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Dear Mr. Jones

Pursuant to your request, we herewith submit our Market/Feasibility/Highest
& Best Use Analysis pertaining to the above-captioned project. We have
inspected the site and neighborhood and have analyzed the hostelry market
conditions in St Marys and the region. In Chapter 3, St Marys and Environs,
we evaluated the tourism resources of St Marys and Cumberland Island and
the Submarine Naval Base as a demand generator and other sources of
lodging demand.

In Chapter 1, Nature of the Assignment, We have summarized incentives and
concessions available or under consideration; in Chapter 13, Reconciliation of
Valuation Indications and Conclusions, we have commented on subsequent
action taken in our analysis. Also in Chapter 13, we presented
recommendations that should further motivate an investor. In Chapter 2,
Description of the Land we concluded that the site is premier waterfront land
that offers excellent views of the harbor, the salt-marsh and Cumberland
Island. It also has a deep water harbor with boat docking privileges for 18
slips. The river represents an amenity to the SMIG project as well as an
important access point for boating tourists as potential guests. St Marys is tied
to the sea via its once vibrant waterfront. Previously it was a main port city
when 200 to 300 ships lay in the river and shipbuilding and related industries
were St Marys economic engine.

We have conducted a Highest and Best Use Analysis, summarized in Chapter 8.
In our analysis we considered all uses that were within the guidelines
established for the St. Marys Intracoastal Gateway Project by its committee.
Also in the final Chapter 13, Reconciliation of Valuation Indications and
Conclusions we presented a reconciliation of value indications and overall
conclusions. The maximally productive use of the subject land without
incentives or concession is to hold for future speculative development with
resort, residential or related uses. With incentives and concessions applied as
stated in the analysis, there is profitability to an investor who completes a
hotel/resort development.

Our analysis includes the Georgia Tourism Development Act incentive, the
Military Zone Tax Credit and a 25% Property Tax Abatement for a limited
period. Concessions from the city include the land, the parking on Ready




Street and the boat dock with 16 slips. We also considered that there would
be less restrictions on building height for site efficiency and in consideration
of development costs and overall feasibility. Other incentives were reviewed
but were unquantifiable and are commented on in Chapter 13. We
recommended that these other incentives referenced be further investigated.

Other concessions, not considered in our analysis, that would be mutually
beneficial, include an operation agreement (or lease) for the Orange Hall as
an upscale corporate civic conference venue. Plum Orchard perhaps could be
an offsite event venue, if there was consensus. .An agreement with
Cumberland Island or its concessionaire for “fast” boat service access or “on
demand” service would benefit the project. An operation agreement for
luxury “eco-camps” for example ten units, would create a strong ecological
theme for marketing and increase potential rooms’ revenues. Such
agreements would also create synergies and strengthen the properties ties with
the waterfront, the Historic District and Cumberland Island. These
additional concessions should be investigated further and considered as they
enhance the project and create greater financial viability. Further
concessions have not been included in our analysis but are recommendations
that would increase viability and lead to a greater development result for the
city.

In Chapter 12, Forecast of Income and Expense, We presented three scenarios
and concluded with value indications by using a Discounted Cash Flow
(DCF) Analysis. We also examined Comparable Hotel Sales in Chapter 10 and
a Development Cost Analysis in Chapter 11, and concluded with our opinion
of profitability applicable for each scenario. We evaluated three hotel types in
the scenarios and concluded with the profit after development costs for each.
The three hotel options were a Full Service Hotel and two upscale select service
hotels- Aloft and Hyatt Place. The full service hotel provided the least
entrepreneurial profit but the highest valuation, while the Aloft provided the
highest profit but the least value. Aloft was the most financially viable and
feasible of the three. Should the full service hotel be modeled on the Aloft in
terms of efficiency then it may be viable with an adequate return but it would
depend on the franchise affiliation. There are other upscale brands that are
suitable that should also serve the potential demand. The key considerations
are style, whether their development costs can be financially supported, and
the risk parameters and motivation of the investor.

The SMIG site does present a good opportunity to an investor to be the
catalyst in creating a new destination, in a market that is secretly rich in
tourism resources and that has special access to Cumberland Island and links
with the waterfront and Historic District. The location is the premier site, in
a city that once revitalized, should bolster revenues and improve profitability
for the subject resort and for St Marys businesses overall.

In Chapter 8, Highest & Best Use Analysis other stand-alone uses were
considered including retail, residential, spa, independent restaurant but were
not deemed financially viable as stand-alone developments. Full service
marina use was considered already well provided for in St Marys. The




commercial uses such as marina, spa retail were beneficial and contribute
value, as smaller components of a resort development.

Finally, we recommend that the next steps for the SMIG committee as
follows. The SMIG committee should foremost consolidate consensus on the
full range of concessions and incentives to be provided. In an RFP (Requests
for Proposals) an investor should be invited to structure an appropriate long
term ground lease based on all the benefits (concessions and incentives)
provided or confirmed to the city. The more favorable the benefits the higher
the terms offered to the city and the results would therefore be market driven.
An upscale hotel is an essential component in the revival of the waterfront
and its impact will greatly impact the economy of St. Marys and directly
influence future development and overall economy of St Marys.

Very truly yours,
IHEI Hotel Consulting International

Division of O & R Valuations, Inc.

Thomas F. O'Neill, CRE, MAI, FRICS ISHC, CHA
Managing Director




Nature of the Assignment 1

1. NATURE OF THE ASSIGNMENT

SUBJECT OF STUDY AND ST MARYS VISION

He subject of the study is the St. Marys Intracoastal Gateway (SMIG)

Project. The project is owned by the city of St Marys and its redevelopment
is being directed by its Department of Economic Development and the St.
Marys Intracoastal Gateway Committee. It acts under the Authority of the
City Council, and in conjunction with the Downtown Development Au-
thority (DDA). The City’s Department of Economic Development has en-
gaged the services of Hotel Consulting International to conduct Mar-
ket/Feasibility/Highest & Best Use Analysis on upscale hotel development.
The SMIG Committee’s mission and objectives are to identify, pursue and
implement with City Council approval, appropriate development and fund-
ing for the SMIG site with open public participation. A process for the
sale/lease of the St. Marys Intracoastal Gateway Project is in its early stages.
The committee’s vision is to create a citizen and visitor destination while
guaranteeing public access, environmental enhancement, and economic de-
velopment which is fully compatible with Historic Downtown St. Marys.

PROJECT AND HOTEL CONSULTING INTERNATIONAL ASSIGNMENT TO DATE

The property was acquired by the city of St Marys at auction June 17" 2010 for
$1,300,000. The SMIG Committee consensus in pursuing their vision for devel-
opment and or the sale/lease of the SMIG Project was a two part process. The
first segment was to be RFI/RFQ (Request for Interest/Qualifications and the sec-
ond segment was to be a RFP (Request for Proposal). A Request for Qualifications
(RFQ) was undertaken with a June 8" 2011 deadline and The Foram Group was
deemed financially capable and appropriately qualified for the project). The City’s
Department of Economic Development engaged the services of Hotel Consulting
International to conduct an assignment. Our engagement agreement was cap-
tioned Proposal for Market/Feasibility /Highest and Best Analysis of
Aloft, Hyatt Place or Similar. The assignment start date in St Marys was Febru-
ary 10" 2013 and fieldwork and fact finding commenced that week.

OBJECTIVE OF THIS STUDY

The objective of this study is as follows:
To perform a Highest and Best Use on the property so as to identify
appropriate development that is compatible with the SMIG mission
statement.
The SMIG vision identifies a citizen and visitor destination use
development that ensures public access, environmental enhancement,
and economic development which is fully compatible with Historic
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Downtown St. Marys. Our Highest & Best Use will examine and
consider these objectives.

Our Highest and Best Use Analysis examines, hotel use as it is
compatible with the SMIG mission statement. Other uses considered
include stand alone meeting/conference/wedding center, marina
facilities, restaurants, retail amongst other uses.

Our Highest and Best Uses considers those uses that are maximally
productive and ensures profitability for an investor.

Our Highest and Best Use also considers uses that are likely to lead to
further economic development. Our intepretation of guaranteeing
economic development is that use which will spur further development
and improvements in St Marys. The SMIG project should act as a
catalyst to promote the future of St Marys as a tourism destination, to
to be more than a ‘gateway ' to Cumberland Island.

Our Highest and Best Use will consider hotel product types, services
and amenities that are compatible with the the stated obectives and
market dictates .

Our assignment incorporates a market study that examines supply,
demand factors impacting St Marys.

In our analysis we will examine the project with hypothetical conditions
that incorporate development incentives that are necessary to solicit and
attract reliable investor/ developers.

Our study will conclude with an opinion of feasibility and a summary of
incentives considered. We will also comment on additional incentives
and concesssions that may be required to increase the viability of the
project.

USE OF THE STUDY

This study was prepared solely for the Economic Development Department,
City of St Marys and their consultants the Foram Group. The information
presented in this report contains confidential information and third party
information that may not be shared with other parties. It should not be
disseminated to the public without the express written consent of Hotel
Consulting International and Economic Development Department. Inves-
tors should conduct their own due diligence. This study should not be re-
lied on solely as the basis for an investment decision or decisions on incen-
tives and concessions that may be offered.

ASSUMPTIONS

The following assumptions were made regarding the proposed develop-
ment:
1. The project will be operated by competent management throughout the
projection period.
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2. The property will be affiliated or franchised with well-known successful
brand(s).

3. Most analysts predict that the economy will continue its recovery for the
next 3 years and that sequestration or military spending cutbacks will
not severely impact the Naval Submarine Base Kings Bay or the regional
economy over the medium term.

4. No major man-made or catastrophic disaster such as hurricane or finan-
cial crisis will occur that would severely impact the tourism in the region
or St Marys.

EFFeCTIVE DATE OF STUDY

The effective date of this study is March 1% 2013. All projections are ex-
pressed in inflated dollars, and the value estimate represents dollars as of
the date of operation commencement. The date of operation is assumed to
be September 1%, 2015. The study, forecasts and conclusions are valid for
an opening date within six months of September 1%, 2015.

INSPECTIONS

St Marys, Kingsland, the Naval Submarine Base Kings Bay, Cumberland Is-
land were visited by Thomas F. O’Neill, CRE, MAI, ISHC, FRICS during
fieldwork which occurred between February 10™ and 14™. Hotels deemed
relevant to the study were visited and included in the analysis. Over 35 in-
terviews were conducted with representatives of City of St Marys, City of
Kingsland, Camden County, and Naval Submarine Base Kings Bay, Na-
tional Park Services, St Marys Businesses, local hotels and other contacts.

Fee Simple Interest “absolute
ownership unencumbered by
any other interest or estate,
subject only to the limitations
of eminent domain, escheat,
police power and taxation®

3The Dictionary of Real Estate

Appraisal. Study Institute, Chi-
cago, IL, 1989, p.12.

PROPERTY RIGHTS ANALYZED AND EVALUATED

The property rights being evaluated include the fee simple interests in the
properties, as well as the improvements, including all furniture, fixtures,
and equipment of all components. The proposed hotel is evaluated as a go-
ing concern i.e., as open and operating facility. It is also evaluated as fee
simple. If a ground lease is introduced it will become a lease fee interest and
the property value should be discounted by the value of the lease.

METHOD OF STUDY

The methodology used to develop this study is based on the market re-
search and valuation and feasibility techniques approved by the Appraisal
Institute. Historical performance data in the market has been reviewed and
analyzed. To arrive at an estimate of feasibility, an income capitalization ap-
proach, which is based upon a forecast of income and expense, is primarily
relied upon. Cost and sales comparisons are considered in the reconcilia-
tion of conclusions. The report is a concise document identifying the enti-
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ties evaluated and setting forth the scope of work, the assumptions made
and conclusion. The following table illustrates the process.

)
Identify and Define Use and Purpose of Assignment I
Scope of Work I
~ |
I Specific Data I
I General Data I I
Economic Location Subject Property Comparables
Economic base trends Market Trends )
Site SWOT Performance of Com-
Tourism Market Market Penetration parables and similar
Strength/Weakness Demand Generators Waterfront character- products
statistics istics
Investment Climate i Trends in Comparable
Food & Beverage Support services and Sales
Natural or man-made Marina Facilities amenities
disasters/ Comparable Operat-
Conference & Meeting ing Statements
Local, regional & in- Space*
Economic risks ternational demand Comparable Devel-
Financial Performance opment t Costs
Increased Supply of Industry Sector
I I Analysis ¢f Product I
Forecast of Income & Expense|& Investment Value Indications I

Comparable Hotel Income Analysis Cost Analysis
Sales An Income Analysis is the primary
A value indication may be objective of this study. The conclu- The cost approach (not pre-
derived by comparing the sion of net operating income (NOI) is sented) is considered in the
subject with actual sales of valued by a DCF Method. The in- reconciliation of values.
similar hotels. vestment value indjcation is the pri-
T mary considerationfin developing an
opinion of market value.
\/E
Feasibility Conclusions I
Product Conclusions I
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INVESTOR/DEVELOPER INCENTIVES

The following are the incentives and a comment and action taken is entered
in Chapter 13: Reconciliation of Value Indications and Conclusions.

HB 0234 - Georgia Tourism Development Act:

This bill creates the Georgia Tourism Development Act to promote the de-
velopment of new tourism attractions or expansions of existing tourism at-
tractions that are supported by at least 25 percent from out of state visitors.
It authorizes the incremental increase in state and county/city sales tax
generated from the project to be applied toward a tax refund up to 25 per-
cent of the project costs over a ten year period. To qualify the project must
have a cost in excess of $1 million, be approved by the local governing au-
thority, the Governor and enter into an agreement with the Department of
Community Affairs. Tourism projects include cultural or historic sites, rec-
reation or entertainment venues, and convention and hotel conference cen-
ters.

Military Zone Tax Credit: Businesses locating within the Military Zone and
creating at least two fulltime jobs can take advantage of a tax credit of
$3,500 per job claimed against their Georgia Income Tax liability.

Employment Incentive Program (E.I.P.): The EIP is a financing program
that may be used in conjunction with traditional private financing to carry
out economic development projects which will result in employment of low
and moderate income persons. Many types of projects can be financed with
EIP funding. However, projects creating opportunities for low and moder-
ate income persons to advance themselves by obtaining employment, great-
er job security, better working conditions, job training, enhancement of
workplace skills and advancement opportunities receive the greatest consid-
eration.

State Historic Preservation Tax Incentives: The Georgia State Income Tax
Credit Program for Rehabilitated Historic Property allows eligible partici-
pants to apply for a state income tax credit equaling 25% of qualifying re-
habilitation expenses capped at $100,000 for personal, residential proper-
ties, and $300,000 for income-producing properties. The credit is a dollar
for dollar reduction in taxes owed to the State of Georgia and is meant to
serve as an incentive to those who own historic properties and wish to com-
plete rehabilitation.

The Georgia Preferential Property Tax Assessment Program for Rehabili-
tated Historic Property allows eligible participants to apply for an 8-year
property tax assessment freeze. This incentive program is designed to en-
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courage rehabilitation of both residential and commercial historic buildings
by freezing property tax assessments for eight and one-half years.

Facade Grant Program: Businesses located within the Downtown Devel-
opment Authority boundaries are eligible to apply for a facade grant. Exte-
rior improvements to buildings can be made with facade grant funds. Eli-
gible improvements include exterior signage and lighting, facade painting,
roof and building code repair, landscape improvements, and etc. Architec-
tural design assistance is also available.

Redevelopment Fund: Redevelopment projects can be the most challeng-
ing economic and community development projects a local government
undertakes. The Redevelopment Fund gives local governments’ access to
flexible financial assistance to help them implement projects that cannot be
undertaken with the usual public sector grant and loan programs. The Re-
development Fund finances locally initiated public/private partnerships to
leverage investments in commercial, downtown and industrial redevelop-
ment and revitalization projects that wouldn't proceed otherwise.

Local Revolving Loan Funds (RLF): Local Revolving Loan Funds (RLF) are
potential sources of funding for new or expanding businesses in select areas
throughout Georgia. The goal of each RLF is the creation of job opportuni-
ties, primarily for low- and moderate-income persons. Funds for each RLF
are capitalized with a Community Development Block Grant (CDBG) Em-
ployment Incentive Program (EIP) grant that is loaned to a private business
or a Redevelopment Fund (RDF) loan(s). As loan repayments are made, the
RLF is capitalized by the local government that was the recipient of the ini-
tial CDBG EIP or RDF award. RLF loan applications are received and re-
viewed by the local RLF committee and government that operate the RLF.

GA Cities Foundation Revolving Loan Fund (GCFRLF): Applications are
evaluated based on leadership, accountability, long-term sustainability, and
potential for private investment. Projects should encourage spin-off devel-
opment, add jobs, promote downtown housing, or add to the cultural en-
richment of the community. Each application must also undergo credit un-
derwriting. Eligible Projects include real estate acquisition, building rehabil-
itation, new construction, green space and parks. Ineligible uses of funds
are operating expenses and administration, local revolving loan funds, pub-
lic infrastructure projects, streetscapes, and facade projects.
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DCA Downtown Development Revolving Loan (DDRLF): The purpose of
the Downtown Development Revolving Loan Fund (DDRLF) is to assist cit-
ies, counties and development authorities in their efforts to revitalize and
enhance downtown areas by providing below-market rate financing to fund
capital projects in core historic downtown areas and adjacent historic
neighborhoods where DD RLF will spur commercial redevelopment.

Equity Fund (One GA): The purpose of the Equity Fund is to provide a
program of financial assistance that includes grants, loans and any other
forms of assistance authorized by (O.C.G.A.50-34-1 et seq.) to finance activ-
ities that will assist applicants in promoting the health, welfare, safety, and
economic security of the citizens of the state through the development and
retention of employment opportunities in areas of greater need as defined
by the Georgia Business Expansion and Support Act of 1994, as amended
(O.C.G.A.48-7-40).

Main Street Community: As part of the DDA Downtown District, St.
Marys has been designated as a Main Street Community, with design ser-
vices made available through partnerships with The Department of Com-
munity Affairs, Georgia Trust for Historic Preservation and the University
Of Georgia School Of Environmental Design. Technical assistance may in-
clude: = Facade rehabilitation drawings and specificationse Paint colors
and signage recommendations= Review and assistance in drafting of land-
scape, parking, and sign ordinancese Schematic streetscape designe In-
town and historic neighborhood in-fill design assistance= corridor man-
agement and traffic planning assistance= landscape horticultural assistance
for public and community buildings= Park, recreation, and trail system
planning and design.

INVESTOR/DEVELOPER CONCESSIONS

The following are the concessions and incentives that may be available with
the comments on action taken and recommendations considered in Chap-
ter 13: Reconciliation of Value Indications and Conclusions.

The Site The site was purchased by the city of St Marys for $1,300,000 at
auction on June 17" 2010 as a tourism asset. The land will be used for de-
veloping a tourism project that will serve as a catalyst for further economic
growth.

Parking on Ready Street: The site is small for hotel development of signifi-
cant size and we recommend that the section of Ready Street south west of
the subject from its intersection with East Stable Alley be contributed as
land for additional parking to the project.
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Boat Dock with 16 Slips: extension of the Dock permit for the existing
eight slips + the additional eight slips has been approved by DNR. Exten-
sion is to March, 2016. This permit does not cover any future “mooring
field” initiative. If appropriate and of value, this could be by the private sec-
tor or as part of the SMIG project. The dock and 16-slip are assumed to be
part of the project and enhance the site. Any separation of these rights
would not only be negative for the project but also difficult to accomplish.

The Buildable rights — A Minimum of four stories may be necessary due to
the size of the site and for building and operational efficiencies. Separate
buildings as suggested by the Historic Preservation Society would handicap
the property and unlikely to be approved by hotel franchise companies.
However, additional restaurant, retail, small spa or meeting space could
have separate buildings as proposed by HPS.

Orange Hall — The Highest and Best Use of Orange Hall is likely as a venue
for conferences, corporate events and training courses. The facilities should
include reception rooms, boardroom suites and teleconferencing. Smaller
operations usually are marginally profitable on due to scale but if operated
in conjunction with an upscale hotel, that also had significant meeting and
conference space and the specialized management necessary, the synergies
would likely result in economic benefits. A lease or operating agreement on
Orange Hall with a capable operator that has professional staff to operate as
an upscale facility in cooperation with the subject’s meeting space, would be
mutually beneficial. It would also increase the link between the hotel and
the historic city.

Waterfront and Howard Gilman Memorial Park The hotel could also
provide services such as catering for the Waterfront Howard Gilman Me-
morial Park. With the expansion of the boardwalk to the subject site the
synergies would be even greater.

Cumberland Island: While under the domain of the National Park Service
greater synergies between an upscale hotel could be generated by providing
the National Park Service and Cumberland Island with upscale services that
would complement the Greyfield Inn endeavors. The hotel project opera-
tion would benefit from a concession of a luxury eco- camp (+10 units) on
the island similar to such offerings in exotic locations such as Africa and the
Middle East. It would create a greater link with the mainland and St Marys
and provide additional support as a revenue generator to the subject tour-
ism project. It would also benefit the NPS with additional revenues and a
very high end camping product for visitors who are not comfortable with
rugged camping.

The Marsh Walk Extension: The city previously envisioned expansion of
the Marsh Walk. The lot Parcel id number S41 11 001 of 0.43 acres at 0 East
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Bryant Street valued by the County Assessor at $6,450. It is unbuildable but avail-
able for a marsh walk. We recommend that this inexpensive land should likely be
folded into the project so as to protect the marsh and provide a walk as an amenity
to the hotel.

Transportation System with the Toonerville Trolley.

With a major tourism project and revitalization the city should consider
recreating the Toonerville Trolley, as a tribute to cartoonist Roy Crane and
his comic strip. The quaint little car that played a major role in Crane’s sto-
ry line, or a replica could be functional with small expenditures. It would be
a unique tourist attraction as well as a mode of transport. The current over-
sized golf cart is functional but will not be a center piece.

Landscaping Revitalization at east end of St Marys Street should be a prior-
ity of the city and should be a neighborhood project of DDA and Main
Street Community. The technical assistance and financial incentives would
be beneficial. This area of East Mary Street to Ready Street is poorly main-
tained and unattractive and discourages pedestrians.

Hotel Consulting International (HCI) Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.net
























































































































































































































































































































Highest and Best Use 113

As if Vacant. Land Value is derived from potential use rather than actual
use. The highest and best use is that which generates the greatest return to
the land. An analysis as the highest and best use of the land should be
made first and may be influenced by many factors. In estimating the
highest and best use there are four stages of the analysis.

1. Legally permissible uses in terms of zoning regulations, deed
restrictions, lease encumbrances, or any other legally binding code.
The property is zoned “Zone C-1 (Central Business District)” In
general, the C-1 zone permits downtown businesses similar to that
already existing, and permits existing single family to remain, plus
permits floors above the main floor commercial to be used for
residential purposes. Hotel, restaurant and related uses are expressly
permitted in the C-1 Central Business District zoning classification.

2. This zoning designation requires adherence to construction codes.
The C-1 zone has zero feet front, side and rear setbacks, and 45 feet
maximum height above the base flood elevation. Parking
requirements are as per the ordinance, however, and the area
required for parking and storm water mitigation needs to be
addressed as part of the site plan. Maximum coverage is 100%. A
buffer is required between any commercial zone and any residential
zone. The Site is half in Zone AE (EL 11) and half in Zone VE (EL
11). On this site, the VE designation is expected to govern. This
requires the bottom of the structural members of any occupied
portion of the structure be constructed 12” above Elevation 11.

3. The physical adaptability of the land. The topography of the land
comprising +2.8 acre parcel is crowned and graded to drain to the
adjacent marsh and river. The property is accessed from Ready
Street near the intersection with Stable Alley. The tract is superior
waterfront land that offers superior views of the harbor, salt-marsh
and Cumberland Island and is at the eastern edge of city’s historic
downtown area. It possesses uunrestricted public access to the St.
Marys River. It enjoys a deep water harbor and its advantages.

4. Financial feasibility considers the market influences of supply and
demand forces and the economics of increasing and decreasing
returns. The following uses were considered:

Tourism resort use is an appropriate use and one that is
significantly underserved in St Marys. In our Hotel Market
Analysis we calculated based on the bed tax that rooms’ revenue
for the city was less than $2 million. The city has good quality
rooms’ inventory, an attractive boutique style hotel, award
distinguished B&B’s but many travelers are seeking branded
hotels and are staying instead in the Kingsland or other areas on
route. Although St Marys is well positioned with marketing
material and a billboard at the Georgia Welcome Center, many
visitors do not have advance knowledge of hotel options and
thus choose recognizable hotels in other areas along the route
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such as Kingsland and hotel hospitality hubs close to the
interstate. The demand that exists in the market in
unaccommodated demand for St Marys. We have examined
closely the tourism facilities, amenities, attractions and support
services for St Marys. We have considered that St Marys is the
Gateway to Cumberland Island. The SMIG project, if conceived
well, should encourage visitation and has the opportunity to be
a destination and a suitable base for touring the region. While
St Marys has many attractions, tourists tend to be interested
primarily in Cumberland Island. Because of the ferry schedule
and the time required to cross the river, visitors tend to be on
their way once the ferry returns.

There is also demand generated by the city, business visitors and
the Naval Submarine Base at Kings Bay. In addition there is
demand generated by residents’ relatives, wedding and social
gatherings. As there is little overnight visitors, restaurants and
other support services typically close early once demand has
dropped. This situation if primarily dictated by the current
demand. While St Marys has much to offer, it is not obvious to
the visitor and there are no brand hotels that are typically
required to induce demand. The lack of overnight visitors is
reflected in the low rooms revenues that we estimated from the
bed tax collected. Kingsland area hotels also underperform
which is indicative of a soft market regionally. Hotel use is the
best use to create the economic impact sought by the SMIG
commission. It will generate revenues for St Marys restaurants,
shops and visitor support services. No other use will generate
significant overnight visitation for St Marys due to the current
limited inventory of 241 rooms.

Residential use is also an appropriate use and was a former use
proposed for the site. Due to current residential market
conditions, which remain depressed, condominium, apartment
or residential use would not produce the highest use and does
not represent a feasible use at this time. However, it is a future
use and the site could be held for future speculation. In
addition it does not comply with the guiding principles of the
SMIG committee and is a use that will not provide minimum
community access. In addition, the site is not large enough to
incorporate a residential component into a mixed use project.
We also considered stand-alone commercial uses such as retail
or a stand-alone restaurant. These uses are already provided
locally and these eateries are in need of additional demand not
competition. These stand alone uses, would likely capture little
new business, but draw primarily from existing businesses in the
city.  They would also be handicapped initially by the
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dilapidated condition of the immediate neighborhood at East
Marys Street. They would of course benefit from attractive
waterfront. However, these uses should be part of a tourism
product that is primarily a hotel or resort. Such ancillary uses
would create synergies with the waterfront and the Howard
Gilman Memorial.

We also considered a stand-alone marina. There is approval for
a 16-slip marina with 8 slips and a dock currently in place.

We also considered unaffiliated Spa, Spa Hotel, Wedding Hotel
or Conference Center uses. These uses would require significant
guest accommodation and may not be suitable for much of the
current demand at Cumberland Island, the Submarine Naval
Base and other visitors to the area.

We also considered boutique hotel use and believe that use is
well provided for by the Riverview Hotel and is complemented
by the B&B’s. A small boutique hotel may be a viable use
particularly if land was provided as an incentive. In our opinion
it would not be the maximally productive use of the site and
may not generate significant new demand as the lack of identity
will be a marketing challenge.

We also considered Theme Park, Waterpark, Visitor Exhibit
Attractions, Museums and similar. These uses may be desirable
but are very speculative and there are other larger sites that
could be utilized for these uses. The handicap of a major brand
hotel being absent would remain. Museums and exhibits do not
need to occupy a prime waterfront parcel and there are many
other sites that would be suitable.

5. Maximally productive use is the most appropriate use of the land
in terms of net return. The maximally productive use of the
subject land without incentives or concession is to hold for
future speculative development with resort, residential or related
uses. With incentives and concessions applied as stated in the
analysis, there is profitability to an investor who completes a
hotel/resort development.

The other uses that were reviewed are: retail, residential, spa and
full service marina. Independent restaurant as a standalone use
were either not financially viable or incompatible with SMIG’s
mission. Some commercial uses are viable as smaller
components of a large scale resort. Our analysis concludes with
the maximum incentives and concession should be available to
an investor if necessary. They include the land, the Ready Street
Parking, the Boat Dock with 16 slips, flexibility with the height
restrictions, landscaping, and revitalization in  the
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neighborhood. With these benefits the resort viability and the
return to an investor becomes more attractive.

Other concessions, not considered in our analysis, that would be
mutually beneficial, include an operation agreement (or lease)
for the Orange Hall as an upscale corporate civic conference
venue. Plum Orchard perhaps could be an off-site event venue,
if there was consensus. .An agreement with Cumberland Island
or its concessionaire for “fast” boat service access or “on
demand” service would benefit the project. An operation
agreement for luxury “eco-camps” for example ten units, would
create a strong ecological theme for marketing and increase
potential rooms’ revenues. Such agreements would also create
synergies and strengthen the properties ties with the waterfront,
the Historic District and Cumberland Island. These additional
concessions should be investigated further and considered as
they enhance the project and create greater financial viability.
Further concessions have not been included in our analysis but
are recommendations that would increase viability and lead to a
greater development result for the city.

In Chapter 9 we examine three development options. The three
hotel options were a Full Service Hotel and two upscale select
service hotels- Aloft and Hyatt Place. The hotels are affiliated
with two of the USA’s major hotel companies - Aloft by
Starwood Hotels & Resorts, and the Hyatt Place by Hyatt Hotels
& Resorts. We also considered full service hotels such as
Marriott, Hyatt, Westin, InterContinental and Hilton or other
full service brands that would complement the subject. The cost
both in terms of development costs and operations are high and
do impact viability. We also considered a boutique or
independent hotel. Without a successful franchise brand it
would be more difficult to compete in the marketplace. The two
select service hotels are superior hotel products that typically are
not labor intensive, but do provide full service hotel amenities
such as food, beverage, fitness center, meeting and banqueting
rooms. Most of the other brands are already represented in the
Kingsland area a nearby locations. Providing a similar offering in
St Marys may fail to induce that demand from Kingsland that is
near their route. The select service hotels’ development costs are
significantly less per room than upscale full services hotels,
which contributes to viability. A brand hotel is necessary for a
superior reservation system network and guest loyalty programs.
In other locations hotel architect have designed exteriors that
complement neighborhood environments such as in historic
districts. To be cost effective a developer will consider a single
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building only hotel but the ancillary facilities such as small
retail, spa and additional food and beverage (if required) could
be separated for example as part of the marine dock. In addition
a developer will likely seek concession on the height of the
building so as to reduce costs and for more optimum use of the
land.

We have also considered the number of rooms and facilities for
this location. We consider a minimum 120 room count as
appropriate and necessary to attract a credible developer and
investment. There are also restrictions because of the size of the
lot and a smaller hotel will likely not interest investors.

Meeting and banqueting space is required and is complemented
by the waterfront and the new park. This space should
encompass 3-4 rooms with approximately 3,500 square feet with
one large room of about 2,000 square feet suitable for 150
patrons. This level of meeting and banqueting is generally
desired by the community and the Submarine Navy Base.
Should an Orange Hall concession be included it would create
synergies that would be more attractive to an investor.
Permission to use Plum Orchard as a venue for special events
would also be beneficial.

We have considered the incentives and concessions that are
presented in the first section of this study. Incentives included
in the analysis are the Georgia Tourism Development Act. Sales
tax refund up to 25 percent of the project costs over a ten year
period. Also included is the Military Zone Tax Credit of $3,500
per employee. There also Loan programs and other incentives,
such as the Employment Incentive Program that we have
considered in our selection of a suitable discount rate for our
discounted cash flow analysis. We have also considered
concessions that would contribute to project viability. These
concessions include the land contributed (or at favorable ground
lease terms), the marina with 16 permits and parking privileges
at Ready Street. In addition, an Orange Hall operation
concession would support the project’s viability and would be
mutually beneficial. In addition an arrangement with the
National Park Service or Lang Charters for fast access to
Cumberland Island and upscale camping privileges would
further support viability and be mutually beneficial.

As if Improved. An analysis as the highest and best of the existing
improvements should also be undertaken and may be influenced by
many factors. Similarly there are four stages to this highest and best use
analysis. The improvements we are examining are the existing dock and
8 slips and approval for 16 slips.
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1. Legally permissible the subject’s zoning designations legally permits
resort use. The property is zoned “The property is zoned “Zone C-1
(Central Business District)””. That permits its current use a dock
with permits for 16 slips.

2. The physical adaptability of the site for particular uses. The subject’s
layout and conditions do not present limitation to this current use.

3. Financial feasibility considers the economics of increasing and
decreasing returns. While the land is physically adaptable for a large
scale marina; this use is already well served along the waterfront and
full scale marina would not represent a financially feasibly use as the
competition is already well established and has lower cost basis. It is
also not within the SMIG Committee mission statement for the
project.

4. Maximally productive Use is the most appropriate use of the existing
improvements in terms of net return. It is the consultant’s opinion
that the maximally productive use of the dock and slips
improvements is its current use, but expanded to 16 slips. This use
is feasible in conjunction with a significant resort project where the
boat dock and marina are an amenity. The advantage of this facility
is that is could create a stronger link with the Cumberland Island.
A faster “on call” boat service to Cumberland could be provided in
conjunction with Lang Charters or similar provider if agreed by the
National Park Services.

HIGHEST AND BEST USE CONCLUSION

In developing our conclusions, we considered the highest and best use for
the subject property. The maximally productive use is the most appropriate
use of the land in terms of net return. The maximally productive use of the
+2.8 acre land site as vacant and absent incentives and concessions is to
hold for future speculative development for resort hotel use. The other uses
that were reviewed, retail, residential, spa, full service marina, independent
restaurant were not financially viable as standalone development. The
commercial uses were viable as smaller components of a resort hotel. Our
analysis concludes with the maximum incentives and concession including
the land, the Ready Street Parking, the Boat Dock with 16 slips, flexibility
with the height restrictions, landscaping, revitalization in the neighborhood
the resort viability is improved and feasibility is achieved.

Other concessions, not considered in our analysis, that would be mutually
beneficial, include an operation agreement (or lease) for the Orange Hall as
an upscale corporate civic conference venue. Plum Orchard perhaps could
be an offsite event venue, if there was consensus. .An agreement with
Cumberland Island or its concessionaire for “fast” boat service access or “on
demand” service would benefit the project. An operation agreement for
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luxury “eco-camps” for example ten units, would create a strong ecological
theme for marketing and increase potential rooms’ revenues. Such
agreements would also create synergies and strengthen the properties ties
with the waterfront, the Historic District and Cumberland Island. These
additional concessions should be investigated further and considered as
they enhance the project and create greater financial viability. Further
concessions have not been included in our analysis but are
recommendations that would increase viability and lead to a greater
development result for the city.

Our study reviews other stand-alone uses were considered including retail,
residential, spa, independent restaurant but were not deemed financially
viable as stand-alone developments. Full service marina use was considered
already well provided for in St Marys. The commercial uses such as marina,
spa retail were beneficial and contribute value, as smaller components of a
resort development. The other stand-alone uses that were reviewed, retail,
residential, spa, independent restaurant were not financially viable on their
own. Full service marinas are already well provided for and would not
benefit the city as much as a hotel would.

Our analysis and study recommends the maximum incentives and
concession be considered. They include the Georgia Tourism Development
Act incentive, the Military Zone Tax Credit and a 25% Property Tax
Abatement for a limited period. Concessions from the city include the land,
the parking on Ready Street and the boat dock with 16 slips. Flexibility
with the building heights would reduce building costs and be better utility
of the land. Other benefits should include landscaping and revitalization in
the immediate neighborhood waterside. . Other incentives were reviewed
but were not quantifiable. We recommended that these other incentives
referenced be further investigated. All incentives and concessions granted
should bolster revenues and improve profitability for the investor subject
resort and for St Marys businesses overall.

The SMIG committee should foremost consolidate consensus on the full
range of concessions and incentives to be provided. In an RFP (Requests for
Proposals) an investor should be invited to structure an appropriate long
term ground lease based on all the benefits (concessions and incentives)
provided or confirmed to the city. The more favorable the benefits the
higher the terms offered to the city and the results would therefore be
market driven. An upscale hotel is an essential component in the revival of
the waterfront and its impact will greatly impact the economy of St. Marys
and directly influence future development and overall economy of St Marys.
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9. PROPOSED HOTEL OPTIONS

Our engagement agreement was captioned Proposal for Market/Feasibility
/Highest and Best Analysis of Aloft, Hyatt Place or Similar. In our ‘Hotel
Market Analysis” chapter we particularly focused on properties in St Marys
Historic District as they were not only a support service but a large part of
the appeal and attraction of the city. The total room count for St Marys is
241 rooms. No properties participated with Smith Travel Research Surveys
and the city does not monitor occupancy and room rates. The bed tax indi-
cates that revenues are small for the city. An important source of tourism
demand is generated by Cumberland Island while St Marys does not gener-
ate significant demand relative to other tourism towns it is primary due to
the absence of branded or major hotels. The “B&Bs” and “Boutique” of-
ferings have been successful and are a special niche products and some
B&Bs” had good average room rates as high as $245. They are of good qual-
ity and are beneficiaries of awards for their excellence. We have noted that
many business people and tourists are not accustomed to staying in guest-
houses or even boutique hotels and frequently are drawn to nationally or
internationally known franchised products. More downtown inventory with
international standards should expose the special “B&BS” and “Boutique”
offerings to a wider market and greater business.

As reported in a prior chapter, we also visited and interviewed the operator
of Greyfield Inn on Cumberland Island. Greyfield Inn is a very unique ho-
tel that performs exceptionally well with a 2012 occupancy of 68% and an
average daily rate of around $500. However this is a very unique property
not only in the region but in the USA. There are no branded hotel prod-
ucts in St Marys, which visitors generally seek, and there are many in Kings-
land. However Kingsland is an entirely different location, more a conven-
ience, due to proximity to 1-95, that actually benefits from St Marys lack of
branded product. It has also shared the Gateway to Cumberland Island’ sta-
tus, due to proximity to the primary access routes (interstate and state
routes) and by default as St Marys does not have recognizable hotel product.
It is also well positioned with branded hotel products and therefore will be
the first choice, being convenient, for many visitors both leisure and com-
mercial. But St Marys has the greater potential to be a destination that is
well located close to primary demand generators. If its potential is devel-
oped aggressively and appropriately it will likely become a destination.
With this recognition, St Marys and its various tourism related enterprises
such as lodging, restaurants, bars, retailers, visitor support services, boating
and transport services and other amenities and attractions. Demand in the
market is mostly accommodated elsewhere and therefore difficult to meas-
ure. What St Mary has however is very valuable location of superior tourism
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resources and an historic city that is in the early stages of revitalization. St
Marys, for leisure demand is proximate to Cumberland Inland. The com-
mercial/government demand generators such as the Naval Submarine Base
are also nearby.

Based on market study and on an in-depth study of St Marys and environs,
we have reported the following conclusions. As the market in untested and
the economy is yet to recover, a small scale hotel around 120 rooms is rec-
ommended as appropriate and considers the risk. The hotel should be up-
scale so as to differentiate itself from other hotels in the greater area and to
complement a revitalized waterfront and Historic St Marys. It should also
fully utilize its water frontage, boat dock and slips and positioning relative
to Historic St Marys and the nearby Howard Gilman Memorial Park. We
did not consider an unaffiliated boutique hotel as this property type is al-
ready well represented in the market. Unaffiliated boutique hotels typically
underperform the market and there would remain the issue of product
recognition.

The reader should review the Highest and Best Use Chapter 8 for an under-
standing of our conclusions and recommendations. We evaluated three ho-
tel types in the scenarios and concluded with the profit after development
costs for each. The three hotel options were a Full Service Hotel and two up-
scale select service hotels- Aloft and Hyatt Place. The maximally productive use
of the subject land without incentives or concession is to hold for future
speculative development with resort, residential or related uses. With incen-
tives and concessions applied as stated in the analysis, there is profitability
to an investor who completes a hotel/resort development.

Other concessions, not considered in our analysis, that would be mutually
beneficial, include an operation agreement (or lease) for the Orange Hall as
an upscale corporate civic conference venue. Plum Orchard perhaps could
be an offsite event venue, if there was consensus. .An agreement with
Cumberland Island or its concessionaire for “fast” boat service access or “on
demand” service would benefit the project. An operation agreement for
luxury “eco-camps” for example ten units, would create a strong ecological
theme for marketing and increase potential rooms’ revenues. Such agree-
ments would also create synergies and strengthen the properties ties with
the waterfront, the Historic District and Cumberland Island. These addi-
tional concessions should be investigated further and considered as they
enhance the project and create greater financial viability. Further conces-
sions have not been included in our analysis but are recommendations that
would increase viability and lead to a greater development result for the city.
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In our Highest and Best Use, we concluded that with major incentives and
concessions a resort hotel with food and beverage, meeting and banqueting
spaces represents an optimal use. We also recommend that the dock and 16
slips with small retail also be incorporated into the project.

The following is a synopsis of our recommendations.
The hotel should be a superior upscale product with international
franchise affiliation so as to participate in effective reservation system
and product recognition.
The hotel product should have full service facilities and amenities.
The room count should be small reflecting the size of the market for
room nights. We considered a minimum 120 room count as appro-
priate and necessary to attract a credible developer and investment.
There are also restrictions because of the size of the lot and a smaller
hotel will likely not interest investors. An expansion could be consid-
ered in a later phase or if the investor opts to take further risk. Our
study considers financial viability and limiting risk while an investor
may opt for a larger project if incentives and concessions are forth-
coming.
The hotel should have food and beverage services and outdoor dining
that take advantage of the dock side location and water views.
The hotel should feature meeting and banqueting facilities at a mini-
mum of 3,500 square feet and be suitable for weddings conferences
and banquets.
Its configuration should be cost effective in terms of the development
costs and operational costs and thus should not be a labor intensive
operation.
Activates such as small retail, fitness center, a pool as an option, and
the dock and slips usage should be maximized for the benefit of the
hotel guest.
We also concluded that the Highest and Best Use of Orange Hall is
likely as a small center for conferences, corporate events and training
courses with a selection of reception rooms and boardroom suites.
Design themes should consider the history of St Marys and/or the
ecosystem of Cumberland Island.
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PROPOSED HOTEL OPTION ONE- FRANCHISED FULL SERVICE HOTEL

This upscale full service hotel option is similar to the other two options of
upscale select service hotels but feature more guest facilitates and amenities
that are typical. In this option we have considered an upscale full service
hotel, a minimum of 120 rooms with restaurant, bar, +3,500 square feet of
meeting space and full linkage with marina boat dock and slips. It is a small
hotel but for St Marys it would be a major hotel. It should have an affilia-
tion with the leading hotel brands that have the strongest reservations sys-
tems. In addition, opportunities to incorporate a lease or operation agree-
ment on Orange Hall or Cumberland Island would provide for mutual syn-
ergies and contribute to greater viability.
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HOTEL OPTION TWO -ALOFT BY STARWOOD HOTELS AND RESORTS

T he Aloft was conceived in 2005 by Starwood Hotels & Resorts. The ho-
el chain already had a large selection of brands, including Sheraton, Wes-
tin, and W Hotels, but sought to expand into a market of more contempo-
rary hotels, as their boutique hotel brand. To reflect its relationship with
Starwood Hotels, the Aloft is dubbed as "A Vision of W Hotels". Starwood
collaborated with David Rockwell and his architectural firm, Rockwell
Group to develop the design and concept. The efforts to create a more
modern option of hotel influenced many hotel chains, as well as Starwood.
The InterContinental Hotels Group and Global Hyatt Corporation created
comparable concepts, Hotel Indigo and Hyatt Place, around the same time
that Aloft Hotels were being developed. Hotel Indigo was the -first of these
boutique hotel brands, with a 2004 opening in Atlanta. The first Hyatt
Place was in Lombard, Illinois following Global Hyatt Corporation’s acqui-
sition of the AmeriSuites hotel chain. More than 120 additional Hyatt
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Place hotels came on line in 2006 and 2007 as many AmeriSuites properties
were renovated and repositioned under Hyatt’s newest brand.

The defining attribute of the Aloft Hotel brand is its unique style, breaking
from the traditional design of other Starwood Hotels brands. Starwood also
promoted the hotel chain as a new "lifestyle brand," emphasizing a modern
and fresh look. Aloft Hotels were designed in the spirit of W Hotels to
promote a social atmosphere, encouraging its guests to spend time in the
lobby and meet other people. The main purpose of the new hotel brand,
however, was to provide a "sleek and modern" option for travelers looking
for a contemporary choice in hotels. Aloft offers a new approach within the
select service hotel segment with superior accommodations and maximizing
revenue potential by reinventing the reception, lobby and restaurant service
areas. The hotels, notable for their style, offer an urban design, with many
unique technical aspects, as well as a social atmosphere. A further character-
istic of the hotel is the names it applies to hotel amenities. Starwood de-
scribes the hotel more refreshing than boring, an oasis rising above its unin-
spired competitors infused with the DNA of W. Aloft facilities, amenities
and features are described as follows.

The Re:mix Lounge is the lobby of the Aloft Hotel that is the arrival cen-
ter. It features contemporary comfortable furniture, with modern shapes
and colors to emphasize the fresh appearance of the hotel. The hotel offers
an array of board games as well as a pool table, which are older concepts
used in a new way to encourage guests to spend time in the lobby. Some of
the hotels feature indoor as well as outdoor fireplaces. In addition to these
features, the Re: mix Lounge also offers LCD TV's, Wi-Fi access, and a tick-
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A VISION OF W HOD

er of news and sports scores. The xyz bar- One of the key features of the
Re:mix Lounge is the w xyz bar. The bar has contemporary seating and ne-
on lights, offering bar food and drinks. Live music is often available at the
bar. “Re: fuel is an Aloft 24 hour shop concept that replaces the traditional
shop in the hotel lobby.
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The shop has an "easy breezy atmosphere" since it opens to the full lobby.
Re: fuel offers sandwiches, salads and snacks, coffee and similar fare.
Charges are automatically made to the guest by use of his/her credit card.
"Aloha!" is the official greeting to the guest from staff at the Aloha Desk. It
is a four-sided free standing desk that gives the lobby a more open feeling,
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A VISION OF W HOD

and staff appear more accessible. Included is an optional automatic check-
in where a guest with a credit card may be assigned a room and a room key-
“Lifts”- Aloft refers to their elevators as "lifts". They feature floor tiles which
are filed with blue gel, a contemporary touch that leaves foot imprints. The
subject Aloft should feature four function/meeting rooms with a total of
3,500 square feet of space. One of the function rooms should comprise
2,000 square feet of space for 150 patrons.

The guestrooms in the Aloft Hotel reflect a contemporary style, with nine
foot ceilings and unique colors and geometries incorporated into the decor.
A typical room layout has two beds along a padded wall, facing towards a
wall with two windows and an LCD television hung between them. Rooms
also feature technological aspects besides the TV, including a "Jack Pack"
station which can be used to charge phones, laptops, or other devices that a
customer may have. Bathrooms are uniquely designed with a contemporary
sink, as well as a "spa-style" shower. Common aspects of modern hotel
rooms are also offered at Aloft, including internet access, linens, towels,
and bathroom amenities. The hotel room design was kept simple, to en-
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courage guests to spend time in the Re:mix Lounge. The rooms are smaller
than those at the Hilton Garden Inn or Marriott Courtyard, however this is
not a noticeable difference due to the high ceilings design configuration.

“Splash”- Aloft broke from the traditional pool concept by using a fresh
new term "Splash”. Re:charge Gym. Aloft offers a swipe-access gym, which
though is similar to gyms offered at most hotels. It is branded with the
name re: charge to represent renewed energy. Camp Aloft aims to create an
adventure for children with games, toys and gifts. Arf, is a dog care program
that offers a dog-bed as well as treats and toys. Park & Rinse is the hotel’s
car park self-service car wash for hotel guests.

Another aspect of Aloft Hotels is its emphasis on the local community.
Aloft Hotels attempt to make local connections, such as highlighting local
musicians. Aloft books local artists to perform in their hotels (at the w xyz
bar), and also by holding a Facebook contest to identify the top local musi-
cians. The brand also attempts to be "green” with the usual common initia-
tives such as soap dispensers in the shower and the option to keep towels
for multiple uses. Another concept used by Aloft is to have parking spots
designated specifically for hybrid vehicles, presenting guests with environ-
mentally responsible choices.

J.D. Powers and Associates ranked Aloft Hotels towards the top of the list
of hotels in customer satisfaction, ahead of many traditional hotel brands in
July 2010. The hotel brand's popularity not only grew from the desire of
customers to find a cost-effective option when traveling, but also from the
reflection the hotel has on other aspects of the 2000s. The trademark mod-
ernistic culture of Aloft Hotels has also drawn some criticism. As with any
other style, the contemporary theme of Aloft Hotels is not appreciated by
everyone. Despite efforts to reflect the local community, some critics still
feel the Aloft Hotels have too much of a national brand “"cookie cutter" ho-
tel. Also its targeted demographics may discourage patronage outside these
groups. The Aloft exterior design and highlighted contemporary look may
present challenges in a downtown or historic setting.

Improvements -SWOT Analysis

The following is a SWOT Analysis on the subject as an Aloft.

Strengths
An innovative new select service hotel that has the advantage of a
contemporary style that breaks from the traditional design of ‘com-
modity’ lodging.
The Aloft is dubbed as "A Vision of W Hotels" which was success-
fully launched by Starwood. The association with the W, an estab-
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lished and highly reputable brand with a successful brand launch, is
positive marketing advantage.
The Aloft provides an available product for the market where all the
leading brands are already represented. It is particularly suited to a
successful submarket that has an abundance of upscale select service
hotels.
In addition to the W affiliation the product benefits from Starwood
Centralized Reservation System, Starwood Preferred Guest, Star-
wood Global Sales Force and Global Brand Marketing.
The Aloft provides more amenities than its select service competi-
tors.
The concept of the Re:mix Lounge, The xyz bar, the Re: fuel and
the lingo encourages guests to spend time in the lobby and socialize.
This leads to more centralized service and also generates revenue.
Its efficient cross-utilized staffing model elevates guest experience
and enhances profitability.
Starwood Hotels are flexible with the exterior fagade design in his-
toric districts and will permit greater than the prototype public
spaces and meeting/bangueting grooms.

Weaknesses
The contemporary “hip” theme of Aloft may not appeal to more
conservative patrons. This could be addressed by a “softer approach”
for these patrons.
The targeting of a specific demographic group may discourage pat-
ronage from other demographic groups. This could be addressed in
Starwood’s marketing by targeting an attitude profile rather than age
demographics.
There is a weakness in being too fashion conscious as fashion does
go out of style.
There are only 46 hotels operating in North America, and 60 hotels
open worldwide. An additional 39 hotels are proposed or under de-
velopment; this is a small hotel base that limits synergies. Starwood’s
original plans were to have 500 locations eventually. Typically for
success new brands require that the hotel company develop multiple
properties until a critical mass in excess of 100 is reached. However,
Starwood Hotels and Resorts successfully launched W with a low
hotel count.

Opportunities
The greater market has a large base of budget select service hotel, an
Aloft at a waterfront location would be the premier hotel along the
Coast and off 1-95 at an exit where 36 million motorists pass annu-
ally.
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78.2% of the developed space is revenue producing. As the guest is
focused on the lobby and public areas there are more revenue op-
portunities.

The Aloft prototype features smaller amounts of meeting space. In
this location, we recommended 3,500 square feet meeting space so
as to include a large function/banqueting room, with capacity for
150 patrons.

The food offerings are limited and could be more expansive on the
concept of tapas appetizers. Alternatively a daily special could en-
hance the menu offering. The hotel will promote other restaurants
in the City. The hotel should coordinate with Starwood Hotels &
Resorts menu enhancements to appeal to the local market.

Threats

A major risk is the uniqueness of the concept and that it is demo-
graphic specific. If the brand failed, conversion to another upscale
brand would be complicated by smaller rooms. It could however be-
come an independent boutique hotel if it lost its franchise.

If the brand does not grow significantly will Starwood Hotels & Re-
sort continue to support it? Other hotels brands have failed and
their properties were rebranded. A more standard product is easier
to convert to another brand.

The subject Aloft should feature four function/meeting rooms with
a total of 3,500 square feet of space. One of the function rooms
should comprise 2,000 square feet of space for 150 patrons.

While this expansive space has the advantage of further positioning
the subject as a full services hotel, it may be lost to some guests who
do not expect the Aloft to have extensive meeting space. This chal-
lenge can be overcome by promoting these facilities extensively to
the local businesses and community.

Overall there are risks associated with a groundbreaking product but also
rewards. We have considered both in our analysis.

HCI Hotel Consulting International
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yatt Hotels and Resorts conducted significant research with developers
ana consumers to develop a new hotel brand with a cost-per-key that is
competitive with other major brands in the upscale Select Service category.
The subject as a Hyatt Place is not atypical and deviates from the prototype
in terms of exterior architecture, and 3,500 conference/meeting and ban-
queting space.

The prototype’s central greeting area features registration kiosk, café and
den spaces. The guestrooms are spacious with approximately 370 square
feet and up to 20% more area than traditional hotel rooms. They feature a
42" high-definition flat panel television, signature Hyatt Grand Bed, a cor-
ner oversized sofa sleeper that is separated from the sleeping area, and
complimentary high-speed Wi-Fi internet access throughout the hotel.
The check-in central gathering area is known as the Gallery. It features a
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self-registration kiosk, a reception area, a coffee and wine café, a TV den
and an e-room with free access to a public computer and printer. Free con-
tinental breakfast is provided and guests may also purchase freshly pre-
pared menu items 24 hours a day. It has the benefit of a Global Central
Reservation System, the Hyatt name and 120 properties already set to be
transformed within 24 months.

GLoBAL HYATT CORPORATION

There are 217 Hyatt branded hotels and resorts (over 90,000 rooms) in 44 coun-
tries around the world, operating under the Hyatt, Hyatt Regency, Grand Hyatt
and Park Hyatt brands. Currently, there are an additional 32 Hyatt hotels and re-
sorts under development, including 11 new hotels in China. Hyatt Corporation
(domestic U.S., Canada and Caribbean hotels) and Hyatt International Corpora-
tion (international properties) are subsidiaries of Chicago-based Global Hyatt
Corporation. Global Hyatt Corporation is also the owner of Hyatt Vacation
Ownership, Inc. operators of the Hyatt Vacation Club (timeshare and fractional
residential product), Hyatt Equities, L.L.C. (hotel ownership), Select Hotel Group
L.L.C. (which owns, operates and franchises AmeriSuites hotels, Hyatt Place and
Summerfield Suites hotels) and U.S. Franchise Systems, Inc. (which franchises
Hawthorn Suites, and Microtel Inns and Suites).

HYATT PLACE CONCEPT

The Hyatt Place is a new concept positioned as an upscale, select (limited)
service lodging facility at the upper-end of the mid-market lodging segment.
As an upscale, select service lodging facility, the Hyatt Place provides gues-
trooms with many of the amenities of a traditional first class hotel, but re-
duces operation costs by having a cross-functional training system which al-
lows for fewer personnel, scaled back food service, oversized room sizes, a
state-of-the-art computer system to enhance the efficiency of operations
and leading edge technology in guest room and public area amenities. Hy-
att Place properties benefit from the Hyatt name, the Hyatt Global Sales
Force, Hyatt Central Reservation System and Hyatt Gold Passport Program
With an emphasis on stylish design, innovative services and high end
amenities, Hyatt Place offers a new approach within the select service hotel
segment with leading edge, luxury accommodations and maximizing reve-
nue potential by reinventing the reception, lobby and restaurant service ar-
eas. The first Hyatt Place was in Lombard, Illinois following Global Hyatt
Corporation’s acquisition of the AmeriSuites hotel chain. More than 120
additional Hyatt Place hotels were scheduled to open in 2007 as many Am-
erisuites properties continue to undergo renovation and repositioning un-
der Hyatt’s newest brand. This consultant visited the Hyatt Place Scotts-
dale, Arizona and toured the property. He also visited and toured the Hy-
att Place in Sarasota .
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HYATT PROGRAMS, SUPPORT AND ASSOCIATED FEES

Hyatt Place offers the strength of a brand name that is ranked as one of the
most powerful hotel brands in the world that many guests will recognize.
Hyatt Place also benefits from the large networks of technology and sup-
port that are already in place. This brand enjoys the services of the Hyatt
support center, which provides services such as revenue maximization pro-
grams, and marketing program administration. With such a recognized
brand name comes the marketing power that has brought the Hyatt name
to such wide recognition. Marketing programs such as Hyatt Gold Pass-
port and Hyatt Global Sales Force and reservation services add strength to
the brand and provide a marketing network that reaches many potential
guests already loyal to the Hyatt brand. Fees for these select services are
typically 5% (3% and 4% year 1&2) of gross room revenue as a royalty fee,
and 3.5% of gross room revenues as a fund contribution fee. Additionally,
a reservation service fee $3.25 to $5.25 per reservation and Hyatt Gold
Passport fee of 5% of member stay revenues. Application fees are estimated
at $60,000 to $90,000. A liquor license is required.

HYATT PLACE PROTOTYPE

Hyatt Place has flexible design features that allow for versatility in terms of
sites Hyatt that can be chosen for development. Developmental sites can
be as small as two acres in size. The typical Hyatt Place’s central greeting
area features registration kiosk, café and den spaces. The guestrooms are
spacious with approximately 370 square feet and up to 20% more area
than traditional hotel rooms. They feature a 42" high-definition flat panel
television, signature Hyatt Grand Bed, a corner oversized sofa sleeper that
is separated from the sleeping area, and complimentary high-speed Wi-Fi
internet access throughout the hotel. The check-in central gathering area is
known as the Gallery. It features a self-registration kiosk, a reception area,
a coffee and wine café, a TV den and an e-room with free access to a public
computer and printer. Free continental breakfast is provided and guests
may also purchase freshly prepared menu items 24 hours a day. It has the
benefit of a Global Central Reservation System, the Hyatt name and 120
properties already set to be transformed within 24 months. Following are
descriptions of the key areas within the subject property.

GUESTROOMS

The interior design of the guestrooms feature attractive furnishings,
drapes, carpets, bedspreads and pictures to provide a residential atmos-
phere in an oversized guestroom. The guestrooms are spacious with ap-
proximately 370 square feet and up to 20% more area than traditional ho-
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tel rooms. They feature a 42" high-definition flat panel television, signature
Hyatt Grand Bed, a corner oversized sofa sleeper that is separated from the
sleeping area, and complimentary in room high-speed Wi-Fi internet ac-
cess. The guestrooms feature easy access, desk level power outlets with state
of the art media and work center that includes a video and music enter-
tainment system. The room also features a wet bar with refrigerator and
coffee maker. The bathroom vanity upgrades include granite countertops,
plush towels and signature bath amenities. The following photograph de-
picts furnishings of the guestroom.

additional areas

THE GALLERY

The /obby area of the Hyatt Place is called the Gallery, is the focal point of
the hotel and in addition to the registration area, contains food and bever-
age seating area and guest kitchen. The pavilion area contains approxi-
mately +6,838 square feet of public space. The main entrance to the hotel
is situated beneath a porte-cochere. Guests entering the hotel are greeted
with an open central gathering area. This area features registration kiosk
and wine and café and dining area. The host or hostess may assist the
guest at the kiosk check in or may perform the traditional check-in at the
desk. He she may also offer the guest food and beverage from the counter
area. There are ample seating areas and dens for the guest. Wi-fi is availa-
ble throughout. The following picture depicts the check in and
food/beverage service area with counter seating.
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The kitchen is an important feature of the Hyatt Place. The kiosk provides
an unprecedented approach to food service that includes a cashless food
center with touch screen ordering. A guest swipes his room keycard for
convenient payment. Food to order is available 24 hours per day. Signature
items such as Texas style Roadhouse Chile and BBQ short Rib sandwich
or traditional items such as Grilled Chicken Caesar Salad and Pepperoni
Pizza are available. Continental breakfast is complimentary. A business
center with computer and printing capabilities forms part of the gallery.
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STAFFING LEVELS AT 70% OCCUPANCY

According to Global Hyatt Staffing levels are higher at front of house over
that typical at Courtyard by Marriott and Hilton Garden Inn. However be-
cause of a cross-utilized staffing model the overall efficiency is improved
and the net result is staffing levels similar to the Courtyard by Marriott and
Hilton Garden Inn. In our view the greater concentration of staff to guest
experience and service is a positive attribute of the brand, in addition to
other features previously described.

OTHER BRANDS

The primary hotels in the select service category, the Hilton Garden Inn,
the Residence Inn, the Courtyard by Marriott, the Homewood Suites, and
Springhill Suites are already represented in the market. Other hotel prod-
ucts that are available for the market are Summerfield Suites, Staybridge
Suites and Wyndham Garden Inn. These may be considered as alternative
brands to consider however we rank the Hyatt Place as the most suitable
for this site. These alternative brands are already established at lower rank-
ings than the top tier Hilton Garden Inn, the Residence Inn, the Court-
yard by Marriott, the Homewood Suites and Springhill Suites. 1t would be
a challenge for the alternative brands to outperform these leaders, while
the Hyatt Place concept has a good opportunity to be a top performer as it
is radically different but t yet has the security of the Hyatt affiliation.

PROPOSED IMPROVEMENTS —SWOT ANALYSIS

The following is a SWOT Analysis on the subject as a Hyatt Place.

Strengths
An innovative new select service hotel that has the advantage of an es-
tablished and highly reputable brand.
A cutting edge product that has the potential to outperform other ho-
tels in its category.
In addition to the Hyatt name, the product benefits from Hyatt Cen-
tral Reservation System, Hyatt Global sales Force and Global Branding
and Marketing.
Due to AmeriSuites conversions by Hyatt. The brand is well represent-
ed in many south east USA hotel markets, , which will generate syner-
gies.
Its efficient cross-utilized staffing model will elevate guest experience
and enhance profitability.
It will feature the most interesting new design features; the Hyatt
Grand Bed, the 42 inch flat screen, the state of the art bathroom with
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granite counter top, the wet bar the Wi-Fi throughout, the Gallery
Kitchen, 24/7 food and beverage service will draw from its competi-
tors.

Weaknesses
The AmeriSuites is a lower quality level product and its exterior is be-
low that for the new prototype. Therefore Hyatt’s own portfolio of ho-
tels may be below the quality of the new buildings which may impact
the subject.
While the cost of development is among the highest in the select ser-
vice hotel sector, this is primarily due to its all-suite configuration.
Hyatt typically is not very flexible with additional spaces requirements.
Their flexibility will be dependent on their opinion on the location
and the strength of its hotel market.
The subject is atypical, in that it’s not the standard Hyatt Place. The
market does not always recognize premium features in terms of signifi-
cant average rate gains. This will however assist the hotel in competing
for demand with full service hotels in Kingsland.

Opportunities
Developer should seek a protection area to ward off competition from
other Hyatt Place hotels.
Opportunity of profit in the public area because of Gallery Cafe.
The 3,500 square feet of meeting/conference space will generate addi-
tional revenues. Profitability with meeting banqueting space would be
low unless an Orange Hall concession is included for synergies.
Opportunity to attract other hotel guests, especially Courtyard by Mar-
riott, Residence Inn with the new concept Gallery Café and unique
rooftop deck.

Threats

A new product with inherent risks. Major risk if Hyatt Global does not
fully embrace or fails to convert its own 120 AmeriSuites Hotels.
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10. SALES COMPARISON APPROACH

The reliability of analyzing hotel

sales is based on these factors.

1.The availability of suitable
hotel sales- similar type,
location and timing.

2. The reliability of the data and
the motivation of the buyer or
seller.

3.The extent that they are
comparable and the technique
of adjusting for differences;
room count, location, physical
attributes, brand affiliation
and other.

G ne method for estimating the market value of the subject property is
the sales comparison approach. The sales comparison approach is based on
the assumption that an informed purchaser will not pay more for a property
than the cost of acquiring an existing property with equal utility. This
approach estimates market value by considering the sales prices indicated by
recent transactions involving properties that are similar to the property being
appraised. Therefore, in order to establish a selling price, asking price or an
opinion of value for a hotel, it is essential to evaluate the sales price of
comparable hotels. An assumption is that a prudent buyer will pay no more
for a hotel than the cost of acquiring a similar hotel. Therefore, in addition
to a discounted cash flow analysis, an examination of the sales price of similar
hotels is important due diligence. This involves analyzing the amounts paid
for comparable properties. Adjustments may be required for differences. A
prudent purchaser should also consider the cost of developing a similar hotel
or acquiring and repositioning an existing property. This analysis requires
both extensive comparable sales data and expertise. Without this analysis it is
difficult to ascertain a listing price and appropriate sale price or to fully
understand the value of the asset. Buyers and sellers are not always informed
or prudent. They may lack the expertise to adequately evaluate “the price
point” where both sides may agree. Other motivations may also be a factor;
buyer may only be interested in acquiring well below market value or the
seller will sell only if there is a windfall and achieves above market value.
Typically, such transactions require that at least one of the parties is not well
informed. Other influences may be that the buyer needs the transaction to be
consummated as their agenda is to acquire the hotel; or the seller may need to
sell within because he needs the capital. The due diligence is a timely and
expensive process only justified if a transaction occurs. Sellers may also be
encouraged to sell to the highest bidder by other debt or equity partners or by
timing considerations.

TRANSACTION OVERVIEW

According to Jones Lang LaSalle U.S. hotel transaction volume increased over
30% in 2011 to $15.2 billion a four year high. Single-asset sales were $11.1
billion and portfolio sales were $4.1 billon. Preliminary estimates show a
marginal decline in single-asset sales in 2012, to $14.1 billion, with single
asset sales at $10.3 billion and portfolio sales at 3.8 billion. The year 2006
and 2007 represented peaks with $47.1 billion sales in 2007 and $31.7
billion sales in 2006. In 2009 sales dropped to record low levels with a total
of $2.1 billion in sales, almost nonexistent in portfolio sales at $0.2 billion
and $1.9 billion for single asset sales.
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Table 10-1 Total Transactions Volume 1998 -2012P
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CBRE a competitor to JLL also tracks historical hotel sale data, covering U.S.
transactions from 2009 through 3" Quarter (Q3) 2012. The results represent
select completed sale transactions with reported prices and rates-of-return
indications (overall capitalization rates), and exhibits the aggregation of actual
deal points. The following are the key highlights to their study which they
provided to us.
The Overall (Capitalization) Rate averaged 7.95%. Between 2009 and
2011, overall rates for full-service hotels moved from 8.27% to 7.43% a
net change of 84 basis points. Through 2012 YTD (Year to Date) the
overall rates averaged 7.95%, a marginal change from year-end 2011,
and a very small shift upward for the YTD average compared to the
previous quarter YTD result.
Overall rates for limited-service hotels/resorts moved from 9.46% in
2009 to 8.95% in 2011, a net change of 51 basis points. Through Q3
2012 YTD, overall rates averaged 9.85 percent—again, a moderate
change from year-end 2011, and an increase from the previous quarter
YTD result. One reason for the increase in Q3 YTD 2012 overall rates
for the data set was an increase in activity of limited-service sales in
secondary locations compared to more core locations seen in 2011.
Room Revenue Multipliers. Between 2009 and 2011, room revenue
multipliers for full-service hotels increased fairly dramatically from 3.42
to 4.46, and the multipliers continued to increase through Q3 2012 to
4.51. The recent quarter YTD result represents a shift down in the YTD
average, and is a function of both market conditions as well as the
impact of some transactions in Q1 and Q2 that had very high
multipliers, thereby pulling up the averages in the first half of the year.
Room revenue multipliers for limited-service hotels stayed relatively flat
between 2009 and 2011, edging down from 3.36 to 3.30. For Q3 YTD,
the room revenue multiplier increased slightly to 3.05.
Average Sales Price per Room was $170,937. Between 2009 and 2011,
the average sales price per room for full-service hotels moved from
$101,359 to $162,181. In Q3 2012 YTD, the average price per room
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was $170,937, up over year-end 2011. Between 2009 and 2011, the
average sales price per room for limited-service hotels moved from
$57,686 to $56,404. 2012. For Q3 2012 YTD, the average price per
room increased from year-end 2011 to $57,111

The overall rates in the full-service market for Q3 2012 trended upward,
albeit by a small amount, over the previous quarter. Additionally, there was a
decrease in the room revenue multiplier compared to the first half of 2012.
The limited-service sector experienced an upward shift in the overall rates,
partially due to a larger sampling of transactions in less-core markets and a
decrease in the room revenue multiplier. Again, this data set was somewhat
impacted by the nature of the sales that occurred (softer markets/troubled
assets), as well as seemingly strong investor appetite for smaller and more
affordable limited-service product.

. Sales Price per Room and Overall (Capitalization) Rate 2009-2011| Q3 2012
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Source: CBRE- Table 11-2

A higher proportion of hotels were of institutional-quality and sizes and were
skewed with a concentration of luxury, upper upscale and select-service hotels
in the Top 25 Markets, in CBD’s, key suburban locations, and in destination
resorts.. A number also sold at or exceeded their estimated cost of
replacement. Among the hotel brands in such high demand included:
Residence Inn, Courtyard by Marriott, Springhill Suites, Hilton Garden Inn,
Homewood Suites, and Hampton Inn & Suites.
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The rapid recovery of investment banking contributed to the strong rebound
in selling prices. New REITs were formed and were able to access both equity
and debt. Older REITs, publicly traded hotel companies and private equity
groups were also able to secure corporate debt at record low interest rates.
With so many well-funded investor groups chasing too few investment
opportunities, prices were bid higher than usual, as these investors were
highly motivated to enter the market as early as possible in the new cycle. In
2010, total industry investment volume reached an estimated $13.5 billion,
the highest since pre-recession 2007. Of that total, $7.2 billion was from the
477 hotels that reported a selling price, a 270% increase from $2.7 billion in
2009. An estimated $2.1 billion was for all other fee simple transactions,
while $4.2 billion was attributed to two mergers.

According to Smith Travel Research in YTD 2012 private equity investors
dominated purchase with REIT’s in second place. Private equity represented
37% of sales volume while REITs accounted for 18% of total investment
dollars down from prior year levels. Hotel owner/operators accounted for a
small share of buyers. The REITS, publicly traded entities, mainly targeted
high-quality individual assets, and often were able to pay premium prices
because their equity return requirements are generally lower than privately
held companies. Private equity funds required a higher equity yield than
REITs, equity funds often purchased distressed mezzanine debt on hotel
portfolios at a deep discount. As such, many cash-rich equity groups were in
an ideal situation to negotiate an ownership position for a multiple number
of properties when the senior debt came due. With capital flowing, all
investor sectors, both publicly traded and privately held companies,
accelerated disposition activity since 2010. It was opportune to dispose of
hotels that could not be sold previously, because the capital markets were
seized up. Assets that no longer fit their long-term objectives, particularly
distressed hotels, were first to be disposed of and removed from their
portfolios. Originating lenders were frequently involved in a 3-way
transactions as new capital from new investor groups was highly coveted and
created the opportunity for all parties to seek resolution.

One of the re-emerging sources of capital in 2011 will be the outflow of
capital from the Middle East. Having faced dislocation at home over the past
few year, Middle Eastern investors are expected to again vie for prime
acquisition opportunities in East Coast markets. Asian high net worth
investors, which accounted for eight percent of purchases by volume in the
United States in 2010, are expected to continue to feature in 2013, targeting
prime assets in major markets, primarily in the western U.S. Transactions in
the United States will continue to be the driving force of deal activity across
the Americas region, with some sales activity in Canada. Mexico, the
Caribbean, and Central and South America will continue to be more tightly
held investment markets, with new hotel development opportunities
emerging as the primary opportunities for investors.
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INDIVIDUAL SALE TRANSACTIONS ANALYSIS

Based on a review of [HCI's Hotel Sales Database (HSD) and Costar and
Opencomps Comparable Sales databases, which both have data on most sales
in the U.S. since January 2005, we summarized 28 sales for comparison. All
are select service hotels and are presented in the table that follows. Aloft
Lexington with 136 room sold on 1/13/2013 for $18, 900,000 or $138,971
per unit. Three Hyatt Place hotels sold one with 127 units in Germantown,
Tennessee for $11,300,000 or $88,976 per suite. Two hotels transacted in
Texas with 127 rooms and 128 rooms for $83,795 and $100,546 respectively.
The Courtyard by Marriot Valdosta, Georgia transacted at $11,500,000 or
$136,904 per room for the 84 room property. The 156 room Courtyard
Savannah located in the Historic District traded on 3/10/2011 for
$24,648,000 or $158,000 per room. The Hilton Garden Inn Savannah
Airport sold in 2008, a weaker market period, for $12,500,000 or $119,048
per unit for the 105 units. On 1/25/2011 the Hilton Garden Inn Duluth
sold for $114,754 or $14 million for the 122 room hotel. On 1/25/2008 the
Hilton Garden Inn Tallahassee sold for $13,200,000 or $155,294 per room.
In 6/2/2011 the 104 room Hilton Garden Inn Gainesville for $12,500,000
or $120,192 per room. The Aloft Lexington is a good comparison for an
upscale select service and provides an average sale price for a Aloft or Hyatt
Place as proposed with additional amenities and facilities. The latter warrant
an upward adjustment. However less favorable market conditions for the
proposed subject also triggers and warrants an adjustment. We believe the
sales presented support a value indication range of $120,000 to $140,000 per
room as an upscale select service hotel. Based on a review of our in house
data base the range for a full service branded hotel is $100,000 to $200,000.

Table 10-4-Comparable Hotel Sales

Date Property Name Street Address City State Zip  Rms Sale Price Price RM Cap Rate Buyer Seller
1/31/2013 aloft Lexington 727 MarrettRd - A Lexington Mass 2421 136 $18,900,000  $138,971 Rockwood Capital Starwood Hotels & Resorts
2/19/2013 Hyatt Place Germantown 9161 Winchester Road Germantown Tenness 38138 127 $11,300,000  $88,976 Moody National REIT! Inc. Silver Cos.
9/26/2012 Hyatt Place Arlington 2380 East Road To Six Flags Str.  Arlington Texas 76011 127 $10,642,000  $83,795 Summit Hotel Properties, Inc.  Hyatt Hotels Corporation
7/11/2011 Hyatt Place Fort Worth/Cityview 5900 Cityview Blvd Fort Worth Texas 76132 128 $12,870,000  $100,546 Hyatt/Noble JV Hyatt Hotels Corporation
11/30/2012 Courtyard by Marriott Valdosta 1564 Baytree Road Valdosta Georgia 31602 84 $11,500,000  $136,904  6.80% Blackstone Group LP Apple REIT Six, Inc.
3/10/2011 Courtyard Savannah Historic District Savannah Georgia 31401 156 $24,648,000  $158,000 6.10% Ashford Hospitality Trust, Inc. ~ Highland Hospitality Co.
8/4/2008 Hilton Garden Inn Savannah Airport 8 Clyde East Martin Drive Savannah Georgia 31408 105 $12,500,000  $119,048 Apple REIT Crossroads Hospitality
6/2/2011 Hilton Garden Inn 4075 SW 33rd Place Gainesville Florida 32608 104 $12,500,000  $120,192 Apple REITTen, Inc. McKibbon Hotel Group Inc.
5/11/2011 Hilton Garden Inn Atlanta NE/ 2040 Sugarloaf Circle Duluth Georgia 30097 122 $14,000,000  $114,754 Summit Hotel Properties, Inc.
1/25/2008 Hilton Garden Inn Tallahassee Florida 85 $13,200,000  $155,294 Apple REIT Eight, Inc. Carlton Hospitality
8/15/2005 Hilton Garden Inn Sarasota Florida 115 $14,000,000  $121,739 8% Thayer Lodging Group Allen Investments
3/12/2009 Hampton Inn Panama City Beach 2909 Thomas Dr Panama City Beach  Florida 32408 95 $11,600,000  $122,105 Apple REIT ADHLLC
8/12/2011 Hampton Inn Jacksonville Downtown |-95 1331 Prudential Dr Jacksonville Florida 32207 118 $10,000,000  $84,746 Blueshore Investments & Mgt LLC Ashford Hospitality Trust
11/30/2012 Hilton Garden Inn Tallahassee 3333 Thomasville Road Tallahassee Florida 32308 99 $15,070,000  $152,222 6.80% Blackstone Group LP Apple REIT Six, Inc.
10/15/2007 Embassy Suites Brunswick 500 Mall Blvd. Brunswick Georgia 31525 130 $10,557,129  $81,209 RockBridge Capital FelCor Lodging Trust
10/17/2006 Homewood Suites Savannah 5820 White Bluff Road Savannah Georgia 31405 106 $10,265888  $96,848 Apple REIT Seven, Inc. Dimension Development Co
10/17/2006 Homewood Suites Jacksonville 8737 Baymeadows Road Jacksonville Florida 3256 116 $11,234,252  $96,847 Apple REIT Seven, Inc. Dimension Development Co
10/17/2006 Homewood Suites Jacksonville 8737 Baymeadows Road Jacksonville Florida 32256 116 $11,234252  $96,847 Apple REIT Seven, Inc. Dimension Development Co
10/17/2006 Homewood Suites Savannah 5820 White Bluff Road Savannah Georgia 31405 106 $10,265888  $96,848 Apple REIT Seven, Inc. Dimension Development Co
7/14/2011 Hotel Sierra Charlotte Center City 435 E Trade St Charlotte N.Caroli 28202 163 $37,064,000  $227,387 Hyatt Hotels Corporation LodgeWorks, LP.
7/14/2011 Hotel Sierra Raleigh Durham Airport 10962 Chapel Hill Road Morrisville N.Caroli 27560 141 $32,062,000  $227,390 Hyatt Hotels Corporation LodgeWorks, LP.
5/31/2012 Hampton Inn & Suites St. Augustine/ Vilano Florida 94 $12,500,000  $132,979 Jalaram Hotels
12/27/2012 Hampton Inn & Suites 1301 East 7th Avenue Tampa Florida 33605 138 $20,800,000  $150,725 Summit Hotel Properties, Inc. ~ OTO Development
12/27/2012 Hampton Inn Tampa / Ybor City/Downtown 1301 East 7th Avenue Tampa Florida 33605 138 $20,800,000  $150,725  8.50% Summit Hotel Properties, Inc. ~ OTO Development
7/21/2005 Hampton Inn & Suites Pensacola-UMall 7050 Plantation Road Pensacola Florida 32504 85 $9,279,000  $109,164 Apple REITSix, Inc.
11/30/2012 Courtyard by Marriott Lake Mary North 135 International Parkway Lake Mary Florida 32746 86 $8,330,000  $96,860 6.80% Blackstone Group LP Apple REIT Six, Inc.
11/30/2012 Hampton Inn & Suites Pensacola-UMall 7050 Plantation Road Pensacola Florida 32504 85 $12,890,000  $151,647 6.80% Blackstone Group LP Apple REIT Six, Inc.
11/30/2012 Courtyard by Marriott Panama City 905 East 23rd Place Panama City Florida 32405 84 $12,840,000  $152,857 6.80% Blackstone Group LP Apple REIT Six, Inc.
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11. CosT COMPARISON APPROACH

The cost analysis is founded
on the principle of substitu-
tion, which implies that no
prudent person will pay
more for a property than the
amount for which he or she
can acquire a site and con-
struct a building of equal
desirability and utility with-

out undue delay.

DEVELOPMENT COST

Our engagement agreement was captioned Proposal for Market/Feasibility
/Highest and Best Analysis of Aloft, Hyatt Place or Similar.We have
reviewed the prototypical plans for both Aloft and Hyatt Place. Additionally
we have also considered an upscale full service branded hotel. Both Aloft
and Hyatt Place concepts have been well received in the marketplace and
the utility of the interior public spaces has been maximized. As stated
previously Starwood Hotels & Resorts estimate 78.2% of the total gross
square feet is revenue generating. We have not had estimates for Hyatt
Place but believe that it is lower. For both concepts, this is a significant
departure for the select service where the lobby, public areas and restaurant
were severely underutilized in terms of revenue generation. In the earlier
stages of Couryard by Marriott and Wyndham Garden development there
was substantially more a food and beverage focus and larger staffing levels.
This was gradually scaled back. Much later when Hilton Garden Inn was
developed, they followed Marriott’s initial prototype and scaled back also.
The new products such as Aloft, Hyatt Place but also Indigo have
reinvented the public space and that may well be the formula for their
success. A development budget is normally arrived at through a joint effort
between the design and development team. We have reviewed in house use
data for both product types and prepared an estimate. We also received on
March 27" the most recent construction data on Aloft we had performed
service on. As the chart that follows the total project cost before Develop-
er/Entrepreneurial Profit is $109,734 per room based on latest cost esti-
mates and excluding any land cost. The Hyatt Place is approximately 18%
higher in cost per unit at $130,034 per suite before profit and the Full Ser-
vice with international brand affiliation is estimated at $152,679 per room.
The Hyatt is estimated at 18% higher cost and the Full Service is about
39% higher than the Aloft. The added cost of the Hyatt Place is due to larg-
er units, furnishings and more expensive design requirements. The greater
cost of the Full Service is the absence of design and construction efficiencies
that are the benefits of select service hotel product. Full Service typically
have larger public and back of house spaces, and greater service require-
ments and significantly higher staffing levels. Other incentives may apply
such, particularly if there was an agreement on Orange Hall, Plum Orchard
or other such as the Fagade Grant Program, Program for Rehabilitation and
Maintenance that may assist in underwriting the cost of elements of the de-
velopment. A project is of such important to St Marys that every avenue of
incentive and concession should be considered for the SMIG project.

HCI Hotel Consulting International Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.net
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Table 11-1 Aloft, Hyatt Place, Full Service Cost 120 Unit Hotel.

Aloft Cost|Hyatt Place Cost Full Cost
Estimate| Per Room|Estimate Per Room Estimate| Per Room

Site Works
Site Work 420,000 3,500 420,000 3,500 420,000 3,500
Total Site Works 420,000 3,500 420,000 3,500 420,000 3,500

Hard Costs
Building Construction (incl Kitchen Equipment) 9,360,000 78,000 11,400,000 95,000 13,200,000 110,000
Furntiture, Fixtures & Equipment 1,020,000 8,500 1,080,000 9,000 1,440,000 12,000
Technology 288,000 2,400 312,000 2,600 360,000 3,000
Laundry Equipment 81,000 675 81,000 675 105,000 875
Operating Supplies & Equipment 48,000 400 72,000 600 96,000 800
Total Hard Costs 10,797,000 89,975 12,945,000 107,875 15,201,000 126,675
Subtotal Site & Hard Costs 11,217,000 93,475.00 13,365,000 111,375.00 15,621,000 130,175.00

Soft Costs

Professional Fees 240,000 2,000 264,000 2,200 300,000 2,500
Permitting, Legal & Insurance 180,000 1,500 180,000 1,500 216,000 1,800
Project Management 144,000 1,200 156,000 1,300 180,000 1,500
Financing, Real Estate Taxes, Working Capital 360,000 3,000 396,000 3,300 432,000 3,600
PreOpening 400,000 3,333 500,000 4,167 700,000 5,833
Contingency 5% 627,050 5,225 743,050 6,192 872,450 7,270
Total Soft Costs 1,951,050 16,259 2,239,050 18,659 2,700,450 22,504
Total Project Cost 13,168,050 109,734 15,604,050 130,034 18,321,450 152,679
Developer/Entrepreneurial Profit @18% 2,370,249 19,752 2,808,729 23,406 3,297,861 27,482
Total Cost with Developer Profit 15,538,299 120,707 18,412,779 143,037 21,619,311 167,947

Source HCI

Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.net
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12. FORECAST OF INCOME & EXPENSE

Table 12-1 Custom HOST Report Composite of Upscale Select Service Hotels 2011

STR # PROPERTY NAME ADDRESS CITY ST zIP ROOMS APR ($) PRICE CHAIN SCALE YOEPAET\I LOCATION
60466 aloft Hotel Chapel Hill 1001 S Hamilton Rd Chapel Hill NC 27517 130 144 Upscale Upscale 201004  Suburban
58080 aloft Hotel Jacksonwille Airport 751 Skymarks Dr Jacksonwille FL 32218 136 119 Economy Upscale 200908 Airport
31633 Courtyard Asheville 1 Buckstone PI Asheville NC 28805 78 114 Upscale Upscale 199608 Small Metr
33227 Hyatt Place Atlanta Duluth Gwinnett 3530 Venture Pkwy Duluth GA 30096 123 136 Midprice Upscale 199607 Suburban
36585 Hyatt Place Charlotte City Park 4119 S Stream Bivd Charlotte NC 28217 122 136 Upscale Upscale 199807 Suburban
59410 Hyatt Place Fort Myers @ The Forum 2600 Champion Ring Rd  Fort Myers FL 33905 148 99 Economy Upscale 200910 Suburban
32343 Hyatt Place Greensboro 1619 Stanley Rd Greensboro NC 27407 124 136 Upscale Upscale 199510 Suburban
34418 Hyatt Place Tampa Busch Gardens 11408 N 30th St Tampa FL 33612 126 126 Midprice Upscale 199701 Suburban
48868 Courtyard Carolina Beach 100 Charlotte Ave Carolina Beach NC 28428 144 134 Upscale Upscale 200307 Suburban
37701 Courtyard Charleston North Coliseum 2415 Mall Dr North Charleston SC 29406 123 129 Midprice Upscale 199904 Airport
41654 Courtyard Cocoa Beach Cape Canavera 3435 N Atlantic Ave Cocoa Beach FL 32931 155 120 Upscale Upscale 200101 Resort
47993 Courtyard Daytona Beach Airport 1605 Richard Petty Bivd  Daytona Beach FL 32114 122 119 Upscale Upscale 200304  Airport
33260 Courtyard Jacksonville Butler Boule 4670 Lenoir Ave S Jacksonville FL 32216 137 99 Midprice Upscale 199704 Suburban
37927 Courtyard Myrtle Beach Broadway 1351 21st Ave N Myrtle Beach SC 29577 135 109 Midprice Upscale 199903 Resort
30529 Courtyard Sarasota Bradenton 850 University Pkwy Sarasota FL 34234 81 99 Midprice Upscale 199602 Airport
9641 Courtyard Savannah Midtown 6703 Abercorn St Savannah GA 31405 144 129 Midprice Upscale 198512 Suburban
59554 Courtyard St Augustine | 95 2075 State Rd 16 St Augustine FL 32084 98 119 Upscale Upscale 200906 Suburban
27284 Courtyard St Petersburg Clearwater 3131 Executive Dr Clearwater FL 33762 149 94 Midprice Upscale 198910 Airport
60276 Hampton Inn & Suites Jekyll Island 200 S Beachview Dr Jekyll Island GA 31527 138 139 Upscale Upper Mid 201001 Resort
54889 Hilton Garden Inn Beaumont 37551H10 S Beaumont ™ 77705 100 124 Upscale Upscale 200707 Suburban
39633 Hilton Garden Inn Charlotte Pinewil 425 Towne Centre Bivd Pineville NC 28134 112 114 Upscale Upscale 200003 Suburban
57328 Hilton Garden Inn Roanoke Rapids 111 Carolina Xrds Pkwy  Roanoke Rapids NC 27870 147 109 Midprice Upscale 200802 Small Metr
59692 Hotel Indigo Asheville Downtown 151 Haywood St Asheville NC 28801 100 184 Upscale Upscale 200911 Small Metr
Total B hatels: 2872/2
Job #: 73739 Occupancy: 65.4%
Props: 23 ADR: $95.82
Rooms: 2,872 RevPAR: $62.66
1 Amount Per Amount Per Occupied Room
Ratio to Sales Available Room
REVENUE % s
RooD 905 % $22,839 $95.82
Food 5.1 1,291 $5.42
Beverage 2.1 526 $2.21
Other Food & Beverage 1.2 309 $1.30
Telecommunications 0.1 21 $0.09
Other Operated Departments 0.5 135 $0.57
Rentals & Other Income 0.4 106 $0.45
Car ion Fee 0.0 6 $0.02
TOTAL REVENUE 100.0 % $25,233 $105.88
DEPARTMENTAL EXPENSES
Rooms 27.4 % $6,253 $26.24
Food & Beverage 102.4 2,179 $9.13
Telecommunications 920.1 197 $0.83
Other Operated Depts & Rentals 0.5 146 $0.61
TOTAL DEPARTMENTAL EXPENSES 348 % $8,775 $36.81
DEPARTMENTAL PROFITS
Rooms 72.6 % $16,586 $69.58
Food & Beverage 2.4 -53 -$0.20
Telecommunications -820.0 -176 -$0.74
Other Operated Depts & Rentals 99.5 101 $0.43
TOTAL DEPARTMENTAL PROFITS 652 % $16,458 $69.07
UNDISTRIBUTED OPERATING EXPENSES
Administrative & General 106 % $2,683 $11.25
Marketing 8.3 2,102 $8.82
Utility Costs 5.2 1,319 $5.53
Property Operation & Maintenance 5.9 1,497 $6.28
TOTAL UNDISTRIBUTED OPERATING EXPENSES 30.1_ % $7,601 $31.88
|SROSS OPERATING PROFIT 351 % $8,857 $37.19
Franchise Fees (Royalty) 2.6 646 $2.71
Management Fees 3.7 943 $3.96
INCOME BEFORE FIXED CHARGES 28.8 % $7,268 $30.52
SELECTED FIXED CHARGES
Property Taxes 2.9 %) $743 $3.12
Insurance 1.3 324 $1.36
Reserve For Capital Replacement 3.3 841 $3.53
AMOUNT AVAILABLE FOR DEBT
SERVICE & OTHER FIXED CHARGES “ 21.3 % $5,360 $22.51
SUPPLEMENTAL PAYROLL ANALYSIS *
Rooms 16.6 % $3,799 $15.92
Total Food and Beverage 43.7 931 $3.90
Telecommunications
Other Operated Departments
Administrative & General 4.6 1,171 $4.91
Marketing 2.4 614 $2.54
Property Operations & Maintenance 25 638 $2.68
TOTAL PAYROLL & RELATED EXPENSES 28.1 % $7,099 $29.75
SUPPLEMENTAL FOOD & BEVERAGE INFORMATION *
Cost of Food Sales 55.0 % $711 $2.98
Cost of Beverage Sales 31.7 173 $0.72
Total Cost of F&B Sales 41.3 878 $3.68
Food & Beverage Payroll 43.7 931 $3.90
Food & Beverage Other Expenses 18.6 390 $1.62

respective departmental revenues. All other expenses are based on total revenue.

Other Fixed Charges include Depreciation and Amortization, Interest, Rent, and Equipment Leases

Payroll and Costs of Sales are included in expenses. Amounts shown here are for additional detail only.

Rooms, F&B, and Telecommunications expense ratios to sales for departmental expenses and profits are based on their

Not all HOST participants provide detailed data on payroll and F&B costs; therefore, the following supplemental analyses

provide the ratios for only these hotels in the samples that reported detailed information.

may nottie to the departmental figures provided.

Consequently, the amounts

Hotel Consulting International
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A property’s fixed and varia-
ble components are individ-
ually determined by numer-
ous operating and manage-
ment decisions.  Further-
more, these components
fluctuate significantly over
various ranges of business
volume and over different
components of change. For
example, Administrative and
General expenses will fluc-
tuate less dramatically, on a
relative basis, over a small
increase in occupancy when
compared with a large in-
crease. Where applicable,
we have adjusted the fixed
and variable components of
each department to reflect
the operating characteristics
of a hotel like the subject
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The 23 hotels, selected and available in STRs HOST database, boast an oc-
cupancy level of 65.4% and a $62.66 ADR for 2011. Included are two Aloft
Hotels, a 130 room Aloft in Chapel Hill, NC and the 136 Aloft Hotel
Jacksonville Airport, Florida. The composite also includes five Hyatt Place
Hotels that are also located in North Carolina and Florida and ten Court-
yard by Marriott, three Hilton Garden Inns and a Hotel Indigo Asheville in
North Carolina. The composites total revenues is $25,233 per room of
which 90.5% or $22,839 represented rooms’ revenue. We anticipate that
the subject property, as a select service or full service will have greater in-
come attributable to other departments as it has more full services facilities
and amenities. It also has an boat dock and proposed 16 slip (now 8) oper-
ation that will generate income. Total department expenses for the set were
34.8% for a total department profit of 65.2%. Gross Operating profit after
undistributed operating income was 35.1% or $8,857 per available room.
The amount available for debt services amounted to 21.3% of revenue.

Hotel Consulting International

INCOME ANALYSIS AND FEASIBILITY

As a proposed hotel we relied mostly upscale select service comparable in-
come and expense statements within our in house data-base of operating
statements as well as the composite for select service. In addition, I inter-
viewed Ambridge Hospitality senior management as well as the Vice Presi-
dent Development for Starwood Hotels and Resorts. Aimbridge shared with
me confidential income and expense items for most of the nine Aloft’s they
manage. This company is a leader in managing select service hotels and is
the most knowledgeable team on the Aloft concept and its marketing and
operations. | adjusted property insurance estimates to take account of the
higher cost of insuring an individual property over a portfolio. | also evalu-
ated a proposed Aloft for another client and interviewed the management
company and more recently obtained up to date construction information
on Aloft. The Vice President Development for Starwood Hotels and Re-
sorts was interviewed and he shared on a confidential basis statistics on
Aloft revenues, staffing levels and some other operating data. Separately
we considered other statements full service hotels that were useful in gaug-
ing likely income and expense.

In forecasting revenues and expenses for a lodging facility, HCI uses a fixed
and variable component model. This model is based on the premise that
hotel revenues and expenses have one component that is fixed and another
that varies directly with occupancy and facility usage. A projection can be
made by taking a known level of revenue or expense and calculating the
fixed and variable component. The fixed component remains constant
while the variable component is adjusted for the percent change between
the projected occupancy and facility usage that produced the known level of
revenue or expense. The process of forecasting revenues and expenses via

Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.com
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the fixed and variable model is accomplished through a series of seven steps
outlined as follows.

1.

The fixed and variable percentages of each income and expense
item are estimated based on historical operating trends, marketing
campaigns, and comparable operating statements.

The index of variability refers to the factor that controls the
movement of the variable component. The variable component
of undistributed operating expenses and fixed expenses is correlat-
ed to total projected revenue.

Each individual line item is projected separately. The fixed com-
ponent is calculated by multiplying the appropriate fixed percent-
age by the inflated base year revenue or expense for the corre-
sponding projected year.

The variable components are assumed to be in accordance with
the index of variability. The amount of change is quantified by
dividing the appropriate projected index of variability by the index
of variability for the base year.

The unadjusted variable component is calculated by multiplying
the appropriate base revenue or expense category for the projec-
tion year by the variable percentage.

The unadjusted variable component is adjusted for variability re-
sulting as the adjusted variable component.

The forecasted revenue or expense is the total of the fixed compo-
nent and the adjusted variable component.

The following chart represents the relationship between fixed and variable
expenses for a hotel. The horizontal line at $1,000 represents the fixed ex-
penses, which remains constant at every level of occupancy. The variable
expenses, depicted as the red slope in Chart 12-2 represent changing levels
in expense as directly correlated with occupancy levels.

Chart 12-2 Range of Operating Performance for Comparable Properties
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The forecast of income and expense is expressed in current dollars for each
year. Income and expense estimates from the stabilized year forward exclude
from consideration any abnormal relationship between supply and demand.
As well as any non-recurring conditions that may result in unusual revenues
or expenses. Fore each scenario we have used a ten year discounted cash
flow analysis in which the annual net income before debt service and the
reversionary proceeds following a sale at the end of the tenth year are
discounted back to the date of the investment valuation at an overall
discount rate, and then totaled to produce an indication of the present
worth of future benefits. Table 12-3 represents our ten year projections of
income and expense for the subject property as of Septermber 1* 2015, our
estimated date of opening. The opening estimate and all revenues, expenses
valuation parameters have been independently developed by Thomas
O’Neill. The primary sources have been our own inhouse data and
expertise. We also had the benefit of actual market and financial data
derived from interviews with Starwood Hotels & Resorts, Ambridge
Hospitality, other hotel owners/managers and hotel real estate participants.
The subject may be operational up to six months in advance of the date of
value without a change to our conclusion. All projections are expressed in
inflated dollars, and the value estimate represents dollars as of the date of
valuation. We have factored into our analysis the operation of dock and 16
slips. We have also considered a more vibrant waterfront and using Water-
front and Howard Gilman Memorial Park.

The property tax rate tax rates are as follows- The State of Georgia (0.25
Millage Rate), St. Marys (5.351 Millage Rate), Camden County (11.70
Millage Rate), Board of Education (15.50 Millage Rate. We have credited
the property tax rate with a hypothetical tax rebate of 25% for nine years.
The property tax burden at $157,000 in the fifth and stabilized year remains
high in a weak market. We have used a higher tax rate for the full service

property.

The development cost of the hotel is presented in the Chapter 11 for each
scenario. With Cost Comparison Approach for each scenario an Aloft, Hy-
att Place and an Upscale Full Service at $13,168,050, $15,604,050 and
$18,321,450 respectively without land and profit, the maximum benefit at
the 25% ceiling is $3,292,013, $3,901,013 and $4,580,363 respectively.
Thus under the Georgia Tourism Development Act and with Georgia State
Sales Tax is 4% in the Aloft Scenario the benefit represents $129,000 in
year 1, $150,000 in year 2, $166,000 in year 3, $181,000 in year four as
high as and to $210,000 in year 10 and does not meet the $3,271,270
threshold. It does not meet the threshold in any scenario. Should the hotel
perform better than we have forecast there will be additional savings There
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are other revenues from other facilities that should benefit from this tax
credit also.

The project, once operational, will employ at least 38 staff and will benefit
from the Military Zone Tax Credit. The employment levels will increase
over 30% if the concessions stated below are included. We will use 40 em-
ployees in our analysis and the credit amounts to $140,000 for each year,
we have however used a higher staff level of 50 in the full service hotel and
credited $175,000. We assume as long as the base is in St Marys the credit
will continue. There are other incentives also but they do not apply to the
income and expense statement. . We have been conservative and have not
included for instance the Employment Incentive Program (EIP) that may
benefit the project.

A similar analysis was performed on the hotel as an Aloft and a Hyatt Place.
The line items selected were specific to the Aloft and Hyatt Place concept
and we relied on the STR Host Report within this report in addition to our
in-house database of select service hotel that included the Aloft and Hyatt
Place brand. We have evaluated both these brands beofore. We did consid-
er that the Hyatt Place units are all-suites and typically command higher
rooms rates albeit their room expense are little higher than Aloft. We also
considered higher revenues particularly in food and beverage and meeting,
banqueting for the full service hotel along with higher expenses. The follow-
ing is our ten year forecast for the subject hotel under three scenarios- as an
upscale full service hotel, and Aloft and a Hyatt Place.

Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.com
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Table12-3 Forecast — Income and Expense Hotel Option One Proposed Upscale Full Service St Marys

Fiscal Year: 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/05
No. of Rooms: 120 120 120 120 120 120 120 120 120 120
No. of Occupied Rooms: 21,900 23,652 24,090 26,280 26,280 26,280 26,280 26,280 26,280 26,280
Occupancy: 50% 54% 55% 60% 60% 60% 60% 60% 60% 60%
Average Rate: $133.95 % of $155.22 % of $168.75 % of $182.96 % of $188.45 % of $194.11 % of $199.93 % of $205.93 % of $212.11 % of $218.47 % of
RevPAR: $66.98 Gross $83.82 Gross $92.81 Gross $109.78 Gross $113.07 Gross $116.46 Gross $119.96 Gross $123.56 Gross $127.26 Gross $131.08 Gross
REVENUE
Rooms $2,934 635 % $3,671 685 % $4,065 69.3 % $4,808 72.2 % $4,953 72.2 % $5,101 722 % $5,254 722 % $5,412 722 % $5,574 722 % $5,741 722 %
Food 993 215 972 18.1 1,053 18.0 1,085 16.3 1,118 16.3 1,151 16.3 1,186 16.3 1,221 16.3 1,258 16.3 1,296 16.3
Beverage 322 7.0 334 6.2 344 5.9 357 5.4 368 5.4 379 5.4 391 5.4 402 5.4 414 5.4 427 5.4
Telphone Revenue 38 0.8 42 0.8 44 0.8 49 0.7 50 0.7 51 0.7 53 0.7 55 0.7 56 0.7 58 0.7
Other Income 331 7.2 341 6.4 351 6.0 362 5.4 373 5.4 384 5.4 396 54 407 5.4 420 54 432 5.4
Total 4,618 100.0 % 5,360 100.0 % 5,857 100.0 % 6,661 100.0 % 6,862 100.0 % 7,066 100.0 % 7,280 100.0 % 7,497 100.0 % 7,722 100.0 % 7,954 100.0 %
DEPARTMENTAL EXPENSES*
Rooms 1,092 ~ 37.2 % T.044 ~ 284 % T.081 ~ 26.6 % 1144 ~ 238 % TI79 ~ 238 % T.214 — 238 % T251 238 % 1,288 238 % 1,327 23.8 % 1,366 23.8 %)
Food & Beverage 921 70.0 901 69.0 950 68.0 1,123 779 1,157 77.9 1,192 77.9 1,227 778 1,264 779 1,302 779 1,341 778
Telecommunication 63 165.8 66 157.1 69 156.8 72 146.9 75 150.0 77 151.0 79 149.1 81 147.3 84 150.0 86 148.3
Other Income 66 19.9 68 19.9 70 19.9 720 19.9 75 201 77 20.0 79 200 81 19.9 84 20.0 86 19.9
Total 2,142 46.4 % 2,079 388 % 2,170 37.0 % 2,411 36.2 % 2,486 36.2 % 2,560 36.2 % 2,636 36.2 % 2,714 36.2 % 2,797 36.2 % 2,879 362 %
DEPARTMENTAL INCOME 2,477 53.6 % 3,281 612 % 3,687 63.0 % 4,250 63.8 % 4,376 63.8 % 4,506 63.8 % 4,644 63.8 % 4,783 63.8 % 4,925 63.8 % 5,075 63.8 %
OPERATING EXPENSES
Administrative & General 645 14.0 % 688 12.8 % 721 123 % 767 115 % 790 115 % 814 115 % 838 115 % 864 115 % 889 115 % 916 115 %
Management Fee 162 315 188 85 205 315 233 3i5) 240 85 247 85 255 85 262 85 270 85 278 3i5)
Marketing 387 8.4 413 7.7 433 7.4 460 6.9 474 6.9 488 6.9 503 6.9 518 6.9 534 6.9 550 6.9
Franchise Fees 88 1.9 184 3.4 203 35 240 3.6 272 4.0 281 4.0 269 3.7 277 3.7 285 3.7 294 3.7
Property Oper. & Maint. 323 7.0 344 6.4 361 6.2 384 5.8 395 5.8 407 5.8 419 5.8 432 5.8 445 5.8 458 5.8
Utility Cost 231 5.0 240 4.5 249 43 260 3.9 267 3.9 275 3.9 284 3.9 292 3.9 301 3.9 310 3.9
Total 1,836 39.8 % 2,056 38.3 % 2,172 372 % 2,344 352 % 2,438 35.6 % 2,512 356 % 2,568 353 % 2,645 353 % 2,724 353 % 2,806 353 %
HOUSE PROFIT 640 13.8 % 1,224 229 % 1515 258 % 1,906 28.6 % 1,938 28.2 % 1,994 282 % 2,076 285 % 2,138 285 % 2,201 285 % 2,269 285 %
FIXED EXPENSES
Property Taxes 159 3.4 % 180 3.4 % 185 32 % 191 29 % 197 29 % 203 2.9 % 209 29 % 215 29 % 221 29 % 285 3.6 %
Insurance 93 2.0 96 1.8 99 1.7 102 15 105 15 108 15 111 1.5 115 15 118 1.5 122 15
Reserve for Replacement 162 8IS 188 85 205 & 233 &9 240 & 247 & 255 85 262 315) 270 35 278 315)
GA Tourism Dev Act (185) 0 (214) 0 (234) 0 (266) 0 (274) 0 (283) 0 (291) 0 (300) 0 (309) 0 (318) 0
Military Zone Tax Credit a7s) @) a7z @) @7z @) 175 @) 175) @) 175 @) a7z @ a7z @ a7z @) a7z @
Total 54 5.1 % 74 5.4 % 80 5.4 % 85 53 % 92 53 % 100 5.4 % 109 55 % 117 5.6 % 126 5.6 % 192 6.4 %
NET INCOME $587 12.7 % $1,150 215 % $1,435 245 % $1,821 27.3 % $1,846  26.9 % $1,894 26.8 % $1,967 27.0 % $2,021  27.0 % $2,075 26.9 % $2,077 26.1 %

*Departmental expense ratios are expressed as a percentage of departmental revenues

HCI Hotel Consulting International
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Table12-4 Forecast — Income and Expense, Proposed Aloft St Marys

Fiscal Year: 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/05
No. of Rooms: 120 120 120 120 120 120 120 120 120 120
No. of Occupied Rooms: 22,776 24,528 25,404 26,280 26,280 26,280 26,280 26,280 26,280 26,280
Occupancy: 52% 56% 58% 60% 60% 60% 60% 60% 60% 60%
Average Rate: $92.38 % of $107.05 % of $116.38 % of $126.18 % of $129.97 % of $133.87 % of $137.88 % of $142.02 % of $146.28 % of $150.67 % of
RevPAR: $48.04 Gross $59.95 Gross $67.50 Gross $75.71 Gross $77.98 Gross $80.32 Gross $82.73 Gross $85.21 Gross $87.77 Gross $90.40 Gross
REVENUE
Rooms $2,104 656 %  $2,626 70.0 %  $2,957 714 %  $3,316 73.0 %  $3,416 73.0%  $3,518 73.0 %  $3,624 73.0%  $3,732 730 %  $3,844 73.0%  $3,960 73.0 %
Food 496 15.4 485 13.0 527 12.7 543 12.0 559 12.0 576 12.0 593 12.0 611 12.0 629 12.0 648 12.0
Beverage 323 10.0 335 89 346 84 357 79 368 7.9 379 79 391 79 402 7.9 414 7.9 427 7.9
Telphone Revenue 26 0.8 29 0.8 30 0.7 32 0.7 33 0.7 34 0.7 35 0.7 36 0.7 37 0.7 39 0.7
Other Income 265 8.2 273 7.3 281 6.8 289 64 298 6.4 307 64 316 64 325 6.4 335 6.4 345 64
Total 3,214 100.0 % 3,748 100.0 % 4,141 100.0 % 4,537 100.0 % 4,674 100.0 % 4,814 100.0 % 4,959 100.0 % 5,106 100.0 % 5,259 100.0 % 5,419 100.0 %
DEPARTMENTAL EXPENSES*
Rooms 860 ~ 40.9 % 832 317 % 8ob 29.3 % 902 272 % 929 272 % 0957 212 % 985 272 % 1,015 272 % 1,045 272 % 1,077 272 %
Food & Beverage 573 70.0 566 69.0 594 68.0 614 682 633 68.3 652 68.3 671 68.2 691 68.2 712 683 734 683
Telecommunication 42 1615 45 155.2 46 153.3 48 150.0 50 151.5 51 150.0 53 1514 54 150.0 56 151.4 58 148.7
Other Income 53 20.0 55 20.1 56 19.9 58 20.1 60 20.2 61 19.9 63 199 65 20.0 67 20.0 69 20.0
Total 1,528 47.6 % 1,498 40.0 % 1,562 37.7 % 1,622 35.8 % 1,672 358 % 1,721 358 % 1,772 35.7 % 1,825 35.7 % 1,880 35.7 % 1,938 358 %
DEPARTMENTAL INCOME 1,686 52.4 % 2,250 60.0 % 2,579 62.3 % 2915 64.2 % 3,002 64.2 % 3,093 64.2 % 3,187 64.3 % 3,281 64.3 % 3,379 64.3 % 3,481 64.2 %
OPERATING EXPENSES
Administrative & General 340 10.6 % 360 9.6 % 378 9.1 % 396 8.7 % 408 8.7 % 4200 87 % 433 8.7 % 446 8.7 % 459 8.7 % 473 87 %
Management Fee 112§ 35 131 35 145 35 159 35 164 35 168 35 174 35 179 35 184 35 190 35
Marketing 255 7.9 2700 7.2 284 69 297 65 306 6.5 315 6.5 325 6.6 334 65 344 65 355 6.6
Franchise Fees 63 2.0 131 3.5 148 3.6 166 3.7 188 4.0 193 4.0 206 4.2 212 4.2 218 4.1 225 4.2
Property Oper. & Maint. 182 57 193 5.2 203 49 212 47 219 47 225 47 232 47 239 47 246 47 253 47
Utility Cost 181 5.6 188 5.0 195 4.7 202 4.5 208 4.5 214 4.4 221 4.5 227 4.4 234 4.4 241 4.4
Total 1,133 353 % 1,273 340 % 1,353 32.7 % 1,432 316 % 1,493 319 % 1,535 318 % 1591 322 % 1,637 32.0 % 1,685 319 % 1,737 321 %
HOUSE PROFIT 553 17.1 % 977 26.0 % 1,227 29.6 % 1,483 32.6 % 1,509 323 % 1,558 324 % 1596 32.1 % 1,644 323 % 1,694 324 % 1,744 321 %
FIXED EXPENSES
Property Taxes 127 4.0 % 144 3.8 % 148 3.6 % 153 3.4 % 157 34 % 162 3.4 % 167 3.4 % 172 3.4 % 177 3.4 % 228 4.2 %
Insurance 53 1.6 55 15 57 1.4 58 1.3 60 13 62 1.3 64 13 66 1.3 68 1.3 70 1.3
Reserve for Replacement 112 35 131 35 145 35 159 35 164 35 168 35 174 35 179 35 184 35 190 35
GA Tourism Dev Act (129) 0 (150) 0 (166) 0 (181) 0 (187) 0 (193) 0 (198) 0 (204) 0 (210) 0 (217) 0
Military Zone Tax Credit (140) (4) (140) 4) (140) (3) (140) (3) (140) (3) (140) (3) (140) (3) (140) (3) (140) (3) (140) (3)
Total 24 4.7 % 40 51 % 45 51 % 48 51 % 54 52 % 60 53 % 67 54 % 73 55 % 79 55 % 131 6.4 %
NET INCOME $528  16.4 % $937 25.0 %  $1,182 285 %  $1,435 316 %  $1,454 31.1 %  $1,498 311 %  $1,529 30.8 %  $1,572 308 %  $1,615 30.7 %  $1,613 29.8 %
*Departmental expense ratios are expressed as a percentage of departmental revenues
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Table12-5 Forecast — Income and Expense, Proposed Hyatt Place St Marys

Fiscal Year:

No. of Rooms:

No. of Occupied Rooms:
Occupancy:

Average Rate:

2015716 2016/17 2017/18 2018719 2019/20 2020721 2021722 2022/23 2023724 2024/05
120 120 120 120 120 120 120 120 120 120
21,900 24,090 24,528 26,280 26,280 26,280 26,280 26,280 26,280 26,280
50% 55% 56% 60% 60% 60% 60% 60% 60% 60%

$110.86 % of

$128.45 % of

$139.66 % of

$151.42 % of

$155.96 % of

$160.64 % of

$165.46 % of

$170.42 % of

$175.54 % of

$180.80 % of

RevPAR: $55.43 Gross $70.65 Gross $78.21 Gross $90.85 Gross $93.58 Gross $96.38 Gross $99.28 Gross $102.25 Gross $105.32 Gross $108.48 Gross
REVENUE

Rooms $2,428 773 % $3,094 81.1 % $3,426 81.8 % $3,979 83.4 % $4,099 834 % $4,222 83.4 % $4,348 83.4 % $4,479 83.4 % $4,613 83.4 % $4,751 83.4 %
Food 331 10.5 324 8.5 351 8.4 362 7.6 373 7.6 384 7.6 395 7.6 407 7.6 419 7.6 432 7.6
Beverage 258 8.2 268 7.0 276 6.6 286 6.0 295 6.0 303 6.0 312 6.0 322 6.0 331 6.0 341 6.0
Telphone Revenue 25 0.8 28 0.7 30 0.7 32 0.7 33 0.7 34 0.7 35 0.7 36 0.7 37 0.7 39 0.7
Other Income 99 3.2 102 2.7 105 25 109 2.3 112 2.3 116 2.3 119 2.3 123 2.3 126 2.3 130 2.3

Total
DEPARTMENTAL EXPENSES*

3,141 100.0 %

3,816 100.0 %

4,188 100.0 %

4,768 100.0 %

4,912 100.0 %

5,059 100.0 %

5,209 100.0 %

5,367 100.0 %

5,526 100.0 %

5,693 100.0 %

Rooms 960 395 %% 973 298 % 955 270 % 1,006 253 % 1036 253 9% L1067 253 % L0900 253 % 1132 253 %  LI66 253 % 1,201 253 %0|
Food & Beverage 412 700 408 69.0 426 68.0 505 77.9 521 78.0 536 78.0 552 78.1 569 78.1 586 78.1 604 78.1
Telecommunication 42 168.0 44 1571 46 1533 48 150.0 50 1515 51 150.0 53 151.4 54 150.0 56 151.4 58 148.7
Other Income 20 202 20 196 21 200 220 202 22 196 23 19.9 24 201 24 196 25 19.8 26 20.0
Total 1,434 457 % 1,395 36.6 % 1,448 346 % 1581 332 % 1,629 332 % 1677 33.2% 1,728 332 % 1779 331 % 1833 332 % 1889 332 %
DEPARTMENTAL INCOME 1,707 543 % 2421 634 % 2,740 654 % 3,187 66.8 % 3,283 66.8 % 3,382 6658 % 3481 668 % 3588 66.9% 3,693 668 % 3,804 66.8 %
OPERATING EXPENSES
Administrative & General 370, 11.8 % 397 10.4 % 417 10.0 % 442 93 % 455, 9.3 % 469 9.3 % 483 93 % 498 93 % 513 9.3 % 528/ 9.3 %
Management Fee 110, 35 134 35 147 35 167 35 172, 35 177, 35 182 35 188 3.5 193 35 199 35
Marketing 308 9.8 331 87 347 83 368 7.7 380 77 301 77 203 77 415 77 27 17 440 77
Franchise Fees 73 23 155 4.1 171 41 199 42 225 46 232 46 237 45 244, 45 251 45 259 45
Property Oper. & Maint. 222 71 238 6.2 250 6.0 265 5.6 273 56 281 56 290 56 299 56 308 56 317 56
Utility Cost 195 6.2 204 53 211 5.0 219 46 226 4.6 233 46 240 4.6 247 4.6 254 4.6 262 46
Total 1,278 407 % 1,459 382 % 1543 369 % 1,660 349 % 1731 353 % 1,783 353 % 1,835 352 % 1,891 352 % 1946 352 % 2,005 352 %
HOUSE PROFIT 429 13.6 % 961 252 % 1,196 285 % 1,527 319 % 1552 3150% 1599 31.5% 1,646 316 % 1697 31.7 % 1,747 31.6 % 1,799 31.6 %
FIXED EXPENSES
Property Taxes 127 40 % 144 38 % 148 35 % 153 32 % 157 32 % 162 32 % 167 32 % 172 32 % 177 32 % 228 40 %
Insurance 67 21 69 18 7117 73 15 75 15 77 15 80 15 82 15 84 15 87 15
Reserve for Replacement 110, 35 134 35 147 35 167 35 172, 35 177, 35 182 35 188 3.5 193 35 199 35
GA Tourism Dev Act @126) 0 @s3) o @168) 0 @as)l o @) o @02) o 08) 0 @15 o© @21 o @28 o
Military Zone Tax Credit 140),  (5) 140) (@) 140)  @3) 140) @3 140) @) 140) @) 140) @) 140)  @3) @40), (3) @40) (@3)
Total 38  51% 54 54 % 58 5.4 % 62 53 % 68 53 % 74 5.4 % 81 55 % 87 56 % 93 57 % 146, 65 %
NET INCOME $390 12.4 % $907 23.8 %  $1,138 27.2 %  $1,465 30.7 %  $1484 302 %  $1,525 30.1 %  $1,565 30.0 %  $1,609 30.0 %  $1,654. 29.9 %  $1,653 29.0 %

*Departmental expense ratios are expressed as a percentage of departmental revenues
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INCOME VALUATION INDICATION: DISCOUNTED CASH FLOW METHOD

In the Sales Comparison Approach section of this report, we examine the
conclusion of a study conducted by CBRE who tracked historical sales data
covering U.S. transactions from 2009 through 3™ Quarter (Q3) 2012. The
results represent select completed sale transactions with reported prices and
rates-of-return indications (overall capitalization rates). They concluded with
an Overall Capitalization Rate average of 7.95%. According to CBRE be-
tween 2009 and 2011, overall rates for full-service hotels moved from
8.27% to 7.43% a net change of 84 basis points. Overall rates for limited-
service hotels/resorts moved from 9.46% in 2009 to 8.95% in 2011, a net
change of 51 basis points. Through Q3 2012 YTD, overall rates averaged
9.85 percent—again, a moderate change from year-end 2011, and an in-
crease from the previous quarter YTD result. One reason for the increase in
Q3 YTD 2012 overall rates for the data set was an increase in activity of
limited-service sales in secondary locations compared to more core locations
seen in 2011. Our analysis assumes a hypothetical sale of the subject at the
end of the 10" year. We believe that the subject should trade at overall capi-
talization rates of 10% to 11%, at the terminal year which is ten years from
the forecast commencement date. For full service hotels the range has been
7.43% to 8.27%. We have utilized a terminal cap rate of 11% at the end of
the 10™ year to reflect the expiration of the incentives on the property, the
history of the local market and the expectations for the economy in the
longer term. For the terminal year we have also used Brokers/Legal Fees of
3%. Moreover we have used 12.5% as our Equity Yield rate for valuing the
cash flows to the equity position over the ten year forecast period. We have
used a 7.5% interest rate and 65% loan to value and the blended discount
rate. The blended discount rate in our analysis calculates at 12.5% over the
projection period.
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DCF ANALYSIS AS A FULL SERVICE HOTEL 120 ROOMS

Thus, the following tables presents our discounted cash flow analysis sand
value indication conclusion for the subject property as a full eservice utiliz-
ing these rates for year commencing September 1 2015, the assumed com-
pletion date. We have used valuation parameters as presented previously.

Table 12-6 Discounted Cash Flow Analysis Full Service Hotel 120 Rooms

Year 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/05
Net Income (+000) $587 $1,150 $1,435 $1,821 $1,846 $1,894 $1,967 $2,021 $2,075 $38,276
Discount Factor at 12.50% 0.888888889 0.7901235 0.702332 0.6242951  0.554929 0.4932702 0.4384624 0.3897443 0.3464394 0.3079461
Discounted Cash Flow (+000) $522 $909 $1,008 $1,137 $1,024 $934 $862 $788 $719 $11,787
I
Present Value of Future Benefits 11th-Year Net Income (+0( $2,137
Value "As Improved $19,689,760 Capitalization Rate 11.0%
(Rounded) $19,690,000| Total Sales Proceeds (+000) $19,430
L:ess Capital Program $0 Less: Brokerage & Legal Fees at 3.0% (4 $583
Value Indication via Income $19,690,000 Net Sales Proceeds (+000) $18,847
(Rounded) _WWTCTUNTI 10th-Year Net Income (+000) $19,430
10th-Year Cash Flows (+000) $38,276
*Tenth-year net income of (+000) $2,077 1s sales proceeds of (+000) $18,847

DCF ANALYSIS AS AN ALOFT HOTEL 120 ROOMS

Furthermore, the following table presents our discounted cash flow analysis
and income valuation indication for the subject property as an Aloft. We
utilized the same valuation parameters as we did with the Upscale Full Ser-
vice Hotel Utilizing these rates for year commencing September 1, 2015,
the assumed completion date the following is our DCF Analysis.

Table 12-7 Discounted Cash Flow Analysis Aloft 120 Rooms
Year 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/05

Net Income (+000) $528 $937 $1,182 $1,435 $1,454 $1,498 $1,529 $1,572 $1,615 $29,791

Discount Factor at 12.50% 0.888888889 0.7901235 0.702332 0.6242951  0.554929 0.4932702 0.4384624 0.3897443 0.3464394 0.3079461

Discounted Cash Flow (+000) $469 $740 $830 $896 $807 $739 $670 $613 $559 $9,174

I

Present Value of Future Benefits 11th-Year Net Income (+0( $1,663

Value "As Improved $15,498,057 Capitalization Rate 11.0%

(Rounded) $15,498,000| Total Sales Proceeds (+000) $15,122

L:ess Capital Program $0 Less: Brokerage & Legal Fees at 3.0% (4 $454

Value Indication via Income $15,498,000| Net Sales Proceeds (+000) $14,669

(Rounded) 500, 10th-Year Net Income (+000) $15,122
10th-Year Cash Flows (+000) $29,791

*Tenth-year net income of (+000) $1,613 1s sales proceeds of (+000) $14,669
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DCF ANALYSIS AS AN HYATT PLACE 120 ROOMS

Finallly we conduced a similar DCF analysis for the subject as a Hyatt Place
and the following table presents our discounted cash flow analysis and in-
come valuation indication for the subject property as a Hyatt Place . We
utilized the same valuation parameters as we did for the other two scenarios
Utilizing these rates for year commencing September 1, 2015, the following
is our analysis.

Table 12-8 Discounted Cash Flow Analysis Hyatt Place 120 Rooms

Year 2015/16 2016/17 2017/18 2018/19 2019/20 2020721 2021/22 2022/23 2023/24 2024/05
Net Income (+000) $390 $907 $1,138 $1,465 $1,484 $1,525 $1,565 $1,609 $1,654 $30,510
Discount Factor at 12.50% 0.888888889 0.7901235 0.702332 0.6242951  0.554929 0.4932702 0.4384624 0.3897443 0.3464394 0.3079461
Discounted Cash Flow (+000) $347 $717 $799 $915 $824 $752 $686 $627 $573 $9,396
I
Present Value of Future Benefits 11th-Year Net Income (+0( $1,704
Value "As Improved $15,634,734 Capitalization Rate 11.0%
(Rounded) $15,635,000| Total Sales Proceeds (+000) $15,487
L:ess Capital Program $0 Less: Brokerage & Legal Fees at 3.0% (4 $465
Value Indication via Income $15,635,000 Net Sales Proceeds (+000) $15,023
(Rounded) _ME'EU(TUUUI 10th-Year Net Income (+000) $15,487
10th-Year Cash Flows (+000) $30,510
*Tenth-year net income of (+000) $1,653 1s sales proceeds of (+000) $15,023

HCI Hotel Consulting International Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.net




Reconciliation of Value Indication/Conclusions 156

13. RECONCILIATION OF VALUE INDICATIONS
AND CONCLUSIONS

he reconciliation, which is the last step in the feasibly process,

involves summarizing and correlating the data and procedures employed
throughout the analysis. The final conclusion of feasibly is arrived at after
reviewing the estimates indicated by the cost, sales comparison, and income
capitalization approaches. The relative significance, applicability, and
defensibility of each indicated value are considered, and the greatest weight
is given to that approach deemed most appropriate for the property being
evaluated. Our analysis involves a careful study of the property itself and the
economic, demographic, political, physical, and environmental factors that
influence real estate. We included a detailed study of St Marys and
presented our conclusion of the city as a potential destination. We also
considered the investor /developer incentives and concessions and have
commented how they have been factored into the analysis. We have not
included all incentives and concessions only those stated and verifiable.

INVESTOR/DEVELOPER INCENTIVES
The following are the incentives and a comment is entered on action taken:

Property Tax Assessment Program/Abatement

Typically applies to historic buildings. The subject property is not an
historic building but is an integral part of the restoration of the section of
the historic district that needs restoration- the waterfront to Ready Street.
Comment/Action,; The property tax rates are as follows- The State of Georgia
(0.25 Millage Rate), St. Marys (5.351 Millage Rate), Camden County (11.70
Millage Rate), Board of Education (15.50 Millage Rate). The combined mill rate is
32.801 per $1,000 in value. We have reduced the assessment by 25% for 9
years as abatement. The property tax burden does impact the feasibility of
the project. The rebate included in the analysis is only 25% and increasing
this will provide greater feasibility for the project. For example perhaps
Camden County could be included in the abatement.

HB 0234 - Georgia Tourism Development Act:

This bill creates the Georgia Tourism Development Act to promote the
development of new tourism attractions or expansions of existing tourism
attractions that are supported by at least 25 percent from out of state
visitors. It authorizes the incremental increase in state and county/city sales
tax generated from the project to be applied toward a tax refund up to 25%
of the project costs over a ten year period. To qualify the project must have
a cost in excess of $1 million, be approved by the local governing authority,
the Governor and enter into an agreement with the Department of
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Community Affairs. Tourism projects include cultural or historic sites,
recreation or entertainment venues, and convention and hotel conference
centers.

Comment/Action, The development cost of the hotel is presented in the Chapter
11 for each scenario. With Cost Comparison Approach for each scenario an Aloft,
Hyatt Place and an Upscale Full Service at $13,168,050, $15,604,050 and
$18,321,450 respectively without land and profit, the maximum benefit at the 25%
ceiling is $3,292,013, $3,901,013 and $4,580,363 respectively. Thus under the
Georgia Tourism Development Act and with Georgia State Sales Tax is 4% in the
Aloft Scenario the benefit represents $129,000 in year 1, $150,000 in year 2,
$166,000 in year 3, $181,000 in year four as high as and to $210,000 in year
10 and does not meet the $3,271,270 threshold. It does not meet the threshold in
any scenario. Should the hotel perform better than we have forecasted there will be
additional savings. There are other revenues from other facilities that should benefit
from this tax credit also.

Military Zone Tax Credit: Businesses locating within the Military Zone and
creating at least two fulltime jobs can take advantage of a tax credit of
$3500 per job claimed against their Georgia Income Tax liability.
Comment/Action; The project, once operational will employ at least 40 staff for
the upscale select service and 50 for the full service hotel. The employment levels will
increase over 30% if the concessions stated below are included. We will use 40,/50
employees in our analysis and the credit amounts to $140,000 and $175,000 for
each year. We assume as long as the naval base is in St Marys, the credit will
continue.

Employment Incentive Program (E.I.P.): The EIP is a financing program
that may be used in conjunction with traditional private financing to carry
out economic development projects which will result in employment of low
and moderate income persons. Many types of projects can be financed with
EIP funding. However, projects creating opportunities for low and
moderate income persons to advance themselves by obtaining employment,
greater job security, better working conditions, job training, enhancement
of workplace skills and advancement opportunities receive the greatest
consideration.

Comment/Action; the project may meet the criteria specified. This program has
not been factored into our analysis. No action taken.

Redevelopment Fund: Redevelopment projects can be the most
challenging economic and community development projects a local
government undertakes. The Redevelopment Fund gives local governments’
access to flexible financial assistance to help them implement projects that
cannot be undertaken with the usual public sector grant and loan programs.
The Redevelopment Fund finances locally initiated public/private
partnerships to leverage investments in commercial, downtown and
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industrial redevelopment and revitalization projects that wouldn't proceed
otherwise.

Comment/Action, The city likely taps such funding for revitalization projects.
The revitalization of East Mary Street near the project would be a suitable project.
This program has not been factored into our analysis. No action taken.

State Historic Preservation Tax Incentives: The Georgia State Income Tax
Credit Program for Rehabilitated Historic Property allows eligible
participants to apply for a state income tax credit equaling 25% of
qualifying rehabilitation expenses capped at $100,000 for personal,
residential properties, and $300,000 for income-producing properties. The
credit is a dollar for dollar reduction in taxes owed to the State of Georgia
and is meant to serve as an incentive to those who own historic properties
and wish to complete rehabilitation.

Comment/Action; No building exists so not a historic building but is in historic
downtown area and compatibility is an objective. No action taken but it should be
further investigated further by the SMIG committee as an additional incentive.

The Georgia Preferential Property Tax Assessment Program for
Rehabilitated Historic Property allows eligible participants to apply for an
8-year property tax assessment freeze. This incentive program is designed to
encourage rehabilitation of both residential and commercial historic
buildings by freezing property tax assessments for eight and one-half years.

Comment/Action, This program has not been factored into our analysis. No

action taken.

Facade Grant Program: Businesses located within the Downtown
Development Authority boundaries are eligible to apply for a facade grant.
Exterior improvements to buildings can be made with facade grant funds.
Eligible improvements include exterior signage and lighting, facade
painting, roof and building code repair, landscape improvements, and etc.
Architectural design assistance is also available.

Comment/Action, This program has not been factored into our analysis. No

action taken.

Main Street Community: As part of the DDA Downtown District, St.
Marys has been designated as a Main Street Community, with design
services made available through partnerships with The Department of
Community Affairs, Georgia Trust for Historic Preservation and the
University Of Georgia School Of Environmental Design. Technical
assistance may include:» Facade rehabilitation drawings and
specificationse= Paint colors and signage recommendations= Review and
assistance in drafting of landscape, parking, and sign ordinances=
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Schematic streetscape designe In-town and historic neighborhood in-fill
design assistance= corridor management and traffic planning assistance=
landscape horticultural assistance for public and community buildings=
Park, recreation, and trail system planning and  design.
Comment/Action; the project may meet the criteria specified. This program has
not been factored into our analysis. No action taken.

GA Cities Foundation Revolving Loan Fund (GCFRLF): Applications are
evaluated based on leadership, accountability, long-term sustainability, and
potential for private investment. Projects should encourage spin-off
development, add jobs, promote downtown housing, or add to the cultural
enrichment of the community. Each application must also undergo credit
underwriting. Eligible Projects include real estate acquisition, building
rehabilitation, new construction, green space and parks. Ineligible uses of
funds are operating expenses and administration, local revolving loan
funds, public infrastructure projects, streetscapes, and facade projects.
Comment/Action; The project once operational will employ at least 40,50 staff.
This program has not been factored into our analysis. No action taken.

Local Revolving Loan Funds (RLF): Local Revolving Loan Funds (RLF) is
potential sources of funding for new or expanding businesses in select areas
throughout Georgia. The goal of each RLF is the creation of job
opportunities, primarily for low- and moderate-income persons. Funds for
each RLF are capitalized with a Community Development Block Grant
(CDBG) Employment Incentive Program (EIP) grant that is loaned to a
private business or a Redevelopment Fund (RDF) loan(s). As loan
repayments are made, the RLF is capitalized by the local government that
was the recipient of the initial CDBG EIP or RDF award. RLF loan
applications are received and reviewed by the local RLF committee and
government that operate the RLF.

Comment/Action; the project may meet the criteria specified. This program has

not been factored into our analysis. No action taken.

DCA Downtown Development Revolving Loan (DDRLF): The purpose of
the Downtown Development Revolving Loan Fund (DDRLF) is to assist
cities, counties and development authorities in their efforts to revitalize and
enhance downtown areas by providing below-market rate financing to fund
capital projects in core historic downtown areas and adjacent historic ne
Comment/Action; Comment/Action, This program has not been factored into
our analysis. No action taken.

Equity Fund (One GA): The purpose of the Equity Fund is to provide a
program of financial assistance that includes grants, loans and any other
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forms of assistance authorized by (O.C.G.A.50-34-1 et seq.) to finance
activities that will assist applicants in promoting the health, welfare, safety,
and economic security of the citizens of the state through the development
and retention of employment opportunities in areas of greater need as
defined by the Georgia Business Expansion and Support Act of 1994, as
amended (O.C.G.A.48-7-40).

Comment/Action; The project may meet the criteria. This program has not been
factored into our analysis. No action taken.

INVESTOR/DEVELOPER CONCESSIONS

The following are concessions and the comments are entered on action
taken. The more concession the greater the viability of the project.

The Site The site was purchased by the city of St Marys for $1,300,000 at
auction on June 17" 2010 as a tourism asset. The land will be used for
developing a tourism project that will serve as a catalyst for economic
growing. The site will be integral part of the project.

Comment/Action,; The project will be the catalyst for further waterfront
development. Our analysis assumes the land will be contributed to the project that
there will be a lease arrangement. That the lease terms will be market driven.

The Marsh Walk 0.43 acres Land id number S41 11 001 of 0.43 acres at O East
Bryant Street valued by the County Assessor at $6,450. It is unbuildable but
available for a marsh walk. This property should likely be folded into the subject
land so as to protect the marsh and provide a walk as an amenity to the hotel
Comment/Action,; The March Walk could also be a unique amenity for guests.
This amenity has not been factored into our analysis. No action taken.

Parking on Ready Street: The site is small for a significant hotel
development. The south section of Ready Street between East Stable Alley
and East St Marys Street should be contributed the project.
Comment/Action, The project will be the catalyst for the waterfront
redevelopment. Our analysis assumes the land will be contributed to the project for
parking and that there will be adequate parking provided for the development.

Boat Dock with 16 Slips: extension of the Dock permit for the existing
eight slips + the additional eight slips has been approved by DNR.
Extension is to March, 2016. This permit does not cover any future
“mooring field* endeavor. This should be done — if appropriate — by the
private sector or the SMIG investor. The dock and slip are part of the
project and due to the size of the land are not easily separately from the
project.
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Comment/Action; The dock and slips are integral parts of the tourism project and
are understood to be incorporated into the project. Our analysis assumes these rights
are included.

The Buildable rights — A minimum of four is likely necessary due to the
size of the site. Separate buildings as suggested by the Historic Preservation
Society would handicap the property, would not be accepted by many of the
hotel franchise companies because of operational efficiencies. Additional
restaurant, retail, small spa or meeting space could be incorporated into
separate building as proposed by HPS.

Comment/Action,; Our analysis assumes one building. It would be prohibitively
expensive to operate a small hotel in several buildings, particularly in a competitive
market. Climate conditions would also be a negative factor for guest and staff.

Orange Hall — The Highest and Best Use of Orange Hall is likely as a
location for conferences, corporate events and training courses with
reception rooms and boardroom suites. Such operations are usually
unprofitable on a small scale but if operated in conjunction with an upscale
hotel that also had significant meeting and conference space and the
specialized management necessary, the synergies would likely result in
economic benefits. The incorporation of a lease on Orange Hall to a
capable operator that has professional meeting staff to operate such an
upscale facility on corporation with hotel meeting space would benefit the
city as both the hotel and the Orange Hall would be more successful with
these synergies. It would strengthen the link between the hotel and the
historic city.

Comment/Action, Linking this facility with the upscale hotel would create
synergies beneficial for both. The hotel could operate an upscale retreat conference
center house and the city would be secure with a qualified operator. To be able to
serve events in Plum Orchard would also be synergistic and create greater links with

Cumberland. .

Waterfront and Howard Gilman Memorial Park The hotel could also
provide services such as catering for the Waterfront and Howard Gilman
Memorial Park. With the expansion of the boardwalk to the subject site the
synergies would be even greater.

Comment/Action. This program has been factored into our analysis.

Cumberland Island: While under the domain of the National Park Service
greater synergies between an upscale hotel and could be generated by
providing the National Park Service and Cumberland Island with upscale
services that would complement the Greyfield Inn endeavors. The hotel
project operation would benefit from a concession of a luxury eco- camp
(+10 units) on the island similar to such offerings in exotic location such as
Africa and the Middle East. It would create a greater link with the mainland
and St Marys and provide additional support as a revenue generator to the

HCI Hotel Consulting International Phone 305-856-7560 Fax 305-856-5934 http://www.HotelConsulting.net




Reconciliation of Value Indication/Conclusions 162

subject tourism project. It would also benefit the NPS with additional
revenues and a very high end camping product for visitors who are not
comfortable with rugged camping.

Comment/Action. This has been factored into our analysis. No action taken. It
would expand the room count and create links and synergies with the island. It
would also provide additional support of small boat service as this high end market
would be less price sensitive.

The Marsh Walk Extension: The city previously envisaged expansion of the
Marsh Walk. The lot Parcel id number S41 11 001 of 0.43 acres at O East Bryant
Street valued by the County Assessor at $6,450. It is unbuildable but available for a
marsh walk. This property should likely be folded into the project so as to protect
the marsh and provide a walk as an amenity to the hotel.

Comment/Action. This has been factored into our analysis. No action taken.

Transportation System -The Toonerville With a major tourism project the
city should recreate the Toonerville Trolley as a tribute to cartoonist Roy
Crane. The quaint little car that played a major role in Crane’s story line be
functional as well as a unique tourist attraction in itself.

Comment/Action. This has been factored into our analysis. No action taken.

Landscaping Revitalization at east end of St Marys Street should be a
priority in order not to damage the hotel project. Landscaping and
decorating could be a neighborhood project of Main Street Community
and the technical assistance would be beneficial

Comment/Action. This has been factored into our analysis. No action taken.

Based on the data set forth in this report, the following value indications
were developed for the developed subject property under three scenarios; as
an upscale full service hotel ,an Aloft and a Hyatt Place.

Table 13- 1 Reconciliation of Value Indicators /Conclusions

Approach Full Service Hotel Aloft. Hyatt Place
Total Cost (excludes Land) Before Profit 18.321 ml 13.168 ml 15.604 ml
Total Cost (excludes Land) after 18% Profit 21.619 ml 15.538 ml 18.413 ml
Sales Comparison Indication $12 mlto $24 ml  |$14.4 ml to 16.8 ml $14.4 ml to 16.8 ml
Income Capitalization 9/1/2015 Indication $19,690,000 $15,498,000 $15,635,000
Reconciled Indications 1/15/2009 $19,700,000 $15,500,000 $15,600,000

Our nationwide experience indicates that the procedures used in estimating
market value by the income capitalization approach are comparable to those
employed by the hotel investors who constitute the marketplace. For this
reason, we believe that the income capitalization approach produces the
most supportable value estimate, and it is given the greatest weight in our
final estimate of the subject property's market value. The income
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capitalization approach indicates a prospective value of approximately $19,700,000
as a Full Service Hotel, 15,500,000 for the proposed subject as an Aloft and
$15,600,000 as a Hyatt Place.

SALES COMPARISON APPROACH

The sales comparison approach uses actual sales of similar properties to
provide an indication of the subject property’s value. The strength of this
approach lies in its ability to measure value based on the investment
decisions made by actual buyers and sellers. Although we have investigated
a number of sales in an attempt to develop a range of value indications,
several adjustments are necessary to render these sales prices applicable to
the subject property. These adjustments are considered highly subjective
and misleading, preventing a more conclusive estimate of value via this
approach. A total of 28 sales were identified and considered. The most
pertinent properties were analyzed and supported a range of $14.4 million to 16.8
million for the 120 room subject property a Select Service Hotel and $12 million to
24 million as a Full Services Hotel.

CosT APPROACH

The cost approach may provide a reliable estimate of value in the case of
new properties; however, as buildings and other improvements grow older
and begin to deteriorate, the resultant loss in value becomes increasingly
difficult to quantify accurately. We find that knowledgeable hotel buyers
base their purchase decisions on economic factors such as projected net
income and return on investment. Because the cost approach does not
reflect these income-related considerations and requires a number of highly
subjective depreciation estimates, this approach is given minimal weight in
the hotel valuation process. Based on our in-house database of hotel costs we
established a Cost Estimate for the subject excluding land but excluding profit, of
$13.168 million for the Aloft, $15.604 million for the Hyatt Place and $18.321
million for the full service hotel. However profit is also a legitimate expense in
rendering feasibility. With and developer/Entrepreneurial profit of 18% the cost is
$15.538 million for the Aloft, $18.413 million for the Hyatt Place and $21.619

million for the full service hotel.
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CONCLUSION

Careful consideration has been given to the strengths and weaknesses of the
three approaches to value discussed above. In arriving at our valuation
conclusions, we considered the highest and best use for the subject
property. In the Highest and Best Use (HBU) section of this report we
opine as to the highest and best use for the land. In this section we present
for HBU in consideration several possibilities.

In Chapter 1, Nature of the Assignment, We have summarized incentives and
concessions available or under consideration; in Chapter 13, Reconciliation
of Valuation Indications and Conclusions, we have commented on subsequent
action taken in our analysis. Also in Chapter 13, we presented
recommendations that should further motivate an investor. In Chapter 2,
Description of the Land we concluded that the site is premier waterfront land
that offers excellent views of the harbor, the salt-marsh and Cumberland
Island. It also has a deep water harbor with boat docking privileges for 18
slips. The river represents an amenity to the SMIG project as well as an
important access point for boating tourists as potential guests. St Marys is
tied to the sea via its once vibrant waterfront. Previously it was a main port
city when 200 to 300 ships lay in the river and shipbuilding and related
industries were St Marys economic engine.

We have conducted a Highest and Best Use Analysis, summarized in Chapter
8. In our analysis we considered all uses that were within the guidelines
established for the St. Marys Intracoastal Gateway Project by its committee.
Also in the final Chapter 13, Reconciliation of Valuation Indications and
Conclusions we presented a reconciliation of value indications and overall
conclusions. The maximally productive use 0f the subject land without
incentives or concession is to hold for future speculative development with
resort, residential or related uses. With incentives and concessions applied
as stated in the analysis, there is profitability to an investor who completes a
hotel/resort development.

Our analysis includes the Georgia Tourism Development Act incentive, the
Military Zone Tax Credit and a 25% Property Tax Abatement for a limited
period. Concessions from the city include the land, the parking on Ready
Street and the boat dock with 16 slips. We also considered that there
would be less restrictions on building height for site efficiency and in
consideration of development costs and overall feasibility. Other incentives
were reviewed but were unquantifiable and are commented on in Chapter
13. We recommended that these other incentives referenced be further
investigated.
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Other concessions, not considered in our analysis, that would be mutually
beneficial, include an operation agreement (or lease) for the Orange Hall as
an upscale corporate civic conference venue. Plum Orchard perhaps could
be an offsite event venue, if there was consensus. .An agreement with
Cumberland Island or its concessionaire for “fast” boat service access or “on
demand” service would benefit the project. An operation agreement for
luxury “eco-camps” for example ten units, would create a strong ecological
theme for marketing and increase potential rooms’ revenues. Such
agreements would also create synergies and strengthen the properties ties
with the waterfront, the Historic District and Cumberland Island. These
additional concessions should be investigated further and considered as
they enhance the project and create greater financial viability. Further
concessions have not been included in our analysis but are
recommendations that would increase viability and lead to a greater
development result for the city.

In Chapter 12, Forecast of Income and Expense, We presented three scenarios
and concluded with value indications by using a Discounted Cash Flow
(DCF) Analysis. We also examined Comparable Hotel Sales in Chapter 10
and a Development Cost Analysis in Chapter 11, and concluded with our
opinion of profitability applicable for each scenario. We evaluated three
hotel types in the scenarios and concluded with the profit after
development costs for each. The three hotel options were a Full Service
Hotel and two upscale select service hotels- Aloft and Hyatt Place. The full
service hotel provided the least entrepreneurial profit but the highest
valuation, while the Aloft provided the highest profit but the least value.
Aloft was the most financially viable and feasible of the three. Should the
full service hotel be modeled on the Aloft in terms of efficiency then it may
be viable with an adequate return but it would depend on the franchise
affiliation. There are other upscale brands that are suitable that should also
serve the potential demand. The key considerations are style, whether their
development costs can be financially supported, and the risk parameters
and motivation of the investor.

The SMIG site does present a good opportunity to an investor to be the
catalyst in creating a new destination, in a market that is secretly rich in
tourism resources and that has special access to Cumberland Island and
links with the waterfront and Historic District. The location is the premier
site, in a city that once revitalized, should bolster revenues and improve
profitability for the subject resort and for St Marys businesses overall

In Chapter 8, Highest & Best Use Analysis other stand-alone uses were
considered including retail, residential, spa, independent restaurant but
were not deemed financially viable as stand-alone developments. Full service
marina use was considered already well provided for in St Marys. The
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commercial uses such as marina, spa retail were beneficial and contribute
value, as smaller components of a resort development.

Finally, we recommend that the next steps for the SMIG committee as
follows. The SMIG committee should foremost consolidate consensus on
the full range of concessions and incentives to be provided. In an RFP
(Requests for Proposals) an investor should be invited to structure an
appropriate long term ground lease based on all the benefits (concessions
and incentives) provided or confirmed to the city. The more favorable the
benefits the higher the terms offered to the city and the results would
therefore be market driven. An upscale hotel is an essential component in
the revival of the waterfront and its impact will greatly impact the economy
of St. Marys and directly influence future development and overall economy
of St Marys.

Yours truly,

Hotel Consulting International
Division of O & R Valuations, Inc.
//‘wnu,g = .:l..-v..-l—"e_

Thomas F. O'Neill, CRE, MAI, ISHC, CHA
Managing Director
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