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Purpose

e To provide the results of a Market Study
conducted by HVS Consulting and Valuation
Services on a proposed convention center
headquarters hotel in the City of Dallas

Convention Center Hotel — HVS Hotel Marketing Study




Background

e HVS was created in 1980 to address the growing
demand for reliable and well documented hotel
and motel valuations, market studies, and
feasibility reports

e HVS associates specialize exclusively in hospitality-
related consulting

e HVS was engaged in 2003 by the City of Dallas to
perform a Market Study for a convention center
neadquarters hotel
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Background c.

e The 2003 updated market study was to evaluate
the market demand, analyze the economics,
project occupancy and rate, and provide income
and expense projections for the convention center
headquarters hotel property

e The 2003 study prepared by HVS presented data
that demonstrated that marketing and use of the
Dallas Convention Center had become increasingly
crippled due to the lack of an adjacent
headquarters hotel
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Background c.

e The 2003 study further emphasized that in the
preceding three years downtown Dallas had
experienced a considerable decline in hotel
demand, due primarily to the weakened local
economy and reduced activity levels at the Dallas
Convention Center

 The decline realized in the local economy mirrored
the national scene following September 11, 2001
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Scope of Work

e The methodology used in the study is based on market
research and valuation techniques established by the
American Institute of Real Estate Appraisers and Appraisal
Institute

e The proposed project site has been evaluated from the
viewpoint of its physical utility for the future operation of a
hotel, as well as access, visibility, and other relevant
factors

e The surrounding economic environment, on both an area
and neighborhood level, has been reviewed and HVS
identified specific hostelry-related economic and
demographic trends that may have an impact on future
demands for hotels
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Scope of Work .,

e The market for hotel accommodations has been divided
Into individual segments to define specific market
characteristics for the types of travelers expected to utilize
the area’s hotels

e« HVS analyzed existing and proposed competition to provide
an indication of the current accommodation demand, along
with market penetration and the degree of competltlveness

e Documentation for occupancy and average rate projection
was derived utilizing the build-up approach based on an
analysis of lodging activity

e A detailed projection of income and expenses was made in
accordance with the Uniformed System of Accounts for the
Lodging Industry
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HVS Market Study Conclusions

e The HVS market study projects that a Dallas headquarters
hotel will achieve a profitable operation, with net income
expected to total roundly 25% of total revenue by
stabilization

e A vibrant highly-utilized convention center typically serves
as a vital component to a major city’s downtown visitation
and downtown hotel utilization levels

e Once Dallas’ headquarters hotel opens and when
Downtown Dallas’ massive 1,840 room Adam’s Mark Hotel
re-branded as a Sheraton, the city’s competitive position
should be significantly enhanced as it relates to capturing
major conventions
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Key Assumptions

e The hotel property will open on January 1, 2012

e« HVS recommends that the hotel feature:
— 1,200 rooms
— Two restaurants, a lounge, a coffee kiosk
— 100,000 to 140,000 square feet of meeting space
— An outdoor pool and whirlpool, a fitness center, a business center,

retail outlets, and vending areas

e The hotel’s facilities are expected to be of a high quality
level for a national convention market and managed by a
first-tier management company
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Key Assumptions c.,

The hotel will serve as the primary convention
headquarters property for groups utilizing the Dallas
Convention Center

Pre-selling of the hotel will begin no later than mid-year
2009

The relationship between the hotel, Convention Center,
and DCVB will be positive and effective

Stabilized level of operation will be 2015
The underlying inflation rate is 3.0% annually
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The Neighborhood

e The neighborhood surrounding a lodging facility often has an impact
on a hotel's status, image, class, style of operation, and sometimes its

T im e
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The Neighborhood .

e The proposed headquarter hotel’s neighborhood is
defined by Woodall Rodgers Freeway to the north,
Interstate 35E to the west, Interstate 30 to the
south, and U.S. Highway 75 to the east

e The neighborhood is in the revitalization stage of
iIts lifecycle with aggressive pockets of
redevelopment and continued growth throughout
the retail/restaurant and high-density residential
sectors
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The Neighborhood .

e According to the City of Dallas’ Office of Economic
Development, over $157 million has been invested

by the public during the last 10 years through TIF
Increments

e The headquarters hotel should be a positive
Influence on the area, and will be in character with
and will compliment surrounding land uses
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Industry Trends

e Trends in convention and meeting activity have shown
considerable increases since 2003, indicating the economic
Importance of large convention centers and, more recently,
headquarters hotels

» Data suggests that meeting planners select downtown,
convention center-proximate hotels for logistical
convenience

e The new meeting paradigm for planners has turned to
housing attendees as close to the primary meeting space
as possible, thereby alleviating extra costs associated with
transportation, as well as eliminating the need to
constantly negotiate pricing, events, and transportation
with multiple hotels
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Industry Trends ..

e Every major city in the United States now has or is
In the process of establishing a convention center
headqguarters hotel

e This dynamic has also allowed such hotels as the
Gaylord resorts and self-contained Las Vegas
resorts to capture small to mid-sized conventions
as well
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Gaylord Texan
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Factors in Choosing an Association
Meeting Location (Table 5-8)

The table summarizes the factors cited as important by meeting
planners when choosing a destination

Association
Top Factors When Choosing Location Meetings Gonventions
Availability of Suitable Hotels 68 % 84 %
Affordability of Destination 77 79
Safety and Security of Destination 62 65
Ease of Transportation 45 50
Transportation Costs 40 36
Distance Traveled by Attendees 53 50
(ean and Unspoiled Environment 26 29
Qimate 17 19
Availahility of Recreational Fecilities 10 10
Sghtseeing, Qultural Bvents, Attractions 10 16
Mandated by By-Laws 22 24
Jamorous/Popular Image of Location 10 10
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Factors in Choosing an Association
Meeting Facility (Table 5-8)

e The table summarizes the factors cited as important by meeting
planners when choosing a hotel within a destination

Association

Top Factors When Choosing Hotel Within Location Meetings Conventions
Number, Size, and Quality of Meeting Rooms 69 %o 93 %
Negotiable Food, Beverage, and Room Rates 80 87

Cost of Hotel or Meeting Facility 80 82

Quiality of Food Service 63 70

Number, Size, and Quality of Sleeping Rooms 54 79

Hficiency of Billing Procedures 53 53

Availability of Meeting Support Services 44 54

Assignment of One Staff Person To Handle Meeting 42 55
43

Hficiency of Check-in/Check-out Procedures 51
Availability of Exhibit Space 17 56
Previous BExperience in Dealing with Facility and Staff 37 44
Proximity to Shopping, Restaurants, Off-site Entertainment 19 24
Number, Size, and Quality of Suites 13 22
Proximity to Airport 24 24
Convenience to Gther Modes of Transportation 30 29
Provision of Special Meeting Services 9 16
Meeting Rooms with Multiple High Speed Lines/Qutlets 25 30
High Speed Internet 30 36
Cther On-site Recreational Facilities 6 8
On-site Golf Course 5 8

Source: 2006 Meetings Market Report, Meetings & Conventions Magazine
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Supply and Demand

e An Integral component of the supply and demand
relationship that has a direct impact on the
availability of lodging demand is the current and
anticipated supply of competitive lodging facilities

e The proposed headquarters hotel will enter a

dynamic market of varying product types and
price points
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Supply and Demand ...,

e Lodging trends have rebounded in Dallas, as the local
economy and the strength of downtown’s major employers
have generated the need for business travel and training
activities

e Large banking, accounting, and law firms in the area have
Increased business activity as Dallas’ overall economy
continues to grow ahead of the national average

e This growth continues to have a direct correlation on
Improved occupancy levels in the downtown area and
neighboring markets
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National Competition

e The national competitive set includes headquarters
hotels adjacent to each city’s respective
convention center

e Data from our national competitors reflect a
overall occupancy level of 68% in 2007, which
compares to 66.1% for 2006

e Lodging trends within the national competitive set
have experienced continual increases, even with
the Influx of new hotel rooms
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National Competition ...

e The trend of year-over-year growth in the corporate,
convention, and association segments in terms of
attendees and dollars spent have allowed headquarters
hotels to achieve higher rate levels in addition to improved
occupancy

Hilton Americas Houston
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National Market Historical Supply and
Demand Trends (Table 6-9)

Average Daily  Available Room COccupied Room Average

Year Room Count Nights Change Nights Change Cccupancy Rate Change RevPAR Change
1997 3,504 1,279,115 — 953,458 — 745 %  $140.25 — $104.54 —
1998 4,394 1,603,825 254 % 1,095,642 149 % 68.3 147.01 48 % 100.43 (3.9 %
1999 4,725 1,724,625 7.5 1,204,765 10.0 69.9 154.81 53 108.15 7.7
2000 4,725 1,724,625 0.0 1,227,610 1.9 71.2 158.57 24 112.87 4.4
2001 5,288 1,930,035 11.9 1,270,351 35 65.8 160.18 1.0 105.43 (6.6)
2002 5,340 1,949,100 1.0 1,289,481 15 66.2 160.63 0.3 106.27 0.8
2003 6,832 2,493,505 27.9 1,528,445 18.5 61.3 153.93 (4.2) 9436 (11.2)
2004 9,792 3,574,080 43.3 2,207,923 445 61.8 149.40 (2.9) 92.29 (2.2)
2005 9,716 3,546,324 (0.8) 2,343,068 6.1 66.1 151.92 17 100.37 8.8
2006 10,884 3,972,705 12.0 2,626,515 121 66.1 156.41 3.0 103.41 3.0
2007 10,883 3,972,295 (0.0 2,725,921 3.8 68.6 164.43 5.1 112.84 9.1

Average Annua Compounded Change

(1997-2007): 120 % 111 % 16 % 0.8 %

Number Year

Hotels Included in Sample of Rooms Opened

Omni Hotel @ CNN Center 1,067 Jun-74

Marriott Indianapolis Downtown 615 Feb-01

Hyatt Regency McCormick Place 800 Jun-98

Renaissance St Louis Grand & Suites Hotel 1,074 Jun-17

Marriott Kansas City Downtown 983 Apr-85

Hilton New Orleans Riverside 1,616 Sep-77

Hilton Americas Houston 1,203 Dec-03

Hilton Austin Convention Center 800 Dec-03

Hyatt Regency Denver Convention Ctr 1,100 Dec-05

Hyatt Manchester Grand San Diego 1,625 Dec-92

Total 10,883
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Projected Hotel Performance

e The HVS market study projects that a Dallas
headquarters hotel will achieve a profitable
operation, with net income expected to total
roundly 25% of total revenue by stabilization

e The total revenue by the stabilized year Is
comprised primarily of room and food and
beverage revenues with secondary source from
other income sources

e Other income Is comprised of the hotel’s retall
outlets, business center services, iIn-room movie
and game charges, and vending areas
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Projected Hotel Performance .

* Net Income Is derived from daily operating activities and
excludes debt service, property taxes, insurance, and
reserves for capital replacement

e |In the stabilized year 2015:
— Occupancy level will be at 68%
— Average room rate of $209.00
— RevPAR of $142.12

e The value of the incentives from state and city to include
State HOT, sales tax, City sales tax, 1% of the DCVB
portion of HOT and other sources over the 10 year period
IS estimated at $91.449 million (all incentives are project
specific)

e For additional data, please see the Attachments section
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Comparison of Rate Levels — Local Hotels vs.
National Convention Properties (Chart 1-4)

The green circle represents the forecast stabilized occupancy level and
average rate (in 2007 dollars) for the proposed property, the red diamond
represents the position for the local competitive set, and the blue diamond
represent the national competitors
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Landscape without a Hotel

 The City of Dallas Convention Center, a $1 billion
dollar asset, will continue to be underutilized and
will continue to increase its requirement for
general fund support

e Dallas will be relegated to an undesirable
destination with an increasing loss of business
profile

e After the opening of Fort Worth’s Omni in the fall
of 2008, Dallas will be the only major Texas city
without a hotel connected to or adjacent to Its
convention center
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Landscape without a Hotel ..

e If the convention center headquarters hotel is not
realized, the rebirth of the downtown Dallas
landscape will be short lived and the capital
iInvestment by the City of Dallas, visionaries, and
developers will not generate the return on
Investment that is required for their respective
stakeholders

e The strategy of revitalizing downtown will lose one
of the “anchors” in promoting investment in the
core of Dallas
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HVS Market Study Conclusions

e Despite a positive trend in the Dallas economy, the
downtown hotel industry remains crippled due to the
limited salability of the Dallas Convention Center, primarily
due to a lack of an adjacent headquarters hotel

e A vibrant highly-utilized convention center typically serves
as a vital component to a major city’s downtown visitation
and downtown hotel utilization levels

e The Dallas Convention Center remains underutilized due to
the lack of an adjacent hotel which remains as a
requirement high on the priority list of today’s convention
meeting planners

N ﬁ*ﬁ' L— ) :
i TA‘E’G'J;? = Convention Center Hotel — HVS Hotel Marketing Study




HVS Market Study Conclusions

cont.

e The HVS market study projects that a Dallas headquarters
hotel will achieve a profitable operation, with net income
expected to total roundly 25% of total revenue by
stabilization

e A vibrant highly-utilized convention center typically servers
as a vital component to a major city’s downtown visitation
and downtown hotel utilization levels

e Once Dallas’ headquarters hotel opens and when
Downtown Dallas’ massive 1,840 room Adam’s Mark Hotel
re-branded as a Sheraton, the city’s competitive position
should be significantly enhanced as it relates to capturing
major conventions
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Questions?
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Attachments

e Table 1-6: Ten-Year Forecast of Income and
EXxpense

e Table 9-4: Comparable Operating Statements:
Composite Statement
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Ten-Year Forecast of Income and

Expense (Table 1-6)

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Nurrber of Roos: 1200 1200 1200 1200 1200 1200 1200 1200 1200 1200
Qoupied Roars: 227,760 271,560 289,080 297,840 297,840 297,840 297,840 297,840 297,840 297,840
Qouparoy: 520 62% 66% 68% 68% 68% 68% 68% 68% 68%
Average Rt $185.53 %df $194.05 %d $202.91  Y%cf $209.00 %6cf $21527  %d $221.73  %d $228.38 %6 $23523  %df $242.29 %t $249.56  %d
RVPAR $96.47 Goss $120.31 Goss $133.92 Goss $142.12 Goss $146.39 Goss $150.78 Goss $155.30 Goss $150.96 Goss $164.76 Goss $169.70 Goss
FBENLE
Roons ¥ P8 % 2EB 06 ¥ 8P 610 ¥ FR2AUO 08 % 4117 606 % 00 04 % V@I 02 ¥ $OOR 02 % $2164 @2 % $MBIO 02 %
Food 19430 275 R34 269 X612 266 2720 267 2412 269 2510 270 7R 272 3,663 27.2 2R 272 R5D 272
Beverage 487 69 5841 67 6408 67 680 67 718 67 7387 68 7633 68 7913 68 8151 68 836 68
Tdephore g5 13 104 12 11 12 1226 12 1263 12 1301 12 130 12 130 12 142 12 1464 12
Qher Incane 320 47 3997 46 436 46 4606 46 488 46 500 46 522 47 540 47 5604 47 572 47
Tota 70718 1000 892 100 %228 1000 12,320 1000 106779 1000 109356 1000 113066 1000 116448 1000 119942 1000 123510 1000
CEPARIVENTAL EXFENSES
Roons 1365 R4 1500 285 587 270 164% 265 1691 265 17501 265 1806 265 18586 265 19123 265 19657 265
Food & Beverage 19614 808 2155 738 289 713 2387 700 24733 606 550 3 26495 60 27,290 0 23108 €0 2892 60
Tdephore 719 8.3 3 736 g5 711 &8 70 84 700 a1 700 o8 700 9B 70 o5 700 1,05 700
Qher Bperses e4 208 73 185 777 177 80 17.3 80 172 838 171 88 170 @5 170 9|3 170 o 170
Tad 6B 401 R0O77 438 40257 418 2061 411 43447 411 487 410 46367 410 47,748 410 49180 410 5066 410
CERARTVENTAL INGOVE HE5 509 488856 562 5971 532 60250 589 @232 589 64,477 500 660 50 8701 520 072 5.0 72885 500
UNDSTRBUTED FERATINGEXFENSES
Actiristretive & General 564 81 600 70 63/ 66 6613 65 6811 64 7015 64 7226 64 742 64 7666 64 789% 64
Marketing 536 76 570 66 600 62 623 61 6419 61 6612 60 6810 60 7015 60 725 60 742 60
Prop. Qperations & IVErt. 360 51 387 45 4120 43 4314 42 4487 42 4686 43 4853 43 490 43 5149 43 538 43
Utlities 338 47 350 41 3737 39 38® 38 3938 38 4112 38 42% 37 433 37 4494 37 460 37
Tad 18006 255 19297 222 224 210 21,036 206 21,710 205 246 205 215 204 23819 204 258 204 X200 204
HOJSERRAT 18019 X4 29587 340 FH7D 312 P23 B3 062 B4 2071 3B5 43574 386 482 3B6 46229 386 47616 386
Meregerert Fee 212 30 260 30 2837 30 300 30 3173 30 328L 30 332 30 348 30 358 30 376 30
INCOVEBEFORE R XED GHARGS 15857 224 26978 310 2843 A2 FHBIB HB3 37,49 Ha BPOL HB5 20188 %6 4130 H6 2630 H6 43900 K6
AXEEFENTS
Popety Taes 3% 56 402 46 412 43 4225 41 43 41 442 41 4617 41 476 41 488 41 5045 41
Insurance 1113 16 1146 13 118 12 1216 12 1253 12 120 12 129 12 13 12 140 12 142 12
Reserve far Redaceert 144 20 260 30 389 40 5116 50 5209 50 5468 50 5683 50 582 50 597 50 6177 50
Tata 640 92 7777 89 91x 95 1057 103 1088 103 11,240 103 11,59 103 11,947 103 1236 103 12674 103
NET INGOVE 99408 132 % $19201 21 % 3711 A7 ¥ 556 B0 % $BFHB Bl % $ZH0 B2 % 854 B3 % O B3 % 0I5B B3 % WL2ZB B3 %
Roos Qeuparcy Tax (1379 3648 B0 $7,626 |oR 835 856 8843 9,108 9,381 0,653
Sdes Tax (8 259 an Non Roos 2348 287 300 33%6 3437 3574 3715 387 392 4080
Farecast Roparty Taxes 39%2 4022 4102 4225 4382 442 4,617 4,756 4,808 5045
Taa Taes $11,804 $13609 514,807 $15623 516,124 H16,641 517,175 $17,600 18221 518768

* Dgpartenta eqoanses are eqressed as a parcartage of dgpartnental revenLes.
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Comparable Operating Statements:
Composite Statement (Table 9-4)

Number of Rooms: 6,900
Days Open: 365
QOccupancy: 73.1% Amount per Amount per
Average Rate: $162.38 Percentage Available  Occupied
RevPAR: $118.67 of Revenue Room Room
REVENUE
Rooms $298,875 62.2 % $43,315 $162.38
Food & Beverage 146,604 30.5 21,247 79.65
Telephone 7,891 1.6 1,144 4.29
Other Operating Departments 1,617 0.3 234 0.88
Cther Income 25,564 5.3 3,705 13.89
Total 480,551  100.0 69,645 261.09
DEPARTMENTAL EXPENSES
Rooms 84,657 28.3 12,269 46.00
Food & Beverage 107,545 734 15,586 58.43
Telephone 5,286 67.0 766 2.87
Other Operating Departments 219 135 32 0.12
Other Expenses 4,321 16.9 626 2.35
Total 202,028 42.0 29,279 109.77
DEPARTMENTAL INCOME 278,523 58.0 40,366 151.33
OPERATING EXPENSES
Administrative & General 36,021 75 5,220 19.57
Marketing 31,840 6.6 4,614 17.30
Property Operations & Maintenance 24,271 5.1 3,518 13.19
Utilities 17,172 3.6 2,489 9.33
Total 109,304 22.7 15,841 59.39
HOUSE PROFIT 169,219 35.2 24,524 91.94
Management Fee 10,478 22 1,519 5.69
INCOME BEFORE FIXED CHARGES 158,741 33.0 23,006 86.25
FIXED EXPENSES
Property Taxes 19,393 4.0 2,811 10.54
Insurance 4,844 1.0 702 2.63
Miscellaneous Fixed Expenses 218 0.0 32 0.12
Reserve for Replacement 11,097 23 1,608 6.03
Total 35,552 7.4 5,152 19.32
NET INCOME $123,189 256 % $17,853 $66.93
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