910 4.2% 938 4.2% 966 4.2%
Total 5495 26.8% 5660 26.8% 5830 26.8% 6,006 26.8% 6,185 26.8%
GROSS OPERATING PROFIT 6,218 30.4% 6,404 30.4% 6,597 30.4% 6,793 30.4% 6,997 30.4%
Management Fee 615 3.0% 633 3.0% 652 3.0% 672 3.0% 692 3.0%
FIXED EXPENSES
Property and Other Taxes 747 3.6% 770 3.6% 793 3.6% 817 3.6% 841 3.6%
Insurance 180 0.9% 185 0.9% 191 0.9% 197 0.9% 203 0.9%
Replacement Reserve 819 4.0% 844 4.0% 869 4.0% 895 4.0% 922 4.0%
Total 1,746 85% 1,799 85% 1853 85% 1909 85% 1,966 8.5%

NET OPERATING INCOME (3) 3,857 18.9% 3,972 18.9% 4,092 189% 4,212 18.9% 4,339 18.9%
Source: Pinnacle Advisory Group
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Devebpment Costs

Based on the attributes identified in the development recommendations, input from several
development companies, recent examples of fdervice developments, and the expertise of
OPX, we believe that a 2008room full-service upgale hotel with approximately 14,000
square feet of meeting space wouldhave a construction costbetween $40,000,000 and
$45,000,000 or between $200,0 00 and $225,000 per key. It should be noted that these
cost estimates do not include land acquisition cost estimates.
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Site Analysis and ProposedBuilding Layouts

For the purposes of our study, the City, County, and Chamber of Commerce in Frederick
together with the Downtown Frederick Partnership and the Tourism Council of Frederick
County identified six sites to be aalyzed as potential locations for a proposed hotel.

Each site was carefully analyzed from both a lodging and design perspective. Several site
attribute considerations were identified and then compared amongst the six available sites.

A summary of these #e attributes for all six sites are displayed in the following table.

Site Attribute Comparison

Site Option U

Site Option V

Site Option W

Site Option X

Site Option Y

Site Option Z

Seamless integration with downtown (proximity to core ret
areas)

V

Adequate site size

Allows adequate project height

Walkability of immediate site area

Frontage on Carroll Creek Park

Available sustainable tax credits

\
V
V

< Kl K<

Historic tax credits

Easy accessibility from primary corridors (E Patrick St and/|
East St)

No issues with adjacent site uses (opposition, noise, etc)

Views of Carroll Creek Park

Existing or potential availability of parking on-site or within|
close proximity

Visibility from main access roads

<K K KK KKK KK K

< KK KKK KK

Flat site surface (site topography, geotech, brownfields)

< <K<

< KK KKK KK KK K<

< KKK

< KK KK <

Sloped site surface (may provide additional square feet
compared to flat site due to height restrictions and provide:
great opportunity for underground structured parking)

<

<

Future developments planned adjacent to site

<

<

Unique historic attributes

V

Source: Pinnacle Advisory Group and OPX

From a development perspective, site size, height restrictions, and environmental site issues
will have a significant impact on the ability to develop the ideal hotel facility. Adtionally,
monetary benefits such as costs to acquire the land and tax credits may make certain sites
more or less attractive to a developer. Other site attributes such as availability of existing
parking or the ease of developing parking as well as sitefjography may have an impact on

development costs.
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From a lodging demand perspective, the seamless integration with Downtown, such as its
walkability and its proximity to restaurants, retail, and entertainment, will be one of the
most important factors or the site. The appeal of a Downtown site comparative to other
hotels in the lodging market will be lost the further from the Downtown core the site is.
Other attributes such as accessibility, visibility, Carroll Creek frontage and views, may also
add to the desirability of the site.

After considering the pros and cons of each site, we believe that Sites U, V, and W are more
desirable for development than Sites X, Y, and Z.

For each of the six available sites, OPX has designed a proposed building laydntaddition,
OPX has prepared a list of the pros andons of each site from a design and development
perspective. Each of the proposed building layoutsand site analysisare presented in the
following pages.
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Site Option U(Plan 1)

Site Program:
Confersnez Center:
3,000 Sqft Meeting Roams
3,000 Sqit Prefunction Space
4,000 Sqit Breakeut and Suppeet
1stFhor
14,000 Sqft LebbyFitness
6,000 Sqit Restaurant
6,200 Sqft Back of House and Suppert
Guest Roons: 225 (100,200 Sqft)
Tetal Hotel and Confersnca: 141,400 Sqft

Retail

178200 Sqft

Above Grade Parking:
(+/-338 spaces)

Lobty / Restaurant o Lt Flaor + ity

3 Sturles = 78 Rooms = §nmmmms

- Pres:

' Good visitility from East St.
Larga Development Sits.
Al amenities are on sita.
Connection with Downtown retail.
Additonal parking for bcal area.
Petantial site amenity fer the conmunity.
Incraased Desnsity and urban comer at
East Streat

Cons:

Diffizult Access Wa onzway strest.
Release bt from USPS 15 raquired.

Wove existing post offics facility.

Pessible additional development oost dus
tolarge site.

Patantial nieghberhood oppasitica.
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Site OptionU (Plan 2)
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