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Hospitality Outlook




U.S Economic Outlook: Baseline Forecast

Base Case

Growth 1.8% percentin 2019

New vs. Traditional Economy

Two supply shocks: immigration & trade

Tax effect fades in 2019 and growth
moves back towards 1.8 percent trend

$ A growth at 1.5% in Q30619
A 20-25% of economy stagnant or in

recession: manufacturing, agriculture,
logistics, energy

A uncertainty tax linked to trade war

A global economic headwinds

Household consumption
Moderation amidst solid hiring & wages
gains: 2.5% in 2HG619
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I Hospitality Outlook

A Hotel Revenues Get Room Rate Boost, Risks Linger

1 Occupancy has leveled off but remains strong

I Revenue Per Available Room continues to grow

1 Slower expected global economic growth and business travel demand
|

AirBnB and other Home-share services threaten growth in particular in
Millennial Demographic

Boomers lead spending on vacations
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A Revpar can be calculated by taking rooms revenue and dividend by
available rooms:
A. True
B. False
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I War on Talent and Labor in Hotels

War on talent is a concern in hotels
the same way as most industries

Blue-collar workers are now
scarcer in the U.S.

Positive spin for hospitality industry
and leisure travel
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US Annual Occupancy Trend
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Moderation in Supply Has Allowed Revenue Growth

© 2019 RSM US LLP. All Rights Reserved.

RevPAR

Revenue Measures Rising

mm Annual RevPAR — Annual ADR
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Top 5 Growth Markets in ADR

Five-Year ADR Growth

Nashville 26.2%
Tampa-St. Petersburg 22.4%
Los Angeles 22.2%
Atlanta 19.6%
Seattle-Tacoma 19.6%
U.S. 12.6%

Source: Marcus & Millichap 2019 Hospitality RS hA

North American Investment Forecast (Marcus &

MUS LLP. All Rights Reserved. Millichap Research Services; STR, Inc.)



Generational Difference In Travel

| Millennials Baby Boomers

Travel Spending Per Person $4,403 $5,400 $6,621
Number of Domestic Trips 3.2 3.8 3.8
Adding Travel to Business Trip 46% 28% 17%
Working on Vacation 78% 12% 59%
Takes all Vacation Time 415% 35% 28%

(1 1 |

Source: Marcus & Millichap 2019 Hospitality
North American Investment Forecast ( Marcus & RS hﬂ
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I Hotel Sale Trends

2009 2014 2018

Hotel Properties Sold 1,971 2,640
Cap Rate 8.3% 8.7% 9.4%
Sales Volume $2.1B $15.2B $18.6 B
Sales Price/SF $56 $165 $165
Average Sale Price $3.3 M $8.1 M $8.4 M
Average SF 68.5 K 51.3 K 50 K

N I

Source: CoStar Hospitality Sales Data RS h A
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Sales Price Distribution

2009 2018

Sales Price Distribution Sales Price Distribution
o 3%
25% 258%
200 20%
15% 15%
10% 10%
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Source: CoStar Hospitality Sales Data RS h A
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Rooms Currently Under Construction

Top Eight States Rooms Currently Under
Construction

California 22,200
Florida 17,900
Georgia 6,600
Nevada 8,500
New York 17,100
North Carolina 6,400
Tennessee 7,200
Texas 25,500
U.S. 193,800

Source: Marcus & Millichap 2019 Hospitality RShA
North American Investment Forecast



Hotel Construction Continued

Increased u sage of US tops global hotel construction

i pipeline
modular construction
has helped owners keep
pace with demand

4 N

US tops global hotel
. roThen Dive Brief:
C O n St r u Ct I O n Qi « The global hotel construction pipeline, led by the U.S, is at a record high,

according to Lodging Econometrics, with 14,051 projects (2.3 million

Credit: Marriott International Facebook page

PUBLISHED rooms) under construction, getting ready to start construction in the next
Oct. 2, 2019 year or in the early planning stages. This represents 9% more hotel projects
\ / and 8% more hotel rooms in the pipeline since the same time last vear.
Source:US Tops Global Hotel Construction B I
Pipeline
https://www.constructiondive.com/news/us-tops- RS hA
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I State Trends - Hospitality

A Record visitation support room demand statewide
A Miami hotel performance rebounds
A Miami renovated convention center

N eW YO rk A Supply rises as business and leisure travelers visit

A Los Angeles recently enacted hotel friendly
regulations

A Southern California has buyer attention

California

Source: Marcus & Millichap 2019 Hospitality RShA
North American Investment Forecast
© 2019 RSM US LLP. All Rights Reserved.



Threats to hotels, M&A Activity, and
Travel Trends




Hotel Data at Risk

-~
Data breach use to be a

Nl arge compar

~

BLOOMBERG INTELLIGENCE

/

-
g .
Growing number of small
companies which
\experience data breaches

<

KHoteIs could be at risk
under the new method of
\hacking

/
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Risks from Marriott Data Breach
BI Lodging, Global Dashboard | BI »

Tamlin Bason_| BIO » 2 Brian Eeger_ | BIO »_
Team: Litigation Team: Gami & Lodging
,‘ BI Industry Analyst = BI Senior Industry Analyst
=) 1l

1. Marriott Faces Legal, Business Risks From Database Breach
Contributing Analysts Holly Froum {(Litigation)

(Bloomberg Intelligence) -- Marriott’s legal exposure from a high-profile Table of Contents
data breach could top $1 billion at the high end, though it would take Key Rese:{clgsks

vears for that risk to mature. The hotelier's legal exposure is highest in
the U.S., where it quickly drew class action consumer complaints, and in
Europe, where it's sure to face intense scrutiny from the EU and other regulators. Apart from
legal exposure, headline risk from the incident could reduce confidence in Marriott's bocking
systems and privacy controls. (12/04/18)

keyrbseakh [1 C € T N

Lagal Risks

Business Risks

Marriott's U.S., European Legal Risk May Top $1 Billion
Contributing Analysts Holly Froum {Litigation)

The bulk of Marriott’s legal risk from its data breach would be from class-action suits in the U.S.,
we believe, with additional moderate exposure coming from European regulators. The high-end
exposure in the U.S. is about $700 million. We think its European exposure is about $450 million.
Favorable settlements could reduce uncertainty and cap risk. (12/04/18)

2. U.S. Class Action Poses Multimillion-Dollar Risk
Contributing Analysts Holly Froum {Litigation)

Marriott's U.S. litigation risks over reported data Docket: T Fionai
breaches connected to 500 million guests could pose a = Bell v. Marriott Internationa

Coi 1 cted:
top-end risk of $700 million. A putative class action meaunyarrTolzta

lawsuit filed Nov. 30 seeks certification, compensatory Court: _— _—

and punitive damages, and credit-monitoring services.  pate Faey, Dtrict Court for the District of Maryland
More lawsuits could be filed. Securities-fraud lawsuits = Nov. 30, 2018

are also possible and may add to exposure. Health insurer Anthem reportedly agreed to resolve a
more-severe data-breach case affecting up to 80 million customers for $115 million. Equifax,
which suffered a cyberattack in 2017, hasn't yet been penalized monetarily by U.S. federal or
state regulators, though agreed to more-stringent monitoring cbligations with states, and federal
probes are still open. Last reviewed by Holly Froum on 06/03/19, original publish: (12/04/18)

Businass Risks

Marriott Faced Bookings-Tech Scrutiny After Starwood Data Breach
Contributing Analysts Caitlin Noselli {(Gaming & Lodging)

Marriott's customer-data security has been under scrutiny since a high-profile reservation-system
breach at Starwood’s former lovalty program was revealed last year. The company integrated
booking platforms after its 3Q16 purchase of Starwood to optimize the largest hotel-loyalty

@ 2019 Bloomberg L.P. All rights reserved. PAGE 1
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Cyber Incident T Attack Types 2019

Other
4%

L't'g%t'on Business Email
19% Compromise
43%
Ransomware /
Malware
32%
Source: Cyber incidents handled by RSM 5/1/2019 7 10/31/2019 N ——
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Cyber Incidents T Organization Size 20141 2018

m01-Nano (<$50M) i 02-Micro ($50M-$300M) 4 03-Small ($300M-$2B) «04-Mid ($2B-$10B)
05-Large ($10B-$100B) m06-Mega (> $100B) m07-Unknown

Source: https://rsmus.com/what-we-do/services/risk-advisory/cybersecurity-data-privacy/the-real-cost-of-a-data-breach.htmi I

21 RSM

© 2019 RSM US LLP. All Rights Reserved.



Cyber Incidents T Sectors (Over 2%) 2014-2018

2.9%

m Professional Services mHealthcare  Retail W Financial Services
k4 Manufacturing m Technology m Education m Nonprofit
m Other m Public Entity W Hospitality m Other
Source: https://rsmus.com/what-we-do/services/risk-advisory/cybersecurity-data-privacy/the-real-cost-of-a-data-breach.htmi I
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A The hospitality industry is rarely targeted by hackers:
A. True
B. False
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So What 0s
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Threats to Traditional Hotels/Vacations

~
Airbnb Is a market

disrupter similar to
kUber

4 _ ™
Response to Airbnb,

some hotels are

hangi fferi
 changing offerings

/
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