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Known worldwide for its reputation as a coffee and music haven, as well as extraordinary
attractions like the Space Needle and Pike Place Market, Seattle also boasts a high quality of
life, a highly educated workforce, a variety of outdoor activities, and a strong economic base

that includes high-tech, clean-tech, bio-tech, manufacturing, telecommunications, and

healthcare companies. These factors have created a favorable climate for hotels in Seattle and

surrounding markets that should extend over the near term.

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

Seattle market.

HISTORICAL & PROJECTED EMPLOYMENT, HOUSEHOLDS, POPULATION,

AND HOUSEHOLD INCOME STATISTICS
CLICK HERE FOR A LARGER VIEW
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With the exceptions of the recent recession and the earlier dot.com bust, the Seattle market has realized gains in
total employment annually during the historical period shown. Industrial employment has realized the largest
declines and increases over the years, concurrent with the hiring and layoff cycles typical of the manufacturing
and distribution industries. Households and the overall population of Seattle noted 1% to 2% growth from 2004
through 2012. Employment, household size, and population are forecast to grow modestly through 2017.
Household average income is forecast to grow at rates that are more significant as higher-paying jobs in the

technology industries are expected to grow.

The following table illustrates unemployment statistics for King County, the Seattle MSA, the state of
Washington, and the U.S. from 2002 to 2011.

UNEMPLOYMENT STATISTICS
CLICK HERE FOR A LARGER VIEW

Year County MSA State U.S.
2002 g.1% 67 % 7.3% 58%
2003 6.2 6.8 7.4 6.0
2004 5.2 5.7 6.2 5.5

2005 a7 50 55 51

Summary

Seattle, WA is known
worldwide for its reputation
as a coffee & music haven,
as well as extraordinary
attractions including the
Space Needle and Pike Place
Market. This article shows
trends in hotel supply,
demand, & performance
within the city.

¢© Comments



2006 4z 45 48 46

2007 3.6 4.0 4.6 4.6
2008 4.4 49 5.4 5.8
2009 BE 91 9.4 893
2010 91 87 89 896
2011 81 B7 5.2 9.0
Recent Month - Dec
2011 7l% T7% B85% B5%
2012 61 67 77 7.8

* Lettersshown next to data points (if any) reflect revised population controls and/or
model re-estimation implemented by the BLS.

Source: U.S. Bureau of Labor Statistics

The Seattle market realized strong growth across a variety of industry segments following the end of the recent
recession; this was particularly evident in the high-tech industry with the expansions of Amazon.com, Microsoft,
Facebook, Google, and Twitter. Amazon.com has become a driving force in the market, with 582,000 square feet
of new office space completed in 2011, 325,000 square feet completed in 2012, and a combined total of 3.1
million square feet in the pipeline. In addition, manufacturing has grown, in particular at Boeing, which has
received a significant number of post-recession aircraft orders. There is some concern of Boeing's long-term
stability in the area given competition from Airbus, the potential for Boeing to expand operations to South
Carolina, continued labor union issues, and potential defense spending cuts by the federal government. The
grounding of all fifty 787 Dreamliner aircraft in early 2013 because of the risk for potential battery fires has also
hurt perception of the company, which is working to address the issues and return the cutting-edge aircraft to
operation; on April 19, 2013, the Federal Aviation Administration announced it had approved changes to the
design of the Boeing 787's battery system, marking the first step toward returning the grounded aircraft to

service.

Office Space Market Update
The following table details Seattle’s office space statistics, which are important indicators of the market's

propensity to attract commercial hotel demand.

OFFICE SPACE STATISTICS — MARKET OVERVIEW
CLICK HERE FOR A LARGER VIEW

Inventory Occupied  Vacancy Average
Submarket Buildings Square Feet Office Space Rate  Asking Lease
1 Central Seattie 282 38,780,000 35,372,400 139 % $30.96
2 Kirkland/Redmond 129 8,531,000 7,473,200 124 2521
3 Northend/Snohomish im 7.3%0,000 6,256,300 128 2438
4 Bellevue/Issaguah 240 20,250,000 17,273,300 147 32.81
5 Renton/Kent/Sthend 136 7.343.000 6,035,900 17.8 20.92
Totals and Averages 558  B2,274.000 70,451,100 144 % $29.33

Source; REIS Repor, &th Quarner, 2012

As mentioned previously, the expansion of Amazon.com is a driving force in the market. In addition, Microsoft's
expansion efforts include a 313,800-square-foot facility currently underway in Redmond and an additional
233,700-square-foot building in the planning phase. With low vacancy rates in the submarkets of Central
Seattle, Kirkland/Redmond, and Bellevue/Issaquah, it is expected that speculative development projects will

become more prevalent across Seattle.

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

HISTORICAL AND PROJECTED OFFICE SPACE STATISTICS - GREATER MARKET
CLICK HERE FOR A LARGER VIEW

Seattle Market

Available Occupied Vacancy  Asking
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2003 72774000 132 60,727,000 (0.1) 16.6 24.04 {5.1)
2004 73,191,000 0.6 61,965,000 2.0 153 23.53 (2.1)
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2006 73489000 0.1 66,636,000 4.3 93 25.79 B.O
2007 75046000 2.1 68,176,000 23 92 25945 143

2008 77,146,000 28 68,966,000 12 106 30.86 46



2009 80,609,000 45 66,657,000 (3.3) 173 2943 (4.68)
2010 81405000 10 68,363,000 26 16.0 2864 27
2011 81,785,000 0.5 69,526,000 17 150 28.83 0.7
2012 82,274000 06 70,460,000 13 144 2933 17
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2013 82344000 01 % 70985000 07 % 138 % 53001 23 =
2014 82,765,000 05 71,948,000 14 131 3087 29
2015 83,397,000 0.8 73,067,000 16 124 31.92 34
2016 84354000 1.1 74,425,000 19 118 3350 49
2017 85,348,000 1.2 75,724,000 17 113 35.15 49
Average Annual Compound Change
2000 - 2012 17 % 08 % (0.8) %
2000 - 2007 17 09 (0.9)
2007 - 2010 27 01 (100
2010 - 2012 05 15 12
Forecast 2012 - 2017 07 % 15 % 37 &

Source: REIS Report. 4th Quarter. 2012
Although the closure of Washington Mutual, layoffs at Microsoft, and other events during the recent recession
resulted in a significant increase in vacancy in 2009, other industries were not hit as hard, and overall vacancy
never reached the 20% mark that many urban areas realized across the U.S. Healthcare, education, the Port of
Seattle, and the Bill & Melinda Gates Foundation remained particularly strong during the downturn. Vacancy is
expected to continue the decline that began in 2010, while the average lease rate should increase as the market

strengthens.

Hotel Construction Update

Proposed hotels in the pipeline for Seattle include the following:

® Hotel Ballard (29 units)

® Holiday Inn Express Federal Way (81 units)

® Bellevue Park Hotel Bellevue (108 units)

® Artemis Hotel Des Moines (250 units)

® Hampton Inn First Avenue Seattle (174 units)

® |uxury Hotel Fifth Avenue Seattle (184 units)

® Hyatt Fifth Avenue Northern Seattle (126 units)
® Embassy Suites Stadium Place (297 units)

® Hilton Garden Inn Denny Triangle (222 units)

Many new hotel projects have been rumored for the greater Seattle market, including a 1,200-room, full-service
hotel; however, given the stringent financial requirements to build a hotel in the present economic climate, the
percentage increase to the overall market supply in Seattle should be minimal. New hotel projects in the
Downtown market are expected to move forward as the economy gains strength. In addition, smaller limited-
and select-service projects in the Puget Sound are anticipated to be built as lodging demand continues to

improve and more private financing becomes available.

Outlook on Market Occupancy and Average Rate

Hotel demand is expected to grow as the economy continues to strengthen and area corporations continue to
expand. Occupancy growth is anticipated, concurrent with growth in hotel demand; however, occupancy levels
may be affected in markets receiving large amounts of new supply. Average rate is expected to realize significant
gains as lodging demand continues to strengthen, and new high-quality supply should support further average
rate growth, provided area hoteliers do not start to discount rates to retain occupancy—a practice widely

adopted during the recent recession but less likely in the more stable economic climate of the present.

Recent Hotel Transactions

The following table summarizes hotel transactions in Washington State over the last two years.

REVIEW OF HOTEL TRANSACTIONS



CLICK HERE FOR A LARGER VERSION

Bgoenty Location SaicDets _ Price __ Fooms  Pricfim
King Oscar Mozel Pacific Pacific, Washington Jar-13 53,800,000 i 531,667
HawIhorm Suitss Santtie Kent Kane, Washington Jan-13 8,675,000 152 57072
Caurtyard by £ ¥ Everett Jan-13 11 638 656 184 70,967
Best WesternPlus Heritage Inn Beltingham, Washington  Dec-12 BEIL0GD 51 57,086
Davys Ines Everett Mall Everett, Washington Now-12 2,624,000 76 34526
1ing Ozcar Tacomainn Tacoma, Washingtan Now12 2,500,000 153 15,340
Quakityinn & Suites Fedenal Way Federal Way, Washingion  Oct-12 1,580,000 &5 45,846
Heliday Inn Express & Sutes Evenem Eweretr, Washingron Oor-12 10,300,000 Ll 104,040
Hilten Seattie Saaris, Washington Sap-12 63,000,000 37 265823
Rodewdyinn B SuAes VANOouE! Vaniouves, Washingron Aug-12 2,000,000 &3 3745
Bondike Motel Republic, Washington Aug-12 500,000 ] 30,000
Holiday Inn Sea-Tec Seattie, Wiashington Ju-12 26,600,000 259 102,703
Baymont InA & Suites Bremenmon Bremamon, Washington Ju-12 3,300,000 155 21,280
Fiotel Vintage Park Sesttie, Washington Jui-13 52,500,000 124 262,057
Silverdaie BeachHotel Sitverdiale, Waskington Jurri2 4,800,000 151 45,032
Days Inn Bellevie Beflevue, Washington Jun-12 5,150,000 106 45585
Quaktyinn & Suites Evenen Ewerete, Washington Jurrl2 4,075,000 B2 9695
Holiday Inn Egpress Vancouver Mail Wancouver, Washingron Apr12 16,700,000 91 73626
La Cusnea Inn B Suites Spakane Spakana Valley, Washingtan Ape12 4,357,750 65 67,042
Americas Best Vabue Inn Lakewood Lakeweod, Washington Apr-12 1,350,000 - 15,000
Hioliday Inm Exgress Bothell Canyon Park Bothell, Washingron Mar-12 5,005,000 &2 97,177
Fairfiela i by Marriost Kennawick Kennawlck, Washington Mar-12 4,365,000 B2 TOA08
Cascade Mountsin Lodge Concrete, Washington Mar-12 192,000 14 13714
Bl Spruce Motel Tacoma, Washington Fetrd2 1,200,000 n 19,285
Fors Moted Forks, Washingion Dec-11 3,400,000 73 45,575
Sen-Tag Motel Seattle, Washington Oct-11 3,700,000 143 25654
Arlingtonhiator inn Arlimgton, Washington Sep-11 65,000 &l 11585
Ezona Lodge Fife Fifie, Washington Baug-11 3,100,000 %5 32282
RedRanching Seguim, Washingion Aug-1l 675,000 55 12273
Cuary bnn Sea-Tac Alrpon Searte, Washingron Jun-1l 4,150,000 e 39,004

The most notable transactions in 2012 were the Hilton Seattle and the Hotel Vintage Park, which sold at a price
per key of $265,823 and $262,097, respectively. The remaining sales in the market ranged from $104,040 down
to $12,273 per key, with pricing highly dependent on historical performance and on the conditions of sale,

including if the property was under financial distress.

Brokers’ Outlook

According to HVS interviews with brokers active in the market, limited-service hotel cap rates range between 7%
and 10%, depending on a property's performance history, with the rooms revenue multiplier (RRM) ranging from
2.5 to 4.5. Exposure time is anywhere from three to nine months, depending on the seller's motivations. Brokers
report that now is a good time to either hold or buy, with typical risks involved. These investment parameters
hold for select-service hotels; however, exposure time for these properties is forecast to be shorter, noting only a
two- or three-month window. Full-service hotels are noting much lower cap rates, ranging from 3.5% to 9%,

depending on the quality and location of the property.

Conclusion

Overall, the Seattle market boasts sound lodging dynamics, and the continuing growth in the area’s employment
is expected to spread its positive effects to the local hotel industry. The only major concern at this time is the
amount of current and rumored hotel development, which could significantly affect occupancy, average rate, and
RevPAR should a high number of rumored hotels come to fruition. Otherwise, the overall outlook for the Seattle

market remains optimistic.

About Kasia M. Russell, MAI

Kasia M. Russell, Executive Vice President - Development, has been with HVS since 2006.
HVS leaders now live in and work from more than 30 markets throughout the North
American region, including San Diego, LA, San Francisco, Sacramento, Portland, Seattle,
Las Vegas, and Phoenix in the U.S. West. Kasia has front-line hotel experience with
Extended Stay America and Best Western and also worked for the Hotel Bellwether in
Bellingham, Washington, and the Skagit Valley Resort in Bow, Washington. She holds the

MAI designation and is a state-certified appraiser in Oregon and surrounding states.
Contact Kasia at +1 (970) 227-7799 or [email protected].



