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August 15, 2011

Ms. Charmelle Garrett
Deputy City Manager
City of Victoria

P.O. Box 1758
Victoria, Texas 77902

Dear Ms. Garrett:

In accordance with our engagement letter dated December 7, 2010, we have completed
a market study with financial projections for the proposed hotel and conference center in
Victoria, Texas. The conclusions reached are based upon our present knowledge of the
competitive market resulting from our fieldwork completed July 28, 2011.

As in all studies of this type, the estimated results are based upon competent and
efficient management and presume no significant change in the competitive position of
the project from that as set forth in this report. The terms of our engagement are such
that we have no obligation to revise this report to reflect events or conditions that occur
subsequent to the date of the completion of our fieldwork. However, we are available to
discuss the necessity for revision in view of changes in the economic or market factors
affecting the proposed project.

Although the proposed property’s future performance has been conscientiously
prepared using information obtained during the course of this study and our experience
in the industry, it is based on estimates and assumptions, which are subject to
uncertainty and variation, and we do not represent them as results that will actually be
achieved.

We would be pleased to hear from you if we may be of further assistance in the
interpretation and application of our findings and conclusions. We express our
appreciation to you and your associates for the cooperation extended to us during the
course of this assignment.

Respectfully submitted,
PKF Consulting USA

G. Randle McCaslin
Vice President / Practice Leader

PKF Consulting USA | 1010 Lamar, Suite 400 | Houston, TX 77002
TEL: 713.621.5252 | FAX: 713.621.9494 | www.pkfc.com
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Executive Summary -1

SCOPE AND METHODOLOGY

In preparing this study, we completed the research and analysis listed below:

e Conducted an inspection of eight potential sites in order to determine the best
location for the proposed hotel and conference center.

e Evaluated the subject sites and the surrounding areas in order to determine their
impact on the proposed hotel and conference center.

e Assembled, reviewed and analyzed economic, demographic and real estate
market data pertaining to the Victoria metro area and the City of Victoria in
particular to evaluate the present economic climate and to estimate future growth
potential, particularly as it relates to lodging demand.

e Interviewed representatives of the greater area government, businesses and the
community to gather data on current and future area growth and the demand for
lodging and meeting facilities.

e Conducted a community survey to determine the current lodging and meeting
needs in the area and determine potential usage for the proposed hotel and
conference center in Victoria.

e Interviewed representatives of the competitive hotels regarding their property’s
historic, current and expected future market conditions.

e Prepared a summary of historic market performance, including available rooms,
occupied rooms, market occupancy, average daily room rate and revenue per
available room for the period 2006 to 2010 and May 2011 year-to-date.

e |dentified other proposed hotels to assess their probability of completion and the
degree to which they would compete with the proposed hotel.

e Evaluated the existing supply of meeting venues in the market to determine the
degree of competition that they are likely to offer the proposed conference
center.

e FEvaluated other communities in Texas that are similar in location and size to
Victoria and assessed their conference centers and meeting facilities as a
comparable for Victoria.

e Evaluated and interviewed four comparable conference centers to understand
their facility size, policies, demand, rates and overall performance.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Executive Summary I-2

Recommended the concept, facilities and amenities for the proposed hotel and
conference center that would be appropriate for the site and market.

Estimated the future competitive position and market performance of the subject
proposed hotel and conference center for the period 2014 to 2016, the stabilized
year.

Based on industry trends and interviews with the comparable meeting facilities in
the area, estimated usage for the proposed conference center.

Based on the estimated future competitive position of the subject proposed hotel
and conference center, prepared a schedule of prospective cash flow before debt
service and income taxes for the facility for the period 2014 to 2023.

CONCLUSIONS

A concise summary of the conclusions of this report follows:

The goal of the City in developing a conference center is to support the tourism
economy by attracting new group meeting demand into the area. In addition, a
facility in Victoria would provide an upscale meeting venue for the greater
Victoria MSA to host social and community events which are currently displaced
outside of the area.

Comparable MSA’s that mirror Victoria in size and proximity from major metro
areas (Longview, Wichita Falls, and San Angelo) all have conference facilities
that range in size from 20,000 to 57,000 square feet. The CVB’s in these
communities indicated they host at least 15 association and large group events
from outside the area on an annual basis.

Victoria’s premium location in the state of Texas puts the City in the geographic
center (and within a two-hour drive) of three of the fastest growing cities in the
United States — Austin, Houston and San Antonio. Victoria’s excellent highway
system includes U.S. 87, U.S. 77, U.S. 59, and easy access to Interstate
Highways I-10, 1-35 and 1-37. This network connects Victoria to neighboring cites
and places it in the center of the central coastal area.

Victoria has a diverse economic base represented by manufacturing,
petrochemical, medical and education. The economy has experienced recent
advancements owed to renewed energy production and the start of construction
of a new Caterpillar production plant. Employment is now at its highest level
since the first half of 2009.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Executive Summary I-3

e The Eagle Ford Shale play has had a large impact on Victoria in 2011 and is
expected to impact the city for several years. Victoria is slightly outside of the
heart of the shale and active well drilling. However, Victoria is one of the larger
more developed communities within the drilling area and offers a good central
location which has several corporations using Victoria as a regional hub.

e Caterpillar selected Victoria for their excavator plant now under construction. It
recently announced an expansion which will bring the plant to 1,050,000 square
feet at an estimated investment of $200 million. Excavator production in Victoria
is expected to begin in mid-2012. Once fully operational, the new facility will
more than triple the capacity of hydraulic excavators produced by the company.
The company has also considered the Victoria site for a distribution center.

e The first freshman and sophomore classes at the University of Houston — Victoria
campus exceeded expectations with a freshman/sophomore enrollment of 300.
Strong growth projections are anticipated for the lower-classmen with over 900
students expected by 2015 to 2016. There is a proposal to transfer the University
of Houston - Victoria campus to the larger Texas A&M system, which many
believe would help bolster efforts to develop the fledgling campus into a larger
destination university.

e Our analysis determined that there are two sites (Site 4 - Mall Property and Site 5
- Houston Highway & Zac Lentz Parkway) out of the eight that exhibit the
characteristics most suited for a hotel and conference center development. If
development challenges occur on the two recommend sites, Site 7 (Huvar Drive
& Dairy Road) also has characteristics that would be well-suited for a hotel and
conference center development.

e We have recommended a select-service hotel positioning with enhanced design
and services typically associated with a full-service hotel. The hotel would be
positioned in the community as a top-quality, meeting-related hotel offering first
class service and amenities. The hotel would be connected to a conference
center with approximately 19,000 square feet of usable meeting space. The
conference center should have flexible meeting space with a high quality finish
out positioned to attract meetings, conventions, religious and social groups with
multiple day meetings and more formal social events.

e A community survey was conducted of the Chamber of Commerce members in
the Golden Crescent area. The survey indicated the need and support for a
better quality hotel in addition to meeting space. Many of the supporters believe
that this development would be an enhancement to the city and possibly spur
future development.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Executive Summary I-4

e We have identified eight properties with 474 rooms as the subject’'s competitive
supply. Market occupancy averaged 73.7% during the historical 2006 to 2010
period. The annual supply of rooms during the 2006 to 2010 period increased at
a compound annual growth of 10.7%. Average daily rate for this competitive
supply has increased at a compound average annual rate of 6.4% since 2006.

e The largest market demand segment for the total competitive set is the Individual
Business Traveler (IBT) with 79%, followed Group (16%) and Leisure (5%)
segments.

e The strong historical occupancy and ADR trends in the market have created an
interest in Victoria and the surrounding area by hotel developers. PKF Consulting
has spoken with the major hotel brands to identify the new additions that have
solid financing and will likely develop over the next few years. We have
projected 428 new rooms into Victoria, including the Subject hotel, during the
2012 to 2014 period.

e There has also been a lot of hotel development interest in smaller communities
that are located in the center of the Eagle Ford Shale Play. The areas of Beeville,
Kennedy and Cuero historically had a hotel inventory of approximately 452
rooms and an additional 376 rooms are expected to open over the next two
years. This will have a secondary effect on the demand surge that Victoria has
experienced over the last year as demand that overflowed to Victoria begins to
be absorbed within the Eagle Ford Shale Play area.

e The competitive market ended 2010 with an occupancy level of 76%. As the
market continues to feel the rebound from the recession and increase in
commercial demand related to the Eagle Ford Shale play and Caterpillar, we
anticipate strong performance in 2011 of 85%.

e Although demand growth is forecasted to stay strong in 2012 at 10.6%,
occupancy will decrease to 80% due to the influx of new hotel supply in both
Victoria and the Eagle Ford Shale area. Demand is expected to stay strong in
2013 and 2014 at 12.2% and 14.1%, respectively, due to the new group demand
induced by the subject hotel and the opening of the Caterpillar plant. However,
occupancies will continue to decline to more normal levels as the large amount of
new supply is absorbed in the Victoria market, declining to 72% in 2013 and 64%
in 2014. The decline is also caused by the majority of the Eagle Ford Shale
demand being absorbed by the large number of hotels being added closer to the
drilling sites. With no new additions to supply, the Victoria market will strengthen
to 69% by 2016.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Executive Summary I-5

e The subject hotel is expected to achieve a strong competitive position within the
local market. The proposed hotel is projected to receive more than its fair share
of demand in all segments due to its brand, location and adjacent conference
facilities. The proposed hotel and conference center is expected to achieve
occupancy of 66% in 2014, its opening year, increase to 70% in 2015 and
stabilize in its third year (2016) of operation at 74%.

e The market segmentation of the proposed hotel is, as follows:

Hotel and Conference Center Victoria
2016 Mix of Demand and Market Penetration

Market Segment Room Nights Ratio  Penetration
IBT 20,900 52% 75%
Leisure 1,800 4% 95%
Group 17,600 44% 225%
Total 40,300 100% 107%

Source: PKF Consulting USA

e We expect the subject hotel will be positioned with a rate index of 127%, yielding
an opening rate in 2014 of $133.

e The proposed conference center is projected to achieve a utilization rate of 47%.
According to national benchmarking reports for meeting facilities, utilization for
similar sized facilities typically ranges from 46% to 54%. Based on our
projections, the center would host approximately 533 events annually.

e The estimated operating performance for the proposed hotel and conference
center is, as follows:

Proposed Hotel and Conference Center
Victoria, Texas
Estimated Net Operating Income

Annual Average

Year Occupancy Daily Rate NOI

2014 66% $133(2) $1,689,000
2015 70% $136 $1,882,000
2016 74% $139 $2,073,000
2017 74% $142 $2,098,000
2018 74% $145 $2,122,000

(1) $121 in 2011 dollars
Source; PKF Consulting USA

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Executive Summary I-6

Since the City of Victoria would prefer a privately developed and financed
project, we have recommended a hotel with an adjacent conference center to
be owned and operated by a private developer. We have included the
conference center performance in the estimated hotel operating statements.
Under this scenario, the owner’'s equity investment together with debt
repayable from the project revenues would be used to finance the
construction of the project. In order to obtain equity capital in a transaction of
this nature, the project must generate sufficient cash flow to generate
appropriate returns to hotel investors. Under current market conditions, a
typical hotel investor would expect a leveraged return of approximately 20%.

Often times these types of projects will fall short of the 20% investor return
creating a funding gap. Cities have multiple ways to offer incentives to
encourage private hotel development and minimize the gap. Methods include
property tax abatements, hotel occupancy tax increases or rebates, creation
of TIFF or TIRZ districts, infrastructure improvements, parking development
improvements and other fee exemptions. Often, some combination of these
incentives is used to successfully move a project forward.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA
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Meeting Facility Overview 11-1

CONFERENCE CENTER DEMAND

Social Demand

Social event demand can be tied to the size of the local residential base of the
surrounding area. Social demand is comprised of weddings, anniversaries, sporting
tournaments, religious organizations, recreational/school sports banquets, high school
proms, graduations and birthday celebrations. These social events tend to be one-day
bookings tied to either a lunch or dinner banquet. The social demand may also consider
meeting space in area restaurants, community centers and country clubs but is
attracted to this type of meeting venue for price, decorating flexibility and catering
options.

The local related banquets generate little, if any, economic impact for a community.
However, they can be a significant source of rental and/or food and beverage revenue
for a given facility. Sporting tournaments and weddings generally attract out-of-town
visitors who spend money within the community on lodging, dining and recreational
activities during their visit.

Local Meetings — City, County, Civic, Chamber

A variety of civic clubs and non-profit organizations hold weekly and/or monthly
meetings at conference centers, local hotels or local restaurants. The local civic clubs
are normally associated with a state and regional chapter that hold annual meetings and
events. Site selection for the annual event is normally determined on a bidding process
with a local member promoting their community.

Cities and counties often have needs for meetings and although some might be held at
City Hall or other public venues, others require offsite facilities. The events generated by
these organizations may include annual trade shows, ceremonies, small meetings and
banquets. Due to the fact that they generally serve local groups, these events generate
little, if any, economic impact for a community but are invaluable to the needs of the
community.

Meetings — Corporate, University and Association

Most corporations have on-site meeting rooms for routine meetings but occasionally will
opt to go off-site to a distraction-free environment to conduct training, planning or board
meetings. Corporate meetings are usually held during the day and involve breakfast,
lunch and coffee breaks and can range from one to three days. Demand is often
generated from within the local community but, depending on drive-times, destination
amenities and pricing, corporations will drive and/or fly outside the area for these
events.

Trade, professional, educational, government and non-profit organizations have
membership associations that meet for a convention and/or tradeshow annually. In
addition, these groups also host regional conferences, board meetings and training
sessions.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Meeting Facility Overview 1I-2

The conferences do not typically require large exhibition space, although some may
have trade shows in support of the conference event. They require a general session
room, banquet room and meeting rooms for seminars and breakout sessions.
Conferences can generate a significant amount of new spending in the area economy if
a large percentage of attendees originate from outside the local area. Conference
visitors typically stay multiple nights in the host city and spend money on
accommodations, food and beverage, retail goods, transportation and entertainment.

Consumer Shows

Consumer shows cover a broad range of events that attract the general public to see
the specific products or services on display. Typical shows include: arts and crafts,
home and garden, auto, holiday bazaars and jewelry shows. These shows are normally
two day events targeting sales and attendance from the residential base in the
surrounding communities.

Entertainment

Festivals, concerts and performances are often booked at convention/conference
centers. With the exception of large festivals, entertainment events typically target local
area residents from the surrounding communities and, therefore, generate only minimal
economic impact. However, these events can have great importance with respect to a
community’s image and the quality of life of its residents.

COMPARABLE COMMUNITIES AND MEETING VENUES

PKF Consulting researched Texas communities and selected MSA'’s similar in size and
distance from major metro areas. Like Victoria, most of the communities selected are in
drive-markets with either no airport or limited flight capacities.

Longview, Texas — Longview is located between Dallas, Texas and Shreveport,
Louisiana and within an hour drive-time to any large metro area. Longview with a
population of 78,200 is located within the Longview MSA with a population of 211,300.
Two colleges are located in Longview: Kilgore College with an enrollment of 6,600 and
Le Tourneau University with an enrollment of 3,100.

The Longview Convention complex is located on a 100-acre site near downtown and
convenient to hotels and amenities. The Center includes three complexes including the
40,000-square foot Maude Cobb Convention and Activity Center, 25,000-square foot
Exhibit Building and a 27,000-square foot Rodeo Arena with a capacity of 5,000.
According to the CVB, the center captures approximately 75% of their demand from
within the community, hosting consumer shows, banquets, meetings and festivals.
They attribute approximately 25% of their demand to groups from outside the
community that attend conferences, meetings, trade shows, livestock shows and
rodeos.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA



Meeting Facility Overview 1I-3

Wichita Falls, Texas — Wichita Falls is located in North Texas on Interstate Highway 44
along the Oklahoma border and is situated about two hours from any major metro area.
Wichita Falls has a population of 104,500 and falls within the Wichita MSA of 131,500.
Wichita Falls is home to Midwestern State University which has an enroliment 6,300
and is part of the Lone Star Athletic Conference.

There is a Multipurpose Events Complex (MPEC) in Wichita Falls which includes the
57,100-square foot MPEC Events Center Exhibit Hall, 30,000-square foot Key Yeager
Coliseum with 6,500 permanent seats, and the 50,000-square foot Agricultural Center
used as an arena and livestock barn. The Coliseum is home to the NAHL Wildcats and
serves the community with concerts, lectures, ceremonies and sporting events. It has
been used to attract regional sports competitions including basketball, tennis, soccer,
motocross, wrestling and rodeos. The Exhibit Hall is often used to host meetings,
banquet and events. The City has been successful in attracting regional and state
associations, hosting an average of approximately 20 groups annually.

San Angelo, Texas — San Angelo is located in West Central Texas and over four hours
from any major metro area. San Angelo has a population of 93,200 and an MSA of
106,000. San Angelo is home to Angelo State University with an enroliment of
approximately 6,400.

The San Angelo Convention Center was renovated and expanded in 2009. The facility
has a large 12,000-square foot Exhibit Hall that is divisible by three and over 8,500
square feet of additional breakout rooms. According to the CVB, the facility has a high
community usage for meetings, tradeshows and banquets. They host approximately 15
associations and meetings annually.

In addition, the city owns the Foster Communication Coliseum. The arena floor is
20,000 square feet and is equipped with permanent seating for 4,900. The multi-
purpose arena is home to the San Angelo Rodeo and serves the community with
concerts, ice shows, rodeos, circuses, family shows, consumer shows and sporting
events.

COMPARABLE MULTI-PURPOSE ARENAS

There is an interest by several community leaders to develop a multi-purpose arena in
Victoria to host sporting events and community entertainment. The expansion and
growing enrollment at the University combined with the improving community
demographics certainly supports the need for considering this type of venue in the
future. As observed in the data regarding comparable cities, arenas and conference
facilities are often developed in phases. Part of our site selection was based on a
location that has available land to expand facilities in the future. Due to the considerable
costs associated with this type of facility, we encourage Victoria to look at the potential
of a multi-purpose arena in the future and begin planning financial partnerships. We
have provided a table below that summarizes a few comparable arena facilities and how
they were funded within their respective communities.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA
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COMPARABLE MULTI-PURPOSE ARENAS

LOCATION

Allen, Texas

Beaumont, Texas

Katy, Texas

Garland, Texas

Goliad, Texas

FACILITY NAME Allen Events Center Ford Arena Merrell Center Garland Special Events  Goliad Events Cer
Center
YEAR BUILT 2009 2003 1995 2005 2011
FACILITY
DESCRIPTION
Facility Size 188,000 square feet 83,000 square feet 145,000 square feet 190,000 square feet 61,000 square fe
Arena Seating 8,600 9,700 7,200 7,500 2,000
Other Meeting Rooms 2,500 square feet of 48,000 sq. ft. exhibit 3,000 sq. ft. meeting 18,000 square foot Small meeting roo
breakout rooms hall room divisible by 3 conference center

120 seat lecture hall

Two break-out rooms
Other adjacent Community Ice Rink Ford Midway — Robinson Rodeo Indoor track,

faculties includes a 45,000 Arena community weigt
practice arena and room, basketball g
9-acre paved
midway
Ford Fields — 12
championship youth
softball/baseball
fields
DEVELOPMENT $70 M $32 M $19M $31.5M $10M
COSTS
OWNERSHIP Allen Events Center Jefferson County Partnership between Garland |.S.D. Goliad I.S.D.
FUNDING City bonds funded by 2% Venue H.O.T. Katy Development
¥, sales tax Authority and the City
of Katy. Funded by
TIRZ and paid by
property tax revenues
generated by the Katy
Mills Mall.
TENANTS Allen Americans SE TX Mavericks Southern Indoor None High school Sporti

(CHL)
Allen Wranglers (IFL)

(ABA)

Football League,
Houston Stallions

Events

Proposed Hotel and Conference Center — Victoria, Texas
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Area Overview 11-1

INTRODUCTION

Historical economic and demographic trends provide part of the explanation for past
lodging market performance, as well as a foundation for the future market. The current
economic climate of a market area and estimates of likely future trends are an important
consideration in estimating future hotel supply and demand.

Victoria, centrally located in Victoria County at the convergence of U.S. highways 59, 77
and 87, is the county seat, the largest city in the central coastal region, and the
commercial focus of the surrounding counties.

The Victoria Metropolitan Statistical Area consists of three Counties (Victoria, Goliad
and Calhoun) in the Coastal Bend region of Texas. This area is also commonly referred
to as the Golden Crescent which reaches outside of the Victoria MSA to include the
counties of Lavaca, DeWitt, Jackson and Gonzales. The Golden Crescent Regional
Planning Commission was formed to spur the development in the region and to assist
local governments in carrying our regional plans and recommendations. The Golden
Crescent area has a population of 188,626 and more than 4,000 employers.

ECONOMIC AND DEMOGRAPHIC INDICATORS

Note: Economy.com provided the following demographic and economic data.
Information relating to other topics has been obtained through a variety of media,
including websites, publications, interviews or other sources considered reliable. PKF
Consulting has reviewed and analyzed the Economy.com data.

The following pages present an economic snapshot of the United States, South and the
Victoria MSA, respectively.

Proposed Hotel and Conference Center — Victoria, Texas PKF Consulting USA
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RELATIVE EMPLOYMENT PERFORMANCE (1996=100)

UNITED STATES

Core inflation under control.
Steady population growth bolstered by
immigration.
Easy labor mobility and flexible labor
arrangements allow companies fo adapt to
changing conditions.

WEAKNESSES
Rapid decline in house prices and a credit
crunch.
Skewed income and wealth distribution.
o Large current account deficit.

CURRENT EMPLOYMENT TRENDS
FEBRUARY 2010
% change yr ago, 3-mo MA

Financial Actvites
Prof & Business Swes.
Edu & Health Swes.
Leisure & Hospaality
Cther Services
Government

FORECAST RISKS

sHorTTeErm §  Lonc TERM W

UPSIDE

Low morigage rates spur housing revival.
House prices stahilize sooner than expected.

DOWNSIDE
Fallout from the European debt crisis
weakens financial conditions.
State and local governments default.
Fed tightens monetary policy too soon.
Tariffs are imposed on Chinese goods,
inviting retaliation.

seemed ready to hit its stride, new threats have ap-
peared to wip it up; unrest in the Middle East has
caused oil prices to surge, and Japan's unfolding naru-
ral disaster has hung a cloud of uncertainty over fi-
nancial markets. For now, the economy has enough
going for it to weather these problems. Job gains are
accelerating and broadening. A drop of nearly 1 per-
centage point in the unemployment rate since late
last year overstates the economy’s gains, since it has
been driven in part by an unprecedented dedine in
labor force participarion. Still, businesses are curtail-
ing layoffs. The preconditions for stronger job growth
are in place; companies, particularly larger ones, are
very profitable, and their balance sheets are healthy.

Business sentiment. All leading business surveys

the highest readings in its nearly 10-year history.
Businesses are especially upbeat about sales and are
saying they plan to invest heavily this year. They
are even talking more enthusiastically about hiring,

Oil price threat. With unrest in the Middle East
building, the price of oil breached the $100 marlk
in early March. Assuming the situation in the Mid-
dle East does not worsen, oil prices should slowly
sertle back to $90 per barrel by the year’s end.
The extra $10 per barrel will shave almost 0.2 of a
percentage point from real GDP growth in 201 1.
Rising oil prices act much like a tax increase, but
unlike taxes, the money goes to overseas producers.
At current levels, the extra cost to U.S. consumers
is abour $50 billion in 2011, abour equal to the
cost of extended emergency unemployment insur-
ance benefits. Lower-income households are hit
hardest; this is particularly true in the South and
West, where households do more driving,

EMPLOYMENT MOODY'S 125
GROWTH RATING 120
e | EETE |
o R — —
1.7% 1o
105
RISK-ADJUSTED
2010-2015 RETURN 100 +
2.1% 2010-2015 95 ———t—Ft———F————F 1 1
" 0 0 820/ 96 97 95 99 00 01 02 03 04 05 06 OF 08 09 10 11F 12F 13F 14F 15F
c o us.
2004 2005 2006 2007 2008 2009 2010 INDICATORS 2011 2012 2013 2014 2015
12264 12638 12076 13229 13229 12881 13246  Gross domestic product (CSB) 13706 14260 14811 15278 15635
36 31 27 1.8 00 -2.6 28 % change 35 44 38 3.2 2.3
1314 1337 1364 1376 1368 1308 1298 Total employment (mil) 1315 1343 1377 1415 1439
1.1 1.7 1.8 1.1 -0.6 -4.4 -0.7 % change 1.3 22 25 27 1.7
55 51 45 45 58 93 9.6 Unemployment rate 9.1 85 73 58 55
6.0 5.5 745 57 40 -1.7 a0 Personal income growth 5.6 6.4 75 53 46
2927 2954 2982 3012 3040 3087 2088 Population (mil) 327 357 387 38 324449
16 1.7 145 1.0 0.6 04 0.5 Single-family starts (mil) 0.7 11 14 15 15
0.3 0.4 0.3 0.3 03 01 01 Multifamily starts (mil) 0.2 0.3 04 04 04
3023 3274 3003 2584 1707 2205 1,709 Mortgage originations (bil$) 1,621 1415 1506 1,524 1854
1,563 2,039 598 823 1074 1413 1537 Personal bankruptcies (000) 1435 1536 1632 1639 1768
14 i 47 44 14 0.2 01 91-day Treasury bill (%) 0.3 1.3 32 38 386
4.3 4.3 4.8 46 aT 33 32 10-year Treasury bond (%) EX: L 58 51 5.0
STRENGTHS & WEAKNESSES ANALYSIS
STRENGTHS Recent Performance. Just as the U.S. economy Budget cuts. Also weighing on this year’s eco-

Cnns,m;?::.: show sentiment has improved measurably since  discipline will have important positive confidence ef
Manufaciuring the beginning of the year. The optimism is evident  fects on business investment, consumer spending and
‘mniniﬁg: across all industries and regions. The Moody's Ana-  asset markets, but unless the restraint is substantial

Informration lytics sentiment survey is also recording some of  and maintained over the long run—addressing the

nomic outlool is the prospect of federal budget cuts.
House Republicans have proposed discretionary
spending cuts for the remainder of fiscal 2011 total-
ing more than $60 billion compared with fiscal 2010
spending. Only a bit more than one-half of these
cuts would occur this year, but the economy would
feel them quickly; the cuts would shave nearly half
a percentage point from 2011 real GDI* growth on
a fourth quarter-to-fourth quarter basis. Mot all the
proposed cuts are expected to make it through the
legislative process, bu it is reasonable to expect about
half of them will. Substantial government spending
cuts are vital to address the nation’s long-term fiscal
problems, but it is important to recognize that they
will also drag on near-term growth. Credible fiscal

shortfall in Social Security, for example—the negative
effect of the spending reductions will be larger.

The economy is on track for better times, Busi-
nesses are in solid financial shape, houscholds
are quickly repairing their balance sheets, and
the credit spigot is opening as the nation's major
banks are well capitalized and highly profitable.
Growth will be above the economy’s potential,
resulting in steadily stronger job gains and a
lower unemployment rate. The surge in oil pric-
es and more fiscal restraint should not derail the
economy, but GDP growth for 2011 has been
marked down from 3.9% to 3.5%. There are rea-
sons to be nervous: A nuclear catastrophe in Ja-
pan, the ongoing foreclosure crisis, more house
price declines, government budget cuts, and the
European debt crisis all put the recovery at risk.

Mark Zandi

March 2011
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RELATIVE EMPLOYMENT PERFORMANCE (1996=100)

SOUTH

EMPLOYMENT RELATIVE COST 135
GROWTH BIEIESS Bg f
2010-2012 970 _/
120 —
2 20/ /o 115 f;u = |
. 0 L1.5.=100% ———— et
110 f—""—
RISK-ADJUSTED 105
2010-2015 RETURN 100 1
2.5% 2010-2015 55 —t——t—t— Tttt
- 0 78|:y 96 97 98 99 00 O1 02 03 04 05 05 OF 08 09 10 11F 12F 13F 14F 15F
- o US. == South
2004 2005 2006 2007 2008 D09 2010 Indicators 2011 2012 2013 2014 2015

2653 29090 3284 3364 3229

56,2261 63022 63558 6,186.1

STRENGTHS

# Low costs of doing business, attractive new
husinesses, and employment opporiunifies.
Many regional port facilifies will benefit from
growth in waorld frade.

WEAKNESSES
Workforce quality sfill lags in many parts of the
region, and per capita incomes are low.
Globalization in manufacturing erodes the
South’s competitive advantage.

FEBRUARY 2010
% change yr ago, 3-mo MA

Tetal

Construction
Manufaciuring
Trade

TransiUtilites
Information
Financial Actvites
Prof & Business Swes.
Edu & Health Sves.
Leisure & Hospiality
Other Services
Gowernment

SHORT TERM f§

UPSIDE

Mew investment in high tech, auto and steel
boosts manufacturing.
Economic recovery revives in-migration
beyond expectations.

DOWNSIDE
Defense spending reductions because of
changing political priorities.
Changing energy policies constrain energy-
producing states.

LONG TERM f§

756,130 826,793 726,200 507,522 304,321 231,754 233,916
204,640 212,251 203,534 184,648 147,532 65,650 68,018
309.1
790,604 053412 041,823 623,809 511,936 500,770 450,520
49988 38861 4,610.0
518,080 744,978 246,515 318,134 395,260 495636 518,376

Single-family permits.
Multifamily permits
House price index (198001 = 100)
Mortgage originations (SM)
New vehicle registrations (000)
Personal bankruptcies

2861

41818 43084 44368 45243 45156 44501 486070 Gross regional product (C$B) 47909 49997 51929 53507 55047
46569 47617 48,649 49421 49272 47167 46938 Total employment {000) 47,738 48988 50,333 51,902 53,008
1.7 2.3 2.2 1.6 -0.3 -4.3 0.3 % change 1.7 2.6 27 31 2.3

52 50 445 43 55 849 93 Unemployment rate a7 a3 72 Y 53
6.9 71 77 59 52 -1.1 3z Personal income growth 55 6.1 72 55 49
105,874 107411 108,931 110,573 112,021 113,313 114,626 Population (000) 116,058 117,828 119,309 121,032 122,758
8382 9164 8794 8225 BY5E 6251 G523 Net migration {000) 7533 9008 10115 10536 1,0608

332,560 522,783 652,025 703.806 682,666
106,002 190,083 233,307 243,965 232,000

2365 2881 2074 3130 32686
431,225 431,907 487.201 526,265 592,103
51305 55329 61425 63205 6,1555
23,188 B57.861 678,646 684,075 702,705

STRENGTHS & WEAKNESSES

CURRENT EMPLOYMENT TRENDS

FORECAST RISKS

ANALYSIS

Recent Performance. In recent months, the
South economy has gradually accelerated, follow-
ing a pause in mid-2010. However, the gains have
lagged the performance of the nation as a whole,
particularly the West. Over all of calendar 2010,
the South recovered at about the same pace as the
U.S., with the region’s employment up about 1%
compared with the level this time last year. Gains
in most industries matched national average gains.
As in the Midwest, the South’s manufacturing
had ramped up production during the first half
of 2010 and then slowed again when inventories
were rebalanced. However, more recent dara at
the national level point to a resurgence in activity.
Growth in exports is playing a role, as the regional
total is now meore than 10% above its prerecession
peak. The unemployment rare has held steady in
the low 9% range, comparable to the narional av-
erage. However, the growth in its labor force com-
pared with that of the nation reflects somewhat
more optimism about job opportunities.

Energy. The South will accelerate in 2011, as
recovering national demand drives manufacturing,
but uncertainties over energy prices associated with
Middle East tension add risks, both downside and
upside, to the regional outlook. Higher gasoline
prices will cut into the rebound in consumer spend-
ing on other items, particularly durables, thereby
slowing the improvement in the large manufactur-
ing industries of both the South and the Midwest.
Addirionally, the rising costs will potentially slow the
revival of air travel and tourism in the key transpor-
ration hubs of the Southeast. On the other hand, oil
patch states will see increased business opportunities.
Further, moderately higher gasoline prices could il
auto production gains toward transplant producers
in the region whose products are typically more fuel
efficient and away from those in the Midwest, where

more of production is of heavier vehicles.

State government deficits. Bigger than previ-
ously anticipated federal spending cuts will further
squeeze state budgets and therefore state and local
government employment levels in 2011, Though
this theme is not unique to the South, the regional
impact will be greater because a number of states
with relatively deep deficits, including Texas and
Florida, do not have personal income taxes. Asa
result of slower growth in consumer spending and
slightly faster growth in personal income, those
states in other regions of the country that have
personal income taxes have fared somewhat bet-
ter. Large southern states will not drop back into
recession, but the risks have increased for several
smaller ones.

Population. Demographics will remain a posi-
tive factor for growth. Population in the region
remains comparable with that in the West and
significantly above that in the Northeast or Mid-
west. Between 2000 and 2010, five of the 10 fastest
growing states in the country were in the South,
representing 20% of the nation’s population. The
key was in-migration, which slowed during the re-
cession, but is set to accelerate again as regional
job opportunities improve. Further, anecdotal
information suggests thar the pace is rising once
again of the related phenomenon of corporate re-
locarion to the region, as companies are once again
responding to the lower costs of doing business.

The South economy will gradually accelerate
in 2011, as rising national demand lifts manu-
facturing and distribution. Longer term, the
region will return to a profile of above-average
growth, driven by above-average population
growth, rising demand for energy, increasing
concentration in auto production, in-migra-
tion, and lower costs of doing business.

Edward Friedman

March 2011
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RELATIVE EMPLOYMENT PERFORMANCE (1996=100)

Critical location on junction of the proposed
Interstate 69.

Housing market largely immune to the worst
of the housing bust.

Increasing investments in transportation and
education infrastructure.

WEAKNESSES
Energy-related indusines are highly
suscepiible to volafility of oil prices.
Lackluster migration and income trends
lagging performance of rest of Texas.

CURRENT EMPLOYMENT TRENDS

FEBRUARY 2011
% change yr ago, 3-mo MA

Total

Construction
Manufaciuring
Trade

Tranc/Uilites
Information
Financial Activities
Prof & Business Sves.
Edu & Health Sves.
Leisure & Hospiality
Other Services
‘Governmant

FORECAST RISKS

SHORT LONG RISK-ADJUSTED
TERM ‘. TERM ‘. RETURN, "10-15 0.74%
UPSIDE

» Entry into Texas A&M system accelerates
development into a destination university.

« MNew Caterpillar plant boosts demand
for airport and hospitality services to
accommodate new visitors.

DOWNSIDE

# House prices fall further than forecast.

» Spiking oil prices force drvers to cut back on
their mileage, curbing demand for refined gas.

bolstered in the first quarter by renewed energy
production and the start of construction of a new
Caterpillar production plant. Employment is now
at its highest level since the first half of 2009, As
a result, the unemployment rate dipped below
7.5%—about 1.5 percentage points below the U.S
rate and almost a full percentage point below the
Texas rate,

Real estate conditions are cooler. House prices
and sales held steady in the first quarter compared
with a year earlier. The issuance of residential con-
struction permits is edging downward.

Oiligas and chemicals. VIC’s oil-related pro-
duction and service industries will expand in 2011
amid recovering domestic and international de-
mand. Drilling in Texas is increasing, especially for
deposits located in unconventional shale deposits
requiring more service-intensive horizontal wells.
This is providing a boost for VIC’s service compa-
nies that cater to drilling operators in Texas and on
the Gulf Coast.

Further down the energy production stream,
strengthening U.S. residential construction will
help producers of petrochemical products used in
construction to pass along rising input costs amid
a worldwide shortage of feedstock. In contrast, ex-
rended high gasoline prices resulting from political
instability in the Middle Fast could cause invento-
ries at the metro area’s refineries to increase, forc-
ing refiners to curb production as drivers cut back
demand during the summer travel season.

Infrastructure. The construction and startup of
the Carerpillar plant through the middle 2012 will
provide an impetus for new investments in VIC’s
transportation infrastructure. The possible expan-
sion of both the number of flights and connecting
airports serviced by Victoria Regional Airport is un-
der consideration. Expanded service would ease the

EMPLOYMENT VITALITY 130
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LIEE CYCLE PHASE Mature | Data Buffet” MSA code: MVIC U.s, m=VIC
2004 2005 2006 2007 2008 2009 2010 INDICATORS 2011 2012 2013 2014 2015
50 | hd kil 53 50 52 Gross metro product (CSB) 5.6 59 62 6.4 6.6
6.1 24 7.0 11 -33 -5.3 27 % change 8.8 55 38 36 33
473 488 50.0 51.0 5.7 491 489 Total employment (000) 50.3 52.3 542 56.3 57.8
01 32 26 19 14 -5.0 0.3 % change 27 41 37 38 26
5.6 47 42 a7 40 73 78 Unemployment rate 7.2 7.0 67 52 47
49 59 71 7T 105 -31 31 Personal income growth 75 7.6 76 71 6.1
112.6 112.3 126 113.5 1143 1154 1164 Population (000) 1174 1184 1194 1204 1214
273 238 239 185 145 106 105 Single-family permits 132 226 283 314 ane
280 3 0 2 0 0 0 Multifamily permits 0 0 0 0 0
a59 875 862 a86.8 883 844 850 Existing-home price ($ths) 826 831 863 915 96.4
250 251 244 289 213 226 192 Mortgage originations ($mil) 198 234 270 280 318
-0.5 0.8 04 0.1 -0.0 0.4 0.3 Net migration (000) 0.2 0.3 0.2 0.2 0.2
avy 508 125 128 91 138 114 Personal bankruptcies 152 177 195 191 191
STRENGTHS & WEAKNESSES ANALYSIS
STRENGTHS Recent Performance. Victorias recovery was transit of future salespeople and clients traveling to

the hydraulic excavaror plant, which Caterpillar is
considering also making into a distribution center.
Plans to convert existing state and 1.5, highways
into an interstate that would pass through VIC and
connect Texas border metro areas to the Midwest
face a darker outlook because of budger tighten-
ing in Austin and Washington DC. Facing a state
budget deficit of more than $20 billion, no state
personal income tax, and a heavy reliance on sales
taxes amid a slow recovery of consumer spend-
ing, the Texas legislature is unlikely to increase its
share of funding beyond the initial environmental
impact analysis. Pressure to curb federal spending
puts federal funding for the interstate in question.
Education. A proposal to transter the University
of Houston-Victoria campus into the larger Texas
A8&M system would help to bolster efforts to de-
velop the fledgling campus inte a larger destination
university. This spring will bring to end UHV’s
first academic vear as a four-year university. The
addition of more graduate programs would help
increase the student population—and their spend-
ing on residential and other services—and increase
educational opportunities for VIC's residents.
Victoria’s economic growth will remain above
the U.S. rate and in line with high-growth Texas,
as a result of the improved outlook for energy-
related industries and the construction and
startup of the Caterpillar plant. Employment will
rebound to its prerecession level by mid-2012, a
vear earlier than in the U.S. but lagging the re-
covery of the state. Continued diversification of
VIC’s economy away from volatile energy indus-
tries and efforts to increase the education levels of
its residents will enable the metro area to main-
tain a growth trajectory above that of the U.S.
Eduardo {. Martivez
March 2011

MOODY'S ANALYTICS [ Précis US. Metro / South ¢ March 2011

Proposed Hotel and Conference Center — Victoria, Texas

PKF Consulting USA




Area Overview 111-5

EMPLOYMENT & INDUSTRY MIGRATION FLOWS
TOP EMPLOYERS INDUSTRIAL DIVERSITY INTO VICTORIA, TX NUMBER
Formaosa Plastic 1,500 Most Diverse {U.5.) OF MIGRANTS
Citizens Medical Center 1.282 1.00 — Houston, TX 547
The Inteplast Group 1,200 Corpus Christi, TX 976
DeTar Heal:lhcare System 1.014 o080 < Austin, TX 211
:Jm..vtC hemical Company ;Eg San Antonio, TX 198
:“E'E'; = 2 Dallas, TX 107
. Mcallen, TX 43
:::::ar Wireworks isg 487 Killeen, TX A5
AT&T 456 0.20 | Fort Worth, Tx 35
University of Houston-\ictoria 455 College _Statl()l'l, T 29
Berry Flastics 455 0.00 Brownsville, TX 25
The Victoria Collge 432 Least Diverse Tofal in-migration 4613
Wal-Mart Stores-, Inec. ! 410 EMPLOY“ENT UOLAT"JTY FROM VICTORIA, TX
g::;:;:: mmunity Hosptal :Eg Due to U.S. fluctuations  Relative to U.S. Houston, TX 751
King Fisher Marine 224 100% — Austin, Tx. 339
Texas Department of Criminal Justice 9 San Anlonlq, Tx 314
First Victoria National Bank 213 0% Corpus Christi, TX 284
Exterran ans McAllen, TX a5
‘Eource; \Acios Ared Economic Development Comporation, Feomary 2000 B0% E:'IIT:UFG.II;T'I, = Eg
40% — Killeen, TX a7
PUBLIC College Station, TX 36
Faderal 4582 20% i £
State Toa Tofal Out-migrafion 4,708
Local 7820 o Net Migration 05
2010 Mrctdue to Us. ovetous. WM wc B us

Net Migration, VIC

COMPARATIVE EMPLOYMENT AND INCOME

Sector % of Total Employment Average Annual Earnings
VIC TX U.s. viC TX u.s.
Mining 7% 2.0% 0.5% 375,308 $175,187 3118,024
Construction 10.7% 5.5% 4.3% 543,360 550,862 §$52.713
Manufacturing 11.2% 7.68% 3.9% 389,393 582,576 §70.624
Durabie 33.5% 63.6% 61.3% nd  §75381 &71,789
Nandurable 66.5% 36.4% 38.7% nd 596197 368664
Transportation/Utilities 2.9% 4.0% 3.6% nd F7Z2142 §35.318
Wholesale Trade 4% 4. 8% 4.2% 577,082 578348 §73,182
Retail Trade 12.9% 11.0% 11.1% $32,025 529,016 $29,661 -400 1 1 1 1
Information 1.0% 1.9% 2.1% nd 583960 $389395 06 o7 08 09
Financial Activities 4.3% 6.0% 3.5% 328,887  $44.438 548602
Prof. and Bus. Services 55% 123%  12.8% nd 554 354 555457
Educ. and Health Services 14.9% 134%  15.1% nd 547368 547836 i 2006 2007 2008 2009
Leisure and Hosp. Services 8.3% 8.7%  10.0% $15450 20,894 s$22,976 | Demesie 577 il 242 T
Other Services 35% 35% 4.1% §20,4D8 531,273 §32,181 | Forean 215 1e8 R
Govemment 18.8%  18.0%  17.3% $45751 357,196 363226 | o 362 1oe =48 388
Saurces: Percent of folal employmeni — Moody's Analyfice & BLS, 2010; Average annual earnings — BEA, 2008 Bources: IRS (fop), 2008; Gensus Bureau, 2003
HOUSE PRICES LEADING INDUSTRIES PER CAPITA INCOME
200 NAICS INDUSTRY EMPLOYEES (000)
/.\'\ GVSL State & Local Govermment BT
180 = FR  Famms 24
N 2382 Building Equipment Contractors 19
160 / / 7222 Limited-Service Eating Flacss 18
7221 Full-Service Restaurants 15
140 N 6221 General Medical and Surgical Hospitals 14
120 8231 Mursing Care Facilities 12
8211 Offices of Physicians 12
100 3251 Baszic Chemizal Manufacturing 14
4451 Grocery Stores 10
80 I I I I I 6216 Home Health Care Services 08
2362 Monresidential Building Construction na
98 o1 04 o7 10 2131 Support Activities for Mining 08
— | e | S 5221 Deposiiory Cradit Intermediation 0.e
Source: FHFA, 1996Q1=100, NSA 2371 Uity Systern Construction 07

= High-tech employment 1.3 . vic . ™ . u.s.
MOODY RATING As % of towal employment 25

CITY
Aaz AS OF APR 23, 2010 Sources: BLS, Moody's Analyfics, 2010 Source: Bureau of Economic Analysiz, 2008
il
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VICTORIA

Job Gains Strengthen Pace of Recovery

Employment, % change yr ago, 3-mo MA
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VICTORIA ECONOMY

Victoria has a diverse economic base represented by manufacturing, petrochemical,
medical and education. The economy has experienced recent advancements owed to
renewed energy production and the start of construction of a new Caterpillar production
plant. Employment is now at its highest level since the first half of 2009. As a result, the
unemployment rate dipped below 7.5% which is about 1.5 percentage points below the
U.S. rate and almost a full percentage point below the Texas rate.

All economic indicators point to a bright future for the Victoria economy. The table
below highlights the major employers in the golden Crescent Region.

Major Employers Golden Crescent Region

Employer Number of Employees

Victoria ISD 2,178

Formosa Plastic 1,610

The Inteplast Group 1,400
Citizens Medical Center 994
DeTar Healthcare System 926
H.E.B. 646
Calhoun ISD 640
DOW-Seadrift Operations 617
King Fisher Marine 604
INVISTA 600
Victoria County 588
Spherion 585
ALCOA 580
City of Victoria 568
Cuero ISD 479
Victoria College 479
Kasper Wireworks 415
Gonzales ISD 414
Cuero Community Hospital 407
University of Houston Victoria 375

Source: Victoria Economic Development Corporation

Victoria’s oil-related production and service industries will expand in 2011 amid
recovering domestic and international demand. Drilling in Texas is increasing, especially
for deposits located in unconventional shale deposits requiring more service-intensive
horizontal wells. This is providing a boost for Victoria service companies that cater to
drilling operators in Texas and on the Gulf Coast. The Eagle Ford Shale play has had a
large impact on Victoria in 2011 and is expected to impact the city for several years.

Eagle Ford Shale Play

The Eagle Ford Shale takes its name from the town of Eagle Ford, Texas where the
shale outcrops at the surface in clay form. The Eagle Ford is a booming shale play and
current results indicate that there will be ongoing development activity for a long time to
come.
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Unlike many other shale plays, it does not exhibit natural fracturing within the formation,
making the extraction of oil and gas more controllable. The Eagle Ford Shale Play also
benefits from high liquid yields across much of the play. Higher oil prices have helped
spur development as oil, condensate and NGLs (ethane, propane, and butane) all
command better prices than natural gas.

The Eagle Ford Shale Play is a hydrocarbon producing formation of significant
importance due to its capability of producing both gas and more oil than other traditional
shale plays. It contains a much higher carbonate shale percentage, upwards to 70% in
South Texas, and becomes shallower and the shale content increases as it moves to
the northwest. The high percentage of carbonate makes it more brittle and “fracable”.

The formation produces from various depths between 4,000 and 12,000 feet. The shale
play trends across Texas from the Mexican border up into East Texas, roughly 50 miles
wide and 400 miles long with an average thickness of 250 feet. As indicated on the
following map, Victoria is slightly outside of the heart of the shale and active well drilling.
However, Victoria is one of the larger more developed communities near the drilling
area and offers a good central location proximate to Houston which has several
corporations using Victoria as a regional hub.

Eagle Ford Shale Play,
Western Gulf Basin,

Bt eson “, 1 Games
South Texas i
IIIIII ‘. "/ Houston d
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Map Date :May 29, 2010
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Over the past two years, some 30 companies have moved into the Eagle Ford Shale
Play area. Significant oil and gas producers within the Eagle Ford Shale are listed in the
following table.

Eagle Ford Shale Play
Significant Oil & Gas Producers
Company
Anadarko
Apache Corp.
BP
Cabot Oil & Gas
Chesapeake Energy
ConocoPhillips
El Paso
EOG Resources
Exxon-XTO
Forest Oil
Goodrich Petroleum
Hilcorp Resources (Acquired by Marathon)
Lewis Energy Group (BP Partner)
Magnum Hunter Resources
Marathon Oll
Murphy Oil
PetroHawk
Pioneer Natural Resources
Reliance
Rosetta Resources
Shell
SM Energy (St. Mary Land & Exploration)
Swift Energy
Talisman
Source: PKF Consulting USA, eaglefordshale.com

The first phase of this latest boom has accelerated over the past year. To relieve a
bottleneck that producers say has begun to choke growth, pipeline companies in recent
weeks committed more than $1 billion to add 940,000-bpd of pipeline capacity by the
end of 2012, according to Reuters estimates.

The latest project, announced in May, is an 80-mile extension of Enterprise Product's
planned 350,000-bpd crude pipeline that will now stretch from Eagle Ford's heartland to
a terminal in Houston. For now, truck drivers are working overtime to ferry oil from the
region, which stretches across 22 counties in south Texas. Transport companies are
retrofitting rigs, but often cannot find lodging for drivers as hotels and motels are booked
a year in advance.

ConocoPhillips, which aims to triple its current output of 20,000 barrels of oil equivalent
per day in the next few years, expects pipeline problems to be solved by 2013, the
company said in its first-quarter 2011 earnings report.
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Caterpillar Plant

Caterpillar selected Victoria for their excavator plant now under construction. It recently
announced an expansion which will bring the plant to 1,050,000 square feet at an
estimated investment of $200 million. Excavator production in Victoria is expected to
begin in mid-2012. Once fully operational, the new facility will more than triple the
capacity of hydraulic excavators produced by the company. The company has also
considered the Victoria site for a distribution center.

Caterpillar has worked with the City of Victoria and has committed to a 320-acre
development. It is likely that several suppliers and distributors will consider the
Caterpillar campus in Victoria for operations and relocation of regional offices.
Caterpillar’s corporate office and plant facility in Aurora, lllinois estimates that they have
approximately 15,000 visitors annually. According to local Caterpillar executives, they
expect that the Victoria facility will attract visitors, distributors and employees. Based on
the visitation at their Aurora, lllinois facility, it is likely the Caterpillar will attract between
3,000 to 5,000 visitors annually to Victoria.

Education

The education system in Victoria and the Golden Crescent Region is also experiencing
growth. Victoria ISD has an employment base of 2,178 and is an active part of Region
3.

Two colleges/universities are located in Victoria. Victoria College is an open admission
two-year community college offering freshman and sophomore academic transfer
courses, and a variety of one- and two-year technical training programs. The College
also offers continuing education opportunities in a variety of subjects. In recent years,
the College has responded to the needs of business and industry by offering a number
of contract courses taught on the main campus and on-site.

The University of Houston-Victoria offers students an opportunity to obtain bachelor’s
degrees, master’s degrees and professional certification programs in the fields of arts,
sciences, business administration, education, human development and nursing. The
University has athletic programs in baseball, softball, soccer and golf. In the 2010/2011
year, the University started an expansion program to add freshman and sophomore
classes in order to become a four year University campus.

The first freshman and sophomore class exceeded expectations with a
freshman/sophomore enrollment of 300. Strong growth projections are anticipated for
the lower-classmen with over 900 students expected by 2015 to 2016. There is a
proposal to transfer the University of Houston - Victoria campus to the larger Texas
A&M system, which many believe would help bolster efforts to develop the fledgling
campus into a larger destination university.
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TRANSPORTATION

Highways

Victoria’s premium location in the state of Texas puts the City in the geographic center
(and within a two-hour drive) of three of the fastest growing cities in the United States —
Austin, Houston and San Antonio. Victoria’s excellent highway system includes U.S. 87,
U.S. 77, U.S. 59 and easy access to Interstate Highways I-10, I-35, and I-37. This
network connects Victoria to neighboring cites and places it in the center of the central
coastal area.

Victoria Regional Airport

Located on U.S. 59, five miles northeast of Victoria, Victoria Regional Airport offers daily
commercial flights to Houston’s George Bush Intercontinental Airport via Continental
Airlines. However ticket costs, limited flights and connection times often force travelers
to fly into San Antonio, Austin, Houston and Corpus Christi and make the 1.5 hour drive
to Victoria. The increased activity in Victoria driven by drilling and Caterpillar may
provide an impetus for new investments into Victoria’'s transportation infrastructure. The
possible expansion of both the number of flights and connecting airports serviced by
Victoria Regional Airport is under consideration.

Port of Victoria

The Port turning basin area is situated on over 400 acres and is served by rail and four-
lane divided highways. Major products transferred are liquid and dry bulk and general
and project cargos. The Port recently formed an industrial park with multi-modal access.
The park is located within a Free Trade Zone and a Texas Enterprise Zone.

TOURISM ACTIVITY

Tourism to Victoria is driven by outdoor recreation offerings, historical attractions,
performing arts and festivals. The downtown area of Victoria has undergone a
transformation and new restaurants and retail tenants are moving into the historic
downtown. Due to their location as a central hub for many rural communities, Victoria
accommodates visitors that come into shop, dine and use the medical facilities. The City
has invested the hotel occupancy tax dollars into promoting the city for weekend
packages, golf, history and entertainment.

The central location as well as the variety of fields and sports complexes makes Victoria
an appealing market for hosting tournaments. However, limited hotel supply makes it
challenging to commit to group room blocks for out of town guests. There is existing
demand at the Community Center and Victoria College for meetings and training. The
Community Center estimates approximately 2,000 room nights are generated annually
from events at their facility.
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CONCLUSION

According to Moody’s Economy.com, Victoria’s economic growth will remain above the
U.S. rate and in line with high-growth Texas, as a result of the improved outlook for
energy-related industries and the construction and startup of the Caterpillar plant.
Employment is expected to rebound to its precession level by mid-2012. Continued
diversification of Victoria’s economy away from volatile energy industries and efforts to
increase the educational level of its residents will enable the metro area to maintain a
growth trajectory above that of the U.S.
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SITE ANALYSIS

Potential sites were identified by the City of Victoria. With the revitalization occurring in
downtown Victoria, a location in this district was considered but at the current time there
are no suitably-sized sites available. The table below provides a brief summary of the
eight sites that were evaluated. The location of each of the eight sites is identified on
the map in Addendum B.

Site Summary

Site Location Owner Approximate

Number Acreage

1 Zac Lentz Parkway & Spring Creek Rosenquest Estate 173 Acres

2 Zac Lentz Parkway & Mallette Good Earth Joint Venture 9.6 Acres

3 8505 North Navarro City of Victoria 6 Acres

4 Mall Property Hull-Storey Gibson Companies 100+ Acres

5 Houston Hwy. & Zac Lentz Parkway Buhler 56 Acres

6 2905 North Street(Community Center) City of Victoria 31 Acres

7 Huvar Drive & Dairy Road City of Victoria 5 Acres

8 North Navarro & Broadmoor Street Mac Haik 8 Acres

Source: City of Victoria, PKF Consulting USA

Site Analysis Matrix

Sitel Site2 Site3 Site4 Site5 Site6 Site7 Site 8

Accessibility (20 pts.) 13 13 12 15 15 10 13 14
Proximity to Demand (20 pts.) 8 8 12 12 15 8 13 12
Proximity to Amenities (15 pts.) 7 7 10 15 7 4 12 10
Visibility (15 pts.) 12 12 8 10 12 3 8 8
Surrounding Land Use (10 pts.) 6 6 5 9 7 4 7 7
Ability to Spur Additional Growth (10 pts.) 6 6 5 6 8 5 6 6
Site Flexibitlity, Size and Shape (5 pts.) 4 4 2 5 5 4 4 4
Land Ownership and Costs (5 pts.) 2 2 5 4 3 5 5 2
Total 58 58 59 76 72 43 68 63

Source: PKF Consulting USA

As indicated in the matrix above, accessibility, proximity to demand sources, location
relative to support amenities and visibility are key selection criteria for a hotel and
conference center site. Most of the sites are on the north side of Victoria along Loop
463 (Zac Lentz Parkway). All had fairly equal access but highway visibility did vary. In
addition, the sites that are within walking distance to the mall, restaurants and existing
lodging supply achieve ranking premiums as most meeting planners look for
convenience and “walkability” as key factors in selecting meeting venues.

Our analysis determined that there are two sites (Site 4 and Site 5) out of the eight that
exhibit the characteristics most suited for a hotel and conference center development. If
development challenges occur on the two recommend sites, Site 7 also has
characteristics that would be well-suited for a hotel and conference center development.
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The sites are in contrasting stages of development as Site 4 is located in an established
and growing area of Victoria and Site 5 is located in a more speculative area that is still
in the planning stages of development. Therefore, Site 4 provides less uncertainty but
also has less impact on new ancillary development, while Site 5 has some development
unknowns but has the ability to stimulate new ancillary development and economic
growth. In finalizing a decision on the hotel and conference center site, the city will need
to evaluate the strengths of each of the developer’s plans, land costs and partnership
opportunities. Site 4 is owned by a private developer that has indicated an interest in
partnering with the city to make their site an affordable option for the hotel and
conference center. Similarly, the real-estate group that is considering the purchase of
Site 5 would like to partner with the city on the project and line up development
partners. However, the land has not yet been acquired.

Site 4 ranked the highest due to its mall location in the center of the current
development growth in the city. The site location is within an existing and growing
mixed-used development along the potential John Stockbauer Drive extension between
the Zac Lentz Parkway access road and East Larkspur Street. The potential new
access road would enhance accessibility to the site, but a delay in its completion would
not have a significant effect on the proposed hotel and conference center. Access to the
site would be available via North Navarro Street, East Larkspur Street or Zac Lentz
Parkway. Although not directly on the highway, a vertical hotel and elevated signage
would likely be visible from the highway.

Site 4 is located within an established mixed-use shopping center that offers
restaurants, retail and entertainment within walking distance. The recommended site
also has acreage available for future expansion and does not limit growth. This area
along the intersection of Spur 463 and North Navarro Street has been the most active
area in Victoria for lodging, retail and restaurant growth over the last decade.

Site 5, the second highest ranked site, is located along Spur 463 (Zac Lentz Parkway)
and Houston Highway (U.S. 59). It is located in a potential growth area that is being
driven by the new Caterpillar plant. There has also been some preliminary discussion
that the land adjacent to this intersection could be selected for future expansions by the
University. The site is an undeveloped parcel that is planned as a mixed-use
development including restaurants, multi-family housing, retail and lodging. The site has
an attractive landscape which will likely be enhanced with a pond and water elements.
The site is bordered to the north by Colony Creek County Club golf course and usage
privileges have already been established.

Located along the Spur 463 and the Business 59 interchange, the site has easy on and
off highway access to oilfield companies, the airport, downtown, the mall, area Colleges
and hospitals. The disadvantages of this site are its early phase of development and its
location within an emerging area that today offers limited amenities. However, if this site
was selected for the hotel and conference center, it would likely spur ancillary
development and be a key stimulant to expanded economic growth at this intersection.
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RECOMMENDED FACILITIES

Based on our fieldwork summarized in this report including the community survey
responses, we recommend the following for a hotel and conference center.

Proposed Hotel

We have recommended a select-service hotel positioning with enhanced design and
services typically associated with a full-service hotel. The hotel would be positioned in
the community as the only top-quality, meeting-related hotel offering first class service
and amenities. We have projected a 2014 opening date for the hotel.

Recommended Hotel Facilities
Type of Hotel e Upscale, select-service hotel
e Recommended brands include Hilton Garden Inn,
Hyatt Place, Marriott Courtyard and Sheraton Four

Points
Number of Guestrooms e 150
Opening Date e 2014
Meeting Space e Board Room in hotel
e Conference Center attached to the hotel
Food & Beverage e Small lobby restaurant and lounge as dictated by the
brand
Recreational Amenities e Outdoor pool
e Fitness center
e Business center
Parking e Surface parking

Source: PKF Consulting USA

Proposed Conference Center

The proposed conference center will have a high quality finish out and be suited to
attract meetings, conferences/conventions, religious and social groups with multiple day
meetings and formal social events. The conference center should be managed by the
hotel management company for consistent operations.

Recommended Victoria Conference Center

Conference Center Space Approximate Size
Ballroom 12,000 sq ft Divisible by five
Pre-function space 4,000 sq ft
Meeting Rooms (5) 500 to 750 sq ft
Total Net Usable Space 19,000 sq ft
Total Gross Space 25,000 sq ft
Amenities Full Catering Kitchen
Multiple Restrooms
A/V Compatible
Storage

Source: PKF Consulting USA
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The Victoria Community Center will continue to serve the needs of the community
hosting consumer shows and price-sensitive social events. The Dome and Annex
averaged 175 bookings with close to 50% utilization in 2010. Both the Dome and
Annex averaged over 60% utilization on Friday and over 70% on Saturday. Although no
formal system is in place to track lost business, the staff believes there is a lot of
weekend displacement due to lack of availability. The 12,300-square foot Dome is
currently rented for tradeshows, wrestling matches, festivals, dances, weddings and car
shows. It also hosts a few regional association and religious groups that bring in
attendees from outside the area.

COMPARABLE FACILITIES

PKF Consulting has provided three comparable facilities that are similar to the type of
development that we have recommended. Each of the hotels are connected to a
conference center. These facilities have a dual purpose in supporting the needs of the
community and economic vibrancy for the local lodging community by inducing group
demand into the market.

Hilton Garden Inn Duncanville Convention Center
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The Duncanville facility was built in 2001 through a partnership between Second
Century Investments and the City of Duncanville. To provide an incentive to develop a
full-service hotel with convention space, the city donated 10-acres of land, provided a
20 year tax abatement of the city property tax, and approved a hotel occupancy tax
rebate for the first five years of operation. The 14,000 square feet of conference space
is attached to the hotel and all management, including food and beverage services, is
provided by the hotel.
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The facility was bought by Apple REIT in 2009 and is operated by Gateway Hospitality.
According to hotel management, approximately 40% of the demand for the hotel is
group related. The community and conference facility is competitively positioned to
capture the social, military, family reunions, educational, religious and non-professional
association groups.

Hilton Garden Inn Lewisville Convention Center

Hilton Garden Inn Dallas/Lewisville
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The Lewisville facility was built in 2007 through a partnership between Second Century
Investments and the City of Lewisville. Lewisville provided the 18-acre site as well as a
$3.7 million dollar interest free loan that would not come due until the eighth year of
operation. In addition, the hotel occupancy tax was rebated to the property for 15 years
and some property tax abatements were also offered.

The conference center consists of 17,000 square feet of meeting space that is
connected to the Hilton Garden Inn hotel. The ballroom is 9,100 square feet which can
accommodate an 800 person banquet or a theater style event for 1,100 people. The
facility offers three board rooms and four additional breakout rooms ranging from 500 to
1,700 square feet. Lewisville has a strong commercial base which generates a lot of
meetings and mid-week conference demand. On the weekends, the facility is marketed
to social, educational, sports banquets and religious groups for conferences.
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Hilton Garden Inn Texarkana

The Texarkana Convention Center and adjoining Hilton Garden Inn broke ground in
March of 2011 and is expected to open by June 2012. The site is located next to the
Central Mall in Texarkana. The 20,000-square foot Texarkana Convention Center will
have a 12,000- square foot ballroom that can be divided into four sections. In addition,
there are six small break-out rooms and a large foyer for exhibits. The hotel will be
attached to a 150-room Hilton Garden Inn.

The Convention Center is being funded through hotel occupancy tax funds which have
been set aside solely for this purpose since 2005. No local taxpayer dollars will be used
to fund the Convention Center project which will cost approximately $7 million. The City
of Texarkana will own the Convention Center and have entered into a 20 year
management agreement with the hotel developers to manage and maintain the facility.
A private developer will own the hotel and the land on which it is located. The hotel
development is estimated at $15 million.

CONCLUSION

Our analysis determined that there are two sites that exhibit the characteristics most
suited for a hotel and conference center development. Both sites are located on the
north side of Victoria along Spur 463. One site is located in the center of the current
growth area of Victoria while the other is in a new emerging area of Victoria stimulated
by the Caterpillar plant. It is likely that the four miles between these two sites will
develop over the next few years and more closely integrate the two areas. The city will
need to work with both developers to further evaluate the sites and determine the
strengths of each of the developer’s plans, land costs and partnership opportunities.

We have recommended a select-service hotel positioning with enhanced design and
services typically associated with a full-service hotel. The hotel will be positioned in the
community as the only top quality meetings hotel offering first class service and
amenities. The hotel will be connected to a conference center with approximately
19,000 square feet of usable meeting space. The conference center will have flexible
meeting space with a high quality finish out positioned to attract meetings,
conferences/conventions, religious and social groups with multiple day meetings and
more formal social events.
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MARKET INTERVIEWS

In order to understand the needs of the City of Victoria and the surrounding area, as
well as the facilities needed in the market, PKF Consulting USA conducted a series of
interviews.

Victoria Community Interviews

City Manager

Mayor Will Armstrong

Council Members - Denise Rangel and Gabriel Soliz
Victoria Community Center

Chamber of Commerce

Victoria County Commissioner

Victoria Economic Development

University of Houston — Victoria

Victoria College

Victoria Independent School District

Hull-Storey Gibson Companies (Mall Ownership)
Caterpillar

Hotel Interviews

La Quinta Inn — Victoria

Best Western — Victoria
Fairfield Inn — Victoria
Hampton Inn — Victoria
Holiday Inn Express — Victoria
Candlewood Suites - Victoria

Hotel Brand Interviews
Intercontinental Hotels Group (IHG)
Marriott International

Hilton Hotels

Hyatt Hotel Corporation

Interview Summary

The community interviews all indicated the need for and support of a better quality hotel
in addition to meeting space. Many of the supporters believe that this development
would be an enhancement to the city and possibly spur future development.

The hotel operators expressed the strength of the lodging market and attributed the high
demand levels to the Eagle Ford Shale activities. The hotel community expressed the
need for developments that increase weekend tourism including activities, attractions
and additional sports facilities.
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COMMUNITY SURVEY

To better understand the City of Victoria and the demand sources located nearby, PKF
conducted a survey of local businesses and organizations with the help of the Victoria
Chamber of Commerce and Victoria Economic Development Corporation. PKF received
200 responses (10%) of the approximately 2,000 individuals who received the online
survey. Typically, response rates vary from five to 10 percent of individuals who receive
an online survey. A full detailed copy of the survey results can be found in Addendum A
of this report.

Survey Summary

There are a sizeable number of gala/banquet events and meeting/training needs in the
market. Almost 50% of those surveyed indicated that they hold one to three of these
types of events on an annual basis. Approximately 30% of those surveyed indicated that
trade shows, conferences and other events are held annually by their organizations.
Most of the events are currently being held at local restaurants, country clubs, Victoria
College and the Victoria Community Center. Approximately 27% of those surveyed
indicated that they hold their events outside of the Victoria area, indicating a loss of
demand that could be captured by the proposed hotel and conference center.

Most of the meeting events have an average attendance of 50 to 200 people, while
banquets range between 200 to 400. The survey indicated that a ballroom would need
to accommodate larger groups up to 600 but provide flexibility to be divided into smaller
sections for groups between 50 and 200.

The majority of the current events indicate a local attendance with fewer than 25 hotel
rooms required. However, some meetings and conferences have more of a regional
attendance with a need for a block of 25 to 75 hotel rooms. Most of those surveyed
have a hotel room rate budget of $100 to $125 while almost 25% indicated they would
be willing to pay $125 to $150 for their events.

New induced demand would be generated if a new facility was developed. Respondents
(53%) indicated that they are involved in an organization that would consider bringing
events to Victoria. Small meeting demand for groups of 100 or less was the most noted
potential need followed by conferences/conventions ranging in size from 200 to 400. In
addition, several indicated that they could attract 100 to 200 for social, banquet and
sporting events to the area to support a new facility.

COMPETITIVE LODGING SUPPLY

Victoria has 17 lodging facilities that are all classified as budget and limited-service
hotels. Based upon our review of the area, we have identified six hotels containing 474
rooms as the subject hotel’'s primary competitive set. All of the competitive hotels are
located on the north side of Victoria and are chain-affiliated properties with quality
national brands. The location of the competitive hotels is shown on the map in
Addendum C.
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These properties were included in the competitive supply based upon their location,
facilities, brand affiliation, markets served and/or average daily rates (ADR). Although
the degree of competition offered by each hotel varies by property and market segment
will vary, it does provide a historical perspective of lodging performance trends within
Victoria. The following table lists the competitive properties.

Primary Competitive Hotels

Property Year Built Number of Total SF
Rooms Meeting Space
La Quinta Inn & Suites 1984 130 0
Fairfield Inn Victoria 1995 64 0
Best Western Victoria Inn & Suites 2005 54 0
Hampton Inn Victoria 2005 68 500
Holiday Inn Express 2008 76 800
Candlewood Suites Victoria 2009 82 0
TOTAL/AVERAGE 474 233

HISTORICAL MARKET PERFORMANCE

Historical Performance of the Competitive Supply

The following table highlights the historical performance for the competitive set for the
period 2006 through 2010 and May 2011 year-to-date.

Historical Market Performance of the Competitive Supply

Annual Percent Occupied Percent  Market Average Percent Percent
Year Supply Change Rooms Change Occupancy Daily Rate Change REVPAR Change
2006 115,340 N/A 84,140 N/A 72.9% $73.64 N/A $53.72 N/A
2007 115,340 0.0% 91,768 9.1% 79.6% 77.65 5.5% 61.78 15.0%
2008 140,890 22.2% 109,910 19.8% 78.0% 91.88 18.3% 71.68 16.0%
2009 165,710 17.6% 103,262 -6.0% 62.3% 92.94 1.2% 5791 -19.2%
2010 173,010 4.4% 131,239 27.1% 75.9% 94.21 1.4% 71.46 23.4%
CAAG 10.7% 11.8% 6.4% 7.4%
10'YTD May 71,574 N/A 50,696 N/A 70.8% $92.44 N/A $65.48 N/A

11'YTD May 71,574 0.0% 61,144 20.6% 85.4% 105.17 13.8% 89.84 37.2%
Source: PKF Consulting USA, Smith Travel Research

Market occupancy averaged 73.7% during the 2006 to 2010 period. Demand, as
measured by occupied rooms, has been positive in all years with the exception of 2009
which was impacted by the national recession and decreased corporate travel. The
market showed recovery in 2010, increasing occupied rooms by 27.1%. This surge in
demand is reflective of the recovery from the economic recession and the activity
associated with the Eagle Ford Shale exploration. Further indication of the impact on
demand related to the Eagle Ford Shale is indicated by the year-to-date through May
2011 demand growth of 20.6% and 85.4% occupancy.

Average daily rate for the competitive supply has increased at a compound average
annual rate of 6.4% since 2005. Different than the majority of the U.S. lodging markets,
ADR was not impacted by the national recession and positive ADR growth has occurred
since 2006. The current level of demand in the market related to the oil and gas industry
has placed a rate premium on rooms with ADR as of May 2010 up 13.8%.
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The competitive market has experienced strong supply growth, averaging 10.7%
compound annual growth over the 2006 to 2010 period. We note that 158 rooms or
33% of the competitive supply entered the competitive market in 2008 and 2009.

FUTURE ADDITIONS TO SUPPLY

The strong historical occupancy and ADR trends in the market have created an interest
in Victoria and the surrounding area by hotel developers. PKF Consulting has spoken
with the major hotel brands to identify the new additions that have solid financing and
will likely develop over the next few years. These projects will double the competitive
room supply on the north side of Victoria during the projection period.

We have summarized the properties below but have not listed their exact locations due
to current land negotiations and confidentiality.

e 88-room Studio 6 — June 2012

80-room Hilton Home2 Suites — June 2012

110-room Marriott Courtyard — June 2013

150-room Subject Hotel — January 2014

There has also been a lot of development interest in smaller communities that are
located in the center of the Eagle Ford Shale play. The areas of Beeville, Kennedy and
Cuero historically had a hotel inventory of approximately 452 rooms which contained
mostly low-end independent hotels or brand-affiliated economy lodging. Several small
extended stay, non-branded hotels and some limited-service developments are being
planned as a response to the lodging demand needs related to the Eagle Ford Shale.
We have spoken with these communities as well as with the major hotel brands and
determined that an additional 376 rooms are expected to be delivered over the next few
years. This will have a secondary effect on the demand surge that Victoria has
experienced over the last year as demand that overflowed to Victoria begins to be
absorbed within the Eagle Ford Shale Play area.

We have provided a summary of the projects located in the region that will provide
lodging alternatives to corporations and workers related to the drilling.

e Goliad — 40-room Best Western
e Beeville - 80-room Hampton Inn, 70-room Fairfield Inn
¢ Kennedy — 30-room Royal Inn, 80-room independent extended stay hotel

e Cuero — 56-room Best Western
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MARKET DEMAND

Mix of Demand
The following table summarizes the competitive market's mix of demand in 2010.

Competitive Set
2010 Mix of Demand

Market Segment Room Nights Ratio

IBT 103,200 79%
Leisure 6,600 5%
Group 21,500 16%

Total 131,000 100%

Source: PKF Consulting

The largest market demand segment for the total competitive set is the Individual
Business Traveler (IBT) with 79%, followed by Group (16%) and Leisure (5%).

IBT Demand

The IBT segment has historically been the largest source of lodging business in the
market representing 79% of the demand. IBT demand is related to the economic base
of the Golden Crescent area which is heavily concentrated in medical, petro chemical
and education. The Eagle Ford Shale activity and drilling has impacted IBT demand
levels and is expected to continue over the next several years. Construction activity
related to Caterpillar’'s infrastructure has occurred in 2011 but visitor activity including
salespeople, customers and employees is likely to begin in mid-2012 and into 2013.

We anticipate the IBT growth experienced in the first five-months of 2011 will stay
strong with a growth rate of 15% projected for the year. Demand is expected to grow by
4% from 2012 through 2014, as Caterpillar enters the market. Slightly downward
adjustments have been applied to 2015 (2%) and 2016 (1%) to account for a slowdown
in the Eagle Ford Shale demand. We have considered the impact of the lodging supply
in the rural communities listed above and altered our growth rates to reflect their impact.

Historical lodging trends indicate strong mid-week occupancies and unaccommodated
market demand during weekdays. In addition, when new hotels are added to a market
with new brand affiliations, they usually attract new business demand to the market
through their national marketing and reservation systems and frequent traveler
programs. We have projected 27,000 room nights of induced demand relating to the
new supply additions during the 2010 to 2016 projection period.

Leisure Demand

Leisure hotel demand currently represents 5% of the lodging market in Victoria. It is
typically made up of families and couples visiting the Victoria area for a weekend, an
extended weekend or during festivals and special events. Residential relocations are
improving in Victoria related to company relocations with the Eagle Ford Shale play and
Caterpillar. In addition, leisure demand will be positively impacted by the student
population growth related to the expansion at the University. As the University grows,
sporting events and special events will likely draw additional families and visitors.
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Moderate but steady leisure demand growth of 3% is projected for 2010 and throughout
the forecast period. We have estimated 3,000 room nights of induced demand owed to
the new additions to hotel supply.

Group Demand

Group demand represents 16% of the lodging market in Victoria. Group demand is
mostly associated with weddings, sports activity and social events. The group market
has previously been underserved in the Victoria area due to the lack of a full-service
hotel with adequate meeting space.

The Community Center tracks some of the lodging demand associated with events held
at their facility and estimate that they generate approximately 2,000 room nights
annually. There is some training demand in the market as several corporations and
organizations utilize Victoria College for certification and continuing education
programs. According to the College, the central location within the region is very
attractive to organizations that conduct training activity and they currently receive more
requests than can be accommodated within their facility. The hospitals and Regency
Nursing & Rehabilitation Center also have regular training and educational
programming for groups. Additionally, the survey indicated a strong presence of
meeting and training activities.

We have projected Group demand to grow at 3% in 2011 and 2012, 4% in 2013 and 5%
thereafter with the opening of the proposed hotel and conference center. The supply
additions will eleviate the demand pressures and hotel management will again be willing
to work on attracting sporting groups into the market. In addition, the proposed hotel
and conference center will add a new dimension to the group market by offering
meeting facilities. We have projected 12,000 group room nights of induced demand in
the first year that the hotel opens, 4,000 room nights in the second year and 2,000 room
nights in the third year to account for the ramping up of new group demand. The
induced demand is supported by our market interviews and survey results summarized
in this report.

Key Assumptions
The key assumptions related to future market growth are, as follows:

e Economic stability and recovery continues in the Texas market in general and the
Victoria MSA in particular.

e The Oil and Gas exploration in the Eagle Ford Shale Play continues for the
foreseeable future.

e Caterpillar plant remains a growing force in the economy with an opening mid-
year 2012.

e No major terrorist events or wars occur that have a material adverse impact on
local travel volume.
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e No natural disasters, such as major hurricanes, disrupt the local economy during
the projection period.

e There are no new additions to the competitive supply other than noted
previously.

FUTURE GROWTH IN LODGING DEMAND

Based upon our understanding of the local hotel market, we have projected future
occupancy for the competitive set of hotels. The competitive market ended 2010 with an
occupancy level of 76%. As the market continues to feel the rebound from the recession
and increase in commercial demand related to the Eagle Ford Shale play and
Caterpillar, we anticipate strong performance in 2011 of 85%.

Although demand growth is forecasted to stay strong in 2012 at 10.6%, occupancy will
decrease to 80% due to the influx of new hotel supply in both Victoria and the Eagle
Ford Shale area. Demand is expected to stay strong in 2013 and 2014 at 12.2% and
14.1%, respectively, due to the new group demand induced by the subject hotel and the
opening of the Caterpillar plant. However, occupancies will continue to decline to more
normal levels as the large amount of new supply is absorbed in the Victoria market,
declining to 72% in 2013 and 64% in 2014. The decline is also caused by the majority of
the Eagle Ford Shale demand being absorbed by the large number of hotels being
added closer to the drilling sites. With no new additions to supply, the Victoria market
will strengthen to 69% by 2016.

The following table reflects the market performance projections for 2011 to 2016.
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Victoria Hotel & Conference Center
Competitive Market
Estimated Future Growth in Lodging Supply and Demand
2010- 2016
2010 2011 2012 2013 2014 2015 2016
ROOMS SUPPLY 454
Additions/(Deletions) to Supply
Victoria Hotel & Conference Center 150
Primary Competition 20
Studio 6 44 44
Home2 Suites 40 40
Marriott Courtyard 50 55
Cumulative Rooms Supply 474 474 558 692 897 897 897
Total Annual Rooms Supply 173,010 173,010 203,670 252,580 327,405 327,405 327,405
Growth Over the Prior Year 4.4% 0.0% 17.7% 24.0% 29.6% 0.0% 0.0%
DEMONSTRATED DEMAND IN BASE YR 2010
IBT 103,152 79%
Leisure 6,562 5%
Group 21,526 16%
TOTAL DEMONSTRATED DEMAND 131,239 100%
INDUCED/(UNSATISFIED) DEMAND
IBT 0 10,000 12,000 5,000 0 0
Leisure 0 0 1,500 1,500 0 0
Group 0 0 0 12,000 4,000 2,000
TOTAL INDUCED/(UNSATISFIED) DEMAND 0 10,000 13,500 18,500 4,000 2,000
GROWTH RATES
IBT 15.0% 4.0% 4.0% 4.0% 2.0% 1.0%
Leisure 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Group 3.0% 3.0% 4.0% 5.0% 5.0% 5.0%
PROJECTED DEMAND
IBT
Demonstrated 103,152 118,625 123,370 138,704 156,733 164,967 166,617
Induced/(Unsatisfied) 0 0 10,000 12,000 5,000 0 0
Total 103,200 118,600 133,400 150,700 161,700 165,000 166,600
Growth Over Prior Year N/A 14.9% 12.5% 13.0% 7.3% 2.0% 1.0%
Leisure
Demonstrated 6,562 6,759 6,962 7,170 8,931 10,743 11,066
Induced/(Unsatisfied) 0 0 0 1,500 1,500 0 0
Total 6,600 6,800 7,000 8,700 10,400 10,700 11,100
Growth Over Prior Year N/A 3.0% 2.9% 24.3% 19.5% 2.9% 3.7%
Group
Demonstrated 21,526 22,171 22,836 23,750 24,937 38,784 44,923
Induced/(Unsatisfied) 0 0 0 0 12,000 4,000 2,000
Total 21,500 22,200 22,800 23,700 36,900 42,800 46,900
Growth Over Prior Year N/A 3.3% 2.7% 3.9% 55.7% 16.0% 9.6%
Total Market Demand 131,300 147,600 163,200 183,100 209,000 218,500 224,600
Growth Over Prior Year N/A 12.4% 10.6% 12.2% 14.1% 4.5% 2.8%
Market Occupancy 76% 85% 80% 72% 64% 67% 69%

Source: PKF Consulting USA
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Estimated Subject Property Performance VI-1

HOTEL PERFORMANCE METHODOLOGY

In formulating our estimates of the subject property’s position in the competitive market,
we considered its fair market share and potential ability to penetrate the market. Fair
market share is defined as the percentage of demand allocated to a given property
based on its ratio of available guestrooms to the total number of rooms in the
competitive market. For example, the proposed hotel has 150 rooms of the competitive
market's 897 available rooms (in 2014), equating to a fair market share of 16.7% (150
divided by 897).

Market penetration is based on the attributes of a hotel relative to the competitive
market. It is defined as the percentage of fair market share demand allocated to a
property on the basis of such competitive characteristics as location, appearance, and
management expertise, physical condition, marketing orientation, rate structure, age,
brand affiliation, reputation, size, facilities and amenities. Factors indicating that a
property will possess competitive advantages suggest a market penetration in excess of
100% of fair market share, while competitive disadvantages are reflected in penetration
rates of less than 100%.

EXPECTED HOTEL COMPETITIVE POSITION

Estimated future occupancy rates at the proposed subject property are based upon an
evaluation of its expected future advantages and/or disadvantages relative to the
competitive hotels within the context of estimated levels of future supply and demand.
The proposed subject hotel is expected to achieve a strong competitive position in the
future competitive lodging market, as follows:

e The project will be the only select-service hotel upgraded with full-service
amenities including food and beverage and meeting facilities in the Victoria
MSA.

e The hotel will be the only property within the competitive set offering
significant meeting space to accommodate groups in Victoria.

e The proposed hotel and conference center will be located in a planned,
mixed-use development with supporting amenities including restaurants,
entertainment and retail.

e The hotel will maintain a franchise affiliation with one of the major brands:
Hilton, Hyatt, Marriott or Starwood.

e The property will be operated by a professional management firm with
experience operating group hotels.
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ESTIMATED HOTEL PENETRATION

The subject hotel is expected to achieve a strong competitive position within the local
market. The proposed hotel is projected to receive more than its fair share of demand
in all segments due to its brand, location and adjacent conference facilities. The
proposed hotel and conference center is expected to achieve occupancy of 66% in
2014, its opening year, increase to 70% in 2015 and stabilize in its third year (2016) of
operation at 74%. Upon stabilization, the subject hotel is estimated to penetrate the
market at 107% of its fair share.

A large portion of the IBT demand in the market is related to Eagle Ford Shale and is
more aligned to the highway location and lower-priced, economy and limited-service
hotels. We anticipate the hotel will induce some IBT demand from outside the area as
well as capture the top-tier corporations and travelers in the market, resulting in an IBT
penetration of 75% in the stabilized year. An affiliation with a major franchise affiliation
is important for the hotel to attract a base of mid-week corporate demand.

The group segment will represent 44% of the hotel's demand, a result of induced
demand created by the hotel. Group room nights in the market are expected to almost
double as a result of the hotel. The proposed hotel will have a group segment
penetration of 225% in the stabilized year since it will penetrate most of the pre-existing
group demand and capture almost all of the projected induced demand.

The hotel will be well-positioned to capture the leisure demand associated with festivals,
weddings, medical and college and university events. Some of the highway leisure
demand staying in Victoria as an intermediate point is more price-sensitive and not a
large source of demand for the proposed hotel. We have projected the hotel to achieve
a 95% leisure penetration in the stabilized year.

Our estimates of penetration by market segment for the proposed 150-room Hotel and
Conference Center in Victoria is presented in the following table.
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Victoria Hotel & Conference Center
Market Penetration and Projected Occupancy

2014 2015 2016
TOTAL ROOM NIGHTS AVAILABLE
Victoria Hotel & Conference Center 54,750 54,750 54,750
Competitive Market 327,405 327,405 327,405
Fair Share of Supply 16.7% 16.7% 16.7%
ESTIMATED TOTAL MARKET DEMAND
IBT 161,700 165,000 166,600
Leisure 10,400 10,700 11,100
Group 36,900 42,800 46,900
TOTAL 209,000 218,500 224,600
FAIR SHARE OF DEMAND
IBT 27,000 27,600 27,900
Leisure 1,700 1,800 1,900
Group 6,200 7,200 7,800
TOTAL 34,900 36,600 37,600
SUBJECT PENETRATION
IBT 80% 75% 75%
Leisure 90% 95% 95%
Group 210% 220% 225%
ROOM NIGHTS CAPTURED
IBT 21,600 20,700 20,900
Leisure 1,600 1,700 1,800
Group 13,000 15,700 17,600
TOTAL CAPTURED DEMAND 36,200 38,100 40,300
MARKET SHARE CAPTURED 17.3% 17.4% 17.9%
OVERALL MARKET PENETRATION 104% 104% 107%
SUBJECT OCCUPANCY 66% 70% 74%
MARKET MIX
IBT 60% 54% 52%
Leisure 4% 4% 4%
Group 36% 41% 44%
TOTAL 100% 100% 100%

Source: PKE Consulting USA
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ESTIMATED HOTEL MARKET SEGMENTATION

The subject hotel is expected to capture the following mix of demand.

Hotel and Conference Center Victoria
2016 Mix of Demand and Market Penetration

Market Segment Room Nights Ratio  Penetration
IBT 20,900 52% 75%
Leisure 1,800 4% 95%
Group 17,600 44% 225%
Total 40,300 100% 107%

Source: PKF Consulting USA

ESTIMATED HOTEL AVERAGE DAILY RATE

The local ADR of the competitive set is expected to be $105 in 2010 with the better
hotels yielding ADR levels close to $120. Rates have been artificially inflated due to the
current imbalance in supply and demand. Once new supply is delivered into the market
in 2012 to 2014, we expect rates will have a slightly downward revision and revert back
to normal levels for limited-service hotels. We are forecasting the market ADR in 2014
will adjust to approximately $100. We expect the subject hotel will be positioned with a
rate index of 127%, yielding an opening rate in 2014 of $133. We have applied an
inflationary growth rate of two percent for each year thereafter. The table below reflects
the ADR and performance projections for the proposed subject hotel.

Victoria Hotel and Conference Center
Estimated Performance

Year Occupancy ADR(1) RevPar(1)
2014 66% $133(2) $88
2015 70% $136 $95
2016 74% $139 $103
2017 74% $142 $105
2018 74% $145 $107

(1) Rounded: Stated year dollars
(2) $121in 2011 dollars

Source: PKF Consulting USA

ESTIMATED CONFERENCE CENTER PERFORMANCE

Based on the survey responses and typical utilization for similar sized facilities
according to industry publications, we have projected the utilization of the proposed
conference center. The tables below estimate the usage and number of annual events
for the proposed conference center for the first year of operation. Future year
projections are based on a 3% increase.
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Victoria Conference Center
Projected Utilization - 2014
Monday Tuesday  Wednesday Thursday Friday Saturday Sunday Weekly

Ballroom (Sections I-1V) 30% 40% 40% 40% 65% 75% 30% 46%
Junior Ballroom (Sectons | & 1) 40% 40% 40% 40% 65% 75% 40% 49%
Break-out Room (1-5) 45% 60% 60% 60% 50% 45% 45% 52%
Total (15,000 sq ft) 34% 44% 44% 44% 62% 69% 34% 47%

Source: PKF Consulting USA

Victoria Conference Center
Projected Number of Annual Events - 2014
Monday Tuesday  Wednesday Thursday Friday Saturday Sunday Annual

Ballroom (Sections I-IV) 16 21 21 21 34 39 16 166
Junior Ballroom (Sectons | & II) 21 21 21 21 34 39 21 177
Break-out Room (1-5) 23 31 31 31 26 23 23 190
Total (15,000 sq ft) 60 73 73 73 94 101 60 533

Source: PKF Consulting USA

The proposed conference center is projected to achieve a utilization rate of 47%.
According to national benchmarking reports for meeting facilities, utilization for similar
sized facilities typically ranges from 46% to 54%. Based on our projections, the center
would host approximately 533 events annually.
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Prospective Financial Analysis VII-1

HOTEL AND CONFERENCE CENTER FUNDING

Since the City of Victoria would prefer a privately developed and financed project, we
have recommended a hotel with an adjacent conference center to be owned and
operated by a private developer. We have included the conference center performance
in the estimated hotel operating statements. Under this scenario, the owner’s equity
investment together with debt repayable from the project revenues would be used to
finance the construction of the project. In order to obtain equity capital in a transaction
of this nature, the project must generate sufficient cash flow to generate appropriate
returns to hotel investors. Under current market conditions, a typical hotel investor
would expect a leveraged return of approximately 20%.

Often times these types of projects will fall short of the 20% investor return creating a
funding gap. Cities have multiple ways to offer incentives to encourage private hotel
development and minimize the gap. Methods include property tax abatements, hotel
occupancy tax increase or rebates, creation of TIFF or TIRZ districts, infrastructure
improvements, parking development improvements and other fee exemptions. Often,
some combination of these incentives is used to successfully move a project forward.

BASES OF ESTIMATIONS

On the basis of our evaluation of market findings relative to the proposed hotel and
conference center in Victoria, Texas, we have prepared schedules of estimated
operating results, which we believe could be generated by the operation of a facility of
the type, size and caliber as described in the preceding sections of the report. The
subject hotel is scheduled to open in 2014.

In estimating the future operating results, we analyzed historical 2010 operating
statements of five comparable hotels. We have not identified them by location in order
to protect the confidentiality of our sample. These properties were all select-service
hotels ranging in size from 103 to 166 rooms with an average of 144 rooms. Since most
select-service hotels generally do not have an associated conference center, we
attempted to select hotels with larger meeting capacities ranging from 3,500 to 8,500
square feet. Occupancy rates ranged from 57% to 79% with an average of 66%. The
five properties used in the analysis had an ADR range of $95 to $104 with an average
of $101 in 2010 dollars.

We estimated revenues and expenses based on the market analysis described herein,
the performance of comparable properties, typical industry parameters, and premiums
and efficiencies related to a select-service hotel. In evaluating comparables, we
considered expenses as a percent of revenue, as well as per occupied room (POR) and
per available room (PAR). We then incorporated such estimates into the assumptions
that we have made, regarding inflation (3% per year), start-up period and market
penetration rates, in order to generate the estimated annual operating results,
presented at the end of this section. Our estimates are for the period 2014 through
2023. All dollar financial POR and PAR are expressed in 2010 dollars.
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The classification of income and expenses in the statements presented in this report
generally follows the Uniform System of Accounts for Hotels, recommended by the
American Hotel & Lodging Association.

DEPARTMENTAL REVENUES

Revenue from guestroom rentals is a result of two factors: occupancy level, or occupied
room nights, and average daily room rate (ADR). Based on data presented in the Hotel
Market Analysis section of this report, estimated occupancy levels, ADR and resulting
rooms revenue for the subject hotel are summarized in the following table.

Proposed Hotel and Conference Center — Victoria, Texas
Estimated Rooms Revenue

Year Annual Ayerage Rooms
Occupancy Daily Rate Revenue
2014 66% $133(2) $4,807,000
2015 70% $136 $5,213,000
2016 74% $139 $5,632,000
2017 74% $142 $5,754,000
2018 74% $145 $5,875,000

(1) $121 in 2011 dollars
Source: PKF Consulting USA

Additional sources of revenue include Food and Beverage, Other Operated Departments
and Rentals and Other Income. Our stabilized year projections for additional revenue
items are summarized below.

Departmental Revenues
Dollars Per Occupied Room

Subject Hotel

Iltems Comparable Hotels o
Projections
Stabilized
Range Average Median Year
Food & Beverage (1) $20.40 - $35.99 $26.67 $26.24 $36.50
Other Operated Departments $1.01 - $2.40 $1.75 $1.90 $2.00
Rentals & Other Income $0.00 - $5.26 $1.67 $1.00 $1.00

(1) The event center food and beverage include banquet sales and room rental revenue projections and are supported
by the methodologies described in the previous section of this report.

Source: PKF Consulting USA

DEPARTMENTAL EXPENSES

Departmental Expenses are chargeable to a specific revenue-producing department, in
this case Rooms, Food and Beverage and Other Operated Departments.
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Departmental Expenses

Percent of Departmental Revenue

Subject Hotel

Items Comparable Hotels o
Projections
Range Average Median Stabilized Year
Rooms (Per Occupied Room) $23.50 - $25.55 $24.00 $25.21 $25.00
Food & Beverage (1) 60.1% - 80.7% 72.4% 76.6% 63.0%
Other Operated Departments 64.4% - 124.4% 86.4% 86.1% 85%

(1) High percentage of banquet revenue versus restaurant revenue lower expenses

Source: PKF Consulting USA

UNDISTRIBUTED OPERATING EXPENSES

Undistributed operating expenses are necessary to the operation of the property though
not directly chargeable to a revenue-producing department and include Administrative
and General, Marketing, Franchise Fees, Property Operations and Maintenance (POM)
and Utilities. Our expense estimates shown below are based on the comparable hotels
with adjustments made for the conference center operation.

Undistributed Operating Expenses

Dollars Per Available Room

Subject Hotel

Items Comparable Hotels o
Projections
Range Average Median Stabilized Year

Administrative and General $2,208 -$2,897 $2,615 $2,733 $3,004
Marketing $1,590 - $2,441 $2,198 $2,431 $2,400
Franchise Fees 7.6% - 9.8% 8.3% 8.2% 8.5%
POM $1,341- $2,027 $1584 $1,463 $1,900
Utilities $1,361 - $2,324 $1,883 $1,751 $2,000

Source: PKF Consulting USA

FIXED EXPENSES

Fixed expenses are necessary to maintain the property’s availability to guests and, except
for management fees, do not necessarily vary with performance.

Fixed Expenses
Dollars Per Available Room

Subject Hotel

Items Comparable Hotels S
Projections
Range Average Median Stabilized Year
Management Fee (% of Total Rev) 2.5% - 4.2% 3.4% 3.5% 3.5%
Property Taxes 946 - $1,598 $1,147 $1,127 $1,000
Insurance $98 - $1,488 $508 $322 $400

Source: PKF Consulting USA
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RESERVE FOR REPLACEMENT

The reserve for replacement provides for the replacement of furniture, fixtures and
equipment, as well as certain building finishes and systems. This reserve has been
projected at 2% in 2014, 3% in 2015 and 4% per year thereafter.

SCHEDULE OF PROSPECTIVE CASH FLOW BEFORE DEBT SERVICE

The following schedules reflect the estimate of future operating performance of the
subject hotel. The schedules are presented in stated year (inflated) dollars.
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Hotel and Conference Center Victoria
Projected Operating Results
Calendar Years
2014 2015 2016 2017 2018
Number of Units: 150 150 150 150 150
Number of Annual Rooms Available: 54,750 54,750 54,750 54,750 54,750
Number of Rooms Occupied: 36,140 38,330 40,520 40,520 40,520
Annual Occupancy: 66.0% 70.0% 74.0% 74.0% 74.0%
Average Daily Rate: $133.00 $136.00 $139.00 $142.00 $145.00
Revenue Per Available Room: $87.78 $95.20 $102.86 $105.08 $107.30
Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio
Revenues
Rooms $4,807,000 78.4% $5,213,000 78.8% $5,632,000 79.2% $5,754,000 79.1% $5,875,000 78.9%
Food & Beverage 1,206,000 19.7% 1,267,000 19.2% 1,332,000 18.7% 1,372,000 18.9% 1,413,000 19.0%
Other Operated Departments 81,000 1.3% 89,000 1.3% 97,000 1.4% 100,000 1.4% 103,000 1.4%
Rentals and Other Income 41,000 0.7% 44,000 0.7% 48,000 0.7% 50,000 0.7% 51,000 0.7%
Total Revenues 6,135,000 100.0% 6,613,000 100.0% 7,109,000 100.0% 7,276,000 100.0% 7,442,000 100.0%
Departmental Expenses
Rooms 1,078,000 22.4% 1,143,000 21.9% 1,210,000 21.5% 1,246,000 21.7% 1,283,000 21.8%
Food & Beverage 772,000 64.0% 805,000 63.5% 839,000 63.0% 864,000 63.0% 890,000 63.0%
Other Operated Departments 69,000 85.2% 76,000 85.4% 82,000 84.5% 85,000 85.0% 87,000 84.5%
Total Departmental Expenses 1,919,000 31.3% 2,024,000 30.6% 2,131,000 30.0% 2,195,000 30.2% 2,260,000 30.4%
[Departmental Profit | [ 4,216,000 ] 68.7%| [ 4,589,000 | 69.4%| [ 4,978,000 | 70.0%] [ 5,081,000 | 69.8%] [ 5,182,000 | 69.6%|
Undistributed Expenses
Administrative & General 503,000 8.2% 524,000 7.9% 545,000 7.7% 561,000 7.7% 576,000 7.7%
Marketing 405,000 6.6% 417,000 6.3% 430,000 6.0% 443,000 6.1% 456,000 6.1%
Franchise Fees 385,000 6.3% 417,000 6.3% 451,000 6.3% 460,000 6.3% 470,000 6.3%
Property Operation & Maintenance 321,000 5.2% 330,000 5.0% 340,000 4.8% 351,000 4.8% 361,000 4.9%
Utility Costs 338,000 5.5% 348,000 5.3% 358,000 5.0% 369,000 5.1% 380,000 5.1%
Total Undistributed Operating Expenses 1,952,000 31.8% 2,036,000 30.8% 2,124,000 29.9% 2,184,000 30.0% 2,243,000 30.1%
[Gross Operating Profit | 2,264,000 | 36.9%] [ 2,553,000 | 38.6%| [ 2,854,000 ] 40.1%| [ 2,897,000 | 39.8%| | 2,939,000 | 39.5%)|
[ Base Management Fee | 215,000 | 3.5%] | 231,000 | 3.5%] | 249,000 | 3.5%| | 255,000 | 3.5%| | 260,000 | 3.5%]
Fixed Expenses
Property Taxes 169,000 2.8% 172,000 2.6% 176,000 2.5% 179,000 2.5% 183,000 2.5%
Insurance 68,000 1.1% 70,000 1.1% 72,000 1.0% 74,000 1.0% 76,000 1.0%
Total Fixed Expenses 237,000 3.9% 242,000 3.7% 248,000 3.5% 253,000 3.5% 259,000 3.5%
|Net Operating Income | | 1,812,000 | 29.5%| | 2,080,000 | 31.5%| | 2,357,000 | 33.2%| | 2,389,000 | 32.8%| | 2,420,000 | 32.5%|
[ _FF&E Reserve ] 123,000 | 2.0%] | 198,000 | 3.0%] | 284,000 | 4.0%] | 291,000 | 4.0%] | 298,000 | 4.0%]
[Net Operating Income After Reserve ] [ $1,689,000 ] 27.5%] [ $1,882,000 ] 28.5%] [ $2,073,000 | 29.2%] [ $2,098,000 ] 28.8%] [ $2,122,000 ] 28.5%]|
|Source: PKF Consulting | [Full Year of Operation |
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Hotel and Conference Center Victoria
Projected Operating Results
Calendar Years
2019 2020 2021 2022 2023
Number of Units: 150 150 150 150 150
Number of Annual Rooms Available: 54,750 54,750 54,750 54,750 54,750
Number of Rooms Occupied: 40,520 40,520 40,520 40,520 40,520
Annual Occupancy: 74.0% 74.0% 74.0% 74.0% 74.0%
Average Daily Rate: $148.00 $151.00 $155.00 $158.00 $161.00
Revenue Per Available Room: $109.52 $111.74 $114.70 $116.92 $119.14
Amount Ratio Amount Ratio Amount Ratio Amount Ratio Amount Ratio
Revenues
Rooms $5,997,000 78.8% $6,119,000 78.6% $6,281,000 78.6% $6,402,000 78.4% $6,524,000 78.2%
Food & Beverage 1,455,000 19.1% 1,499,000 19.3% 1,544,000 19.3% 1,590,000 19.5% 1,638,000 19.6%
Other Operated Departments 106,000 1.4% 109,000 1.4% 112,000 1.4% 116,000 1.4% 119,000 1.4%
Rentals and Other Income 53,000 0.7% 54,000 0.7% 56,000 0.7% 58,000 0.7% 60,000 0.7%
Total Revenues 7,611,000 100.0% 7,781,000 100.0% 7,993,000 100.0% 8,166,000 100.0% 8,341,000 100.0%
Departmental Expenses
Rooms 1,322,000 22.0% 1,361,000 22.2% 1,402,000 22.3% 1,444,000 22.6% 1,488,000 22.8%
Food & Beverage 917,000 63.0% 944,000 63.0% 973,000 63.0% 1,002,000 63.0% 1,032,000 63.0%
Other Operated Departments 90,000 84.9% 93,000 85.3% 95,000 84.8% 98,000 84.5% 101,000 84.9%
Total Departmental Expenses 2,329,000 30.6% 2,398,000 30.8% 2,470,000 30.9% 2,544,000 31.2% 2,621,000 31.4%
[Departmental Profit | 5,282,000 | 69.4%| | 5,383,000 | 69.2%] | 5,523,000 | 69.1%| | 5,622,000 | 68.8%] | 5,720,000 | 68.6%|
Undistributed Expenses
Administrative & General 593,000 7.8% 609,000 7.8% 627,000 7.8% 645,000 7.9% 662,000 7.9%
Marketing 470,000 6.2% 484,000 6.2% 498,000 6.2% 513,000 6.3% 529,000 6.3%
Franchise Fees 480,000 6.3% 490,000 6.3% 502,000 6.3% 512,000 6.3% 522,000 6.3%
Property Operation & Maintenance 372,000 4.9% 383,000 4.9% 395,000 4.9% 406,000 5.0% 419,000 5.0%
Utility Costs 391,000 5.1% 403,000 5.2% 415,000 5.2% 428,000 5.2% 441,000 5.3%
Total Undistributed Operating Expenses 2,306,000 30.3% 2,369,000 30.4% 2,437,000 30.5% 2,504,000 30.7% 2,573,000 30.8%
|Gross Operating Profit | | 2,976,000 | 39.1%| | 3,014,000 | 38.7%| | 3,086,000 | 38.6%| | 3,118,000 | 38.2%| | 3,147,000 | 37.7%]|
[ Base Management Fee | 266,000 | 35%| | 272,000 | 35%] | 280,000 | 35%| | 286,000 | 35%| | 292,000 | 3.5%]
Fixed Expenses
Property Taxes 186,000 2.4% 190,000 2.4% 194,000 2.4% 198,000 2.4% 202,000 2.4%
Insurance 78,000 1.0% 81,000 1.0% 83,000 1.0% 86,000 1.1% 88,000 1.1%
Total Fixed Expenses 264,000 3.5% 271,000 3.5% 277,000 3.5% 284,000 3.5% 290,000 3.5%
[Net Operating Income | | 2,446,000 | 32.1%| | 2,471,000 | 31.8%| | 2,529,000 | 31.6%| | 2,548,000 | 31.2%| | 2,565,000 | 30.8%]|
[ FF&E Reserve | 304,000 | 4.0%] | 311,000 | 4.0%] | 320,000 | 4.0%] | 327,000 | 4.0%] | 334,000 | 4.0%]
[Net Operating Income After Reserve | [ $2,142,000 | 28.1%| | $2,160,000 | 27.8%| | $2,209,000 | 27.6%| | $2,221,000 | 27.2%| | $2,231,000 | 26.7%]|
[Source: PKF Consulting ]
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Community Survey Summary A-1

1. What is the name of your organization/company? (Optional)

Response
Count
1117
answered question 117
skipped question 82

2. Which term best describes your organization/company?

Response Response

Percent Count

Visitor Attraction |:| 3.7% 7

Service Industry - Retalil,
" Restauant, ot B
Business/Corporation | ] 45.5% 86
Medical Related [___| 12.2% 23
Club/Community Organization |:| 6.3% 12
Government [] 4.2% 8
University Related [ 2.1% 4
other [ ] 19.6% a7
Other (please specify) 46
answered question 189
skipped question 10
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Community Survey Summary A-2

3. What type of event(s) does your organization/company hold? (Check all that apply
according to frequency).

Annually

Never Weekly Monthly A'::t;"y (More than RE;::::e

3)
A. Gala/Banquet Events  38.1% (56) 0.0% (0) 0.7% (1) 58.5% (86) 2.7% (4) 147
B. Social Event™Wedding 58.8% (67) 0.0% (0) 5.3% (B6) 30.7% (35) 6.1% (7) 114
C. Meeting/Training  15.1% (27) 12.8% (23)  22.3% (40)  36.9% (66) 14.5% (26) 179
D. Trade/Consumer Show  70.1% (82) 0.0% (0) 0.0% (0) 27 1% (32) 2.6% (3) M7
E. Convention/Conference  53.0% (70) 0.8% (1) 3.8% (5) 38.6% (51) 3.8% (5) 132
F. Sporis Events 82.6% (90) 4.6% (5) 0.9% (1) 10.1% (11) 2.8% (3) 109
G. Other Events  54.6% (65) 2.5% (3) 5.0% (6) 29.4%, (35) 8.4% (10) 119
answered question 195
skipped question 4

4. What is the typical size of the events that your organization/company holds? (Check all

that apply).
Le3s 50 100 200 400 600 o Response
Than than p
100 200 400 600 800 Count
50 800
23.2% 13.1% 23.2% 3% 14.1% 4.0% 2.0%
A. Gala/Banquet Events ’ 5 aidiees g : 99
(23) (13) (23) (26) (14) (4) (2)
o, o, o 0, 0, 0,
B. Social Event/Wedding 33.3% 216% 23.5% 17.6% 2.0% 0.0% 2.0% 51
(17) (11) (12) (9) (1) (0) (1
C. Meeting/Training 55.2% 338% 11.0% 4.5% 0.0% 0.6% 0.0% 154
' (85) (52) (17) (7) (0} (1) (0)
e 34.8% B8.7% 19.6% 17.4% B.7% 4 3% 6.5% e
' (18) (4) (9) (8) 4) (2) (3)
_ 19.4%  104%  a2gy  239%  90% 15%  3.0%
E. Convention/Conference 67

(13) N (22) (16) (6) )] 2)

50.0% 16.7% 3.3% 13.3% 3.3% 0.0% 13.3%
F. Sports Events 30

(15) (3) M 4) (m (0) )

33.2% 17.5% 17.5% 12.3% 5.3% 1.8% 12.3%

G. Other Events o7
(19) (10) (10) (") (3) (n (7)

answered question 179

skipped question 20
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Community Survey Summary

5. How many break out rooms would your organization/company require for your events?

(Check all that apply).

A. Gala/Banquet Events
B. Social Event/Wedding
C. Meeting/Training

D. Trade/Consumer Show
E. Convention/Conference
F. Sports Events

G. Other Events

None 1-5
60.0% (63) 40.0% (42)
66.7% (48) 31.9% (23)

32.3% (51) 63.9% (101)

54.8% (40) 30.1% (22)
42.4% (39) 37.0% (34)
83.6% (46) 12.7% (7)
70.8% (51) 26.4% (19)

5-10

0.0% (D)

1.4% (1)

4.4% (7)

12.3% (9)

14.1% (13)

1.8% (1)

1.4% (1)

More than 10

0.0% (0)

0.0% (0)

0.0% (0)

2.7% (2)

6.5% (6)

1.8% (1)

1.4% (1)

answered question

skipped question

Response
Count

105

72

158

73

92

55

72

182

17

6. What is the typical number of hotel rooms you would need for your organization/company
events? (Check all that apply).

A_ Gala/Banquet Events

B. Social Event/Wedding

C. Meeting/Training

D. Trade/Consumer Show

E. Convention/Conference

F. Sports Events

G. Other Events

<25

None 25.75
Rooms

o 32.1%
51.4% ° 999 (10)
(56) (39)

o 25 7%
62.2% o 81% (6)
(46) (19)
34.7% 52.0% 12.7%
(92) (78) (19)
51.4% 18.9% 20.3%
(38) (14) (15)
41.3% 207% 14.1%
(38) (19) (13)

o,
84% o5 (6) 8.8% (5)
(43)

29 7%

58.1% o 81% (6)
(43) (22)

75-150  150-250
37% (4) 46% (5)
14% (1) 2.7% (2)
13% (2)  0.7% (1)
41% (3)  14% (1)

12'@“ 9.8% (9)

(1)

18% (1) 3.5% (2)
27% (2)  2.7% (2)

>250
Rooms

0.0% (0)

0.0% (0)

0.0% (D)

5.4% (4)

2.2% (2)

0.0% (0)

0.0% (0)

answered question

skipped question

Response
Count

109

74

150

74

92

57

74

183

16
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Community Survey Summary

7. What are your organization/company's hotel rate requirements per night? (Check all that

apply).

A. Gala/Banquet Events
B. Social Event/Wedding
C. Meeting/Training

D. Trade/Consumer Show
E. Convention/Conference
F. Sports Events

G. Other Events

Under $100

38.8% (26)

39.5% (15)

36.2% (42)

30.0% (12)

25.4% (15)

70.8% (17)

48.8% (20)

$100-$125

49.3% (33)

42.1% (16)

52.6% (61)

50.0% (20)

59.3% (35)

25.0% (6)

43.9% (18)

$125-$150

17.9% (12)

23.7% (9)

16.4% (19)

25.0% (10)

18.6% (11)

B.3% (2)

171% (7)

$150-$200  Above $200

6.0% (4) 3.0% (2)

10.5% (4) 5.3% (2)

3.4% (4) 0.9% (1)

7.5% (3) 2.5% (1)

10.2% (6) 1.7% (1)

8.3% (2) 4.2% (1)

7.3% (3) 4.9% (2)

answered question

skipped question

8. Where do you normally hold your events? (List the location of all that apply.)

Victoria Community Center

University of Houston/Victoria
College

Local Hotel

Local Country Club or
Restaurant

Other Local Facility

Qutside of the Victoria Area

Other

Response
Percent

29.7%

29.7%

18.8%

46.7%

38.8%

27 3%

26 1%

answered question

skipped question

Response
Count

67

38

116

40

59

24

41

147

52

Response
Count

49

49

31

T

45

43

165
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Community Survey Summary A-5

9. If there was a new hotel and conference center located in Victoria that could
accommodate your group, would your business/organization consider relocating your
events there?

Yes No Response

Count
A. Gala/Banquet Events 74.0% (77) 26.0% (27) 104
B. Social Event/Wedding 50.0% (31) 50.0% (31) 62
C. Meeting/Training 74.5% (108) 25 5% (37) 145
D. Trade/Consumer Show 50.8% (31) 49.2% (30) 61
E. Convention/Conference 66.7% (56) 33.3% (28) 84
F. Sports Events 22.0% (9) 78.0% (32) 41
G. Other Events 50.8% (30) 49.2% (29) 59
If yes, please indicate which events. 55
answered question 179
skipped question 20

10. Are you involved with any other organizations/associations/clubs that could hold events
there?

Response Response

Percent Count
Yes | | 53.0% 97
No | ] 47.0% 86
answered question 183
skipped question 16
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Community Survey Summary A-6

11. If you answered yes to the previous question, please indicate the type and size of the
events (check all that apply).

Response
<50 50-100 100-200 200-400 400-800 600-800 >B00
Count
5.0% 23.3% 46.7% 23.3% 10.0% 1.7% 1.7%
A. Gala/Banquet Events 60
(3) (14) (28) (14) (6) (1) (1)
) _ 17.1% 22.9% 31.4% 20.0% 5 7% 2.9% 5.7%
B. Social Event/Wedding 35
(6) (8) (11) () (2) (1) (2)
) - 36.2% 42.6% 23 4% 8.5% 0.0% 2.1% 21%
C. Meeting/Training 47
7 (20) (11) 4) (Q) (1 (1)
5 5 o
D. Trade/Consumer Show 13.6% 13.6% 27.3% 13.6% 9. 1% 13.6% 18.2% 29
(3) (3) (&) ) (2) (3) (4)
e S T 7% 17.9% 28.2% 30.8% 20.9% 10.3% 12.8% a9
' (3) (7) (1) (12) (8) (4) (5)
T 13.3% 0.0% 53.3% 13.3% 0.0% 6.7% 13.3% 15
' (2) (0) (8) 2) (a) (1) (2)
24.0% 12.0% 32.0% 16.0% 16.0% 8.0% 20.0%
G. Other Events 25
(€) (3) (8) 4) (4) (2) (5)
answered question 103
skipped question 296

12. How many hotel rooms are associated with the events listed above? (check all that

apply)
<25 >250 Response
None 25 to 75 75 to 150 150-250
rooms rooms Count
32.7% 45.5%
A._ Gala/Bangquet Events (18) a0 9.1% (5) 5.5% (3) 3.6% (2) 7.3% (4) 55
. . 32.5% 42.5%
B. Social EventWedding (13) “7) 10.0% (4) 5.0% (2) 5.0% (2) 5.0% (2) 40
§ 33.3% 43.8%
C. Meeting/Training (16) g 16.7% (8) 4.2% (2) 0.0% (0) 4.2% (2) 43
D. Trade/Consumer Show  30.4% (7) 26.1% (6) 17.4% (4) 8.7% (2) 4.3% (1) 13.0% (3) 23
E. Convention/Conference 22.0% (9) 17.1% (7) 14.6% (6) 14 6% (6) 17.1% (7) 14.6% (6) 41
F. Sports Events  40.9% (9) 18.2% (4) 22.7%(5) 9.1% (2) 0.0% (0) 9.1% (2) 22
42 3% 2
G. Other Events  34.6% (9) ol 11.5% (3) 7.7% (2) 0.0% (0) 3.8% (1) 25
answered question 98
skipped question 101
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Map of Potential Sites
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Map of Competitive Supply
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PHOTOGRAPHS OF COMPETITIVE SUPPLY

La Quinta Inn & Suites

Fairfield Inn Victoria

D-1



PHOTOGRAPHS OF COMPETITIVE SUPPLY D-2

Best Western Victoria Inn & Suites

Hampton Inn Victoria



PHOTOGRAPHS OF COMPETITIVE SUPPLY
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Holiday Inn Express

Candlewood Suites Victoria
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STATEMENT OF ASSUMPTIONS AND LIMITING CONDITIONS

The following Standard Conditions apply to real estate consulting assignments by PKF Consulting USA and
will be attached to the report:

Achievability of Projections - Some assumptions inevitably will not materialize, and unanticipated events
and circumstances may occur; therefore actual results achieved during the period under study will vary from
our estimates and the variations may be material.

Archaeological Significance - No investigation has been made by the consultant and no information has
been provided to the consultant regarding potential archaeological significance of the subject property or any
portion thereof. This report assumes no portion of the subject property has archaeological significance.

Definitions and Assumptions - The definitions and assumptions upon which our analyses, opinions and
conclusions are based are set forth in appropriate sections of this report and are to be part of these general
assumptions as if included here in their entirety.

Dissemination of Material - Neither all nor any part of the contents of this report (including the identity of the
consultant or PKF Consulting USA) shall be disseminated to the general public through advertising or sales
media, public relations media, news media or other public means of communication without the prior written
consent and approval of PKF Consulting USA.

Distribution and Liability to Third Parties - The party for whom this report was prepared may distribute
copies of this report only in its entirety to such third parties as may be selected by the party for whom this
report was prepared; however, portions of this report shall not be given to third parties without the written
consent of PKF Consulting USA. Liability to third parties will not be accepted.

Economic and Social Trends - The consultant assumes no responsibility for economic, physical or
demographic factors which may affect or alter the opinions in this report if said economic, physical, or
demographic factors were not present as of the date of the letter of transmittal accompanying this report. The
consultant is not obligated to predict future political, economic or social trends.

Engineering Survey - No engineering survey has been made by the consultant. Except as specifically stated,
data relative to size and area of the subject property was taken from sources considered reliable and no
encroachment of the subject property is considered to exist.

Hazardous Materials - The consultant has not been provided any information regarding the presence of any
material or substance on or in any portion of the subject property or improvements thereon, which material or
substance possesses or may possess toxic, hazardous and/or other harmful and/or dangerous characteristics.
Unless otherwise stated in the report, the consultant did not become aware of the presence of any such
material or substance during the consultant’s inspection of the subject property. However, the consultant is
not qualified to investigate or test for the presence of such materials or substances. Unless otherwise stated,
this report assumes the subject property is in compliance with all federal, state and local environmental laws,
regulations and rules.

Hidden Conditions - The consultant assumes no responsibility for hidden or unapparent conditions of the
property, subsoil, ground water or structures that render the subject more or less valuable. No responsibility is
assumed for arranging for engineering, geologic or environmental studies that may be required to discover
such hidden or unapparent conditions.

Income Data Provided by Third Party - Income and expense data related to the property being appraised
was provided by the client and is assumed, but not warranted, to be accurate.



STATEMENT OF ASSUMPTIONS AND LIMITING CONDITIONS
(Continued)

Information Furnished by Others - In preparing the report, the consultant was required to rely on information
furnished by other individuals or found in previously existing records and/or documents. Unless otherwise
indicated, such information is presumed to be reliable. However, no warranty, either express or implied, is
given by the consultant for the accuracy of such information and the consultant assumes no responsibility for
information relied upon later found to have been inaccurate. The consultant reserves the right to make such
adjustments to the analyses, opinions and conclusions set forth in this report as may be required by
consideration of additional data or more reliable data that may become available.

Legal Expenses — Any legal expenses incurred in defending or representing ourselves concerning this
assignment will be the responsibility of the client.

Legal Matters - No opinion is intended to be expressed for matters that require legal expertise or specialized
investigation or knowledge beyond that customarily employed by real estate consultants.

Licenses and Permits - Unless otherwise stated, the property is evaluated assuming that all required
licenses, permits, certificates, consents or other legislative and/or administrative authority from any local, state
or national government or private entity or organization have been or can be obtained or renewed for any use
on which the analysis contained in this report is based.

Limits of Liability — PKF Consulting USA cannot be held liable in any cause of action resulting in litigation for
any dollar amount which exceeds the total fees collected from this individual engagement.

Maps, Plats and Exhibits - Maps, plats and exhibits included in this report are for illustration only to serve as
an aid in visualizing matters discussed within the report. They should not be considered as surveys or relied
upon for any other purpose, nor should they be removed from, reproduced or used apart from the report.

Not a CPA Firm — PKF Consulting USA is not a Certified Public Accounting firm.

Obligation to Update Report - The report will be dated to coincide with our last day of fieldwork. The terms of
this engagement are such that we have no obligation to update our estimates to reflect events or conditions
which occur subsequent to the last day of our fieldwork. However, we will be available to discuss the
necessity for revision in view of changes in the economic or market factors affecting the project.

Right of Publication - Possession of this report, or a copy of it, does not carry with it the right of publication.
Without the written consent of PKF Consulting USA, this report may not be used for any purpose by any
person other than the party to whom it is addressed. In any event, this report may be used only with properly
written qualification and only in its entirety for its stated purpose.

Testimony in Court - Testimony or attendance in court or at any other hearing is not required by reason of
rendering this report, unless such arrangements are made a reasonable time in advance of said hearing.
Further, unless otherwise indicated, separate arrangements shall be made concerning compensation for the
consultant’s time to prepare for and attend any such hearing.

Use in Offering Materials - This report, including all cash flow forecasts, market surveys and related data,
conclusions, exhibits and supporting documentation may not be reproduced or references made to the report
or to PKF Consulting USA in any sales offering, prospectus, public or private placement memorandum, proxy
statement or other document (“Offering Material”) in connection with a merger, liquidation or other corporate
transaction unless PKF Consulting USA has approved in writing the text of any such reference or reproduction
prior to the distribution and filing thereof.

Zoning and Land Use - Unless otherwise stated, the subject property is evaluated assuming it to be in full
compliance with all applicable zoning and land use regulations and restrictions.
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CERTIFICATION
We certify that, to the best of our knowledge and belief:
e The statements of fact contained in this report are true and correct.

e The reported analyses, opinions and conclusions are limited only by the reported
assumptions and limiting conditions and are our personal, unbiased professional
analyses, opinions and conclusions.

e We have no present or prospective interest in the project that is the subject of this
report and we have no personal interest or bias with respect to the parties involved.

e We have no bias with respect to the property that is the subject of this report or to
the parties involved with this assignment.

e Our engagement in this assignment was not contingent upon the developing or
reporting of predetermined results.

e Our compensation is not contingent upon the development or reporting of
predetermined results that favors the cause of the client, the attainment of a
stipulated result, or the occurrence of a subsequent event directly related to the
intended use of this report.

e We have made a personal inspection of the proposed site that is the subject of this
report.

e No one provided significant professional assistance to the persons signing below
except as sourced within the body of this report.

G. Randle McCaslin Lisa Swain
Vice President / Practice Leader Associate




	III - Area Review.pdf
	INTRODUCTION
	VICTORIA ECONOMY 
	TRANSPORTATION
	Highways

	CONCLUSION

	IV - Property Description.pdf
	RECOMMENDED FACILITIES

	F - Addendum CERTIFICATION.pdf
	CERTIFICATION

	III - Area Review.pdf
	INTRODUCTION
	VICTORIA ECONOMY 
	TRANSPORTATION
	Highways

	CONCLUSION




