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HVS has tracked hotel
construction costs
throughout the United
States since 1976.

.~

Each year, HVS researches and compiles development costs from our database of actual hotel construction budgets.
This source now provides the basis for our illustrated total development costs per room/per product type.

INTRODUCTION

In 2017/18, the national lodging market continued to climb to new heights. In 2017, hotels in the United States
operated at the highest occupancy and average rates ever recorded, with additional growth across both metrics
in the 2018 year-to-date period. Hotel development activity correlates directly with the ebbs and flows of hotel-
sector performance. As the market continued to reach a new peak for the current development cycle in 2017,
developers pursued hotel construction and redevelopment at a pace not seen since 2006 and 2007, and the
pipeline of new hotel projects gained momentum. HVS has tracked hotel development costs for the last three
decades, collecting data from actual hotel cost budgets during our assignments. This year's sample reflects the
largest sample HVS has analyzed given the number of hotels in the pipeline, as well as our growing presence in
40 U.S. markets. This 2017/18 survey reports per-room hotel development costs based on data compiled by HVS
from hotel projects proposed or under construction during the 2017 calendar year. With the availability of more
data, we elected to add a redevelopment category to account for projects that did not include ground-up
construction, such as those that involved a complete renovation, conversion, or adaptive reuse. Thus, our data
now reflect ten product categories: budget/economy, limited-service, midscale extended-stay, upscale
extended-stay, dual-branded, select-service, full-service, lifestyle/soft-branded, redevelopment, and luxury
hotels.

The HVS Hotel Development Cost Survey sets forth averages of development costs in each defined lodging
product category. The survey is not meant to be a comparative tool to calculate changes from year-to-year, but
rather, it reflects the cost of building hotels across the United States in 2017. As will be discussed, the averages
set forth in this survey are greatly affected by the types and locations of hotels being developed at this point in
the development cycle. Our goal in sharing this publication is to provide a basis for developers, investors,
consultants, and other market participants in evaluating hotel development projects. Given that development
costs for hotels are dependent on a multitude of factors unique to each development and location, this report
should not be relied upon to determine the cost for actual hotel projects or for valuation purposes, but rather, it
is intended to provide support for preliminary or actual cost estimates, as well as to show a comparison across
the various categories.

SUPPLY AND DEMAND DYNAMICS ALLOWING FOR INCREASED HOTEL DEVELOPMENT

Without a doubt, 2017 served as another banner year for hotel occupancies and average rate (ADR). STR
reported national year-end 2017 occupancy and ADR at 65.9% and $126.72, respectively, with both metrics
increasing to 67.7% and $130.37 in the year-to-date period through September; this reflects a 0.5% and 2.5%
increase in occupancy and ADR, respectively, when compared to same year-to-date period in 2017. Except for a
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few markets, such as Chicago, Minneapolis, and Orlando, where RevPAR levels were negatively affected by an
increase in supply that exceeded demand, most U.S. markets experienced the exact opposite in 2017. Demand
levels across the country generally exceeded increases in supply, which, coupled with rising ADRs, resulted in
higher RevPAR levels across the country, as illustrated below.

70.0%

65.0%

60.0%

55.0%

50.0%

EXHIBIT 1: U.S. OCCUPANCY, AVERAGE RATE, AND REVPAR

s Occupancy =—O— ADR RevPAR

2008 2009 2010 2011 2012 2013 2014 2015

2016

2017

$140.00
$120.00
$100.00
$80.00
$60.00
$40.00
$20.00

$0.00

A deeper look at the supply-and-demand picture across the nation helps to explain the rise in these metrics.
While the number of rooms available in the U.S. increased by 6.5% from 2010 through 2017, or an average of
0.9% annually, overall rooms sold grew by approximately 22%, or an average of 2.8% annually, during the same
period, resulting in the rising occupancy and ADR levels that the nation is now experiencing and that is
ultimately translating into higher RevPARs.
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EXHIBIT 2: U.S. SUPPLY AND DEMAND
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Following these eight years of consecutive growth since 2009, analysts agree that we are likely to be reaching
the top of the cycle in terms of hotel occupancy. It is these record RevPAR levels that have continued to prompt
new hotel development, as the likelihood for the feasibility of a project resulting from increasing revenue and
NOI levels is now, more than ever, viable. In 2008 and 2009, new supply entered the market in excess of 2.0% of
the prior year's available supply, as many projects that opened during that time had started construction in late
2007 or early 2008. However, the pace of growth in new supply slowed substantially to an annual average of
0.6% from 2011 through 2015. Yet, as previously shown, accelerating occupancy and ADR dynamics, coupled
with the availability of favorable financing, once again increased that pace to 1.5% and 1.8% in 2016 and 2017,
respectively, as illustrated below.

EXHIBIT 3: U.S. PERCENATGE CHANGE IN SUPPLY AND DEMAND
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The 1.8% increase in supply in 2017 represented approximately 90,000 new hotel rooms, and the pace of new
supply growth continued to accelerate in 2018. According to the American Hotel & Lodging Association (AHLA),
as of year-end 2017, 189,000 new hotel rooms were under construction across the country, representing an
imminent supply increase of 3.7%. In October 2018, despite the opening of approximately 100,000 hotel rooms
over the prior twelve months (a 2.0% increase over the prior year), the number of hotel rooms under
construction remained relatively unchanged at 190,000, as proposed hotels moved from the planning phase to
the construction phase, further illustrating that the pace of hotel development and new supply growth continues
its momentum. In 2017 and 2018, the markets with the highest supply growth included Dallas, Denver, Nashville,
NYC, and Seattle. These markets reported new supply increases over 4.0%, more than double the national
average.
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EXHIBIT 4: HISTORICAL AND PROPOSED NEW SUPPLY

New Supply % Increase

2007 54,000 12 %
2008 107,000 24
2009 131,000 2.8
2010 80,000 1.7
2011 22,000 0.5
2012 20,000 04
2013 33,000 0.7
2014 41,000 0.8
2015 32,000 0.7
2016 72,000 1.5
2017 93,000 1.8
2017/18 102,000 2.0
Under Construction* 190,000
Planning* 206,000

*As of October 2018

Although 190,000 rooms are currently under construction, with an additional 206,000 in the planning phase,
these 396,000 rooms will not all enter the market at the same time, but rather over the course of two to four
years, as each project completes the development process over the course of time. Furthermore, the rapid
increase in construction costs will cause developers to delay some projects indefinitely, or cancel them
altogether, as competition for construction labor and materials among various product types, such as
commercial, residential, and public works, continues to increase. Nevertheless, assuming most of these projects
do enter the market during the next four years, this would represent an average annual supply increase of nearly
100,000 roomes, in line with supply increases over the last two years. While the feasibility of hotel development in
some markets may have been previously hindered by stringent financing, high land costs, lower RevPAR levels,
or the lack of available brands, these factors have been largely offset by improving dynamics within each of
these factors, which is reflected in the increasing numbers of projects under construction or in the planning
phase. As an example, while typical loan-to-costs ratios for new hotel development remain near 60% (relatively
low when compared to 2006 and 2007), new financing vehicles such as PACE financing or the USDA's Business &
Industry Guaranteed Loan Program have created the possibility for higher leverage for some projects that fit
these programs’ requirements. Additionally, options for development have continued to expand as many new
brands, some affiliated with the most dominant companies, continue to gain momentum and acceptance with
lending institutions.

MACRO ENVIRONMENT

The positive momentum experienced thus far, not only in the lodging market, but also in the national economy,
has come with at least one headache for hotel developers: the steady increase in labor and construction costs.
According to the Turner Building Cost Index, which has tracked costs in the non-residential building construction
market in the United States since 1967, the index increased by 5.0% in 2017 and by 5.51% in the 2017/18 trailing
twelve months ending in June 2018. According to Turner, the index has increased year-over-year since 2011,
outpacing inflation since 2012. Rider Levett Bucknall, which also provides a quarterly construction cost report,
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illustrated a rise of in its construction cost index of 4.2% in 2017, with metropolitan areas such as San Francisco,
Los Angeles, Seattle, Portland, and Chicago reporting increases between 5% and 8% per year. The Turner
Building Cost Index is determined by the following factors considered on a nationwide basis: labor rates and
productivity, material prices, and the competitive condition of the marketplace. The change in the Turner
Construction Cost Index compared with the change in the Consumer Price Index (CPI) during the same period is
illustrated in the following graphic.

EXHIBIT 5: PERCENTAGE CHANGE IN CONSUMER PRICE INDEX VS. TURNER COST INDEX
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Long-term construction inflation is normally double that of consumer inflation. Since 2013, the rate of change in
the Turner Cost Index has outpaced the rate of inflation, illustrating how construction costs continue to rise at a
steady pace. Construction inflation during growth years can accelerate faster, such as those shown in the
illustration above. The Turner Cost Index registered increases at a rate of 10.6%, 7.7%, and 6.3% in 2006, 2007,
and 2008, respectively. Although we can safely say we are nowhere near those figures yet, construction costs
have been slowly creeping upward since 2011 and are now steadily increasing above 5% annually, although
certain U.S. markets are experiencing cost increases well above this level.

With national unemployment registering 4.1% for 2017, and decreasing further in 2018, shortages in skilled
labor were evident throughout the year. The widespread damage inflicted by the hurricanes in Texas and the
Caribbean, along with the record-setting wildfires and mudslides throughout California, further exacerbated the
tight labor market in the U.S. during 2017. However, a presidential executive order expanded federally funded
apprenticeship programs by redirecting $100 million to industry groups to develop training programs for trade
workers. The private sector also stepped in, with The Home Depot Foundation, as an example, investing $50
million into its Home Builders Institute apprenticeship programs. According to the Bureau of Labor Statistics,
construction employment increased by 210,000 by year-end 2017, compared with a gain of 155,000 in 2016.
Despite the gain in construction jobs, 149,000 construction jobs remained unfilled by year’'s end, illustrating the
continued dearth of labor in the construction sector. While higher wages typically follow the tight labor market,
these increases were not yet fully evident in 2017. Despite construction wages rising the most among all
employment categories, these increased only 1.3% in 2017, still below the pace of inflation. On the other hand,
material costs increased at a pace of 4% to 6%; a few key materials increased more rapidly, including lumber,
steel, aluminum, and cement. It is important to note that the costs of materials in 2017 do not yet reflect the
potential impact of the tariffs implemented by President Trump in 2018. However, many remain watchful of the
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impact that the steel tariff (25%), the aluminum tariff (10%), and the looming trade war with China may have on
the cost of materials in 2018 and beyond.

HOTEL DEVELOPMENT COST CATEGORIES

The Uniform System of Accounts for the Lodging Industry (USALI) provides industry participants with a common
language for analyzing the financial performance of a hotel. However, no such system exists for hotel
development budgets. Evaluating the completeness of a budget is often challenging, as different line items are
used, and some components are unintentionally omitted. Based on our experience in reviewing actual
developers’ budgets, as well as preparing the annual HVS Hotel Development Cost Survey, we have developed
the following summary format for hotel development budgets, which forms the basis for the presented cost
categories. We find that these categories are meaningful for hotel professionals when undertaking an analysis
relating to hotel feasibility, and they provide a basis from which to analyze proposed projects. The following
illustration shows the five categories defined by HVS, as well as the typical items that each include.
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EXHIBIT 6: HVS HOTEL DEVELOPMENT COST CATEGORIES

HVS Hotel Development Cost Survey Categories

Land

Hard Costs and Site Improvements
Building costs/general contractor's bid
Building and monument signage
Building permits
Contractor overhead
Engineering costs
Hard costs contingency
Landscaping costs
Parking/parking garage
Site improvements
Subcontractors' bids (plumbing, electrical, finishes, etc.)

Soft Costs
Architectural fees
Consultants
Financing costs (construction period interest, interest reserves, loan closing costs, etc.)
Franchise application fee
Holding costs before and during construction (taxes, insurance, etc.)
Interior Design fees
Land closing costs
Land entitlement costs
Professional fees including accounting, consulting, legal, etc.
Soft cost contingency
Survey

Furniture, Fixtures, and Equipment
Guestroom/guest bathroom furniture and fixtures
Kitchen and Laundry equipment
Public space and meeting room furniture and fixtures
Softgoods including carpeting, drapes, room accessories
Technology and telecommunication equipment
Pre-opening and Working Capital
Operating reserves
Pre-opening recruiting, staffing, and training
Supply inventories (linen, operating supplies, initial purchases, etc.)
Technical services fees

The categories are not meant to be all-encompassing but do reflect the typical items in a development budget.
In construction accounting, development budgets are generally presented in far greater detail than for general
investment analysis.
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DATA COLLECTION AND SAMPLE SIZE

In 2017, HVS collected actual hotel construction budgets across 46 states. While not every construction budget
was captured (due to a variety of reasons, including incomplete data, skewed data, or development attributes),
the construction budgets sampled span the United States. Furthermore, construction costs vary greatly in
different parts of the country. In this sample, the highest construction costs per key, as would be expected, were
for projects in New York City, while select high-barrier-to-entry markets in California, Texas, and Florida also
exhibited high costs per room. Conversely, the lowest costs per room were evident for limited-service hotels in
highway-adjacent or tertiary markets throughout the country.

Our selection includes complete and reliable budgets that form the basis for this year's survey. The budgets
included projects that reflected both ground-up development and the redevelopment of existing buildings.
Approximately 10% of the total budgets were for projects where all or a portion of the building was existing; as
such, these have now been categorized under a separate “redevelopment” category. When comparing the
average cost of redevelopment projects against ground-up projects, as would be expected, redevelopment
projects exhibited much higher site-acquisition costs as a percentage of total costs, as the acquisition of the site
typically includes both the land and an existing structure. Conversely, for these projects, total construction and
site-improvement costs were lower as a percentage of total costs, given that some building and site-
improvement cost savings are realized through working with an already existing structure. Because this is the
first year for this category, we studied the cost variances further to quantify any potential difference that is
generated through redevelopment deals. As illustrated below, for the full-service and lifestyle/soft-branded
hotels, which are the most common product types for redevelopment projects, the average cost variance was
11% when compared with ground-up projects. It is important to note that this differential should not be
extrapolated to an individual project. In some cases, the cost of redevelopment may exceed the cost of a new
build for the same project due to the complexities of adaptive reuse.

EXHIBIT 7: COMPARISON OF GROUND-UP VS. REDEVELOPMENT PROJECTS

Pre-
Building and Opening

Site Soft Costs and
Improvements Working
Capital

Full-Service Hotels & Lifestyle/Soft-Branded Hotels

Average $33,900 $221,500 $41,800 $29,100 $10,700 $323,500
% of Total* 10% 66% 12% 9% 3%

Full-Service Hotels & Lifestyle/Soft-Branded Hotels - Redevelopment

Average $61,700 $166,600 $37,200 $25,900 $9,100 $286,900
% of Total* 21% 55% 12% 9% 3%
Variance $27,800 ($54,900) ($4,600) ($3,200) ($1,600) ($36,600)
-11%
Source: HVS
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Lastly, we also examined the lodging product tier (STR chain scale) breakdown of our data set against the
national data from STR. According to STR, approximately 65% of all hotel rooms planned to open over the next
three years in the U.S. are categorized as upper-midscale or upscale. By comparison, our five categories that
include upper-midscale to upscale brands comprised 64% of our total sample size; as such, our data are
considered representative of the development pipeline for the nation.

PER-ROOM HOTEL DEVELOPMENT COSTS

As noted previously, we have changed our categories this year to include hotels that were part of a
redevelopment project, as opposed to ground-up construction. The averages reflect a broad range of
development projects across the U.S., including projects in areas with low barriers to entry and in high-priced
urban and resort destinations.
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EXHIBIT 8: 2015/16 HOTEL DEVELOPMENT COST PER ROOM AMOUNTS

Pre-
Opening

Buildi .
uilding and Site Soft Costs and

Improvements

Working
Capital

Budget/Economy Hotels

Average $7,700 $56,000 $5,700 $8,600 $3,800 $79,300
% of Total* 10% 70% 8% 11% 5%
Limited-Service Hotels
Average $16,200 $91,800 $16,700 $17,100 $5,200 $139,700
% of Total* 11% 66% 10% 11% 3%
Extended-Stay Hotels (Midscale)
Average $12,700 $93,200 $16,800 $18,700 $3,800 $139,100
% of Total* 9% 67% 1% 12% 3%
Extended-Stay Hotels (Upscale)
Average $20,200 $124,700 $25,200 $24,400 $5,100 $192,900
% of Total* 10% 66% 11% 13% 3%
Dual-Branded Hotels
Average $41,200 $133,200 $19,700 $19,600 $11,600 $218,900
% of Total* 13% 66% 9% 10% 3%
Select-Service Hotels
Average $34,000 $137,600 $29,800 $20,800 $6,300 $221,000
% of Total* 13% 64% 12% 11% 3%
Full-Service Hotels
Average $30,600 $222,500 $41,800 $28,900 $10,100 $318,200
% of Total* 12% 66% 11% 11% 3%
Lifestyle/Soft-Branded Hotels
Average $47,300 $217,400 $42,200 $30,200 $12,900 $346,300
% of Total* 11% 64% 12% 9% 4%
Luxury Hotels
Average $74,300 $353,100 $102,300 $60,800 $13,700 $604,200
% of Total* 11% 60% 15% 12% 3%
Redevelopment Projects
Average $60,000 $165,500 $33,200 $25,900 $9,500 $271,000
% of Total* 19% 58% 11% 1% 4%

As illustrated above, budget/economy hotels averaged a development cost of nearly $80,000 per room in 2017.
However, it should be noted that this was the category with the least development activity in our survey, as the
land and construction costs necessary to develop this product are not typically justified by its revenue potential;
thus, new construction is often not feasible. Limited-service and extended-stay hotels (midscale and upscale)
illustrated average costs per rooms in the mid-to-high $100,000s and represented the most popular product
type, with over 50% of the projects in our survey falling in these three categories. Select-service and dual-
branded hotels both had similar average costs per rooms, at nearly $220,000. Quite noticeable is the disparity in
development costs from select-service to full-service and lifestyle/soft-branded hotels, with the latter product
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type costing, on average, $100,000 more per room than a select-service hotel. Lastly, the cost to develop luxury
hotels continues to increase, with this product costing, on average, just over $600,000 per room; the most
expensive hotel in our survey, which is currently under construction, has a development cost of $1.8 million per
room.

Over the last 42 years that HVS has conducted the development cost survey, a trend has remained, which is
worth illustrating further, and this is the general consistency of the percentages of development costs per
category across all ten product types, as illustrated above. The one exception, as would be expected, is for the
redevelopment category, where site acquisition costs are noticeably higher and site improvement costs are
lower. As such, with this information, we believe developers are now increasingly able to find the support
necessary to estimate total costs for individual projects; particularly, if the two most important factors, land costs
and building and site improvement costs, have been determined (as these two cost categories add up to
approximately 75% of a hotel's total development budget). Below we present a summary of how costs are
allocated across all categories, based on the results of this survey.

EXHIBIT 9: HOTEL DEVELOPMENT COSTS AS A PERCENTAGE OF TOTAL COSTS

Range Average

Land 9 % - 19 % 12 %
Building & Site Improvements 58 - 70 63
Soft Costs 8 - 15 13
FF&E 9 - 13 10
Pre-Opening & Working Capital 3 - 5 3
Source: HVS

CONCLUSION

The budgets analyzed in this survey are provided directly by the developers, owners, and lenders on both
ground-up and conversion hotel projects during the course of an entire year. We believe the results of the
survey provide a wealth of information, as the survey combines the data from actual construction budgets
organized across ten product types. However, there are also limitations, as the results comprise unique hotel
projects that cannot be replicated by the inherent nature of hotel development. A multitude of factors affect a
hotel's development budget. As such, we recommend that users of the HVS Hotel Development Cost Survey
consider the per-room amount in the individual cost categories only as a general guide for that category. The
averages in each cost category do not add up to the sum of the categories, as the total costs shown in the
preceding tables are from per-room budgets for hotel developments and are not a sum of the individual
components. Construction companies are the best sources for obtaining hard costs and FF&E costs for a specific
hotel project. It is also advised that developers consult more than one source in their hotel development process
to more accurately grasp the true costs of development. As always, HVS remains available to assist in this
process.

All individual property information used by HVS for this cost survey was provided on a confidential basis and
deemed reliable. Data from individual sources are not disclosed.
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