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Energy prices, strong for the past several years and rising in 2012, have driven impressive growth in jobs, commercial
space, and other developments in Houston. This growth and major planned projects continue to pump hotel demand
into the city.

A firmly entrenched, expansive, and consistently viable oil and gas sector has earned Houston the moniker “Energy Capital
of the World.” Houston is home to 22 companies on the 2011 FORTUNE 500 list (second only to New York City), and the
vast majority are energy conglomerates, including ConocoPhillips, Marathon Oil, Halliburton, and many others (see list
below). 1 Major corporations such as Chevron, ExxonMobil, and Shell, as well as oil service companies such as
Schlumberger and Fluor, also have a presence in the area—in some cases, a larger presence than at their “home”
locations. With oil above $75 per barrel for the entirety of 2011, these companies were able to resume high levels of hiring,
training, and oil exploration. Qil prices have risen steadily in the first quarter of 2012; as of April 2nd, the price of West
Texas Intermediate crude was approximately $105 per barrel. In addition to the energy industry, healthcare and shipping
play a role in driving strong demand to area hotels.

Job Growth and Office Space Expansions

Houston's workforce grew by 94,700 non-agricultural jobs between January of 2011 and January of 2012, a 3.75% increase
from the prior year. 2 This growth placed the city first in the nation among metropolitan areas with a workforce of at least
one million. The Greater Houston Partnership reported that Houston was the first metro area in the nation to surpass its
pre-recession employment levels in the fall of 2011. As of January of 2012, the unemployment rate for the Houston
metropolitan area stood at 7.6% (compared with 8.3% for the nation), and approximately 85,000 new jobs are forecast for
2012.

Houston's office market is expanding to accommodate the surge in jobs. As of year-end 2011, the Houston office market
offered 190.7 million square feet of commercial space. 3 Office vacancy rates in the city now stand at approximately 15%.
Over one million additional square feet of office space is under construction throughout the city, primarily in the Galleria
and West Houston submarkets. Absorption levels are expected to keep pace with those of 2011, potentially resulting in
even lower vacancy rates for 2012.

New Convention District

Houston's George R. Brown Convention Center, located Downtown, hosted 218 events in 2011, with a record-breaking
attendance of more than 930,000 delegates. Earlier this year, officials released a master plan detailing a vision for a new
convention district. The plan proposes three additional hotels within walking distance of the convention center, followed
by an expansion of the existing facility. According to the master plan, Houston’s convention market needs another 2,000
hotel rooms to remain competitive with other convention destination cities such as New Orleans, San Antonio, and



Denver. This plan is already moving forward; as of March 2012, Houston First Corporation, the entity responsible for
managing the convention center and attracting development around it, officially began the search for a developer of a
1,000-room convention hotel through a Request for Qualifications (RFQ).
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Hotel Submarkets in Houston
A variety of submarkets, each oriented toward the capture of select segments of lodging demand, encapsulate Greater
Houston's hotel industry. The most prominent of these submarkets are described in brief below:

® Downtown/Central Business District: Houston's Central Business District greatly benefits from the presence of
companies in the energy sector; the more than 40 million square feet of office space in the CBD boasts the highest
overall rental rate and lowest vacancy in Houston. The convention center, the Theater District, and sports and
entertainment venues such as the Toyota Center and Minute Maid Park bring large amounts of meeting and leisure
demand to hotels in the Downtown/CBD submarket. The 1.8 million square feet of commercial space added to
Houston’s CBD in 2010/11 should greatly benefit area hotels as companies continue to move in.

® Maedical Center: 33.8 million gross square feet of patient care, education, and research space distributed across 162
buildings make the Texas Medical Center (TMC) the largest of its kind in the world, and the TMC continues to grow at a
remarkable pace. Planned projects include new hospitals, clinics, research space, and other office space developed by
TMC institutions and buttressed by city, county, state, and federal investments in infrastructure. The center’s projected
growth to approximately 41 million gross square feet by 2014 would make this submarket a near match in terms of
commercial square footage with Downtown.

e Galleria: With nearly 32 million square feet of office space and the 7th largest mall in the nation, Houston’s Galleria
district is one of the best-performing hotel submarkets in the city. The Galleria attracts national and international
visitors, including many from Latin America. Hotels in this submarket achieve occupancy levels that typically exceed
those of the city as a whole given strong, commercially driven weekday occupancy supported by healthy tourism levels
on the weekend. Two new office buildings, totaling 682,000 square feet, are under construction in this submarket along
the proposed Post Oak light rail line.

® Houston Intercontinental Airport: The airport submarket has traditionally been one of the strongest in Houston, but
significant supply increases before and during the recent recession negatively impacted existing hotels. Occupancy
levels began recovering in 2011, but average rate growth in this submarket has lagged behind.

e The Woodlands: Limited increases in hotel supply in this emerging office and medical submarket have kept hotel



occupancies and rates strong. Just south of The Woodlands, ExxonMobil, a major demand generator for hotels
throughout the city, continues with the construction of a three-million-square-foot home campus across 389 acres. It is
uncertain at present whether the home campus will only consolidate Houston-area employees or also receive
employees from ExxonMobil's Fairfax, Virginia and Dallas, Texas operations.

® Energy Corridor: Over the last five years, Houston’s Energy Corridor has been a premier office and hotel submarket,
and growth has been evident within both sectors. Despite increases in supply, overall hotel occupancy has been
healthy, and a lack of proposed supply should benefit existing hotels in 2012. Demand in this submarket could be
affected by the relocation of ExxonMobil to its new facility near The Woodlands, but the impact may be lessened if
current trends in office space absorption keep up.

Hotel Supply and Demand

Houston's citywide hotel occupancy remained near or above 65% from 2005 through 2008 4, driven by hurricane-related
demand, as well as several years of a booming economy. These strong levels drove average rate increases of
approximately 25% (from nearly $80 to $100) during this same time frame, leading to the entrance of nearly 8,000 new
hotel rooms in 2009/10 5. Unfortunately, fallout from the Great Recession, coupled with this tremendous increase in
supply, brought occupancy and average rate down by 10% or more in 2009/10. Recovery became evident in late 2010, and
hotels came through 2011 relatively healthy, with occupancy nearing 60% and rate between $90 and $92 .

Year-to-date, the rate of growth has kept pace with performance in 2011. With only limited increases in supply expected in
the near future, HVS forecasts the lodging market in Houston will recover to an occupancy level of 62%, with average rate
growth of 5%, in 2012; as such, existing hotels (or new projects that have been able to obtain financing) are well
positioned to benefit from the city’s economic recovery in the coming years.

Conclusion

The recent recession had a negative effect on Houston's economy and lodging market, but both have come up strong.
The latest performance trends show that Houston hotels are on an overall course of recovery, but performance is still far
removed from the peaks achieved prior to the recession, suggesting Houston’s hotel industry still has room for growth.
With so much job creation in the past two years, and the prospect of tens of thousands of new jobs; millions of square
feet of commercial space; and the well-established healthcare, shipping, and energy sectors fueling future growth,
Houston hotels seem to be on not only solid but fertile ground.

Since 2007, Luigi Major has completed over 50 consulting and valuation assignments for hotels in the Houston area and
currently oversees hotel assignments in the region through our satellite office in Houston. The Houston office will host an

upcoming HVS Regional Hotel Valuation Summit on April 26, 2012. To learn more and register for free, please visit
www. hvs.com/events.

1 Energy companies headquartered in Houston include: ConocoPhillips, Marathon Qil, Enterprise Products Partners, Plains
All American Pipeline, Halliburton, Baker Hughes, National Oilwell Varco, Apache, Anadarko Petroleum, KBR, Centerpoint
Energy, Kinder Morgan, Enbridge Energy Partners, Calpine, Cameron International, EOG Resources, Frontier Oil, Targa
Resources, Spectra Energy, and El Paso Corporation
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