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

INTRODUCTION

After reaching an all-time low in 2020, attributed to the impact of the COVID-19 pandemic, the national lodging
market quickly rebounded to an all-time revenue per available room (RevPAR) high in 2022. While occupancy
levels in 2022 remained below 2019 levels, ADR exceeded 2019 levels that year, propelled by a combination of
inflation and a surge of leisure travel in the post-COVID-19 era. Data for 2023 illustrate that the impacts of COVID-
19 are generally behind us and the lodging market has reached a new level of stabilization, with occupancy growth
continuing, albeit at a more muted pace, and ADR also illustrating further growth.

COVID-19 had a significant impact on hotel supply and construction costs. In 2020/21, aside from projects already
under construction, new hotel development virtually came to a standstill due to uncertainty regarding the recovery
in economic conditions. For the first time ever, hotel supply in 2020 was reported to have decreased dramatically
due to the temporary closure of many hotels. The subsequent reopenings of these hotels in late 2020 and
throughout 2021 resulted in an outsized increase in supply in 2021. While a small portion of those supply additions
were newly built properties, the vast majority were reopenings of existing hotels. Supply growth normalized in
2022 but is forecast to be minimal from 2023 through 2025 given the increase in construction costs and other
development challenges, as described in more detail in this report.

HVS has tracked hotel development costs for over three decades, collecting data from actual hotel cost budgets
during our assignments. This 2023 survey reports per-room hotel development costs based on data compiled by
HVS from hotel projects proposed or under construction during the 2021 through 2022 calendar years. The data
reflect eight product categories: limited-service, midscale extended-stay, upscale extended-stay, dual-branded,
select-service, full-service, and luxury hotels, as well as redevelopment projects. Given that this survey provides a
retrospective view, lingering supply chain issues and inflationary factors in 2023 may not be fully reflected in the
data.

The HVS U.S. 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 actual cost of building hotels across the United States in 2021 and 2022. As will be discussed,
the medians and 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 to evaluate 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. Rather, it is intended to provide support for preliminary cost estimates, as well as to show a comparison
across the various hotel categories.
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SUPPLY-AND-DEMAND DYNAMICS AFFECTING HOTEL DEVELOPMENT

The year 2022 served as another period of recovery and growth for hotel occupancy and average daily rate (ADR).
STR reported national year-end 2022 occupancy and ADR at 62.7% and $148.83, respectively. In the year-to-date
period through June 2023, the metrics were reported at 62.9% and $154.45, respectively. This equates to a
respective 2.3% and 6.2% increase in occupancy and ADR when compared to the same period of 2022. For this
2023 year-to-date period, RevPAR is up 8.7% when compared to 2022, illustrating the resilience and recovery of
hotel performance in the post-COVID-19 era.

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

=0=0cc % Change  =O==ADR % Change RevPAR % Change

80.0%
60.0%
40.0%
20.0%

0.0% O/ > —

-20.0%

-40.0%

-60.0%

The pandemic affected different markets in various ways. Primary markets, which represent the top 25 cities in the
United States, experienced the steepest drops in RevPAR for 2020 compared to 2019, down 58% on average by
year-end. In contrast, RevPAR declined 40% in all other markets during the same period. This comes as no surprise,
as urban destinations were most affected by the pandemic given their higher reliance on business, group, and
international travel.

Similarly, because of this more pronounced impact on urban destinations, the change in supply in 2020 in primary
markets was -8.4%, compared to -1.4% in secondary markets, as some hotels had to temporarily suspend
operations. However, the most noticeable change in supply occurred post-pandemic. Supply in primary markets
grew by 8.3% in 2021 and 4.4% in 2022. In contrast, the change in supply in all other markets was 3.7% in 2021
and 0.7% in 2022. These data show that despite significant interruptions in 2020, new supply has continued to
enter primary and urban markets at a higher rate than all other markets. This is likely because most hotel
development projects that opened in 2021 and 2022 were planned in or prior to 2019/20.

Going forward, supply increases will likely be influenced by shifts in demand. Secondary markets and resort

destinations have been less affected in the post-pandemic era, which means that data in future years may reflect
a shift in sentiment or higher interest in developing in these markets, compared to urban destinations.
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our forecasts for 2023 through 2025.

EXHIBIT 2: HISTORICAL AND PROPOSED NEW SUPPLY

Annual Occupied

Annual Available

HVS

Based on available data from various sources, the following table illustrates historical supply data, coupled with

0, [
Year Rooms % Increase Rooms New Supply % Increase Occupancy
2008 1,027,692,764 = 1,717,842,692 = = 59.8 %
2009 962,491,158 (6.3) % 1,765,868,825 131,578 28 % 54.5
2010 1,032,405,779 7.3 1,794,934,661 79,633 1.6 57.5
2011 1,079,851,999 4.6 1,801,945,447 19,208 0.4 59.9
2012 1,109,423,144 2.7 1,807,759,042 15,929 0.3 61.4
2013 1,129,727,788 1.8 1,816,431,642 23,762 0.5 62.2
2014 1,181,680,307 4.6 1,838,469,171 60,378 1.2 64.3
2015 1,209,915,822 2.4 1,854,179,028 43,041 0.9 65.3
2016 1,227,233,146 1.4 1,878,339,437 66,192 1.3 65.3
2017 1,254,709,484 2.2 1,907,840,305 80,825 1.6 65.8
2018 1,282,719,356 2.2 1,942,468,491 94,871 1.8 66.0
2019 1,302,938,466 1.6 1,977,439,645 95,811 1.8 65.9
2020 834,820,169 (35.9) 1,899,347,842 (213,951) (3.9) 44.0
2021 1,146,569,995 37.3 1,993,098,485 256,852 4.9 57.5
2022 1,272,525,466 11.0 2,030,392,870 102,175 1.9 62.7
2023 Forecast 1,297,975,975 (0.4) 2,050,696,799 55,627 1.0 63.3
2024 Forecast 1,330,425,375 2.5 2,075,305,160 67,419 1.2 64.1
2025 Forecast 1,370,338,136 3.0 2,104,359,433 79,600 1.4 65.1

Supply growth typically lags the market because of the time it takes for projects to become feasible, obtain
financing, and be developed. The pace of growth in new supply following the 2009 downturn slowed substantially
to an annual average of 0.4% from 2011 through 2013. In the early post-recession years, hotel revenue, net
operating income (NOI), and values declined to a level that did not support new construction. Once RevPAR and
NOI reached a point supporting feasibility, it took several years for projects to obtain financing and be constructed.
The pace of new supply growth more than tripled from that trough to an average of 1.4% from 2014 through
2019, reflecting the resurgence of hotel openings in those years, as illustrated above.

As mentioned previously, supply decreased by 3.9% in 2020 due to hotel closures. This was followed by a rebound
of 4.9% in 2021, which represents both the reopening of the closed hotels and the opening of the new hotels that
were already in advanced stages of development prior to the construction stoppage. New supply peaked at 1.9%
in the most recent data for 2022, representing approximately 102,000 new hotel rooms. However, similar to the
dynamic experienced in the post-2009 years, new supply growth is expected to significantly moderate to 1.0%,
1.2%, and 1.4% in 2023 through 2025. Prior to the onset of COVID-19, STR had initially projected new supply to
grow by an annual average of 2.0%; however, the impacts of changes in feasibility, supply chain issues, cost of
debt, and rising construction costs have reduced the number of hotel developments planned to come to fruition
in the coming years.
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EXHIBIT 3: CHANGE IN U.S. HOTEL SUPPLY OVER TIME
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While the aforementioned factors pose challenges for new hotel development, many visionary developers remain
optimistic during times of crisis. Hotel development can often take three to five years to come to fruition, and as
evidenced in the years immediately following the Great Recession, new supply is typically slow to enter the market
after a downturn. The limited number of hotels built during recessionary times creates less competition for existing
and proposed hotels when the recovery and expansion arrives. Furthermore, projects that are able to open in the
subsequent years will benefit from a new wave of demand that inevitably arrives after each cycle. Even if a hotel is
not anticipated to open in the next two to three years, a recessionary period is often the best time to move a
project forward through the lengthy pre-development process, which may involve market/feasibility studies,
entitlement efforts, architecture, design, brand/operator searches, and pre-construction. Moreover, construction
costs can often decrease during a period of correction, which could improve project feasibility if developers have
the wherewithal to begin their projects during a slowdown.

CONSTRUCTION COST INFLATION

In the wake of the COVID-19 pandemic, construction costs experienced a significant increase. Several factors
contributed to this rise, including labor issues, supply chain disruptions, and other related challenges. Initially,
labor issues emerged as many construction projects faced labor shortages due to workers falling ill, restrictions
on movement, and/or safety concerns. Government financial incentives also reduced the number of individuals
willing to enter the workforce. This reduced workforce led to an increase in wages, including overtime expenses,
to compensate for the decreased availability of labor.

The pandemic also caused disruptions in the availability and timely delivery of construction materials. Lockdown
measures, factory closures, and transportation restrictions worldwide led to delays and shortages, increasing the
price of materials. The increased demand for certain materials, such as lumber, further exacerbated these issues.

Enhanced safety protocols and hygiene measures were implemented to protect workers from COVID-19, which
added additional expenses. Construction companies had to invest in personal protective equipment (PPE) and
sanitation supplies and had to modify worksites to comply with health guidelines.
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Lastly, the pent-up demand for construction projects post-pandemic contributed to increased competition and
higher prices. With delayed projects resuming simultaneously, contractors faced higher bidding prices and
increased labor and material costs, resulting in inflated construction budgets.

In terms of inflation specifically related to development costs, below we present information from the Turner
Building Cost Index, which has tracked costs in the non-residential building construction market in the United
States since 1967. The Turner Building Cost Index is determined by the following factors on a nationwide basis:
labor rates and productivity, material prices, and the competitive condition of the marketplace. The index generally
increased year-over-year from 2011 through 2019, significantly outpacing inflation from 2013 through 2019. The
index grew by 5.0% on average from 2014 through 2019 before slowing to 1.8% growth in 2020 and 1.9% growth
in 2021. However, the cost index surged 8.0% in 2022 and increased a further 6.25% in the 2022/23 trailing-twelve-
month period ending June 2023.

As an additional point of reference, Rider Levett Bucknall (RLB), which also compiles a quarterly construction cost
report, reported a construction cost index increase of 8.3% for year-end 2022.

The annual changes in the Turner Construction Cost Index compared with the annual changes in the Consumer
Price Index (CPI) are illustrated in the following graph.

EXHIBIT 5: PERCENTAGE CHANGE IN CONSUMER PRICE INDEX VS. TURNER COST INDEX
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As shown above, the gap between general inflation and construction inflation narrowed significantly in 2020, with
general inflation outpacing construction inflation in 2021; however, the Turner Cost Index resumed its traditional
dynamic of surpassing the CPI in 2022. It is important to note that cost growth has been moderating in the 2023
year-to-date period, similar to the decrease seen in the CPl. While labor issues remain a factor, as well as some
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supply chain issues, costs for certain materials, such as lumber, plywood, and aluminum sheets, have decreased,
providing some relief to developers and contractors.

HOTEL DEVELOPMENT COST CATEGORIES

Evaluating the comprehensiveness of a hotel development budget can often be challenging, as different line items
are used and some components are unintentionally omitted. HVS has been at the forefront of assisting developers
and industry participants make sense of hotel development costs through the consistent presentation of these
costs. Based on our experience reviewing actual developers’ budgets, as well as preparing the annual HVS U.S.
Hotel Development Cost Survey, we have created 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 six categories defined by HVS, as well as the typical
items associated with each category.
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EXHIBIT 1: 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

Developer Fee

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 commonly presented in far greater detail than for general
investment analysis.
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DATA COLLECTION AND SAMPLE SIZE

HVS collected actual hotel construction budget data across 48 states in 2021/22. While not every construction
budget was captured (due to a variety of reasons, including incomplete data, skewed data, or development
attributes), our selection includes complete and reliable budgets that form the basis for this year's survey. The
budgets included both ground-up development projects and redevelopments of existing buildings throughout
the United States. This year, the states most represented in the survey were Arizona, California, Colorado, Florida,
New York, North Carolina, South Carolina, and Texas, illustrating where the bulk of hotel development is occurring
in the country. Furthermore, as can be expected, construction costs vary greatly in different parts of the country.
In this sample, the highest construction costs on a per-room basis remained in markets with high costs of living,
primarily California, followed by New York. However, a number of high-end luxury developments were also noted
in Florida and Colorado. Developments with the lowest costs per room included limited-service or economy
extended-stay hotels in Sun Belt states.

We also examined the lodging product-tier breakdown of our data to further determine the most popular types
and brands of hotels that were developed in 2021/22. In the limited-service category, the top five brands were
Fairfield by Marriott, Hampton by Hilton, Tru by Hilton, Best Western, and La Quinta. Within the extended-stay
category, the top five brands were Home2 Suites by Hilton, WoodSpring Suites, TownePlace Suites by Marriott,
Homewood Suites by Hilton, and Staybridge Suites. The select-service segment was most represented by brands
such as Courtyard by Marriott, Hyatt Place, Hilton Garden Inn, EVEN Hotels, and Tempo by Hilton. Lastly, the full-
service category was most represented by a variety of “collection” brands from Marriott, Hilton, and Hyatt.

PER-ROOM HOTEL DEVELOPMENT COSTS

The averages and medians below reflect a broad range of development projects across the United States, including
projects in areas with low barriers to entry and those in high-priced urban and resort destinations.
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EXHIBIT 2: HOTEL DEVELOPMENT COST-PER-ROOM AMOUNTS

Building & Site
Improvements

Soft Costs

Pre-Opening &
Working

HVS

Developer Fee

Limited-Service Hotels

Average $26,127
Median $15,256
% of Total* 11%
Extended-Stay Hotels (Midscale)
Average $14,712
Median $12,264
% of Total* 9%
Extended-Stay Hotels (Upscale)
Average $28,277
Median $23,196
% of Total* 12%
Select-Service Hotels
Average $31,592
Median $20,248
% of Total* 10%
Dual-Branded Hotels
Average $26,725
Median $14,608
% of Total* 8%
Full-Service Hotels
Average $37,095
Median $20,792
% of Total* 7%

Luxury Hotels

Average $172,952
Median $102,837
% of Total* 12%

Redevelopment Projects

Average $60,236

Median $38,906

% of Total* 15%
Total

Average $34,392

Median $16,634

% of Total* 9%

$119,167
$109,041
66%

$107,364
$102,516
66%

$162,276
$130,707
64%

$184,321
$161,853
66%

$152,050
$124,349
66%

$340,996
$250,762
66%

$495,059
$500,059
57%

$180,281
$196,077
57%

$195,843
$143,116
64%

$22,929
$18,352
11%

$19,454
$16,737
12%

$34,373
$29,695
13%

$36,355
$25,569
12%

$26,954
$19,471
11%

$77,778
$52,757
14%

$175,650
$138,919
17%

$50,091
$35,356
14%

$44,495
$26,011
15%

$17,054
$15,833
9%

$17,248
$17,248
10%

$21,485
$21,118
9%

$23,265
$21,189
9%

$21,362
$19,629
10%

$40,854
$33,914
9%

$66,557
$63,508
8%

$26,557
$26,267
9%

$27,349
$20,325
8%

Capital

$3,899
$2,809
2%

$3.417
$3,134
2%

$6,694
$5,798
2%

$8,721
$6,098
3%

$4,724
$3,290
2%

$14,450
$9,722
2%

$24,992
$22,984
3%

$9,716
$7,510
3%

$8,260
$3,846
2%

$6,213
$5,102
1%

$4,912
$4,503
2%

$7,327
$6,246
2%

$8,711
$6,974
2%

$7,537
$6,976
2%

$16,614
$12,284
2%

$26,300
$21,482
2%

$14,330
$13,217
3%

$6,910
$2,472
2%

$195,390
$166,393
100%

$167,107
$156,402
100%

$260,431
$216,761
100%

$292,966
$241,932
100%

$239,353
$188,324
100%

$527,787
$380,231
100%

$961,509
$849,789
100%

$341,210
$317,333
100%

$317,249
$212,404
100%

Limited-service and midscale extended-stay hotels illustrated median costs per room in the $150,000 to $170,000
range and included the popular brands previously highlighted. The median cost for hotels in the upscale extended-
stay category was just over $200,000 per room. Dual-branded hotels showed a median of $188,000 given that this
category often includes an extended-stay midscale or upscale brand coupled with either a select-service brand or

a limited-service brand.

HVS.com
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Select-service hotels reflected a median cost of $242,000 per room. The cost to develop full-service hotels is
approximately $140,000 per room higher than select-service hotels, with a median cost of over $380,000 per room.

Lastly, the median cost to develop luxury hotels was recorded at nearly $850,000 per room. This category reflected
the lowest number of developments given the mathematics of making luxury projects feasible across the country
with such high development costs.

It is important to note that the median cost for all hotels increased approximately 20% when compared to the
results of our last survey. As mentioned previously, this survey includes data obtained during the 2021 and 2022
calendar years, as compared to our last survey, which included data from only the 2020 calendar year.

IN CONCLUSION

The budgets analyzed in this survey were provided directly by the developers, owners, and lenders on both
ground-up and conversion hotel projects during the illustrated period. The results of the survey combine the data
from actual construction budgets organized across a variety of product types. The results also comprise unique
hotel projects that cannot be replicated by the inherent nature of hotel development. As such, we would caution
developers against relying on the information to estimate costs for a specific project, as a multitude of factors
affect a hotel's development budget. Thus, we recommend that users of the HVS U.S. Hotel Development Cost
Survey consider the per-room amount in the individual cost categories only as a general guide for that category.
Construction and FF&E design and procurement firms 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 assess the true cost of development. Additionally, the cost should always
be adjusted for inflation over the development timeline given that the typical hotel development process can last
three to five years. Lastly, we recommend that the projected performance of the proposed hotel be revisited
periodically during the development 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, brands, or regions are not disclosed.
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About HVS

HVS is the world's leading consulting and valuation services
organization focused on the hotel, restaurant, shared
ownership, gaming, and leisure industries. Established in
1980, the company performs more than 4,500 assignments
per year for virtually every major industry participant. HVS
principals are regarded as the leading professionals in their
respective regions of the globe. Through a worldwide
network of over 50 offices staffed by 300 experienced
industry professionals, HVS provides an unparalleled range
of complementary services for the hospitality industry. For
further information regarding our expertise and specifics
about our services, please visit www.hvs.com

Superior Results through Unrivaled Hospitality
Intelligence. Everywhere.

HVS Consulting & Valuation Services is the world's
premier hotel consulting and valuation firm with offices in
North America, Europe, Asia, South America, and the Middle
East. We enjoy an impeccable worldwide reputation for
credibility, excellence, and thoroughness. With a C&YV staff
of more than 200 professionals, HVS has evaluated tens of
thousands of lodging properties of all sizes throughout the
world.

HVS

Superior Results Through Unrivaled

Hospitality Intelligence.
Everywhere.
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