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A Midwestern hub for commerce, manufacturing, industry, and tourism, Cincinnati is regaining strength
following the trying recessionary years. Ranked eighth in Forbes’ “Top 15 U.S. Cities’ Emerging Downtowns,”
Cincinnati has sturdy economic drivers that have proven to pull their weight through tough times. The city's
lodging industry is realizing the benefit as the local and national economies improve and as Cincinnati's

businesses and attractions draw more visitors to local hotels.

Economy Update

Cincinnati is the third-largest city in Ohio and home to ten Fortune 500 headquarters. Several development
initiatives are advancing the city’s reputation as a center for business and leisure. Multibillion-dollar
redevelopment efforts have been at work in the city’'s Downtown since the early 1990s, with projects including
the Over-the-Rhine housing redevelopment, the construction of two stadiums (the Paul Brown Stadium and the
Great American Ball Park), and The Banks riverfront development. Additionally, population growth is fueling

business developments and dropping vacancy rates in the downtown area.

More than a century ago, Cincinnati's location on the Ohio River, a major U.S. shipping channel, established the
city as a center for manufacturing and industry. The recent recession hit Cincinnati hard, and the city’s
manufacturing industry has yet to surpass pre-recessionary levels of employment. Nevertheless, no single
Cincinnati business employs more than three percent of the city's workforce, and this diversification of the

market over the past two decades has helped Cincinnati weather harsher economic climates.

Apart from manufacturing, major industries in Cincinnati include health care, aerospace, bioscience,
pharmaceuticals, automotive production, consumer products, marketing, and financial services. International
investment firms in Cincinnati employ some 45,000 workers in the area, positioning the city as an international
trade center. Cincinnati is also home to the Fortune 500 headquarters of AK Steel, American Financial Group,
Ashland Inc,, Cinergy, Federated Department Stores, Fifth Third Bancorp, The Kroger Co., Omnicare, Procter &

Gamble, and Western & Southern Financial Group.

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

Cincinnati market.

HISTORICAL & PROJECTED EMPLOYMENT, HOUSEHOLDS, POPULATION, AND HOUSEHOLD INCOME

STATISTICS
Taotal Office Industrial Household
Year Employment % Chg Employment % Chg Employment % Chg Houwseholds % Chg Population % Chg Avg Income % Chg
2000 1,017,530 - 286,320 - 216,555 - 784920 - 2021510 - 580442 -
2001 1007500 (1L0)% 289,129 10 % 204,029 [5.8) % 790,220 0.7 % 2031400 0.5 % 82,595 2.7 %
2002 1011770 04 296,818 27 158,446 [27) 754970 0.6 2,040,900 0.5 84,847 27
2002 1015730 04 300,729 13 153,218 (26 800,420 0.7 2,052,710 [+13 83112 3.8
2004 1,029,630 14 304,036 11 153,823 03 806,100 0.7 2,064,340 0.6 91,888 4.3
2005 1037700 0B 308,717 13 154,445 (e 811,920 0.7 2,077,990 07 94434 2.8
2006 1037200 (00) 308,841 (0.3 152,920 (0.8 820,170 1.0 2,092,920 0.7 97,768 3.5
2007 1,051,030 13 314,820 20 154,019 0& 826,340 0.8 2,105,520 [+13 100,071 2.4
2008 1030430 (20) 311,508 (11) 189,062 [26) 828910 03 2,117,200 [11:3 101,316 12
2008 981,130 [(48) 27,79 (2.4 171,744 [2.2) 832,390 0.4 2,128.450 05 97,657 (3.6
2010 980,300 (0.0) 300,039 08 168,432 [13) 836,450 0.5 2,135,530 03 101,815 43
2011 994 470 14 295,828 [01) 176,098 39 841,260 0.6 2,140,380 03 103,595 21
2012 1021310 27 308,179 31 133,514 42 845,530 0.5 2,150,070 0.4 107 507 34
Rl
2003 1030000 09 % 33754 15 % 1m9% 03 % 852530 08 % 21620350 0.6 % 5105154 15 %
204 1,054550 24 323736 3z 185383 o8 561,140 10 2174220 06 114172 46
2005 1083800 28 334739 34 187508 i E70,760 13 2,187,050 0.6 119252 4.4

2016 1104710 19 \zm4 24 185685 06 579,830 10 2200570 06 123649 37
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Summary

Cincinnati's workforce is set
to return to pre-recessionary
proportions by 2014,
making the city's economic
recovery among the fastest
in the Midwest. Cincinnati’s
hotel industry has realized
slower growth, though
demand and ADR are
trending upward.
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Average Annual Compound Change

2000 - 2012 00 % 08 % [14) % 0.6 % 05 % 2.4 %
2000 - 2007 os 14 [18) 07 0.6 3.2
2007 - 2010 [23) [18) a4 0.4 05 06
2010- 2012 20 15 41 05 0.3 2.8
Forecast 2012 - 2017 17 % 23 % 05 % 10 % 06 % 34 %

Source: REIS Report, 4th Quarter, 2012

Total employment in Cincinnati fell in 2008 and 2009, as it did in many U.S. metro cities during the recession.
Cincinnati, along with Columbus and Cleveland, emerged from the recession with relative vigor compared with
surrounding markets in Ohio, Indiana, and Kentucky. Forecasts call for employment to return to pre-recessionary
levels by 2014, largely based on the expansions of existing Cincinnati businesses and new businesses coming

into the market.

The following table summarizes unemployment statistics for Hamilton County, the Cincinnati MSA, the state of
Ohio, and the U.S. from 2002 through 2011.

UNEMPLOYMENT STATISTICS
Year County MSA State s,
2002 5.4 % 51 % 5.7 % 5.8 %
2003 5.4 5.3 6.2 6.0
2004 5.5 5.3 6.1 5.5
2005 54 53 59 51
2006 5.0 5.2 5.4 46
2007 5.0 5.0 5.6 46
2008 5.6 5.8 6.5 58
2005 88 %3 101 93
2010 95 46 10.0 %6
2011 86 86 86 %0
Recent Month - Dec
2011 76 % 76 % 76 % 85 %
2012 6.2 6.4 B.6 78

* Letters shown next to data polnts (If any) reflect revised population controls and/or
madel re-estimation implemented by the BLS

Source: U.S. Bureau of Labor Statistics

While unemployment began to increase in 2008, concurrent with the onset of the recent recession, levels have
fallen since 2011; the most recent comparative period shows unemployment well below the peaks of the last

three years as of December 2012.
Office Space Market Update

The following table details Cincinnati’s office space statistics, which are important indicators of the market's

propensity to attract commercial hotel demand.

OFFICE SPACE STATISTICS - MARKET OVERVIEW

Inventory Occupled Office Vacancy Average Asking

Submarket Bulldings Square Feet Space Rate Lease Rate

1CBD 59 11,422,000 9,377,500 175 % $15.46

2 Midtown 30 2,054,000 1,645,300 199 18.36

3 Morth CincinnatifI-75 28 2,561,000 1,855,300 274 17.72

4 Blue Ash 78 4,725,000 3,713,500 214 17.72

5 I-71 North 47 3,232,000 2,705,200 163 20.18

& West Hamilton 21 1,334,000 971,200 272 1428

7 Morthern Kentucky 73 4,307,000 3,505,500 186 19.18

& Butler/Warren Counties 46 2,866,000 2,158,200 233 18.25

4 East Hamiliton/Clermont 32 1,369,000 1,007,600 26.4 16.15
Totals and Averages 414 33,870,000 26,984,100 203 % $18.61

Source: REIS Report, 4th Quarter, 2012

The Cincinnati office vacancy rate stabilized at 20.3% in both 2011 and 2012; this rate is forecast to fall to 16%
by 2017. As of the fourth quarter of 2012, the Central Business District submarket registered one of the lowest

vacancy rates in Cincinnati, bolstered by significant residential, retail, and office development in the downtown



area. Contract renewals and company commitments should support further decreases in vacancy rates going

forward.

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

HISTORICAL AND PROJECTED OFFICE SPACE STATISTICS - GREATER MARKET

Cincinnati Market

Available Occupied Vacanoy Asking
Year Office Space % Chg Office Space % Chg Rate Lease Rate % Chg

2000 23771000 — 26,675,000 — 104 % 51753 -
2001 31167000 4.7 % 25,290,000 (14) % 156 17.82 (0.6) %
2002 31642000 1.5 26,571,000 1.1 16.0 17.63 (1.1)
2003 31733000 0.3 5,578,000 (2.2) 182 17.42 (1.2)
2004 32325000 12 26,463,000 15 181 17.38 (0.2)
2005 32647000 10 27,038,000 22 17.2 17.57 11
2006 32222000 (1.1 26,374,000 (2.5) 183 17.54 21
2007 32545000 0.2 26,555,000 0.7 12.4 18.44 28
2008 32502000 1.1 25,391,000  (0.6) 158 18.68 13
2005 32742000 (D.5) 25,435,000 D2 15.3 18.74 03
2010 33000000 0.8 26,455,000 D2 15.7 18.67 (0.4)
2011 33,800000 2.4 26,952,000 17 203 1864 (0.2)
2012 33,870000 0.2 26,983,000 0.1 203 1261 {0.2)
i )
2013 33510000 01 % 27206000 08 % 158 % 51884 12 %
2014 34073000 0.5 27535000 1.2 152 19.22 2.0
2015 34306000 0.7 27840000 15 126 19.71 25
2016 34640000 1.0 28592000 23 175 2038 34
2017 35008000 11 25393000 23 160 2118 33

Average Annual Compound Change

2000 - 2012 11 % 01 % 03 %
2000 - 2007 1.3 (0.1) 0.4
2007 - 2010 05 0.1) 0.4
2010 - 2012 13 (-] (0.2)
Forecast 2012 - 2017 07 % 17 % 26 %

Source: REIS Report, 4th Quarter, 2012

Leisure Sector

Leisure attractions, including sports venues, art galleries, and museums, as well as various weekend events,
continue to bring visitors to the city's hotels and restaurants. Paramount'’s Kings Island, one of the largest
amusement and water parks in the Midwest, received approximately 3.14 million visitors in 2012. Cincinnati is
also home to three riverfront professional sports venues: the Great American Ball Park, home of the Cincinnati
Reds; Paul Brown Stadium, home of the Cincinnati Bengals; and U.S. Bank Arena, home of The University of
Cincinnati Bearcats basketball team. The City also invested in the $400-million, 354,000-square-foot Horseshoe
Casino, which opened in March of 2013. Furthermore, Downtown Cincinnati offers the state-of-the-art Duke
Energy Convention Center, located within a five-block radius of more than 3,000 hotel rooms, 200 shops, and 75

restaurants.

Hotel Construction Update

According to HVS research, the following new hotels are currently in the pipeline for Cincinnati:
® The Banks (two hotel projects are speculated)

® Covington Boutique Hotel

® Xavier University Hotel

® University of Cincinnati Hotel

® Holiday Inn Downtown

® |imited-Service Hotel Downtown (two hotel projects are speculated)

® Renaissance Hotel Downtown

The Cincinnati lodging market is growing at a steady rate. The Hyatt and many other Downtown hotels are
undergoing extensive renovations aimed at regaining commercial clientele. Additionally, the historic office
building that previously housed The Cincinnati Enquirer is being transformed into a 238-room hotel, a project
that will also include 12,000 square feet of street-level retail outlets. The opening of the new Horseshoe Casino in

March of 2013 is attracting thousands of new visitors and encouraging hotel developers. Officials from the City



of Cincinnati's Economic Development Division report that they fully expect to see more hotels built around this

new Downtown attraction.

Occupancy and Average Rate Outlook

Compared with the hotel markets of Cleveland and Columbus, the Cincinnati lodging market has been slower to
recover, despite Cincinnati's relative lack of new supply. The market's occupancy hit its low point in 2009 after a
period of growth during the middle of the last decade. In 2012, occupancy for the entire city neared its previous
peak; furthermore, occupancy has continued to trend upward in 2013. Average rate growth also lagged in
Cincinnati, driven by deep discounting in the suburban areas, but CBD hoteliers have begun to push rates as
demand trends continue to strengthen. Even with the new supply expected to come online over the next 12 to
24 months, HVS anticipates these upward trends to continue, with new high-end hotels commanding higher

rates.

Conclusion

Cincinnati has been successfully marketed to both business and leisure travelers over the past several years. The
results can be seen in the form of improving office and hotel occupancies, as well as new developments like the
Horseshoe Casino and revitalization projects Downtown. As the local, regional, and national economies improve
and these attractions and businesses continue to draw more visitors, local hotels stand to benefit. The impact of
the proposed new hotel supply currently on the books should be minimal in terms of the effect on occupancy,
and may have the ancillary effect of bumping average rates upward in some submarkets. Overall, the outlook for

Cincinnati's lodging industry is optimistic.



