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= @ » ‘ _HVS has tracked hotel
"Bl constructionbudgets

throughout the United
States since 1976

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

In 2019, the national lodging market reached new heights, with hotels reporting the highest occupancy and ADR
levels ever recorded. Similarly, hotel development continued at a steady pace, with new hotels opening to a
burgeoning market and new and exciting projects continuously being moved through the development pipeline.
Since the start of the COVID-19 pandemic, government restrictions, travel and group cancellations, and an
overall fear of traveling have caused an unprecedented drop in travel and tourism demand in the country and
around the world, which has resulted in substantially lower occupancies and average rates. The impact of
COVID-19 on the supply pipeline has been twofold. While projects under construction generally still remain
under construction, developers are now much more cautious in undertaking future hotel projects. Additionally,
some hotels have suspended operations (temporarily or permanently), causing a decrease in supply in many
submarkets. Even as we approach the end of the year, travel demand remains subdued, and it is more evident
that while a recovery is on the horizon, the new reality is that it will likely be one that is slow and steady until
individuals are comfortable traveling again and economic conditions improve.

HVS has tracked hotel development costs for over three decades, collecting data from actual hotel cost budgets
during our assignments. This 2020 survey reports per-room hotel development costs based on data compiled by
HVS from hotel projects proposed or under construction during the 2019 calendar year. The data reflect nine
product categories: budget/economy, limited-service, midscale extended-stay, upscale extended-stay, dual-
branded, select-service, full-service, and luxury hotels, as well as redevelopment projects. Additionally, in light of
the current reality that the industry faces as a result of COVID-19, we also explore the impact that the pandemic
may have on the hotel development cycle so that owners and developers can make informed decisions as they
plan new projects in the years ahead.

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 2019. As will be discussed, the
median 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 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 cost estimates, as well as to show a
comparison across the various hotel categories.
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NEW SUPPLY-AND-DEMAND DYNAMICS WILL AFFECT HOTEL DEVELOPMENT

The year 2019 served as another period of growth for hotel occupancy and average daily rate (ADR). STR
reported national year-end 2019 occupancy and ADR at 66.1% and $131.16, respectively. In the year-to-date
period through August 2020, both metrics were reported at 44.4% and $107.17, respectively. This calculates to a
-34.3% and -18.8% decrease in occupancy and ADR, respectively, when compared to same year-to-date period
in 2019. For this period, RevPAR is down -46.6% when compared to 2019, illustrating the precipitous drop in
hotel performance as a result of COVID-19 and reduced travel.

EXHIBIT 1: U.S. OCCUPANCY, AVERAGE RATE, AND REVPAR
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The pandemic has affected different markets in various ways. Urban/resort destinations such as Boston, Chicago,
Minneapolis/St. Paul, New York, Hawaii, San Francisco, Seattle, and Washington D.C. have experienced the
steepest drops in RevPAR, compared to the prior year (in excess of -60% as of August 2020). In contrast, the
RevPAR decline in secondary and tertiary markets has been -41% as of the same period. This comes as no
surprise, as most urban destinations have been most affected by the pandemic given their higher reliance in
business travel, group travel, and international travel. Furthermore, ongoing social unrest in some urban
destinations has also negatively affected travel.

Similarly, because of this more pronounced impact in urban destinations, supply growth in primary markets has
turned negative in 2020, as some hotels have had to temporarily suspend operations. As of August 2020, while
the change of supply registered -8.7% in primary markets, the rest of the country has realized only a moderate
decrease in supply at -2.0%. The decline has been even more pronounced in destinations like Miami, New York,
Hawaii, Orlando, and San Francisco. The above destinations have had either very strict government travel
restrictions related to COVID-19 or are highly dependent on group or international travel; these factors have
resulted in more temporary closures of hotels at these destinations.

Going forward, occupancy data will be influenced by changes in supply, which in turn will be influenced by not
only the anticipated opening of new hotels already under construction, but also by those that have suspended
operations (either temporarily or permanently). Based on available data from various sources, the following table
illustrates historical supply data, coupled with our forecasts for 2020 through 2022. For the sake of consistency
and in order to truly understand supply growth from the opening of new hotels, we used historical total room
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inventory data through 2019; thus, the data exclude hotels that may have temporarily suspended operation as a
result of COVID-19.

EXHIBIT 2: HISTORICAL AND PROPOSED NEW SUPPLY

Annual Occupied % Annual Available %
Year New Supply Occupancy
Rooms Increase Rooms Increase
2007 1,029,156,184 07 % 1,637,891,504 53,795 12 % 62.8 %
2008 1,003,068,718 (2.5) 1,676,800,275 106,600 24 59.8
2009 940,828,664 (6.2) 1,724,566,628 130,866 2.8 54.6
2010 1,009,962,441 7.3 1,753,899,529 80,364 1.7 57.6
2011 1,057,143,108 4.7 1,761,956,055 22,074 0.5 60.0
2012 1,086,378,249 2.8 1,769,394,128 20,378 0.4 614
2013 1,108,247,634 2.0 1,781,428,345 32,970 0.7 62.2
2014 1,153,499,226 4.1 1,791,939,165 28,797 0.6 64.4
2015 1,181,939,744 2.5 1,808,351,053 44,964 0.9 65.4
2016 1,199,578,098 15 1,833,738,042 69,553 14 65.4
2017 1,228,468,632 24 1,864,892,051 85,353 1.7 65.9
2018 1,257,480,785 24 1,901,445,248 100,145 2.0 66.1
2019 1,281,235,008 1.9 1,939,501,975 104,266 2.0 66.1
2020 Forecast 792,561,966 (38.1) 1,966,655,003 74,392 14 40.3
2021 Forecast 1,099,706,278 38.8 1,992,221,518 70,047 13 55.2
2022 Forecast 1,281,878,639 16.6 2,018,706,518 72,562 1.3 63.5
Under Construction* 217,000
Final Planning* 260,000

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 0.6% from 2011 through 2015. 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 increased to 1.7%, 2.0%, and 2.0% in 2017, 2018, and 2019, respectively,
reflecting the resurgence of hotel openings in those years, as illustrated above. Supply growth peaked at 2.0% in
this most recent cycle (and 2.8% in the cycle prior to this one, ending in 2009).

The 2.0% increase in supply in 2019 represented approximately 104,000 new hotel rooms; new supply growth
resulting from new hotels is projected to increase by 1.4% by year-end 2020, and then to moderate to 1.3% in
2021 and 2022, per STR. Prior to the onset of COVID-19, STR had initially projected new supply to grow by 2.0%
in 2020; the revised forecast for 2020 suggests that a number of hotel developments will not reach completion
this year.

According to the American Hotel & Lodging Association (AHLA), as of July 2020, 217,000 new hotel rooms were
under construction across the country, reflecting hotels likely to open in the next 18 months. Additionally, at the
same time, 260,000 rooms were in the final planning stages and expected to begin construction within the next
twelve months. Similar to the last recession of 2008/09, lower revenue, NOI, and estimated values may result in
some projects being placed on hold until revenues levels once again support the feasibility of development.
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EXHIBIT 3: U.S. CHANGE IN SUPPLY OVER TIME
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Given the pace of new supply growth, it is important for market participants, including hotel developers, lenders,
and consultants, to exercise caution and discipline when considering new projects. During recessionary years, the

pace of

1.
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new development slows significantly because of two factors that we would like to highlight further.

Changes in Feasibility: Because a proposed hotel will open two to three years or more into the future,
it is often believed proposed projects are automatically immune to the challenges that the industry may
be facing at the current moment. The reality is that when occupancies and ADR levels decrease, this
affects future forecasts for the market and subsequently the subject property. Specifically, changes in
ADR levels tend to have a more pronounced impact on the anticipated revenue levels of a development,
and any unforeseen decreases in ADR may negatively impact feasibility. To illustrate this point further,
we have created a hypothetical scenario illustrating how an abrupt change in market conditions, such as
the recession of 2008/09, affects revenues levels of a hotel five years out.

In the example below, we use actual occupancies and rates from the 2006-2008 period for the San
Diego market. Pre-recession, a hypothetical proposed hotel anticipated to open in 2011 and expected to
perform at the market-average level by the stabilized year may have been forecast to achieve a
stabilized occupancy of 72% with an ADR of $156.74 and a RevPAR of $112.85 by 2013.

However, post-recession, taking into consideration the actual performance of the market in 2009-2010,
that same hotel opening in 2011 would now be anticipated to achieve a similar 72% occupancy
(rounded) level by the stabilized year, but with an ADR of $135.84 and a RevPAR of $97.26. In this
hypothetical scenario, while occupancy recovered by the stabilized year, the subject property’s stabilized
RevPAR was 14% lower than originally anticipated (prior to the recession). As illustrated below, the
negative and unexpected changes in the market's ADR in the years of 2009 and 2010 affected the
opening and stabilized levels of the subject property’s RevPAR from 2011 through 2013.

U.S. HOTEL DEVELOPMENT COST SURVEY 2020 | PAGE 5



https://www.hvs.com/

HVS

EXHIBIT 4: REVPAR DIFFERENTIAL CALCULATION

Marketwide Historical Marketwide and Subject Property Forecasts

2006 2007 2008 Year 1 Year 2 Year 3
2009 2010 2011 2012 2013

Occupancy
73.3% 72.9% 69.5% Market Occ. 70.5% 71.0% 72.0% 72.0% 72.0%
- -1% -5% Rate of Change 1% 1% 1% 0% 0%
Subject Property = = 61.2% 68.4% 72.0%
ADR
$130.75 $138.89  $141.96 Market ADR $14480 $147.70 $150.65 $153.66 $156.74
- 6% 2% Rate of Change 2% 2% 2% 2% 2%
Subject Property - = $146.13  $150.59 $156.74
RevPAR
$95.84 $101.25 $98.66 Market RevPAR $102.08 $104.86 $108.47 $110.64 $112.85
= 6% -3% Rate of Change 3% 3% 3% 2% 2%
Subject Property - - $89.43  $103.00 $112.85
Post-Recession Forecast Differential
Market Occ. 63.3% 66.7% 68.9% 70.7% 71.6%
Rate of Change -9% 5% 3% 3% 1%
Subject Property = = 58.6% 67.2% 71.6% -1%
Market ADR $12445  $12193  $12599 $131.60 $135.84
Rate of Change -12% -2% 3% 4% 3%
Subject Property - = $122.21  $128.97 $135.84 -13%
Market RevPAR $78.78 $81.33 $86.81 $93.04 $97.26
Rate of Change -20% 3% 7% 7% 5%
Subject Property - - $71.57 $86.62 $97.26 -14%

The 14% lower RevPAR by the stabilized year, as illustrated above, would also result in lower revenue
levels at the proposed hotel and ultimately a lower “when complete” and “when stabilized” valuation. In
this scenario, and in any new development facing a similar environment, in order for the development of
the hotel to be remain feasible, construction costs must remain below the new valuation levels that
incorporate any changes in the market's occupancy and ADR as a result of the new market conditions.
While the above example was presented using historical occupancy and ADR data for San Diego from
2006-2013 only to illustrate the impact to future forecasts when a market unexpectedly turns, the reality
is that markets are being influenced in various and unique ways during COVID-19. Some markets, as
mentioned earlier, like urban or convention destinations, are being affected more than others, while
secondary and tertiary markets have realized a less pronounced impact. Thus, the importance of
completing proper due diligence and updating any forecasts for a proposed hotel to fit the latest
dynamics of a market and competitive set is key to determining its feasibility.

2. Financing: In the years that follow a recession, financing for new developments often becomes more
challenging to obtain due to risks involved with new construction, coupled with lenders’ uncertainty as
to the future of the industry. Construction financing generally does not become available again until the
market has recovered, and lenders turn to higher-risk investments in order to improve their returns. This
limited availability of capital reduces the number of hotel projects that are able to obtain financing and
continue with development during a recessionary period. Furthermore, even when capital is available, it
is often at much lower loan-to-cost ratios and higher interest rates. Nevertheless, unlike the financial
challenges faced in 2008/09, government efforts have thus far succeeded at maintaining the smooth
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functioning of capital markets. It does remain to been seen if these efforts will continue to be successful
in the year ahead, as it becomes more likely that liquidity challenges will remain, and the recession may
first deepen before the recovery begins in earnest.

While the aforementioned factors pose challenges for new hotel development, many visionary developers
remain optimistic during times of crises. 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 following a period of correction. The limited number of hotels that are built during recessionary
times creates less competition for existing and proposed hotels when the recovery and expansion arrives.
Additionally, in this COVID-19 period, we are facing an environment where some hotels may permanently
suspend operations. As such, projects that are able to continue construction or open in the coming years will be
able to benefit from a new wave of demand that inevitably arrives after each recession. Even if a hotel is not
anticipated to open in the next two to three years, recessionary periods are often the best times 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 and deflation, which could improve project feasibility if
developers have the wherewithal to begin their projects during a slowdown.

MACRO ENVIRONMENT

As can be expected, hotel demand is highly correlated with the national GDP. After increasing at an annual rate
of 2.9% in the fourth quarter of 2019, real GDP is forecast to decrease by -5.2% by year-end 2020, with a
rebound of 2.8% in 2021, according to the U.S. Congressional Budget Office. COVID-19 has had a deep impact
on many sectors of the U.S. economy. The national unemployment rate stood at 8.2% as of August but is
anticipated to continue to improve in the coming months, as some sectors of the economy are expected to
continue strengthening. While there is an ongoing rebound in economic activity resulting from the induced
lockdowns, recent data suggest that the road to recovery is now anticipated to be a slower one. Despite an
optimistic stock market, other threats continue to loom, including rising tensions between the U.S. and China,
ever-increasing deficits and levels of government debt, recent increases in permanent layoffs in various
industries, and lower bond yields that continue to signal that investors remain cautious of the future. The
upcoming presidential election also has signs of being volatile and highly disruptive, adding to the ongoing
uncertainty. Lastly, the significant fiscal and monetary stimulus provided at the start of COVID-19, and which
benefited hotels through forbearance, PPP loans, and Economic Injury Disaster Loans, continues to fade as time
passes. It remains to be seen how the aforementioned factors will play into the speed of the economic recovery
and ultimately its impact on hotel development.

Another key factor is the outlook for inflation, as it is likely to have an impact on hotel ADR and development
costs over time. While much uncertainty remains, recent aggressive monetary and fiscal actions completed to
stimulate the economy, coupled with the Federal Reserve's recent policy stance toward average inflation
targeting in order to make up for periods of low inflation, may suggest that higher inflation is on the horizon.
However, stubbornly weak inflation since the Global Financial Crisis (despite economic growth during that time),
coupled with the now much weaker economic conditions, suggest that a period of deflation in the near term is
more likely before any noticeable inflation arises.

In terms of inflation related to development 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 5.5% in 2019 and by 2.4% in the 2019/20 trailing twelve months ending in June 2020. 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 had increased year-over-year since
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2011, significantly outpacing inflation since 2012. However, the first decrease in the index since 2010 occurred in
the second quarter of 2020. As of the second quarter of 2020, Rider Levett Bucknall (RLB), which also provides a
quarterly construction cost report, reported a rise in its construction cost index of approximately 4.2% in the
2019/20 trailing twelve months ending June 2020, noting that construction costs peaked in 2019 and have
decreased in 2020. 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

«=0O==Consumer Price Index = ==Q==Turner Cost Index

% Percentage

As shown above, the gap between general inflation and construction inflation has narrowed significantly in 2020,
reminiscent of the dynamic experienced in 2008-2009, with both metrics illustrating contraction. The recent
decrease in construction costs arrives as a welcome relief for developers, who have faced ever-increasing
construction costs that have well exceeded inflation for nearly a decade.

In 2020, as a result of COVID-19, developers have encountered disruptions with supply chains resulting from the
government lockdowns. While construction remained an “essential business” during the pandemic, delays in the
receipt of materials have delayed the openings of some hotels. As an example, many materials or FF&E arriving
from China or other regions experienced delays as those countries also dealt with their lockdowns and labor
restrictions of their own. The cost of some materials, such as lumber, also increased significantly, rising over
100% in the summer of 2020, followed by equally rapidly decelerating prices that began in the fall, largely
attributed to an increase in new home construction demand following the lockdowns, coupled with homeowners
completing home improvement projects of their own. Supply concerns may remain in place as we navigate the
winter months and what may or may not become renewed restrictions associated with a second wave of the
virus, which has started to take place in other regions of the world.
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HOTEL DEVELOPMENT COST CATEGORIES

Evaluating the completeness 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 in reviewing actual developers’ budgets, as well as preparing the annual HVS U.S.
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 six categories defined by HVS, as well as
the typical items associated with each category.
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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

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

In 2019, HVS collected actual hotel construction budgets across nearly all 50 states. 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 projects that reflected both ground-up development and the redevelopment of existing
buildings throughout the United States. This year, the top states most represented in the survey were Arizona,
California, Colorado, Florida, Georgia, lllinois, New York, 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 per key were undoubtedly for
projects located in California, with a few luxury developments in other states, particularly South Carolina,
Georgia, Texas, and Illinois. Conversely, the lowest costs per room were evident for economy and limited-service
hotels in sunbelt states; Texas, in particular, had the highest representation in these categories.

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 2019. The limited-service category was the most represented out of
all categories, with brands such as Avid, Fairfield by Marriott, Hampton by Hilton, Holiday Inn Express, La Quinta
by Wyndham, and SpringHill Suites by Marriott highly represented within the category. This was followed by the
full-service category, with brands such as AC Hotel by Marriott, Delta by Marriott, Hilton, Embassy Suites by
Hilton, and Tapestry Collection by Hilton also highly represented. The most popular brand developed overall was
Home?2 Suites by Hilton, falling within the midscale extended-stay category.

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 in high-priced urban and resort destinations.
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EXHIBIT 7: HOTEL DEVELOPMENT COST PER ROOM AMOUNTS

Budget/Economy Hotels

Average
Median
% of Total*

Limited-Service Hotels

Average
Median
% of Total*

Extended-Stay Hotels (Midscale)

Average
Median
% of Total*

$7.296
$7,353
7%

$19,920
$12,500
11%

$14,529
$12,377
10%

Extended-Stay Hotels (Upscale)

Average
Median
% of Total*

Select-Service Hotels

Average
Median
% of Total*

Dual-Branded Hotels

Average
Median
% of Total*

Full-Service Hotels
Average

Median
% of Total*

Luxury Hotels

Average
Median
% of Total*

$20,766
$18,018
10%

$26,677
$15,873
11%

$30,707
$26,653
11%

$32,665
$25,974
5%

$96,733
$73,129
11%

Redevelopment Projects

Average
Median
% of Total*

Total

Average
Median
% of Total*

HVS.com

$59,825
$27,899
15%

$33,097
$15,091
9%

Building and Site

Improvements

$64,028
$66,624
72%

$103,279
$89,901
65%

$90,461
$85,747
64%

$132,763
$120,803
67%

$163,216
$134,997
61%

$185,606
$145,653
65%

$322,712
$227,765
68%

$461,212
$417,589
63%

$192,938
$119,687
57%

$198,959
$108,998
64%

Soft Costs

$7,681
$3,319
7%

$18,060
$13,240
11%

$16,252
$13,400
11%

$18,926
$15,315
10%

$35,209
$22,308
15%

$35,444
$29,097
12%

$65,137
$44,089
14%

$105,667
$87,401
14%

$49,364
$26,966
14%

$41,576
$17,949
13%

$9,977
$10,087
11%

$15,322
$14,490
9%

$16,684
$16,684
11%

$21,234
$21,431
11%

$20,989
$20,000
8%

$26,165
$24,796
9%

$40,871
$29,082
8%

$62,901
$56,391
9%

$29,186
$22,380
8%

" $27,388
" $18,710
9%

r

Pre-

Opening

and

Working
Capital

$1,906
$2,206
2%

$4,139
$3,125
2%

$2,981
$2,490
2%

$4,035
$3,604
2%

$5,810
$5,545
2%

$5,520
$4,616
1%

$13,193
$10,151
2%

$26,503
$20,708
3%

$10,846
$7,698
3%

$8,686
$3,592
2%

r

HVS

Developer

Fee

$5,268
$5,268
1%

$5,877
$4,455
1%

$4,292
$3,817
2%

$6,224
$4,412
2%

$7,031
$6,182
2%

$6,298
$4,599
2%

$14,139
$10,088
2%

$19,921
$20,611
1%

$14,972
$10,348
3%

$10,860
$1,734
2%

$96,157
$94,858
100%

$166,598
$137,710
100%

$145,199
$134,515
100%

$203,947
$183,583
100%

$258,932
$204,906
100%

$289,742
$235414
100%

$488,717
$347,148
100%

$772,937
$675,829
100%

$357,131
$214,978
100%

$320,567
$166,075
100%
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As illustrated above, budget/economy hotels had a median development cost of $95,000 per room in 2019. The
most popular brands in this category included Microtel and MyPlace hotels. However, as has been the case in
previous years, 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 the revenue potential; thus,
new construction of economy hotels is often not feasible.

Limited-service and midscale extended-stay hotels illustrated median costs per room in the mid-$130,000s and
included the popular brands previously highlighted. The median cost for hotels in the upscale extended-stay
category was $184,000 per room and was most represented by the Staybridge Suites, Residence Inn by Marriott,
and Homewood Suites by Hilton brands.

Select-service hotels, including brands such as Hyatt Place, Cambria, Courtyard by Marriott, and EVEN, reflected
a median cost of $204,000. The cost to develop full-service hotels was $140,000 higher per room than select-
service hotels, with a median cost of nearly $350,000 per room.

Lastly, the median cost to develop luxury hotels was recorded at $675,000 per room. Similar to the economy
category, this category reflected the lowest number of developments given the mathematics of making luxury
projects feasible across the country with such high development costs. We also note the number of hotels under
development was lower than the prior year's survey, illustrating a slowdown in development in the luxury
segment.

IN 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. 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 on 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, 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&V 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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