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Metro Denver's economy is set to outperform the nation’s this year, and conventions in the city are on the rise. Hotel
RevPAR in 2012 surpassed Denver's pre-recession high, and healthy demand levels are pushing the pace of hotel
transactions.

The pace of revitalization and new development throughout the Denver Metropolitan area, underpinned by strong
economic and lodging industry fundamentals, continues to spur investor interest in Denver hotels. Nine Fortune 500
companies, low unemployment, and strong commercial real estate fundamentals contribute to the metro area’s attractive
economic climate. Denver was ranked fifth in Forbes’“Best Places for Business and Careers” in 2013, and forecasts
conducted by the Metro Denver Economic Development Corporation indicate Metro Denver’s economy will outperform
the nation this year.

The Denver lodging market has recovered well from the recent recession, with 2012 RevPAR performance surpassing the

pre-recession high. Moderately strong lodging demand, buoyed by area employers, leisure visitation, and the convention

market, continues to apply upward pressure on hotel rates. While the pace of new hotel construction slowed significantly
following the economic downturn, a high volume of proposed hotels is now in the pipeline. Fueled by healthy demand and
high yields, investor enthusiasm is on the rise and is pushing the pace of transactions.

Economy Update

The Metro Denver Economic Development Corporation forecasts a full recovery of the jobs lost during the last recession.
Company expansions in the area's healthcare and financial sectors account for significant growth in jobs. The following
table lists Denver's top employers.

MAJOR EMPLOYERS

Mumber of
Rank Firm Employees
1 LS. Government 39,983
2 State of Colorado 33,515
3 University of Colorado System 16,131
4 Denver Public Schools 13,087
5 Cityand County of Denver 10,851
& HealthONE 10,280
i Exempla Healthcare 7,260
] Lockhesd Martin 7,030
9 Centura Health 6,920
10 CenturyLink 6,850

Source: Metro Denver EDCC/Southeast Business Partnership, 2012

Metro Denver's residential real estate market is projected to continue to outperform the nation with growth in new



construction activity and home prices, along with a reduced pace of foreclosures. According to research by the Denver-
based Goss Institute for Economic Research, Colorado's housing sector rebound is stimulating growth in other sectors,
including durable and non-durable manufacturing firms. Spurred by the pace of housing starts, the Goss Institute's
monthly index of expected Colorado business activity reached a six-month high in February of 2013.

The following table illustrates historical and projected employment, population, and income data for the overall Denver

market.

EMPLOYMENT, HOUSEHOLDS, POPULATION, AND HOUSEHOLD INCOME STATISTICS

Total Office Industrial Household
Year ploy % Chg Employ %Chg Employ %iChg | sChg P i % Chg Avg. Income % Chg
2000 1224770 — 387,353 - 158,228 - 863,710 - 2,219,040 = $33,451 -
2001 1187870 (20)% 3775 (280 % 157,802 (52)% 884440 18 ¥ 2355440 17 ¥ 100891 11 %
2002 1158530 (18} 375,834 (0.4) 150818 (44) 832760 03 3275880 03 101,481 08
2002 1155800 (1.1} 75357 03 45737 (27) 300580 03 2234310 08 102,55 10
2004 117500 17 |4230 19 145,281 17 910430 11 2,317,490 10 08410 57
2005 1200200 21 [LUE 25 50236 05 335040 16 2352450 15 13612 33
2008 1,222,500 19 03,085 22 153,608 18 343420 20 2335120 13 115,45 &1
2007 1,250,200 23 413534 25 53645 07 sg2770 21 3,441,330 13 124035 3.8
2008 1242530  (0.8) 413315 (0.1) mo2E  (22) 382220 20 2486720 13 121,183 (2.3)
2008 1,187,530 (4.4) 393,406 (3.5 138777 (76) 1001860 20 3532030 18 13791 (B1)
2010 1,195,400 10 803,108 12 133,137 03 1021770 20 2,577,050 18 113,253 48
2011 1215330 14 209,282 17 40858 10 1035450 13 2516150 15 122,500 28
2012 1245270 24 417720 13 41372 05 1043530 14 250,720 13 124355 14

Forecasts

203 1265720 16 % 425552 1.5 % 141475 01 ¥ 1065470 16 % 2632740 12 % 5128632 34 ¥
2014 1303250 30 441,707 3.8 142763 08 1085640 18 3714370 1.2 135855 56
2015 1342800 30 455135 3.7 144478 12 1104270 17 2746640 1.2 14286 51
2016 1372780 22 471006 2.3 145435 07 1121830 16 2778780 1.2 14355 43
207 1391800 14 480544 2.1 144878 (p4) 1138540 15 2811550 12 154518 38

Awerage Annual Compound Change

2000 - 2012 01 % 06 % 1.4) % 16 % 15 % 19 %
2000 - 2007 0.3 03 (2.3} 15 14 32
2007 - 2010 (14) (0.9) 3.2) 20 18 1.3}
2010- 2012 13 18 0.8 14 14 21
Forecast 2012 - 2017 22 % 25 % 0s % 16 % 12 % 45 %

Source: REIS Report, 4th Quarter, 2012

For the Denver market, of the roughly 1,200,000 persons employed, 34% work in offices and are categorized as office
employees, while 11% are categorized as industrial employees. Total employment decreased by an average annual
compound rate of -1.4% during the recession of 2007 to 2010, followed by an improvement of 1.9% from 2010 to 2012. By
comparison, office employment reflected compound change rates of -0.9% and 1.8% during the same respective periods.

The chart below illustrates historical and projected dynamics of employment, population, and household trends in Metro
Denver from 2001 through 2017.

COMPARATIVE EMPLOYMENT, POPULATION, AND HOUSEHOLD TRENDS

80

- ~ m = =7 = M w o = — ™~ m - = = -~
=2 f=] =2 p=] =2 = [=3 f=1 = - - - - - - - -
= = p=1 p=1 = p= p= b= = = = = = = = = =
= T T I T T = B B
Projected

o Ttz | Employmant . Oiffic2 Employment



e Industriz | Employment s Houszholds

P opulation S Houseshold Avg. Incomea
Sgurca: REIS Report, 4th Quarter, 2012

REIS projects total employment and office employment to each expand by 1.8% in 2013. Total employment is forecast to
improve at an average annual compound rate of 2.2% from 2012 to 2017, and office employment is forecast to improve by
2.9% on average annually during the same time frame.

The following table presents unemployment statistics for Denver, the MSA, the state of Colorado, and the U.S. from 2002
through 2011.

UNEMPLOYMENT STATISTICS

Year Clity MSA State us.
2002 6.7 % 5.9 % 5.7 % 5.8 %
2003 7.2 B4 6.1 B.0
2004 B.6 59 5.6 5.5
2005 5.8 52 51 51
2006 48 4.4 43 46
2007 432 EX-] E¥:] 46
2008 53 45 48 58
2005 5.0 83 81 9.3
2010 9.5 5.0 89 9.6
2011 9.1 8.3 83 9.0
Recent Month - Dec
2011 B8 % 75 % 77 % B5 %
2012 B.O 74 7.5 78

* Letters shown next to data points I any) reflect revised population controls and/or
madel re-estimation Implemented by the BLS.

Source: 1.5, Bureauw of Labor Statistics

Unemployment rates in the Denver area decreased year-over-year from 2003 through 2007 before beginning to rise in
2008, concurrent with the recession; this trend continued through 2009 and 2010. In 2010, Colorado ranked among the
top U.S. states for workforce development and training1. According to the Denver Business Journal, Colorado ranked 38th
in the U.S. for change in the number of private-sector jobs between 2001 and 2010, with a loss of approximately 64,800
jobs; according to the same study, the state reversed the job-loss trend between 2010 and 2011 by gaining approximately
8,200 new private-sector jobs. While public-sector employment has continued to decrease, the most recent comparative
month in 2012 also illustrates improvement in total unemployment trends. The strong fundamentals of Denver’s
economy, coupled with a housing market that is stabilizing faster than most and a well-educated workforce, should bring
accelerated job growth as the economy rebounds.

Prominent industries in Denver range from retail, banking, and healthcare to aerospace, telecommunications, and energy.
Major improvements and infrastructure projects continue to improve Denver's amenity package and drive construction-
related employment. A $544-million South Terminal Redevelopment Program at Denver International Airport is expected
to improve the market's accessibility, as well as its national and international presence. Supporting local businesses,
including hotels, $2 billion in RTD rail developments will add 140 miles of rail, 4 rail lines, and bus-transit linking the
Fitzsimons, DIA, the Western Corridor, and Downtown submarkets by 2016. FasTracks and projects such as the Union
Station redevelopment are spurring construction and retail activity along the rail lines, as well. Buoyed by the Colorado
Convention Center and the market's extensive collection of hotels, Denver's convention industry has achieved competitive
status as one of the nation's top destinations. The area's special events venues, cultural activities, and tourism attractions
support a strong leisure market.

Office Space Market Update
The following table details Denver’s office space statistics, which are important indicators of the market's propensity to

attract commercial hotel demand.

OFFICE SPACE STATISTICS - MARKET OVERVIEW

Inventory Occupied Office Vacancy Average Asking



Rate

Submarket Buildings Square Feet Space Lease Rate
1 CBD 129 26,019,000 23,000,800 116 % 52763
2 Midtown 71 5,229,000 2,725,300 156 19.20
3 Northeast 32 2,112,000 1,524,900 278 17.58
4 Morthwest 113 7,749,000 6,114,000 211 2041
5 West Central 102 6,095,000 5,052,800 171 1870
& Southeast 145 9,769,000 7,688,200 M3 18.27
7 Southeas Suburban 308 29,358,000 23,104,700 215 20.09
B Southwest 104 4,806,000 3,806,400 20.8 18.75
Totals and Averages 1,004 89,137,000 73,017,100 1B.1 % 521.86

Source: REIS Report, 4th Quarter, 2012

Vacancy and average asking lease rates across Denver vary widely, with the lowest vacancy and highest lease rates in the
Central Business District submarket. Below-average vacancy levels are further illustrated in the Midtown and West Central
submarkets, while the remaining submarkets post well above-average levels. Vacancies are highest in the Northeast, with

corresponding low rents.

The following table illustrates a trend of office space statistics for the overall Denver market.

HISTORICAL AND PROJECTED OFFICE SPACE STATISTICS - GREATER MARKET

Denver Market
Available Occupied Vacancy Asking
Year Office Space % Chg OfficeSpace % Chg Rate Lease Rate % Chg
2000 21,040,000 — 73,931,000 — 28 % 52143 -
2001 84803000 46 % 71032000 (39)% 162 20.65 (3.8) %
2002 85381000 0.7 65495000 (3.8) 19.8 19.04 (7.8)
2003 85805000 05 66,771,000 (2.5) 232 17.53 (5.8)
2004 86,321,000 06 68,085,000 20 211 17.60 (1.8)
2005 86,272,000 (0.1) £3,350,000 1.3 195 17.90 17
2006 86607000 04 72407000 44 16.4 19.25 15
2007 86401000 (0.2) 73,229,000 11 15.2 21.40 112
2008 87235000 10 73142000 (0.1) 16.2 2216 36
2009 88195000 11 70452000 (3.7) 20.1 2160 (2.5)
2010 82,551,000 0.4 70,572,000 0.2 20.3 31332 (1.8)
2011 88533000 04 71,483,000 13 196 2146 11
2012 829,137,000 02 73,017,000 21 181 2186 19
Forecasts
2013 85,127,000 OO0 % 73543000 07 % 175 % 53237 19 %
2014 37000 OF 74,448,000 12 171 2285 25
2015 50380000 07 75,488,000 14 165 2364 33
2016 5,013000 OF 76,534,000 13 155 24435 X
2017 51874000 0% 78,864,000 25 142 2555 43
Average Annual Compound Change
2000 - 2012 0.8 % (0.2) % 0.2 %
2000 - 2007 03 (0.1) (0.0}
2007 - 2010 08 (1.2) (0.3}
2010- 2012 03 17 15
Forecast 2012 - 2017 06 % 16 % 32 %

Sopurce: REIS Repaort, 4th Quarter, 2012

The inventory of office space in the Denver market increased at an average annual compound rate of 0.8% from 2000
through 2012, while occupied office space contracted at an average annual rate of -0.1% over the same period. From 2007
through 2010, occupied office space contracted at an average annual compound rate of -1.2%, reflecting the impact of the
recession. The onset of the recovery is evident in the 1.7% average annual change in occupied office space from 2010 to
2012. From 2012 through 2017, the inventory of occupied office space is forecast to increase at an average annual
compound rate of 1.6%, with available office space expected to increase 0.6%, resulting in an anticipated vacancy rate of

14.2% in 2017.

Convention Trends

The 769,000-square-foot Colorado Convention Center, in conjunction with an estimated 8,400 downtown rooms and
42,000 hotel rooms metro wide, is expected to continue to draw sizeable levels of group demand to Denver. The 2012



convention year realized 16 more conventions and over 7,900 more delegates than in 2011. Four conventions with over
5,000 delegates and eight more with 3,500 to 4,999 delegates each are on the books for 2013. The following table details
statistics for the Colorado Convention Center from 2005 to 2012.

CONVENTION STATISTICS - COLORADO CONVENTION CENTER

Percent Percent
Year Number of Convention: Change  Mumber of Delegates  Change

2005 40 - 257,356 -
2006 55 375 5% 320,350 244 %
2007 75 6.4 335,116 47
2008 75 [0.0) 378,863 127
2008 86 [12.0) 313,540 (17.2)
2010 75 136 371,003 183
2011 22 93 368,058 [as)
2012 58 135 377,030 22

Source: Colorsdo Convention Center

Hotel Construction Update
The following proposed hotel projects are actively in the construction or planning stages for Metro Denver:

* Westin DIA

* Renaissance Downtown

* Marriott Church Ranch Westminster

* Homewood Suites/Hampton Inn & Suites by Hilton Downtown
* Union Station Hotel Downtown

* Woolley's Classic Suites DIA

* Home2 Suites by Hilton Lakewood

* Drury Inn Stapleton

* Boutique Hotel LoDo Downtown

* Hampton Inn & Suites by Hilton Aurora

+ Candlewood Suites Brighton

* Holiday Inn Express & Suites Golden

* Homewood Suites by Hilton Highlands Ranch

* Holiday Inn Express Peoria

* Full-Service Hotel & Conference Center Fitzsimons Village Aurora

While several new hotels are expected to enter the market in the coming years, the percentage increase to the overall
market supply will be minimal. The active development projects in the Denver Metro area are anticipated to continue to
induce lodging demand.

Outlook on Market Occupancy and Average Rate

Having sustained significant RevPAR losses during the recession, upscale and luxury hotels in Metro Denver have made a
strong rebound in recent years. While discounted rates during the downturn allowed lodgers to trade up in
accommodations, hotel operators report that integrity in hotel rates by tier has returned to the market. Backed by
renovations at several area properties, demand growth continues in 2013, with a rise in average rate and RevPAR
supported by all product categories, particularly in the Downtown and Airport submarkets. In addition, slightly soft group
demand trends in 2012 are reported to have improved in 2013. Hotel operators report that yield strategies are in full force
with local negotiated corporate and advance group booking rates holding strong. While new competitive supply will open
over the next few years, the anticipated mix of product types and locations is expected to induce new demand to the
market. Overall, Denver's resilient lodging fundamentals should allow the market to sustain moderate growth in the near
future.

Recent Hotel Transactions
The following table summarizes hotel transactions in Colorado over the past two years.



REVIEW OF HOTEL TRANSACTIONS

Froperty Location 5ale Date Price Ao Prie fim
kn-13 52/500,000 82 54193
Now-12 2,000,000 70 28571
Now-12 85 55,000
Rad Lizn Denvar Southeast O-12 478 27,197
Hyaitt House Denver Tech Center Englewood Oa-12 135 85,530
Hyatt Place Damsar Tach Gantar Oa-12 125 E1.4239
Hyaitt Flaoe Danver South Park Meadows Oa-12 17 B1.457
Haliday Inn Exprass Danwer furora Sap-12 12 40,538
BarrymaR Hote Canon dlorade Mg12 2 Erlr
Supear BiDamear Stapiaton Demvar, Colorado fug-12 115 24783
DoublaTrea by Hilton Damver Sautheast Aumra, Colarada nk-12 28 33,058
Quality Inn Damvar , Colorado nk1z 112 21,479
D=ys Inn Colorado Springs Almport e Springs, Cokorado un-12 a7 31315
Comifort Inn Gamtral Danver Demer, Colorado Apr-12 151 7.m3
Aspan Lodge Resort & Spa Estas Park, Colorado Apr12 =3 44 0S8
Dzys Inn Colorado Springs Ar Force Acadenmy Caolorade Springs, Golorado Mar12 33 42,824
Daiys Inn Englewood Demver Tach Ganter Feb-12 1 19.118
Hotel Estes Fab-12 52 30,758
Haliday Inn Exprass Howl & Sultes Montrose Townsand Dac-11 172 55,230
Ramada Plaza Denwer Gamral Dec-ll 20 27.35
Gables Mat= o Springs, Golorado Od-11 15 B.730
flameda Limited East ado Springs, Golorado Oa-11 57 17510
Marriott Damsar Oty Cantar Demvar, Colorado Oo-11 813 194,127
Rasidenca Inn by Marriott Fort Collins Fort Callin. rado San-1l 113 45,155
Courtyard Iy Marriott Fort Callins Fort Caillin Sap-11 11z 45,155
Marriott Fort Collins Fort Caillin: Sap-11 3 45,155
Courtyard by Marrictt Denver Downtown Damvar, Colorado k11 177 253 BE7
Lzl Shore Lodge Estes Park, Golorado un-11 82 83,081
Quality Inn & Suites Staamboat Springs Steamboat Springs, Tolorade Junell 52 55.758
JW Mamiott Denver at Chammy Craak Demver, Colorado May-11 135 370,408

Most hotel sales during this period were of limited-service, extended-stay, and select-service lodging assets. Few local full-
service and luxury hotel transactions were reported, as owners took advantage of the economic recovery and the
opportunity to recoup past RevPAR losses. An increased pace of lodging asset trades is anticipated in 2013, spurred by
strengthened market conditions, improved hotel performance, and recent asset renovations.

As of early 2013, equity interest in the lodging sector remains strong, and debt is increasingly available. Loan-to-value
ratios are rising and interest rates have declined to new lows. These factors, combined with continued strong industry
fundamentals, are expected to attract more lodging investors and sellers to the market as the year progresses. REITs are
again in acquisition and disposition mode, although their activity has moderated from 2010/11 levels. Market participants
expect transaction activity to continue to increase over the course of 2013, as improved conditions encourage owners to
sell their assets. Notably, the majority of the investment activity in the current cycle has been focused on institutional-
grade assets encompassing both full-service and well-branded select-service properties in strong markets, particularly in
gateway cities. Assets lacking these attributes are now also benefitting from positive economic trends. As the cycle
evolves, investor interest is expected to broaden outside the premier sectors and markets. Nevertheless, challenges will
remain for some hotels, particularly aging assets and those in need of unfunded capital improvements.

Conclusion

Increased demand has supported average rate growth for Denver area hotels and the market's recovery from the last
economic downturn. Transactions and values continue to climb, as local hoteliers have regained some pricing power. As
access to capital and investment channels broadens, HVS expects a continuation of investor interest in Denver-area
upscale and upper-upscale hotels, especially given recent performance trends and healthier economic fundamentals in
the metro area. Allowing for the impact of new competitive supply, Denver's strong lodging fundamentals should allow
the market to sustain moderate growth in the near term.

While several new hotels are expected to enter the market in the coming years, the percentage increase to the overall
market supply will be minimal. The active development projects in the Denver Metro area are anticipated to continue to
induce lodging demand.

1 U.S. Chamber of Commerce and National Chamber Foundation






