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Welcome

Dear Fellow Hotel Industry Stakeholders,

If we could choose one word to describe the current state of the hotel industry, that word would
be dynamic. Not only is the industry benefiting from some really favorable tailwinds and con-
sumer trends, but it is also energized by the multitude of opportunities for sustaining growth,
generating new levels of customer loyalty and using digital innovation to improve the guest
experience from the start of the booking process through guests’ stay and beyond.

It’s also a diverse industry, particularly when you look at the broader accommodation space we
operate in. Hotels are by far the largest segment, with branded hotels continuing to generate
the fastest revenue growth of all. But of course, it has always been a competitive industry, with
a host of booking options, hotel types and lodging options and new business models entering
the market.

At the Consumer Innovation Forum (CIF), an American Hotel & Lodging Association commit-
tee of which I am a member, we have been dedicated to providing research and education to
the hospitality industry on matters relating to digital and distribution issues. Our main goal is to
raise awareness of how the digital marketplace impacts the broader hotel industry.

To support the industry in addressing digital distribution evolution, Kalibri Labs has continued
to track industry undercurrents to help reveal what hotel brands, owners and operators can do
to embrace the changes and position the business for competitive success. The key to greater
opportunities is market intelligence, which is why we are proud to present Demystifying the Digi-
tal Marketplace, a report that builds on the landmark 2012 study. Unprecedented in scope and
scale, the rich insights and data provide a framework for understanding market realities as well
as embracing opportunities to manage costs and optimize profit contribution.

We could not have reached this point without the support of a strong coalition of partners, in-
cluding, first and foremost, the American Hotel & Lodging Association (AH&ILA) and the Amer-
ican Hotel and Lodging Educational Foundation (AH&LEF), along with the HSMAI Founda-
tion, the Asian American Hotel Owners Association (AAHOA), the Hospitality Asset Managers
Association (HAMA), the Hospitality Financial and Technology Professionals (HFTP), and the
IHG Owners Association.

The coalition of sponsors is broad and truly reflects a collaborative search for the insights, met-
rics and strategies to assist decision makers. We encourage our readers to use this research to
help make more informed decisions in this dynamic marketplace.

Best Regards,

Andrew Rubinacci

Chair, Research and Education work stream
AH&IA's Consumer Innovation Forum
SVP, Distribution & Revenue Management
InterContinental Hotels Group
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Demystlfylng the Digital
Marketplace: Executive Summary

raditional hotel performance evaluation using calculations of supply and

demand has evolved with the digital marketplace into a new approach.

The landscape of the digital marketplace is made up of many channels

of distribution along with a variety of market segments and rate types.

These new intricacies of digital distribution call for a deeper dive and broader un-

derstanding into what drives business.

Traditional hotel performance evaluation using calcula-
tions of supply and demand has evolved with the digital
marketplace into a new approach. The landscape of the
digital marketplace is made up of many channels of dis-
tribution along with a variety of market segments and
rate types. These new intricacies of digital distribution
call for a deeper dive and broader understanding into
what drives business.

A key factor impacting hotel performance in the new
digital marketplace is the rising cost of customer ac-
quisition. Growth in the digital distribution market for
hotels has come along with the consolidation of several
large intermediaries. Increasing market share of third-
party intermediaries has caused distribution costs to
rise quickly. These distribution costs, or customer ac-
quisition costs, have risen from 5% — 10% of Guest-Paid
Revenue in the 1990s to 15% — 25% in the U.S,, or higher
in other regions, in 2016. Customer acquisition cost is
second only to labor costs in growth rate and is very
difficult to manage. There are a myriad of vendors pro-
viding sales and technical services supporting hotel dis-
tribution with various fee and compensation structures
that cause costs to be scattered across the Profit & Loss
statement or not shown in accounting records. Even the
most sophisticated operators struggle to quantify and
manage customer acquisition costs in a routine way.

Navigating a virtual spaghetti bowl of players in the rap-
idly changing distribution ecosystem challenges those
in the industry to understand the levers available to
them that can affect improvement.

Part 2 of Demystifying the Digital Marketplace has taken
hotel production data and associated costs for 25,000
hotels from 2014-2016, broken into 12 month periods
ending in June of each year, to examine the patterns of
performance by hotel type over time. Much of the analy-
sis looks at three types of revenue or ADR: Guest-Paid
Revenue or ADR includes everything paid to a hotel or
third-party to account for Merchant (Net) rates; Hotel-
Collected Revenue or ADR reflects the revenue the
hotel collects and shows on the P&L statement; and
COPE Revenue or ADR (Contribution to Operating
Profit and Expense) which reflects the Guest-Paid
Revenue after removing all direct acquisition costs
such as commissions, transaction fees and channel
costs. At the U.S. aggregate level, the study examines
Net Revenue which additionally removes Sales and
Marketing expense.

Part 3 will offer up methods for hotel brands, owners,
and operators to analyze and act in the current market
environment.

UPPER TIER = LUXURY, UPPER UPSCALE, UPSCALE
MIDDLE TIER = UPPER MIDSCALE
LOWERTIER = MIDSCALE AND ECONOMY
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WHAT YOU NEED TO KNOW

There are five major themes that emerged from the review of
data from June 2014 through June 2016.

Dynamic Hotel Demand and Cost of
Customer Acquisition

Hotel demand is strong and revenue growth has been
healthy. This theme is encouraging and reinforces the
strength of industry fundamentals. More consumers are
traveling and staying in hotels for business, leisure and
meeting purposes. On the cost side, hotels continue to
pay third parties to deliver more and more business each
year. On average, hotels will pay 16-18% of guest-paid
revenue in customer acquisition costs, but this ranges
from about 15-25% with some hotels as high as 35-
40%. The makeup of these costs is split roughly with half
being internal direct Sales and Marketing expenditures
and half spent externally. The third party payments gener-
ally run 7-15% of Guest-Paid Revenue with the costs
incurred for internal Sales and Marketing costs making up
the remaining 7-10%.

The Role of Third Party Intermediaries

The traction in the market by third party intermediaries is
becoming more pronounced over time. Within the OTA
segment, two companies and their affiliates represent
about 96% of consumer demand on a room night basis.
The OTA share of total room nights is up 28% from
2014-2016 to an average of 12.4% of demand while
Brand.com grew 9% to reach an average of 20%. As a
relatively small number of aggregators attract a growing
portion of consumer demand, it drives higher total costs
for those who want to tap into the demand flow, even
as commission fee percentages come down. Metasearch
is gaining share in the third party intermediary space and
while it is often charged through auction models and
media fees rather than commissions, these costs are rising
quickly. In fact, meta search players are adding to the
overall market costs pitting the OTAs against brands and
individual hotels for position in search results.

Hotels, being downstream of the aggregated demand,
are experiencing a decline in the amount they can
capture of Guest-Paid Revenue growth. That differential
varies by hotel segment with some able to capture more
of the value in the market than others. Across all U.S.
hotels in the timeframe of the study, Guest-paid Revenue
grew 4.6% while Net Revenue* only grew 4%. Even in a
period of robust economic growth, this gap has widened
over time as third parties are sharing in a higher propor-
tion of the incremental value coming into the market.

*Net Revenue accounts for commissions, transaction
and channel costs as well as total Sales and Marketing
expenses.

2 DEMYSTIFYING THE DIGITAL MARKETPLACE

The Imperative to Manage Revenue
Capture

Revenue Capture is the percentage a hotel keeps of
Guest-Paid Revenue once all acquisition costs are paid.
Managing Revenue Capture is an imperative to sustain
profitability in the digital marketplace. The 2014-2016
data trends examined in this analysis bring into sharp
focus the fact that a traditional top line view of revenue
performance has masked a weakness in true hotel profit-
ability driven by unrelenting growth of acquisition costs.
In the period from 2014-2016, OTA commissions rose at
three times the rate of growth of Guest-Paid Revenue.
Metasearch costs are still small in absolute terms but are
a growing component of customer acquisition. When

a rising tide of Guest-Paid Revenue does not result in a
corresponding rise in profit contribution to hotels, owners
and operators are constrained in their ability to reinvest in
property improvements and staffing.

Diversity of Business Mix and Impact on
Profit Contribution

There remains a wide range of channels and segments
through which hotels receive their business, and this
diversity is important for hotels to leverage as they deploy
resources to acquire their customers. There have been
shifts in this mix of channels and segments that have

had direct implications for profit contribution. The most
notable is the transfer of bookings from Property Direct
(drive-in, call-in), to the OTA channel. That change is
particularly evident in the Middle and Lower Tier hotels,
or Upper Midscale, Midscale and Economy chain scales,
causing a reduction in Revenue Capture. On the other
hand, Upper Tier hotels, or Luxury, Upper Upscale and
Upscale chain scales, managed to shift within the OTA
channel to improve profit contribution by dramatic reduc-
tions in Opaque OTA business while growing the Brand.
com business yielding higher Revenue Capture.

Managing this diverse mix is at the root of what hotels
can do to improve their profit contribution. Each hotel
has a wide range of channels and segments available in
its market and can tap this to get a healthy balance of
business at the lowest cost possible. This target, based on
each hotel's market situation is referred to as the hotel’s
unique Optimal Business Mix and achieving that objective
will be explored in detail in Part lll of Demystifying the
Digital Marketplace.




Customer Acquisition Techniques—
Loyalty, Leisure and Profit Contribution

As the U.S. market is dominated by chain hotel compa-
nies, their brand loyalty programs seem to be at the heart
of many acquisition strategies. Results from the recent
wave of campaigns by most chains have proven that
consumer behavior can be influenced by these member
programs. For the first time in five years, Brand.com grew
more quickly than OTAs corresponding with the introduc-
tion of Book Direct/Member Rate campaigns to the mar-
ket. Additionally, the proportion of room nights booked
by loyalty members is at an all-time high, well beyond

the traditional strength in the business travel segment. In
2016, the incentive offered to prospective members was
discounted rates which may have limited the profit contri-
bution for the hotels in the short term with the longer
term objective of engaging them as recurring customers.
Incentives to book on Brand.com that do not incur direct
costs would prove even more beneficial to hotels. Overall,
Brand.com delivers higher Net ADRs for the hotels when
compared to the Net ADRs they would receive through
any other channel.

Acquiring guests through OTAs appears to be most ef-
fective during typical leisure periods. However, no hotel
can expect to receive all their business through any one
channel and learning optimization techniques to attract
consumers through a mix of low-cost channels will
always be the best path to higher profit contribution.

Revenue Types

Guest-Paid
Revenue

wholesaler [IEGIEG

Opaque OTA I

Net (Merchant) OTA INEGN
+

Pre-Pay
Commissions
and Mark-ups

Hotel-Collected
Revenue

Revenue

f HIGHLIGHTS

Revenue Capture, or the percentage of revenue hotels retain after all
customer acquisition costs are paid, has declined from 84.4% in the
12 months ended June 2015 to 83.9% in the same period 2016.
This represents $729 million that U.S. hotels could have retained and
put towards operating expenses and improvements.

The average range for customer acquisition costs is between 16%-
18% of Guest Paid Revenue but many hotels still pay over 25%.

Brand.com is approximately 20% of room night demand in the year
ending June 2016. This compares to OTA at 12.4%, GDS at 9.5%
and Voice at 8.1%. Group is 14.2% and Property Direct is 34.3%.

Brand.com has a COPE ADR that is 27% higher than the OTA COPE
ADR even when the costs of loyalty programs as well as discounts
related to corporate and other negotiated rates are included.

The OTA commissions paid by the U.S. industry have grown from
2014-2016 at three times the growth rate of Guest-Paid Revenue.
Retail Commissions paid to non-OTA travel agents are growing at a
similar rate to Guest-Paid Revenue.

The proportion of business delivered by loyalty members has
increased in all hotel types over the past three years. The Upper and
Middle Tier hotels generate over 50% of their business from loyalty
members and those figures have grown from 2014 to 2016 by
6.5% and 7.4% respectively. Lower Tier hotels have roughly 25%
loyalty penetration in their business but grew that figure 17% from
2014 to 2016.

Wholesale

(pre-pay)
Commissions

Retail
Commissions

Loyalty
Investment

I Channel Cost
+

Sales and

% Expense

COPE* Marketing

Net
Revenue

*COPE: Contribution to Operating Profit and Expenses Note: not fo scale 2016 Kalibri Labs
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Revenue Capture
Total U.S.

Guest-Paid Revenue

2016

Revenue (billions)
m 2016
" 2015

$146.9B

$1404 B

$123.3 B

$1185B

2015 Change

Revenue Capture % 83.9%

84.4% - 0.5%

12 months ending in June 2015and 2016

2016 Kalibri Labs

OVERALL INDUSTRY VIEW—

SUMMARY OF FINDINGS

B Hotel-Collected ADR (or traditional ADR) growth during
the current cycle, beginning in 2009, has been surprising-
ly low. ADR growth has been well below prior cycle peaks
despite the strongest supply/demand relationship and the
highest industry occupancies of the past 40 years.

COPE Revenue is not growing as quickly as Guest-Paid
Revenue or Hotel-Collected Revenue. Meaning that as
consumer demand increases and as guests pay more, ho-
tels are not always capturing that incremental value due
to added customer acquisition costs. If hotels benefited
proportionally from increases in revenue paid by guests
then the growth in COPE Revenue would equal the
growth in Guest-Paid Revenue.

If COPE Revenue had only grown at the same rate as

Guest Paid Revenue (4.6%) from 2015 to 2016 the

industry would have retained approximately $440 million

in incremental profit contribution. Over many years this

“sieve effect” may undermine the hotels’ ability to con- u
trol the levers of customer acquisition.

Industrywide, Revenue Capture, or the percentage of
Guest-Paid Revenue that hotels retain after all customer
acquisition costs are paid including Sales and Market-
ing expense, declined 0.5% from 2015 to 2016. If the
Revenue Capture percentage had remained steady year
over year, hotels would have retained $729 million more.

Zl DEMYSTIFYING THE DIGITAL MARKETPLACE

This reflects in a $9 billion erosion of asset values (using
an 8% capitalization rate). For every tenth of a point that
Revenue Capture percentage declines, asset values are
reduced by $1.8 billion.

Bookings through the OTA, GDS and FITWholesale
channels (Indirect Sources of Business), are an increasing
percentage of total transient bookings. The Transient
Direct-to-Indirect Ratio measures the number of Direct
Bookings, defined as bookings through Brand.com, Voice
or Property Direct Sources of Business, for every one
Indirect Booking. This ratio has declined from 4.3 in 2011
10 2.7 in 2016 meaning that in 2016 there were only 2.7
Direct Bookings for each Indirect Booking. This decline in
Direct Bookings reflects the increasing market share of
third-party intermediaries.

Digital channels now account for 42% of total room
nights. Growth in Brand.com, OTA and GDS comes at
the expense of more traditional Sources of Business such
as Property Direct and Voice.

The difference between Guest-Paid and Hotel-Collected
Revenue has grown to over $3.5 billion in the 12 months
ending in June 2016. This difference is made up of Mer-
chant (Net), Opaque and Wholesale commissions. Cur-
rently reported Hotel-Collected ADR numbers at the total
U.S. level are understated by about $3 dollars and do not
reflect actual customer spend as they do nor account for
rates paid directly to third parties.




B The Brand.com room night share of the total U.S. market
for the year ended June 2016 was 20.0% while OTA was
12.4%; GDS was 9.5%; Voice 8.1%; Group 14.2%; FIT
1.4%; and Property Direct was 34.3%.

While OTA room night growth was most dramatic over
the period of 2014 to 2016 at 28%, it was on a much
smaller base than Brand.com which rose 9% while GDS
gained 6.5%. Property Direct’s decline was the largest
at 12.8%. Modest changes were in Group with a 0.2%
gain and FIT Wholesale with a 0.9% decline.

The OTA business is dominated by Expedia and Priceline/
Booking.com with those two parent companies compris-
ing roughly 96% of the OTA business in the U.S. The mix
of business models within the OTA channel has shifted
dramatically from 2014 to 2016. Opaque business has
declined by almost 10% while the Retail models of Expe-
dia Traveler Preference and Booking.com had the most
significant increase of 108% and the Merchant (Net)
model rising by 23.7%.

Costs

B Bookings made directly with the property or brand are
more profitable than those made with an intermediary.
Indirect bookings contain commissions in addition to
channel fees and are likely to be discounted rates. As a
percentage of Guest-Paid Revenue, OTA costs are ap-
proximately 2.5 times those of Brand.com.

OTA commissions, other retail commissions, and loyalty
fees are outpacing the growth rate of Guest-Paid Rev-
enue. OTA commissions are growing at nearly 3 times the
rate of Guest-Paid Revenue and 2 times the rate of loyalty
fees. All customer acquisition costs have increased over
the 2014-2016 period.

As Indirect demand rises, there will be a negative and
disproportionate impact on COPE Revenue due to the
significantly higher costs associated with Indirect business.

Loyalty

Third party intermediary marketing budgets dwarf
those of hotel brands with Expedia and Priceline re-
ported as spending $6 billion in Google search alone.
However, the penetration of hotel brand loyalty pro-
grams clearly convey a powerful value proposition to
consumers. Hotel brands have a strong hold on cer-
tain segments of the market, such as business travel
and government due to loyalty programs while OTAs
dominate amongst non-loyal consumers buying lei-
sure products.

The share of room nights associated with loyalty mem-
ber bookings was over 50% for the Upper and Middle
Tiers and about half that for the Lower Tier. The Tiers,
discussed further below, break U.S. hotels into group-

ings based on their rate performance and business
profiles. Growth rates for Brand.com loyalty penetra-
tion from 2014 to 2016 are strong within the Upper
Upscale chain scale at 8.5%, followed by the Midscale
and Upper Midscale chain scales at 7.6% and 7.4% re-
spectively. The Economy chain scale had the strongest
loyalty penetration growth, 32.6%, but was building on
a smaller base at roughly half of the loyalty penetration
of other chain scales.

HIGHLIGHTS BY TIER

This study examines three tiers of hotels grouped
based on having similarity in their rate performance
and business profiles. The Upper Tier contains the
Luxury, Upper Upscale and Upscale chain scales, the
Middle Tier contains the Upper Midscale chain scale
and the Lower Tier contains the Midscale and Econo-
my chain scale hotels.

The Direct-to-Indirect Ratio decline was more severe
in the Middle and Lower Tier hotels largely due to the
rapidly shrinking Property Direct Source of Business.
Much of that business shifting away from Property Di-
rect appears to be powering the OTA growth in those
chain scales. The Upper Tier had a much smaller de-
cline in its Direct-to-Indirect Ratio due to a smaller up-
tick in OTA business combined with a larger increase
in Brand.com room night share.

Upper Tier

(Luxury, Upper Upscale and

Upscale chain scales)

B From 2014 to 2016, Upper Tier properties managed
costs better than those in the Middle and Lower Tiers
with COPE ADR growth of 7.1%, which is only slightly
less than Guest-Paid ADR growth of 7.4%. Growth was
accomplished largely through a shift in the OTA chan-
nel from Opaque to Merchant and Retail along with a
healthy increase in Brand.com.

The COPE ADR for Brand.com is 11% higher than the
COPE ADR for the OTA channel. The OTA COPE ADR
improved almost 10% from 2014 to 2016 largely driven
by a reduction in Opaque rates and improvement in the
Merchant (Net) model rates; Brand.com rates improved
6.2% for the same period.

In absolute terms, OTA and GDS COPE ADRs have
performed relatively similarly over the past two years
although OTA business is concentrated on the weekends
while GDS business typically comes mid-week.

Opaque OTA demand share dropped from 2014 to
2016 in the Upper Tier more sharply than the overall U.S.
market, -24.7% compared to -9.6%. OTA Retail model
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business, at 48.4% of OTA demand, grew at roughly
half the rate of the U.S. as a whole. The Merchant (Net)
model gained about 15.8% compared to the national
average of 23.7%.

In a close second to OTA room night share growth from
2014 to 2016 of 13.9%, Brand.com grew by a full
11.1% and on a much larger base with more than twice
the beginning share compared to OTA.

Within the Upper Tier, the Luxury chain scale shifted busi-
ness to the OTA channel in a more pronounced way than
the Upper Upscale and Upscale chain scales. For Luxury,
the OTA Source of Business grew 2.3 points in room
night share from 2014-2016 while Upper Upscale and
Upscale grew only 1 and 1.4 points respectively.

Although all chain scales in the Upper Tier had increases
in their COPE ADR from 2014 to 2016, the growth was
slowest for Luxury at 5.8% compared to 7.7% for Upper
Upscale and 8.9% for Upscale.

The COPE ADR for the Luxury chain scale was negatively
impacted by a combination of a high proportion of OTA
business, the room night share of which continues to
grow, along with the costs associated with luxury consor-
tia amenities, a cost category that mostly pertains to the
Luxury chain scale.

Middle Tier
(Upper Midscale chain scale)

COPE ADR growth was hampered compared to Guest-
Paid ADR growth largely due to a shift from Property
Direct to the OTA channel.

Middle Tier COPE RevPAR growth of 3.2% from the 12
months ending in June 2015 compared to the same pe-
riod in 2016 was stronger than that of the Upper Tier at
2.1% and of the Lower Tier at 3.1%. Growth can be par-
tially attributed to increases in the COPE ADR of the Voice
channel at 7.0% and of Brand.com at 6.7%. A limited
growth in supply for the Middle Tier was also a contribu-
tor to improved occupancy, in turn driving stronger COPE
RevPAR performance.

Within the OTA Source of Business, the Middle Tier
Opaque room night share declined by 17%, almost
twice the industry-wide Opaque room night share drop,
while the Opaque COPE ADR improved by over 12%.
The Retail model COPE ADR declined by 0.5% and the
Merchant (Net) model improved its COPE ADR by 7%.
These shifts contributed favorably to the Middle Tier's
COPE ReVPAR performance.

6 DEMYSTIFYING THE DIGITAL MARKETPLACE

Lower Tier
(Midscale and Economy chain scales)

The Lower Tier had a similar but more dramatic shift than
the Middle Tier from Property Direct to OTA bookings.
This played out as a wide gap between the Guest-Paid
Revenue growth and the COPE Revenue growth from
2014 to 2016. The decline in Property Direct room night
share coupled with an increase in OTA and flat growth in
Brand.com led to reduced ability to capture the value of
increased Guest-Paid Revenue.

The Midscale chain scale showed the strongest COPE
RevPAR growth at 3.6%, from the 12 months ending
June 2015 to the same period in 2016, of any chain scale
in this analysis. The hotels in that chain scale grew COPE
Revenue more efficiently than any other chain scale and
managed to keep their acquisition costs more in line with
rate improvement.

The Economy chain scale, while it had the best improve-
ment in Guest-Paid Revenue of all chain scales from 2014
t0 2016, leads the industry in OTA growth at 44% over
that same period. Additionally, it was the only chain scale
that experienced share growth within the Opaque OTA
model at 6.6% from 2014 to 2016; the industry as a
whole showed a decline of 10%.

In 2016, the Lower Tier had a premium of over 10% for
Brand.com COPE ADR compared to OTA COPE ADR.
This premium declined from the previous year’s figure of
closer to 15%. The GDS COPE ADR for the Lower Tier is
16% higher than that of the OTA COPE ADR, whereas
for the Upper and Middle Tier hotels the GDS and OTA
COPE ADRs are much more similar.

The following section will delve into the overall U.S.

market performance in more detail as well as explore
the specific performance of each of the Tiers de-
scribed above.




y&') Understanding U.S. Lodging
ey Performance

his section of the report will review the current performance of the lodg-
ing industry, running through the first half of 2016. Particular emphasis
will be placed on analyzing the changes in the traditional key perfor-
mance indicators of supply, demand, occupancy, ADR and RevPAR since
the publication of the Distribution Channel Analysis: a Guide for Hotels in 2012.
In addition, new critical metrics of COPE ADR and COPE RevPAR will be introduced.
These new metrics measure net ADR and net RevPAR calculated by deducting the
direct cost of customer acquisition from the traditional top line revenue key per-
formance indicators. They are quickly becoming universal as they are deployed in
many U.S. hotel companies.

A discussion of current U.S. lodging industry perfor- rooms sold in any year, the highest occupancy levels,
mance starts with the fact that each of the key per- the highest average daily room rate and the highest
formance indicators achieved record highs during room revenue per available room. In addition, the in-
months in 2016. Specifically, the industry experienced dustry generated the most room revenue in its history.
the highest number of rooms available, the most Please see Exhibit 1 for details.

Exhibit 1

Industry Performance
U.S. Total

12 Months Ending

June 2016 Prior Year
Room Supply * 4,961,000 +1.5%
Room Demand * 3,225,000 +1.3%
Occupancy 66.9% -0.2%
Average Daily Rate $124 +3.1%
RevPAR * $83 +2.9%
Room Revenue * $150B +4.5%
ST June 2016 STR
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SUPPLY

Over the past 5 years, supply growth in the U.S. lodg-
ing industry has been stagnant, averaging just about
1 percent. With a room supply base of approximately
5 million, this means that the industry, on average,
added less than 50,000 net new hotel rooms each year.
‘While the number of net rooms added has been climb-
ing slowly every year since 2011, this level of activity
remained well below the 30-year average of about 2
percent supply growth per year. Historically, room
supply growth is rarely in synch with the economic
cycle. Because economic cycles don’t last forever,
money is traditionally available for development dur-
ing good economic times and less available during an
economic downturn. Economy cycles often result in
surges in new hotel development during the midpoint
or later stages of a strong economic environment and,
conversely, less development in the early stages of a
recovery. As hotel development typically takes several
years to complete and rarely stops once the project is
under construction, it is not unusual for an increase
in room supply to continue in a down economic cycle.
As Exhibit 2 shows, this is exactly what happened dur-
ing the recession of 2008/2009. What followed was
a natural decline in the availability of capital to build
hotels resulting in very low levels of supply growth.
‘What makes the current situation unusual is that, his-

torically, at this stage in an economic recovery, supply
growth has typically accelerated much faster than it
has in this cycle..

In 2016 the U.S. lodging industry experienced a surge
in the hotel development pipeline, but it has not been
enough to have a dramatic effect on hotel performance
in the short term. In other words, absent a significant
decline in lodging demand, any drop in industry occu-
pancy over the next several years will almost certainly
be the result of deteriorating economic conditions and
not an oversupply of hotel rooms. Exhibit 3 highlights
the current hotel development pipeline.

As not all hotel projects in the planning and final plan-
ning stages are actually built and considering the time
it takes to get hotels up and operating, the numbers
shown on Exhibit 3 are not especially alarming. One
factor to consider is that almost 70% of hotel rooms
currently under construction are in the Upscale and
Upper Midscale chain scale segments of the indus-
try. This has been the case for several years now and
seems unlikely to change in the short term. Exhibit 4
presents the current number of rooms currently un-
der construction in each of the primary Chain Scale
segments.

Exhibit 2

Supply and Demand
U.S. Total

Room Supply and Room Night Demand
% Change in 12-month moving average

—— Supply % Change Demand % Change

1989-2016 STR
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Exhibit 3

Development Pipeline

U.S. Total
Room Supply % Change from
YTD June 2016 Prior Year
In Construction 170,000 + 29%
Final Planning 198,000 +13%
Planning 174,000 + 32%
Under Contract 542,000 +23%

June 2016 STR

Exhibit 4

Construction Pipeline
Total U.S.

Chain Scales
Room Supply (thousands)

w
21 -
w
w
Q
o
o~
= o
m m
0
- - -
—

Luxury UpperUpscale  Upscale UpperMidscale Midscale Economy Unaffiliated

221

June 2016 STR
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Another factor to consider when discussing net new
room supply growth in the U.S. hotel industry is that
the net new number of rooms is the combination of
new rooms added, minus existing rooms that have
closed. While the “net” room additions to the industry
reflect sizable fluctuations, it is often rooms that are
removed from inventory that dictate overall net supply
growth.

Exhibit 5 shows the room segmentation by chain scale
for the U.S. hotel industry in 2016. As shown, most
rooms are in the middle to lower price segments of
the industry with significantly fewer in the Luxury
and Upper Upscale categories. As noted earlier, the
composition of the industry is unlikely to be altered in
the coming years.

When evaluating hotel industry room supply in the
current environment it is necessary to address the ef-
fect the sharing economy is having on the availability
of overnight accommodations. Companies like Airbnb

and HomeAway have greatly increased their number
of offerings available to consumers in recent years.
Many of the major U.S. markets now have a significant
number of “hotel competitive” rooms for rent. This
trend is likely to continue in the coming years and to
accelerate in any economic downturn.

One interesting aspect of the Airbnb phenomenon
is that the makeup and business model of Airbnb is
the first unique structural change the industry has
seen since the 1950’s. While there have been innova-
tive lodging products and services created over the
years, nothing has lived outside the traditional own-
er/brand/franchisee world the way that the shared
economy does. In today’s digital and social world, the
fragmented nature of the hotel industry will need to
evolve to ensure it operates in the most efficient man-
ner. Airbnb and the other sharing economy disrup-
tors are discussed in more detail in Part 1 of Demystify-
ing the Digital Marketplace and in the Airbnb sidebar
in Part 2 on page 11.

Exhibit 5

2016 Supply Share
Total U.S.

Chain Scale

% of Room Supply

UpperUpscale
11.3%

Independent
30.9%

UpperMidscale
17.8%

Midscale
9.7%
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AIRBNB

The impact of Airbnb on hotel performance
is a topic of considerable interest within the
hospitality industry. Kalibri Labs has done pre-
liminary examinations on Airbnb supply and
demand data in several high-profile markets.
The analysis below will focus on findings from
the Manhattan, NYC market.

While Exhibits A and B are inclusive of all ho-
tels and all Airbnb listings, in Exhibits C-E, the
hotel bookings and Airbnb bookings were
limited to profiles that were considered by
Kalibri Labs to be comparable to one another.
Essentially, this analysis focuses on hotels in
the Upper Midscale, Upscale, Upper Upscale
and Luxury chain scales and transient book-
ings as opposed to group. The Airbnb book-
ings included are listings for an entire home
or apartment, with four or fewer bedrooms
and with a minimum stay of less than four

Exhibit A

Guest-Paid ADR
2015

) B85398

days. This analysis focuses on the full calendar
year of 2015.

The goal is to come as close as possible to
comparable hotel room and Airbnb listings.
There will be additional views of this analysis
in the coming months that will potentially
include corporate and to look at the different
behavior in a variety of markets.

Given the above constraints, the Guest-Paid
ADR, which includes cleaning fees and the
service charges incurred by Airbnb guests

on top of the rate, for Airbnb in Manhattan
is concentrated in a generally lower range
than that of the comparable hotel bookings
examined. This is laid out as a distribution in
Exhibit A. 70% of Manhattan Airbnb listings
have an average Guest-Paid ADR of between
$50 and $175 whereas 54% of hotels in that
same set have an average Guest-Paid ADR of
between $150 and $300.

Airbnb Listings vs. Hotels
Manhattan

= Hotels = Airbnb

54% of Hotels have an
average Guest-Paid
ADR* of $150-300

70% of Airbnb listings
have an awerage Guest-
Paid ADR* of $50-175

398

* Guest-paid ADR includescleaning fees and the Airbnb service charge incurred by the guest

B
o
S
-~
©r

Guest-paid ADR includes all opqaue, merchant and wholesaler or other pre-pay commissions at hotels 2016 Kalibri Labs
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Additionally, the Airbnb listings typically have

a longer length of stay compared to hotels
in the analysis. Roughly three quarters of
Manhattan Airbnb listings have an average
length of stay of three nights or more. This is

in contrast with the comparable hotels where

82% have an average length of stay of three
nights or less. This is shown as a distribution
in Exhibit B.

Taken together, the typically lower Guest-
Paid ADR and longer length of stay would
indicate a larger potential impact on lower-
rated extended stay brands compared to
other segments of the hotel industry, at least

within this particular market and time period.

Another contrast with comparable hotels
emerges when the demand share for com-
parable Airbnb and hotels are broken out

Exhibit B

Length of Stay
2015

1

T

by day of week. This is shown in Exhibit C.
While the hotel demand is relatively evenly
spread by day of week, the Airbnb demand
is skewed heavily to the weekend days with
nearly half of the Airbnb demand coming
Thursday through Saturday nights. This indi-
cates a much heavier weight of leisure tran-
sient business for Airbnb compared to the
hotels in Manhattan.

Despite this uneven distribution of demand
over day of week, it doesn’t appear that
there is yet a real pricing pattern based on
the day of week for Airbnb, meaning that
the Guest-Paid ADR does not shift up or
down based on the day of the week. This
stands in stark contrast to the pattern seen
with the comparable hotel bookings. This is
illustrated in Exhibit D.

Airbnb Listings vs. Hotels
Manhattan

® Hotels E Airbnb

82% of Hotels have an
awerage LOS of 3 nights
or fewer

75% of Airbnb listings
have an average LOS
of 3 nights or more

-

2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30+

2016 Kalibri Labs
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Exhibit C

Demand by Day of Week Airbnb Listings vs. Hotels
2015 Manhattan

= Hotels = Airbnb

Hotel demand share is Almost half of Airbnb
more evenly distributed, demand is Thursday-
focused on Weekdays Saturday nights

Sunday Monday Tuesday Wednesday Thursday Friday Saturday
Airbnb data includes only 'Hotel comparable' listings; Hotel data excludes Group, Contract and Wholesalerates = 2016 Kalibri Labs

Exhibit D

ADR by Day of Week Airbnb Listings vs. Hotels
2015 Manhattan

= Hotels = Airbnb

Sunday Monday Tuesday Wednesday Thursday Friday Saturday

* Guest-paid ADR includes cleaning fees and the Airbnb service charge incurred by the guest
Guest-paid ADR includes all opaque, merchant and wholesaler or other pre-pay commissions at hotels 2016 Kalibri Labs
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The difference in booking lead time is anoth-
er contrast in the behavior of Airbnb listings
compared to hotel bookings. Exhibit E high-
lights the booking curves for Airbnb book-
ings as well as comparable hotel bookings.
While 50% of hotel bookings are made in a
two-week window prior to arrival, the same
proportion of Airbnb bookings are made
within a five-week window. Airbnb bookers
are planning and booking their stays further
out than comparable hotel bookers.

Based on this initial analysis of the Manhat-
tan Airbnb market, it appears that hotels that
operate in a lower ADR range and have prod-
uct or rate types attracting longer lengths

Exhibit E

Booking Patterns

of stay will be most similar to the profile of
Airbnb users. The timeframes that are most
likely to have this home rental supply intro-
duced into the market are the periods when
leisure guests travel including weekends and
during large-scale consumer-oriented events
like sporting, cultural or those of specialty in-
terest. In order to do a more granular analysis
of impact, a hotel has to isolate those periods
and hotel types to compare supply, demand
and revenue performance with and without
Airbnb supply and demand rather than dilute
these metrics by aggregating all periods and
all hotels.

Airbnb Listings vs. Hotels

2015 Manhattan
=Hotels == Airbnb
100% -
75% - 50% of Airbnb
bookings made in the
last five weeks prior
to arrival
50%
50% of Hotel bookings
weeks prior to arrival
0%
Day of 1 2 3 4 8 12
Arival week weeks weeks weeks weeks weeks
Airbnb data includes only 'Hotel comparable'listings; Hotel data excludes Group, Contract and Wholesalerates 2016 Kalibri Labs

14 DEMYSTIFYING THE DIGITAL MARKETPLACE




DEMAND

Following the dramatic declines in demand that result-
ed from the recession that began in 2008, lodging de-
mand has made a very impressive rebound. As shown
in Exhibit 6, lodging demand reached record levels in
2016. In fact, the growth in the number of rooms being
sold has been so dramatic that beginning in June of
2011 and continuing through the first half of 2016 the
U.S. hotel industry continues to sell more rooms on an
annualized basis than it has at any point in its history.
Exhibit 6 shows annualized industry demand figures
that prove this trend. This surge in demand for rooms
was fueled by many factors including, but not limited
to, increases in group business as well as growth in
both transient leisure and business travelers. While
the rate of demand growth has slowed considerably
throughout 2016, growth remains positive.

A major factor that also contributed to demand growth
was the nature of the U.S. economic recovery from
the 2008 recession. While the recovery in several sec-
tors, specifically manufacturing and construction, has
remained weak, especially in the early stages of the
recovery, those industries that tend to generate lodg-
ing demand have recovered and been quite healthy.
Specifically, the health of the financial sector as well

Exhibit 6

Annualized Demand

as the increasing economic orientation toward a ser-
vice based economy have all been very beneficial to
the lodging industry. In addition, while unemployment
had remained stubbornly high early in the recovery,
the unemployment rate for college educated adults
was well below what was experienced by non-college
educated adults, and was at historically low levels.
This is important for the lodging industry as high col-
lege educated employment numbers are a healthy in-
dicator of lodging demand.

Throughout this long growth cycle lodging demand
has been surprisingly broad based as most segments
have benefited from this healthy demand growth pe-
riod. There have certainly been pockets of both lack-
luster and extremely strong demand increases, but
whether looking at either chain scales, regions, class
or big vs. small markets, most changes in demand
have generally been positive.

DETERMINING REVENUE
CAPTURE — CUSTOMER
ACQUISITION COSTS

With customer acquisition costs emerging as the fast-
est rising cost in hotels, and second only to labor costs
at 15-25% of Guest-Paid revenue, one of the overriding

Actualized Room Nights
(millions)

Totalit).S.

2012 2016

2010-2016 STR
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objectives of Demystifying the Digital Marketplace is to
accurately document these costs for hotels. To effec-
tively do that, it is vital to identify both the costs as-
sociated directly with the transaction (commissions,
channel fees and loyalty costs) as well as those costs
associated with attracting the guest to the property
that is broader in scope and not directly triggered by
a transaction or tied to a specific channel (e.g. Sales
and Marketing costs). The customer acquisition costs
referenced in Demystifying the Digital Marketplace
will be straightforward in terms of direct transaction
and commission costs. However, Sales and Marketing
costs vary dramatically between properties based on
allocations and other management or franchise agree-
ments. In order to apply costs across the entire indus-
try, a sample of hotels from the Kalibri Labs database
was compared to CBRE’s “Trends in the Hotel Indus-
try USA Edition 2016.” After reviewing multiple data
points, the Sales and Marketing cost average of just
under 8% of Hotel-Collected Revenue in both 2015 and
2014 was applied in this study.

Using that data in conjunction with the Kalibri Labs
database, Net Revenue, the amount of revenue re-
maining after both transaction costs as well as Sales
and Marketing costs are removed, was calculated.
Revenue Capture is shown as the percentage of Net

Revenue divided by Guest-Paid Revenue. Exhibit 7
presents both of those numbers for all U.S. hotels for
the 12 months ending in June 2016 and 2015

As shown in Exhibit 7, guests paid nearly $147 billion
in the 12 months ending in June of 2016 to purchase
hotel rooms. However, of that amount, $23.6 billion
was paid by the industry in total customer acquisition
costs, which include direct transactional costs as well
as Sales and Marketing costs. Within that total cus-
tomer acquisition cost figure, $3.5 billion was never
reflected on the hotels’ P&L statements because it was
traditional wholesale-sourced or sold in the OTA Mer-
chant (Net) rate or OTA Opaque model.

With wholesale or Merchant (Net) bookings the in-
termediary who books the reservation subtracts their
commission before remitting a net rate back to the ho-
tel. By recording less than the true Guest-Paid ADR,
hotels are unable to record accurate room revenue and
accurate ADR figures and are artificially understating
what guests are actually paying for hotel stays. In fact,
when examining revenue net of customer acquisition
costs, year over year growth has not been as strong as
the amount reflected in the traditional P&L, or Hotel-
Collected revenue. Exhibit 8 highlights room revenue
growth by revenue classification.

Exhibit 7

Net Revenue Capture
Total U.S.

Revenue (billions)
m 2016
" 2015

$146.90

Guest-Paid Revenue . $140.42

$143.40

Hotel-Cdllected Revenue $137.20

$134.59

COPE R
evente $129.07

$123.26
$118.50
2016

2015 Change

Revenue Capture % 83.9% 84.4% -0.5%

12 months ending in June 2015and 2016 2016 Kalibri Labs
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DATE RANGES IN THE ANALYSIS

The Kalibri Labs database contains cost of sales,
booking and check-out history for over 25,000
hotels across the industry in the United States
and is the basis for this analysis. The Kalibri Labs
data is based on trailing 12 month years de-
fined as July through June. For example, ‘2016’
data reflects the 12 months encompassing July
of 2015 through June of 2016. The goal of the
analysis is to show the industry’s evolution over
the previous full three years, and many of these
figures will be updated to reflect full calendar

year trend performance based on year end 2016

data in Q1 2017.

Exhibit 8

Revenue Growth

As shown in Exhibit 8, Guest-Paid Revenue grew by
4.6% in the twelve months ending in June of 2016. How-
ever, adding in both components of total customer ac-
quisition costs, direct costs such as commissions and
transaction fees as well as indirect Sales and Market-
ing costs, revealed the true growth to be only 4.0% over
the same period based on revenue net of total custom-
er acquisition costs.

These acquisition costs related to each transaction fall
into three major categories, which are broken out in
Exhibit 9. These are: commission, channel and loyalty
costs that are reflected on the P&L statement; com-
mission costs that are not reflected on the P&L state-
ment; and Sales and Marketing expenses.

As seen in Exhibit 9, the hotel industry spent more
in each of the three categories in 2016 than in the 12
months previous. In total, that amounted to an increase
in spend of over $1.7 billion in one year. Increased ho-
tel demand along with a heavier reliance on third party
intermediaries drove this shift.

It is clear that the cost of customer acquisition in to-
day’s lodging environment continues to grow, both in
absolute numbers and as a percentage of Guest-Paid
Room Revenue. An often overlooked component of

U.S. Total % Change from prior year
4.6%
45%
4.3%
4.0%
Guest-Paid Revenue Hotel-Collected Revenue COPE Revenue Net Revenue
12 months ending in June 2016 2016 Kalibri Labs
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Exhibit 9

Cost of Sales
Totalit).S.

Non-P&L Transaction Costs

12 months ending in June 2015and 2016

P&L Transaction Costs

Cost Amount (billions)
n2015
2016

$11.3B
$106 B

Sales and Marketing Cost

2016 Kalibri Labs

Exhibit 10

Revenue Capture
U.S. Total

Net Revenue

$123,256,000,000

$118,501,000,000

+4.0%

12 months ending in June 2015and 2016

2016 Kalibri Labs
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this trend is the impact on hotel asset values. Refer-
ring to Revenue Capture Exhibit 10, the hotel industry
has seen a 0.5% decline in Revenue Capture year over
year. In dollar figures, that means that if the U.S. hotel
industry had performed the same in the 12 months
ended June 2016 as it had in the previous 12 months,
the industry would have retained an additional $729
million toward the bottom line over that period. In
order to ascertain the change in asset valuation, ap-
plying an 8% capitalization rate to that potential profit
means that industry-wide asset values were eroded by
approximately $9 billion as a result of reduction in net
cash flow. Another way to say it is that for every tenth
of a point in Revenue Capture loss the industry’s asset
values decline by $1.8 billion.

Managing a hotel’'s Revenue Capture is imperative for
operating effectively in the digital marketplace. While
the average across the U.S. hotel industry for the pe-
riod of this study is a customer acquisition cost of ap-
proximately 17% of Guest-Paid Revenue, the range for
most hotels falls between 15-25%. This puts the U.S.
Revenue Capture average between 75%-85% with most
between 80-85%, however, many hotels experience a
considerably lower Revenue Capture performance
than the industry average.

CHANGING CONSUMER HOTEL
PURCHASING PATTERNS — COST

IMPLICATIONS

With the advent and acceleration of the digital age,
consumers continue to adjust their behavior across
all industries including approaching hotel booking
differently. Whereas in the past most guests tended
to book their reservations directly with the hotel by
calling or physically going to the property, consumers
are now much more likely to shop for and buy their
rooms online and/or on a mobile device. Almost half
of all bookings were through electronic channels in
2016 and a much higher percentage of consumers tap
digital channels for at least one part of the shopping
journey. For a hotelier, this shifting consumer behav-
ior from one booking channel to another can have a
dramatic effect on the property’s bottom line as each
booking channel comes with its own associated costs.
Understanding the impact of shifting channels is key
to managing a hotel’s cost of customer acquisition. It
is important to recognize that hotels may incur costs
from both consummated transactions as well as from
maintaining a presence in some channels.

Today, direct booking channels are defined as reserva-
tions that come through Brand.com, voice or directly
to the property. By comparison, indirect booking chan-
nels are reservations that come through OTA, GDS
and FIT Wholesale. Group bookings can be booked
either directly or indirectly.

IF THE U.S. HOTEL INDUSTRY HAD
PERFORMED THE SAME IN THE
12 MONTHS ENDED JUNE 2016
AS IT HAD IN THE PREVIOUS 12
MONTHS, THE INDUSTRY WOULD
HAVE RETAINED AN ADDITIONAL
$729 MILLION TOWARD THE BOT-
TOM LINE OVER THAT PERIOD.
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Exhibit 11

2016 Demand Share Source of Business
Total U.S. % of Actualized Room Nights

Brand.com
20.0%

FIT Wholesale
1.4%

GDS |
95% .
' Voice
81%

OTA
12.4%

Property Direct
34.3%

12 monthsending in June 2016 2016 Kalibri Labs

SOURCE OF BUSINESS DEFINITION

Kalibri Labs booking channel data is defined with more detail
than is typically seen in hotel industry reporting. Due to the
granularity at which the data is collected, bookings are assigned
into Sources of Business that accurately reflect the nature of the
booking.

In addition to the standard channels of Brand.com, Voice, Prop-
erty Direct, GDS and OTA, Kalibri Labs separates FIT Wholesale
and Group bookings. Any wholesaler booking or group booking
made through a standard channel (i.e. Property Direct or Brand.
com through Passkey) will be split out and categorized as FIT
Wholesale and Group respectively. This categorization allows for
more accuracy and specificity when analyzing industry distribution
trends, and controls for variations across hotel companies in the
channel-reporting for Group and FIT Wholesale bookings.

Highly discounted rates such as friends and family, employee,
owner rates or comp rooms will fall into the Source of Business
through which they were transacted.
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Exhibit 12

Direct-to-Indirect ratio
U.S. Total

Transient Segments
Actualized Room Nights

2.7

-18.5%

2014

12 months ending in June 2014, 2015 and 2016

2015

2016

2016 Kalibri Labs

Exhibit 11 shows the Total U.S. room night demand
share for July 2015 through June of 2016. For the indus-
try as a whole, direct booking channels are dominant,
led by the huge amount of business that still comes
direct to the property. This is predominantly driven by
chain scales at the lower end of the ADR range in the
industry, and will be examined in more detail later in
this analysis.

Exhibit 12 illustrates how transient hotel booking pat-
terns in the U.S. have changed over the past 3 years,
shifting much more toward indirect bookings. Since
2014 the ratio of direct bookings to hotels has declined
from 3.28 direct bookings for every one indirect book-
ing to 2.67 direct bookings for every one indirect book-
ing in 2016. The decline in direct bookings and rise in
indirect bookings reflects an 18.5% decline in the over-
all Transient Direct-to-Indirect booking ratio in just 2
years.

Exhibit 13 highlights each booking channel’s share of
total room night demand in the twelve months ending
in June of 2014, 2015 and 2016. This data can be used to
examine the change in overall channel share over the
past three years. As can be seen in Exhibit 13, book-
ings made directly to the property have experienced
by far the sharpest decline of any of the booking chan-
nels. Over that same time the share of Group, Voice
and FIT Wholesale have been roughly flat. It should
be noted that a longer time series view would reveal
a general downward trend in the percentage of total
bookings made through the voice booking channel.

THE DECLINE IN DIRECT
BOOKINGS AND RISE IN
INDIRECT BOOKINGS
REFLECTS AN 18.5%
DECLINE IN THE OVER-
ALL TRANSIENT DIRECT-
TO-INDIRECT BOOKING
RATIO IN JUST 2 YEARS.
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Exhibit 13

Demand Share

Total U.S.

Source of Business
% of Actualized Room Nights

Brand.com Voice Property Direct OTA

12 monthsending in June 2014,2015and 2016

FIT Wholesale Group
2016 Kalibri Labs

With easy access to digital booking tools, consumers
have distinctly more flexibility in the booking process
than they had in the past. This, coupled with the in-
creasing consumer comfort in using digital methods to
book, has resulted in the severe decline in the proper-
ty direct channel. Those guests who previously called
a property or drove up/walked in, are now often turn-
ing to mobile apps or websites to shop before getting
on the road. While there has been a sizeable decline in
the share of bookings through these traditional chan-
nels, it is important to note that overall room demand
has increased in the U.S. in each of the past 5 years
so the absolute number of bookings does not show as
pronounced a decline.

Conversely, several booking channels have shown sol-
id growth since 2014. Brand.com, OTA and GDS book-
ing channels all have a substantially greater share of
total bookings than they did 3 years ago. Their growth
has been led by the OTA Source of Business grow-
ing share by 28%, followed by Brand.com at 9% and
GDS at 7%. The initial size of each of these channels
affects their growth rate and Brand.com has been ap-
proximately twice the demand share of OTA. That gap
started to close only in the last two years. These three
digital channels taken together represent about 42% of
all room nights in 2016.

2 2 DEMYSTIFYING THE DIGITAL MARKETPLACE

Now that the shift to digital channels is taking place, it
is important to consider the cost implications inherent
in that shift with respect to each booking channel. It is
generally accepted that bookings made directly to the
property are the most financially beneficial for hotels
as they generally do not incur a commission. This is in
contrast to indirect channels which often have a fee or
commission associated with every booking. There are
other types of costs associated with bookings made di-
rectly to the property, such as channel costs, transac-
tion fees and loyalty fees. However, these costs remain
significantly lower than those associated with indirect
channels. This is important to note given the recent
push by some brands to encourage customers to book
directly on Brand.com. Exhibit 14 examines the cost of
customer acquisition by Source of Business and cost
category.

Exhibit 14 presents the cost of sales by Source of Busi-
ness for the 12 months ending in June of 2016, shown
as a booking cost index. This cost of sales measure is
calculated as a percentage of Guest-Paid Revenue for
each Source of Business and compared against the
base of the cost level for the Property Direct Source
of Business, which has the lowest level of customer ac-
quisition costs among the sources. In other words, this
index presents the relative value of a booking through




Exhibit 14

2016 Cost of Sales

U.S. Total

= Wholesale Commissions

Source of Business

Booking Costindex
(indexed to Property Direct cost)

u Retail Commissions ® Loyalty Investment =~ mChannel Cost

Brand.com

Property Direct

Index of Cost % of Guest-Paid Revenue | 12 months ending in June 2016

FIT Wholesale Group

2016 Kalibri Labs

each channel. The lower
the index value by channel,
the less an average booking
costs through that channel.
As shown, the total costs are
much higher for the indirect
booking channels, particu-
larly OTAs and FIT Whole-
sale which are more than five
times the costs associated
with Property Direct. Not
surprisingly, the highest cost
component is the commis-
sion expense, including both
the retail model and whole-
sale models. For the direct
channels, the loyalty invest-
ment costs make up a signifi-
cant portion of the booking
channel expense. Retail Com-
missions within the Brand.
com Source of Business in-
clude any metasearch, per-
formance marketing, and
search engine marketing
commissions for actualized
bookings.

COST CATEGORIES
These cost categories are defined as:

M Retail Commissions — includes fees paid to retail or hotel-collect travel agencies.
In this commission model, the hotel pays a percentage of the room revenue for
each booking made by the intermediary, usually after the stay has occurred.

B Wholesale Commissions — includes fees paid to net, merchant, opaque, or whole-
sale third parties. These commissions are used to gross up Hotel-Collected Revenue
to calculate Guest-Paid Revenue and may be referred to as pre-paid commissions.

M Channel Cost — includes costs to connect to a given booking channel. These fees
can be applied as a flat fee and/or a percentage of the booking revenue and
while they may apply to all channels, they are most commonly incurred for Voice,
GDS or Brand.com bookings.

M Loyalty Investment — includes costs incurred for bookings made by loyalty guests.
These costs typically include the cost of loyalty points, loyalty amenities, and
loyalty services. Loyalty Investment can be a percentage of room revenue or total
revenue, can vary based on the loyalty member tier, and are not applied when the
booking is marked as loyalty ineligible (e.g. a loyalty member books through an
OTA).
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OTA COMMISSIONS
HAVE RISEN AT ALMOST
TRIPLE THE RATE OF
GUEST-PAID REVENUE
GROWTH

Despite the current positive business environment,
OTA commissions have risen at almost triple the
rate of Guest-Paid Revenue growth, as shown on
Exhibit 15. The industry has seen record RevPAR
performance, but these commissions have grown sig-
nificantly faster than revenue. Additionally, the com-
mission growth is nearly double that of the growth
in loyalty fees paid out on each transaction for loyalty
guests. The industry has been able to better manage
channel fees and non-OTA commission costs as those
costs are tracking very closely with revenue growth.

As economic times change and digital innovation
shifts how consumers book hotels, understanding
and managing channel mix and the costs associated
with each channel will become an increasingly impor-
tant discipline.

OCCUPANCY

Over the past 25 years, occupancy in the U.S. hotel
industry has fluctuated as supply additions and eco-
nomic influences on demand took their turns driving
that change. However, over the past 5 years the pat-
tern has shifted to a more stable occupancy growth

Exhibit 15

Growth Rates
U.S. Total

cycle, which is a considerable deviation from the pat-
tern of the 20 years prior to 2010 where occupancy
growth cycles tended to plateau after a period of
growth. This pattern is seen in Exhibit 16 which pres-
ents U.S. industry occupancy levels since 2004. This
is the result of the extremely favorable supply/de-
mand relationship that has existed since at least 2004.

Prior to the current cycle of occupancy growth where
industry occupancy levels reached just over 67% in
mid-2015, the previous peaks settled in at under 65%,
before stabilizing. What makes the current cycle so
unusual is that based on occupancy levels achieved
during the prior recovery cycles, it was beginning to
appear that U.S. national occupancy levels would be
hard pressed to ever exceed the prior peak reached
in 1996. However, the current cycle has turned out
to be different, resulting in record setting occupancy
levels. Conventional wisdom suggests that the indus-
try begins to achieve substantial profitability when oc-
cupancy exceeds about 62%, however, the increasing
costs of customer acquisition rising over the last five
years along with transparency in rates have tempered
what should have been a more robust profit cycle.

Growth of Key Indicators
(indexed at 2014 value)

OTA Commissions 140

- Loyalty Investment 123

Retail Commissions (non-OTA) 116

Guest-Paid Revenue 115

- Channel Cost 113

2014 2015

12 monthsending in June 2014,2015and 2016

2016

2016 Kalibri Labs

24 DEMYSTIFYING THE DIGITAL MARKETPLACE




TOP 25 MARKETS the other cities with the highest percentage
of OTAs all share the common trait of having
a customer base that is highly leisure with

a mix of both international and domestic
travelers. At the other end of the spectrum,
the markets with smallest percentage of res-
ervations going through the OTAs tend to be
primarily business destinations. Even with the
advent of OTA Pay Later models and the fast
growth of Booking.com, in every market the
most common booking type is the Merchant
(Net) model. While Opaque business has
When examining the top 25 markets, in 2015 declined overall throughout the U.S., some

the disparity in the percentage of rooms markets still have a sizeable portion such as
booked through the OTAs is quite dramatic, Minneapolis, Austin and Houston.

ranging from a high of over 17% in NYC to
a low of 9.3% in Detroit. In addition to NYC,

Hotel customer channel of choice varies quite
a bit by market as many dynamics are at play.
Such things as hotel supply makeup, percent-
age of groups and meetings, business/leisure
mix, number of international visitors and type
of destination to name just a few play a part
in this process. With varied market character-
istics it is not surprising that the percentage
of rooms booked through both Brand.com
and OTAs can vary substantially by market.

When looking at the bookings made using
Brand.com, while there is a disparity in the

Exhibit F

OTA Performance Demand Share

2015 % of Actualized Room Nights
B Opaque
Retail
= Net (Merchant)

B 12.8%
B i28%

2016 Kalibri Labs
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percentage by market, it is not as broad as As has been documented throughout the
through the OTAs, ranging from a high of Demystifying the Digital Marketplace study,

22.5% in Seattle to a low of 18.8% in Min- hotel bookings made using Brand.com tend
neapolis. The percentage of bookings made  to be more profitable bookings for hotels.
through Brand.com is higher than the per- Considering the cost of customer acquisi-
centage made using OTAs. Interestingly, tion is certainly a critical factor in building a
some of the same cities that show up with hotel's Optimal Business Mix.

the lowest percentage of OTA bookings also
report a low percentage of bookings through
Brand.com. This would imply that these mar-
kets may have more opportunity to increase
digital bookings in general.

Exhibit G

Brand.com Performance Demand Share

2015 % of Actualized Room Nights

22.5%
22.3%
22.2%
22.2%
21.7%
216%
21.6%
21.4%
21.4%
21.3%
21.3%
21.1%

20.4%
20.2%
20.1%
20.0%
20.0%
20.0%
19.8%
19.7%
19.6%
19.5%

2016 Kalibri Labs
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Exhibit 16

Annualized Occupancy
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Examining tiers of the industry, broken out by
room rate performance, there are noticeable differ-
ences between the types of hotels in the industry.
The biggest difference is the occupancy disparity
among the traditional chain scale categories. Of the
six traditional segments, only one, Upper Midscale,
has occupancy levels that are consistent with the to-
tal U.S. average of 67%. The others are either well
above the industry average or substantially below it.
Specifically, the three higher priced segments, Lux-
ury, Upper Upscale and Upscale (Upper tier) all re-
ported occupancy levels around 75% in 2016, while
the lower priced segments, Midscale and Economy
(Lower tier), experienced occupancy levels around
60%. Based on the consistent year to year difference
in occupancy levels among the higher tier and low-
er price segments, it appears that the U.S. industry
has three distinct levels of occupancy performance.
When considering occupancy performance by rate
tier, it is important to consider the factors that drive
these differing levels of occupancy performance.

Factors such as the amount of available rooms in
each segment, types of travelers (group, business
transient and leisure transient), the guest dynamic
relative to stay patterns, and the nature of the cur-
rent economic environment all play a role. In addi-
tion, the relative levels and amount of debt service
and break even occupancy unique to the chain
scales are also considerations that influence the ob-
jectives set by the properties that drive their tactics.

ROOM REVENUE — GUEST-PAID

VS. HOTEL-COLLECTED

As previously shown on Exhibit 1, U.S. lodging in-
dustry hotel-collected room revenue set a new all-
time high of roughly $150 billion in the 12 months
ending in June of 2016, up just 4.5% from the prior
year. What is often left out of any discussion of lodg-
ing industry room revenues is the amount that the
guest pays that does not show up on any hotel P&L
statement. That undocumented revenue is the re-
sult of hotel room bookings that are made through

THE INCREASING
COSTS OF CUSTOMER
ACQUISITION RISING
OVER THE LAST FIVE
YEARS HAVE TEMPERED
WHAT SHOULD HAVE
BEEN A MORE ROBUST
PROFIT CYCLE.
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an intermediary, typically an OTA or wholesaler when Opaque / bidding method — The Opacue model works
the guest pays the third party rather than the hotel. like the Merchant (Net) model in that a guest pays the
There are typically three types of commission models vendor directly and the vendor passes on an agreed net
employed by booking vendors that offer their services rate, keeping the difference as a commission. However,
to hotels. the consumer experience is different in that the brand
of the hotel is not disclosed by the vendor until after the
They are: sale. Typically, the percentage of the room rate kept by
B Merchant (Net) — The Merchant (Net) model is applied the vendor is higher in this model than in the merchant or
when a consumer pays an OTA or wholesaler directly retail scenarios. The commission can be as high as 35%
and then the OTA or wholesale agent pays the hotel a to 50%.
previously agreed net amount. The vendor keeps the
difference as their commission. The hotel does not collect  As stated previously, the number of hotel rooms
the room rate nor does it directly pay a commission to the  hooked through OTAs has continued to grow each
vendor. There is no cost documented on the hotel P&L year. In addition, in recent years there has been a shift
even though the vendor earned a commission. In calcu- in how hotels have utilized the business model options
lating Guest-Paid Revenue, Merchant (Net), or Wholesale  available to them. Exhibit 17 shows the online inter-
Commissions are added to the Hotel-Collected Revenue.  mediary breakout by business model. The Opaque
Retail — The Retail model is used when a guest paysthe ~ model declined by almost 10% compared to the high
room rate directly to the hotel and then the hotel cutsa ~ growth seen in the Merchant (Net) model and dramat-
check for an agreed commission to the vendor after the ic growth in the Retail model.
guest has departed.

Exhibit 17

OTA Demand Share OTA Agency Model
Total U.S. % of Actualized Room Nights

mOpaque “Retaill = Net(Merchant)

1.9%

2.0%
1.7%

|_l - .
2015
(12-months ending in June)
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The Merchant (Net) model vendors are paid directly
by the guest and only send a portion of that rate to
the hotel; the hotel posts the net rate only to its P&L
with no corresponding expense. Therefore, the hotel
is not able to document the real room revenue paid
to the vendor by the guest nor can it document the
expense associated with the booking. In both cases,
the hotel room revenue and expense are understated
on the hotel P&L.

In contrast, the more traditional Retail commission
model requires that a fee to the intermediary be paid
after all room revenue paid by the guest has been re-
corded on a hotel’s financial statements. In this type
of arrangement, the actual cost of the channel can be
tracked because it is a P&L expense item.

Given this accounting treatment, the dominant Mer-
chant OTA compensation model, making up approxi-
mately half of all OTA volume in the U.S,, has the ef-
fect of underestimating total customer spend on hotel
rooms, both at the property level and industry wide,
because hotels cannot accurately track that spend
nor report it for aggregated industry reporting. This
results in a significant underestimating of the total cus-
tomer spend as well as industry average room rates.

Exhibit 18

Revenue Capture
Total U.S.

Guest-Paid Revenue

Hotel-Collected Revenue

COPE Revenue

12 months ending in June 2015and 2016

In the data collection efforts for this study, and with
the help of the participating hotel companies, Kalibri
Labs was able to estimate the unreported customer
spend on hotels over the past 5 years using the opaque
and net/merchant models. Exhibit 18 presents both
the currently reported hotel-collected industry room
revenue as well as the estimated guest-paid room
revenue. In the 12 months ending in June of 2016 the
amount that customers spent on hotels that was not
reflected on P&Ls was approximately $3.6 billion com-
pared to $3.2 billion in the prior 12-month period.

On a COPE Revenue basis (Contribution to Operating
Profit and Expenses), which examines revenue after
direct transaction related customer acquisition costs
are removed, the industry grew revenue by 4.3% from
the 12 months ended June 2015 when compared to the
same period in 2016. At the same time, the COPE % of
the industry declined by 0.3%. The COPE % measures
how much the hotel keeps of what the guest pays after
direct transactional customer acquisition costs are re-
moved; direct costs include wholesale and retail com-
missions, channel costs, transaction fees and loyalty
costs. Had the industry kept its COPE % stable from
2015 to 2016, an additional $300 million would have
been retained by hotel companies.

Revenue (billions)

IN THE 12 MONTHS
ENDING IN JUNE OF
2016 THE AMOUNT
THAT CUSTOMERS
SPENT ON HOTELS
THAT WAS NOT RE-
FLECTED ON P&Ls WAS
APPROXIMATELY $3.6
BILLION COMPARED
TO $3.2 BILLION IN
THE PRIOR 12-MONTH
PERIOD.

= 2016
" 2015
$146.9 B i
+4.5%
$137.2B
$1346 B
+4.3%
2016 Kalibri Labs
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Exhibit 19

Change in COPE*
U.S. Total

COPE* Revenue

2016 $134,585,000,000

2015 $129,065,000,000

Change +4.3%

* Contribution to Operating Profit and Expenses

12 months ending in June 2015and 2016 2016 Kalibri Labs

AVERAGE DAILY RATE (A D R) — B Guest-Paid ADR — Reflects the total amount that the
GUEST-PAI D’ HOTEL-COLLECTED guest has actually paid for the room, including wholesale
AND COPE commissions that are not documented on a hotel P&L.
Of all the metrics that the hotel industry tracks, per- Hotel-Collected ADR — Reflects room revenue paid
haps the one that is most influenced by the current directly to the hotel (the traditional measure).
economic state of the industry is ADR. Industry be- COPE ADR (Contribution to Operating Profit and
havior from a pricing standpoint brings together all the Expense) — Measures the room rate remaining after all
factors affecting performance from both an industry expenses associated with the transaction are deducted,
and economic standpoint. Traditionally, the report- including wholesale and retail commissions, channel
ing of ADR has been limited to what hotels can report costs, transaction fees and loyalty expenses.

based on their P&L statements. However, as stated

earlier, with an increasing amount of commission ex-

pense, both wholesale and retail, more detailed ADR

metrics would provide considerable benefit to hotel

management. With that in mind, it becomes increas-

ingly important that the hotel industry track ADR and

its movement in a more granular manner, using the fol-

lowing metrics:
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ADR - A HISTORICAL PERSPECTIVE

For the U.S. lodging industry to have truly
outstanding performance, increased rev-
enue and profitability need to come from a
combination of having more guests in rooms
coupled with increasing the price guests pay
and acquiring those guests as efficiently as
possible. While both increased occupancy and
room rates are catalysts for success, increasing
room rates at reasonable costs tends to be a
more efficient driver of profitability.

Over the past 25 years, much has changed in
both how the industry prices rooms and how
pricing is affected by market conditions and
the behavior of each property’s competitors.
During the past two and a half decades hote-
liers’ ability to quickly react to market condi-
tions by modifying their pricing has increased

Exhibit H

Demand and ADR
U.S. Total

substantially. Prior to the 1990s, hotel room
rates were essentially set twice a year, with
little ability to change them quickly or com-
municate that change to potential customers.
As a result, lodging industry room rates did
not decline during the recession of the early
1990s, as illustrated in Exhibit H. While room
rate growth did decline slightly as occupancy
drifted downward, the hotel industry’s pricing
response to market conditions both lagged
and was relatively muted. The same can be
said about the industry’s price increases as
economic conditions improved toward the
middle of the decade. However, beginning in
the late 1990s, the rise of the internet and the
advent of other technological developments
began to change the way hotel rooms were
distributed, marketed, and sold to consumers.

Room Night Demand and ADR
% Change in 12-month moving average

Demand % Change —— ADR % Change

1989-2016 STR
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In addition to the changing nature of how
potential guests could search for and book
rooms, the Internet gave hotel operators the
ability to modify their room rates quickly and
frequently. In this new world, hoteliers were
now able to modify their price offerings in
reaction to market conditions. At the same
time, technological advances provided opera-
tors a constant window into their competi-
tors' actions.

Toward the end of 2001, the increased ability
to modify pricing and deteriorating economic
conditions resulted in rapidly declining room
rates as occupancies fell. The speed with
which hotels were collectively able to react

to market conditions can be seen in Exhibit

H. Conversely, once industry performance
recovered in the middle part of that decade,
this new-found ability to quickly modify room
rates seemed to help the industry accelerate
room rate growth in that robust economic
cycle.

As the U.S. economy began to slip into a peri-
od of malaise in 2008, hoteliers again reacted
quickly to the changing environment. With
occupancy declining as room night demand
began to grow sluggish, the industry-wide
drop in pricing was even more immediate
and severe than in either of the prior two
downturns. In fact, the decline in average
room rates reported industrywide was the
sharpest percentage drop reported since that
data was accurately tracked.

In addition to the downward pressure on
pricing created by the recessionary U.S.
economy, another factor was also at play; the
increasing tendency of consumers to book
rooms at the last minute. With historically low
occupancies, many rooms remained unfilled
which drove hoteliers to embrace new tactics
to fill them. Chief among these new tactics
was to offer increasingly discounts for last
minute bookings while simultaneously using
an increased array of third party intermediar-

3 2 DEMYSTIFYING THE DIGITAL MARKETPLACE

ies. This, coupled with the internet providing
immediate visibility to the pricing behavior of
a hotel's competitors, seemed to lead to an
exaggerated downward pricing spiral during
the recession of 2008/2009. In addition, it also
appears that the twin factors of pricing trans-
parency by the internet and multiple book-
ing options can have the effect of restraining
room rate growth even in the strongest of
lodging cycles.

Referring again to Exhibit H, there is no
doubt that the U.S. lodging industry is cur-
rently experiencing one of the strongest
performance cycles in its long history, with
the best supply/demand fundamentals since
those indicators have been tracked, resulting
in the highest industry occupancies reported
in a half century. In this kind of environment,
it would have been easy to forecast ADR
growth that would also be setting percent-
age increase records. However, this has not
been the case and, in fact, room rate growth
has lagged well behind the rate of growth
reported during the last two industry recov-
eries, peaking at about 4.6 percent in 2015.
This growth is far below the peaks reported
in both the mid-1990 and mid 2000’s. While
there has been much to cheer about during
the current lodging cycle, the cheering could
have been much louder if room rate perfor-
mance had mirrored that of past recovery
periods.

There is no singular reason as to why room
rate growth has been stubbornly restrained in
this cycle. This is a complicated pricing world
filled with lots of decision points for opera-
tors and revenue managers. However, there
are a handful of factors to identify and a few
more that are a bit subtler. They are:

B High and increasing cost of customer
acquisition

B Room rate transparency through digital
channels

—



B Outward gazing (spending too much time  Pricing in a digital and increasingly social

looking at what your competitors are do-  world has changed the ADR growth para-

ing as opposed to establishing the value of digm. However, it still makes sense to find
your product) ways to enhance the industry’s understanding
of pricing performance and behavior so that
in future lodging cycles, room rate growth
Daily occupancy patterns can track better with demand and result in
Alternative accommodations a sustainable profit profile for the industry.
Further, the added dimension of acquisition
cost will factor into the quest for profitability
going forward.

Reduced booking windows

Revenue managers’ compensation and
reward systems

Exhibit 20 illustrates how each of the Revenue types are calculated.

Exhibit 20

Revenue Types

Guest-Paid
Revenue

Wholesaler [N Wholesale
Opﬂque OTA _ (p[e_pay)
Net (Merchant) OTA = Commissions
+

PTE“PaY REta“
Commissions Commissions

and Mark-ups
Loyal
- - .
Revenue BN Channel Cost [ |
+

COPE* -

Revenue

Net
Revenue

*COPE: Contribution to Operating Profit and Expenses Note: not fo scale 2016 Kalibri Labs
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THE INDUSTRY SPENT
ABOUT $12.6 BILLION
DOLLARS ON AN AN-
NUALIZED BASIS FOR
DIRECT TRANSACTION
EXPENSES ASSOCIATED
WITH ACQUIRING THE

CUSTOMER.

To track appropriately and to measure ADR perfor-
mance, both at a property level and at an aggregated
market level, hotel management must understand
what the guest actually paid for the room. Histori-
cally, reported ADRs have used Hotel-Collected ADR
to report room revenue, not what the Guest-Paid. Ad-
ditionally, the industry has paid little attention to how
much expense is incurred as part of every transaction.
Exhibit 21 presents the three ADR types for all U.S.
hotels for the 12 months ending in June of 2014, 2015
and 2016.

As clearly shown on Exhibit 21, there is a substantial
difference between what the Guest-Paid for a room
and what was collected by the hotels. In the 12 months
ending in June of 2016 the differential was $2.98 per
occupied room, or about $3.58 billion nationally for the
same time period. On a national level that was up from
$3.20 billion in 2015, meaning that the industry paid an
additional $380 million in wholesale commission fees
as compared to the amount paid in the prior year.

Exhibit 21

COPE ADR and Costs
U.S. Total

2016

2015

2014

u COPE ADR = P&L Transaction Costs

$113.06

$109.66

$104 .92 $6.46

12 months ending in June 2014,2015and 2016

$7.01

When the additional costs of customer acquisition
are deducted, the total transactional cost of customer
acquisition, before Sales and Marketing expense, in-
creased to $10.48 per occupied room. Again, extrapo-
lating that expense to the total U.S. number, the indus-
try spent at least $12.6 billion dollars on an annualized
basis for direct transaction expenses associated with
acquiring the customer. That means over 8% of all
room revenue is spent on acquiring the customer be-
fore Sales and Marketing expense is added to the total.

Looked at another way, after the direct expenses as-
sociated with getting the guest in the door, the indus-
try retained less than 92% of Guest-Paid Revenue. The
COPE percentage was 91.5% in the 12 months ending
in June 2016, down from 91.8% the 12 months prior.
Exhibit 22 presents the total U.S. COPE percentage for
each of the past 3 years.

COPEADR and
Cost per Room Night

® Non-P&L Transaction Costs

Guest-Paid ADR

$2.54

$7.50 $2.98
$123.54
$2.78
$119.46
$113.92
2016 Kalibri Labs
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Exhibit 22

COPE %
U.S. Total

Contribution to Operating Profitand
Expenses as % of Guest-Paid Revenue

92.1%
91.8%
91.5%
-0.6%
2014 2015 2016
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs

As discussed earlier, there are many booking channels
and each has a cost associated with it. Booking chan-
nels that enable the consumer to book directly with the
hotel tend to be more profitable for hotels, as shown on
Exhibit 23, which presents COPE ADR for each of the
booking channels for the 3 years ending in June 2014,
2015 and 2016. A second observation gleaned from the
data is that the year over year increases in the COPE
ADR are a bit smaller than those of both Guest-Paid
ADR and Hotel-Collected ADR. As the industry contin-
ues to spend more money in acquiring the customer
the result will be less of the guest spend available to
run the hotel operation and to reinvest in the guest ex-
perience or to improve the value of the asset.

Hotel industry room rates are highly seasonal in na-
ture and typically change by time of year and day of
week. The habit of pricing by season or week part of-
ten results in wide fluctuations in room rates over the
course of a year with the intent to maximize revenue

by increasing or decreasing rates based on anticipated
or historical demand levels. While there is certainly
historical precedent supporting this behavior, perhaps
a better understanding of the price elasticity of de-
mand would alter the magnitude of seasonal changes.
If hotels better understood how little hotel demand
may increase as a result of lowered rates, hotels might
make different pricing decisions. In the hotel market
where demand is relatively inelastic (i.e., rates won’t
fluctuate directly with demand due to the high degree
of non-discretionary travel), they are most often not
raising ADR sufficiently during peak months, or may
be lowering them too much during slow months. This
is compounded by the common practice of raising or
lowering rates uniformly across all guests rather than
customizing rates by guest type, e.g., trip purpose,
geographic origin or past preference, so each guest’s
demand profile is taken into account. As technology
evolves, the ability to match rates and products to con-
sumers will gradually improve.

AS THE INDUSTRY CON-
TINUES TO SPEND MORE
MONEY IN ACQUIRING
THE CUSTOMER, THE
RESULT WILL BE LESS
OF THE GUEST SPEND
AVAILABLE TO RUN THE
HOTEL OPERATION AND
TO REINVEST IN THE
GUEST EXPERIENCE OR
TO IMPROVE THE VALUE
OF THE ASSET.
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Exhibit 23

COPE ADR
Totalit).S.

Source of Business

ADR Net of Direct Transaction Costs

Brand.com Voice Property Direct

OTA

GDS FIT Wholesale* Group

12 monthsending in June 2014, 2015 and 2016 | Internal Discount rates are excluded

* FIT Wholesale bookings are concentratedin the Upper Tier

2016 Kalibri Labs

By utilizing and understanding the full complement of
ADR measures, hotel operators in the future will have
one more tool to help generate better efficiency and
profitability.

REVENUE PER AVAILABLE

ROOM (RevPAR)

As RevPAR combines the effects of both occupancy
and room rate performance, it is often used to gauge
the general economic health of both the industry and
individual hotels. As has been the case with the other
traditional key indicators of overall industry perfor-
mance (supply, demand, occupancy and Hotel-Collect-
ed ADR), the traditional metric of total U.S. RevPAR
has been at an all-time high from an absolute dollar
amount.

Since RevPAR is a function of both occupancy and
ADR, its movement can be influenced by swings in
either of these measures. Therefore, movements in
RevPAR can frequently be quite dramatic, especially
if both occupancy and ADR changes are headed in the
same direction during robust market conditions or an
economic downturn.

Typically, in a recessionary economic environment,
demand begins to decline which in turn prompts hote-
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liers to drop room rates resulting in rapidly declining
RevPAR as was seen both in the early 2000s and after
the 2008/2009 recession. When the cycle turns and
the U.S. economy swings into a growth period, as it has
done over the past 5 years, rarely do both occupancy
and ADR improve at the same time and with the same
arc. During this recovery pattern, occupancy typically
improves first, and in the initial stages of a recovery it
is the primary driver of RevPAR growth. As the overall
economy continues to improve, ADR growth usually
does as well and for a period of time RevPAR accelera-
tion is driven by a combination of both occupancy and
ADR. Then, as the lodging industry enters the mature
stages of a recovery, occupancy growth tends to slow
abit and ADR improvement becomes the force behind
the continued RevPAR improvement. At this point in
the cycle, industry profitability tends to improve rap-
idly because the majority of revenue growth comes
from a property’s ability to increase ADR, and a much
higher percentage of that revenue finds its way to the
bottom line, provided cost of sales is managed.

Exhibit 24 presents U.S. lodging industry RevPAR
growth from 1990 through 2015. The unprecedented
strength of the current lodging industry fundamen-
tals has propelled relatively strong RevPAR growth
through the first half of this decade. However, with




ADR specifically, even stronger results could have
been a natural expectation. RevPAR growth has been
flat to decelerating during the past several years, per-
haps indicating that the U.S. lodging industry is begin-

Exhibit 24

RevPAR
Totalit).S.

ning to approach the later stages of this recovery.

Applying Kalibri Labs’ costing methodology to re-
cent RevPAR changes reveals a marked difference in
growth rates after the cost of customer acquisition is

Revenue per Available Room
% Change from prior year

2004 2005 2006 2007 2008 2009

2010 2011 2012 2013 2014 2015 2016
2004-2016 STR
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incorporated. As shown in Exhibit 25, while there were
growth rates of 7.2% in 2015 and 3.3% in 2016 in Guest-
Paid RevPAR, the COPE RevPAR growth dropped to
only 6.9% and 3.0% respectively after wholesale and
retail commissions are considered. This indicates
that due to the shift to the third party channels, the

Exhibit 25

RevPAR Growth
U.S. Total

COPE ReWAR did not keep pace
with Guest-Paid ReWPAR; 5%
slower growth in 2015 vs. 2014

72% gy

RevPAR growth, after accounting for direct customer
acquisition costs, has been eroded beyond what has
been visible at the top line. This iceberg beneath the
surface needs to be tracked carefully as third party
bookings continue to gain momentum.

RevPAR Variations
% Change from prior year

H Guest-Paid RevPAR = COPE RevPAR

COPE RewWAR lagged by 9%
behind Guest-Paid Re\PAR
growth in 2016 vs. 2015

3.3% 3.0%

2015

12 months ending in June 2015and 2016

2016 Kalibri Labs
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CONSUMER REVIEWS, CHANNEL MIX
AND PROFIT CONTRIBUTION: IS THERE
A RELATIONSHIP?

A recent study based on data from Review-
Pro and Kalibri Labs, conducted by Professor
Cathy Enz of the Cornell University School of
Hotel Administration, revealed that higher
Brand.com room night share correlates
positively with high online customer review
rankings.

Professor Enz utilized monthly channel and
revenue performance data from Kalibri

Labs to evaluate hotel behavior. This was
combined with hotel-matched aggregated
online review data from ReviewPro in the
form of the Global Review Index, an industry-
standard online reputation score calculated
from reviews aggregated across 175 OTAs
and review sites. Along with controls for star
rating, location and other hotel-specific fea-
tures, these data points allowed Professor Enz
to determine correlations between channel
share, review volume, review scores and COPE
RevPAR* performance.

She found that there is a positive and signifi-
cant correlation between favorable reviews
and COPE RevPAR performance. In other
words, hotels with higher overall review
scores consistently delivered better COPE
RevPAR performance.

For three-star hotels, the higher the guest
volume booked through Brand.com, the
higher the hotel’s consumer review score and
the better its Net RevPAR performance. The
pattern is true for both Brand.com and GDS
bookings at four-star hotels as they correlate
with higher review scores.

*COPE revenue per available room, or COPE RevPAR, is room
revenue after direct transaction costs such as commissions,
loyalty and other channel costs are removed. COPE RevPAR
does not account for sales and marketing costs.

Hotels with a greater proportion of direct
Brand.com business receive generally higher
review rankings. For three-star hotels, Brand.
com bookings also correlate with higher
COPE ReVPAR performance. The importance
of driving direct business and maintaining a
positive online reputation is clear, as these
factors have a direct correlation with higher
profit contribution.
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Detalled Analysis of Hotel Segments:
Upper, Middle and Lower Tiers

ollowing an examination of high-level industry trends, it is important to delve
into specific pricing tiers and slices of the market to understand how these
changes impact the different segments of hotels in the industry. Those same

key metrics discussed at an industry level can be examined down to more spe-
cific hotel types. In this section, hotel performance metrics based on traditional chain

UPSCALE AND LUXU-

scales as well as rolled up “tiers” will be examined.

This difference highlights the positive impact of

The tiers break out as follows: B Inthe past 12 months for the Upper Tier, Brand.com and
OTA room night share grew 6.2% and 6.3% respectively
B Upper Tier — Upscale, Upper Upscale and Luxury chain and GDS grew 3.2%.
scales e QOTA growth slowed in 2016 compared to the 7.6%
B Middle Tier — Upper Midscale chain scale growth in the prior 12 months. This slowdown in
B Lower Tier — Economy and Midscale chain scales OTA growth, coupled with Brand.com increasing in
2016 t0 6.2% from 4.7% in the prior 12 months, is
) ) ) a positive sign for the efforts that some brands are
These groupings allow a wider view of trends across undertaking in the Upper Tier to drive direct book-
these swaths of the industry that can then be sliced ings.
more granularly at the chain scale level. B The Upper Tier has the highest penetration of loyalty
member room nights of any of the tiers. This is driven in
UPPER TIER HOTEL | bh% Uyl 4 Unscale chain <cal
PERFORMANCE arge part by the Upper Upscale and Upscale chain scales.
e The percentage of loyalty bookers or loyalty demand
Upper Tier Summary: Luxury, Upper Upscale % for the Upper Tier grew 6.6% from 2014 to
and Upscale Chain Scales 2016. The loyalty penetration of the Brand.com
Several high-level trends were evident in the perfor- source within the Upper Tier is the strongest of
mance of the Upper Tier and the chain scales within all sources of business and has grown almost 7%
it, Luxury, Upper Upscale and Upscale.. through mid-2016.
e Taken together, the increasing share of Brand.com
B The Upper Tier has seen the smallest impact on COPE volume within this tier along with the increased
RevPAR growth due to channel shift of the chain scales loyalty penetration within Brand.com has driven this
within this tier. The difference between Hotel-Collected steady increase in overall loyalty demand %. Stay
RevPAR growth and COPE RevPAR growth for the tier brands with loyalty programs in this tier are getting
was only -0.1%. This means that COPE RevPAR, which better not only at driving bookers to Brand.com but
measures RevPAR after direct customer acquisition costs also at converting those bookers to loyalty program
B UPPERTIER - are removed, grew 0.1% less in 2016 than did Hotel- members.
UPSCALE, UPPER Collected RevPAR or standard P&L RevPAR. B Vear over year, Upper Upscale remained flat and Upscale

declined only 0.1% in COPE %. This figure measures

RY CHAIN SCALES channel shift and acquisition cost increase on how much a hotel retains of what the guest-paid after

B MIDDLE TIER — RevPAR. Due to the different mix of business and the direct customer acquisition costs are removed. It is a
UPPER MIDSCALE increase of acquisition cost for the tier, COPE RevPAR vital measure of the relative financial impact of channel
CHAIN SCALE grew only slightly more slowly than did Hotel- shift.

B [OWERTIER - Collected, which is the traditional topline RevPAR *  Driving this were increases in Brand.com share along
ECONOMY AND metric. with a shift in the OTA model mix further away from
MIDSCALE CHAIN Opaque business to Merchant (Net) and Retail.
SCALES
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Upper Tier: Demand and Occupancy

As noted above, hotel room night demand has grown
significantly across the industry for several years run-
ning although it appears to be slowing somewhat in
2016. The main segment behind this is the Upper Tier
and within that, specifically Upscale is driving much of
the growth. There has been a significant expansion in
the inventory within this chain scale over the past sev-
eral years with new brands being introduced as well
as growth within existing brands from major players.

B Asshown in Exhibit 27, while there has been significant
growth in overall room nights in Upscale, 4.1% year

Exhibit 26

Occupancy %

over year, as well as in Guest-Paid Revenue, 8.0% year
over year, the occupancy for this chain scale has dipped
slightly to 74.2% in 2016 from 74.5% in the prior year.

The rest of the Upper Tier chain scales show similar dips
in occupancy year over year ranging from 0.2% for Up-
per Upscale to 1.8% for Luxury.

The Upper Tier has the most significant dip in occupancy
of the tiers with the Lower Tier at -0.1% and the Middle
Tier at +0.2%. This is after the prior 12 months showed
occupancy growing or remaining relatively steady.

Tiers ——LowerTier —#—Middle Tier —a— Upper Tier

-2

2014

12 months ending in June 2014,2015and 2016

2016 Kalibri Labs
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Detailed Analysis of Hotel Segments

Exhibit 27

Occupancy %

752%

Upper Tier Chain Scales

—+— Upscale ‘Upper Upscale —e— Luxury

75.0%

L 745%
b2

~~—T742%

69.2%

67.9%

2014

12 months ending in June 2014,2015and 2016

2016 Kalibri Labs

Revenue growth for all Upper Tier chain scales has
slowed despite the increases in supply. COPE RevPAR,
calculated after direct costs of acquisition are removed
from the Guest-Paid revenue, for the tier is up 2.1%
year over year after being up 6.1% the prior year. This
is due to mild ADR growth and a decline in occupancy.
The Luxury chain scale is the only chain scale in this
analysis that has shown COPE RevPAR decline year
over year, dropping 0.2% after remaining flat in the
prior 12 months.

B The Upper Tier's RevPAR growth for Guest-Paid, Hotel-
Collected and COPE Revenue were all relatively similar,
indicating a somewhat subdued impact of channel shift
on growth.

Exhibit 28 highlights the differences in RevPAR growth
between Guest-Paid, Hotel-Collected(P&L) and COPE, af-

ter customer acquisition costs. The changes will be exam-
ined within the Upper Tier in more detail following this,
but among all three tiers, the Upper Tier saw the smallest
margin of variation in RevPAR growth between the three
types of revenue. That means that costs were better
contained and the growth of COPE revenue tracked
most closely with the growth in Guest-Paid revenue. This
means the Upper Tier hotels were able to capture more
of the increase in Guest-Paid revenue.

The Lower and Middle tier saw more dramatic channel
shift changes than the Upper Tier, leading to sharper
differences in RevPAR growth before and after acquisition
costs are considered.

B The effect of channel shift within the Lower and Middle

tiers was to further diminish COPE RevPAR growth. In
contrast to the Upper Tier, the Lower and Middle Tiers
did not contain costs as well and were not able to cap-
ture as much of the growth in Guest-Paid Revenue.

A KALIBRI LABS SPECIAL REPORT




Exhibit 28

RevPAR Growth
Tiers

B Guest-Paid RevPAR

41%
36%
45% 1o
3.1% I IZ%

RevPAR Variations
2016 % Change from 2015

Hotel-Collected RevPAR = COPE RevPAR

22% 22% 54

Ll

Lower Tier

12 months ending in June 2015and 2016

Middle Tier

Upper Tier

2016 Kalibri Labs

Upper Tier: Transient Direct-to-Indirect

Ratio and Channel Share

Given the slowing growth of revenue and occupancy
for the Upper Tier, it’s important to examine how the
mix of business has shifted from a channel perspec-
tive. At a high level, the Transient Direct-to-Indirect
Ratio can help evaluate this. This metric looks at how
many direct room nights were generated for every one
indirect room night.

Directis defined as transient bookings coming through
the Brand.com, Voice or Property Direct Sources of
Business while indirect is defined as transient book-
ings coming through OTA, GDS or FIT Wholesale
Sources of Business.

B In 2014 the Transient Direct-to-Indirect Ratio for the Up-
per Tier was 1.99 — for every indirect room night there
were 1.99 direct room nights. This metric has declined
t0 1.83in 2016. The decrease is less significant than that
of the other tiers but the Upper Tier is operating from a
much smaller base. In 2016 the Lower Tier was at 3.99
and the Middle Tier was at 2.90. This owes to differences
in channel mix amongst the tiers driven primarily by more
Property Direct bookings in the Lower and Middle tiers
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compared to the Upper Tier.

B The shift of formerly Property Direct room nights to other
channels, including indirect channels, in part drove the
change in Transient Direct-to-Indirect Ratio for Middle and
Lower Tier hotels.

Overall, and within the Upper Tier, the Transient Direct-
to-Indirect Ratio follows a pattern that inversely corre-
lates with ADR — i.e. with a higher ADR tends to come
a lower ratio. The primary reason for this is the high
volume of Property Direct business that has histori-
cally come to Middle and Lower Tier properties such as
walk-in or drive-up guests in contrast to the Upper Tier
guests who have a higher ratio of pre-bookings.

B Within the Upper Tier for 2016, Upscale Transient Direct-
to-Indirect Ratio isat 2.02, Upper Upscale at 1.73 and
Luxury at 1.21.

All have declined between 1.2% and 6.5% from last year
but the chain scales within the Upper Tier have declined
significantly less in the Transient Direct-to-Indirect Ratio
than those of the Middle and Lower Tiers. The already
relatively low Property Direct share as well as strong
Brand.com growth have driven this performance.




Detailed Analysis of Hotel Segments

Exhibit 29

Direct: Indirect ratio Transient Segments

Tiers Actualized Room Nights
—o—Lower Tier —#— Middle Tier —4— Upper Tier
5.3
4.0 -33%
3.6
3.2
.\G\Z;Q
-19%
2:0 19 1.8
= —h - 8%
2014 2015 2016
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
B On aroom night share basis, shown in Exhibit 30, the The room night shift from Voice and Property Direct
Upper Tier has seen OTA grow from 8.7% of room has not completely fed into Brand.com. The opportu-
nights in 2014 to 10.0% in 2016 giving it an overall nity to pick up those Voice and Property Direct room
growth of almost 14%. nights has been targeted by Brands and OTAs alike
B GDS has remained relatively flat at 14.5% in 2016 while ~ and the benefit of these shifting room nights has been
Group has declined slightly from 24.9% to 24.6%. shared.

B \Voice and Property Direct have seen significant declines
as customer booking trends continue to shift away from
those channels and into digital channels.

B Brand.com growth has been increasing over this period
from a share of 21.5% of room nights to 23.9% in 2016.
This room night share growth rate of 11.1% is slightly
below that of OTAS 13.9%.
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Exhibit 30

Demand Share
Upper Tier

Brand.com Voice Property Direct OTA
12 months ending in June 2014,2015and 2016

Source of Business
% of Actualized Room Nights

GDS FIT Wholesale Group
2016 Kalibri Labs

The patterns seen for Upper Tier growth are mimicked
for each of the chain scales within it, Luxury, Upper
Upscale and Upscale, shown in Exhibits 31, 32, and 33.

B The large differences lie mostly in the split of Group and
Transient business for these chain scales. Upscale has
consistently drawn roughly 16% of its room nights from
Group business whereas Upper Upscale was at 32% in
2016 and Luxury was at 35%.

Luxury hotels appear to be more dependent on OTA and
FIT/AWholesale business during this time period compared
to the rest of this tier.
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For Luxury properties during this period, OTA share is
roughly on par with that of Brand.com but growing at
slightly more than twice the rate.

In contrast, while the other Chain Scales also have stron-
ger growth of the OTA share relative to Brand.com, the
growth rates are only slightly higher (Upper Upscale 1.3
times and Upscale 1.2 times).




Detailed Analysis of Hotel Segments

Exhibit 31

Demand Share Source of Business
Upscale % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs

Exhibit 32

Demand Share Source of Business
Upper Upscale % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
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Exhibit 33

Demand Share Source of Business
Luxury % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs

Growth and decline patterns remain constant when M Additionally, there has been significantly more OTA share
splitting out weekday (Sunday through Thursday), growth in weekend business compared to weekday, as
and weekend (Friday and Saturday) business for the OTAs focus more effort on marketing to and serving
Upper Tier, shown in Exhibits 34 and 35. weekday corporate business.

B The biggest difference is that a decline in weekend Group

share appears to be driving the overall decline in that
Source of Business whereas weekday is flat.
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Detailed Analysis of Hotel Segments

Exhibit 34

Weekday Demand Share Source of Business
Upper Tier % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015 and 2016 | Weekday includes Sunday-Thursday 2016 Kalibri Labs

Exhibit 35

Weekend Demand Share Source of Business
Upper Tier % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015and 2016 | Weekend includes Friday-Saturday 2016 Kalibri Labs
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Digging further into the changes in OTA share, the inclination by the hotels to give inventory to an Opaque

shifts in the business model mix, Merchant (Net), Re- OTA, such as Hotwire or Priceline. The trend lines going
tail and Opaque commission models were examined forward will indicate if this is a permanent shift by the
and are shown in Exhibit 36. Upper Tier hotel segments away from Opaque or if share

will rise when consumer demand declines.
Two significant shifts have occurred over the past m The other large shift has been the rapid growth of the

three years in terms of OTA model mix. Exhibit 36 Retail model in the United States. While the Merchant
takes the total OTA room night share for the Upper model is still dominant, Retail, driven in part by Booking.
Tier and breaks it down by each of those models. com as well as TripAdvisor and Expedia Traveler Prefer-
ence, makes up a larger share of the OTA pie and has
B Despite large overall growth for the OTA source, Opague been growing at a more rapid pace than the Merchant
has declined consistently over this period. This is most model over the past three years. This trend will likely
likely due to the positive business environment in the U.S. continue to shift as Booking.com grows, TripAdvisor gains
hotel industry. As demand has improved, there is less share and Expedia’s Traveler Preference Program expands.

BOOKING LEAD TIME

Exhibit |

2015 Booking Lead Time Source of Business

U.S. Total % of Reservations Booked
Weekday Arrivals
——Brand.com -———Voice -~ Properly Direct -——OTA GDS

100%
75%
50%

e \
0%

0 7 14 21 28
Days Priorto Arrival
Excludes Group, FIT/Wholesale and Internal Discounts | Weekday includes Sunday-Thursday 2016 Kalibri Labs

When examining booking lead time across Brand.com reservations are booked at least
the Sources of Business, Brand.com and GDS seven days from arrival. In contrast, 40% of
are predominantly booked furthest out from  OTA reservations are booked at least seven
the day of arrival. days from arrival. Conversely, even for week-
day arrival, 60% of OTA reservations occur

For weekday arrivals, defined as Sunday within a week of arrival

through Thursday, 55% of GDS and 48% of
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Detailed Analysis of Hotel Segments

For weekday arrivals, the Voice Source of
Business follows a nearly identical lead time
pattern to OTA business. When examin-

ing the week leading up to arrival, a higher
percentage of total OTA nights are booked
compared to Voice, but examining between
one week and one month out the pattern
between the two is similar.

Given the nature of GDS and corporate busi-
ness it is not surprising that weekday business
is booked heavily between 7-21 days ahead
of arrival. In contrast with the sharp uptick in
GDS bookings at 14 days from arrival, week-
day Brand.com bookings steadily ramp up
from three weeks out. 25% of Brand.com
weekday bookings occur at least 19 days from
arrival.

For bookings with a weekend arrival, defined
as Friday and Saturday, the lead time for all

Exhibit J

2015 Booking Lead Time
U.S. Total

——Brand.com ——Voice

sources of business lengthens. Whereas for
weekday arrivals 25% of Brand.com bookings
are booked at least 19 days out, for week-
end arrivals this figure jumps to 28 days out.
Sixty-six days prior to arrival 10% of Brand.
com bookings have already been made.
Brand.com has the longest booking window
amongst the sources of business for weekend
arrivals.

Additionally, in contrast to weekday arriv-
als, the Voice Source of Business has a mark-
edly longer booking window than the OTA
source for weekends. Twenty-five percent of
Voice bookings are made 21 days from arrival
compared to 18 days for OTA. This figure
converges at 50% of bookings through those
two sources being made at least four days
prior to arrival.

Source of Business
% of Reservations Booked
Weekend Arrivals

— Property Direct -—— OTA GDS

14

21 28

Days Priorto Arrival
Excludes Group, FIT/Wholesale and Internal Discounts| Weekend includes Friday-Saturday 2016 Kalibri Labs
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Exhibit 36

OTA Demand Share
Upper Tier

OTA Agency Model
% of Actualized Room Nights

= Opaque 'Retail = Net (Merchant)

2015
(12-months ending in June)

2016 Kalibri Labs

Overall loyalty demand share, or the percentage of
room nights booked through a brand loyalty program,
is strong and has increased across tiers over the past
three years at a healthy clip as shown in Exhibit 37.

B The Upper Tier holds a very slight edge in 2016 over the
Middle Tier in terms of loyalty demand share. This figure
has increased slowly but steadily over the past several
years driven primarily by Brand.com growth.

On a very high base, the Upper Tier loyalty demand share
has grown 6.5% from 2014 to 2016 with the Middle Tier

5 2 DEMYSTIFYING THE DIGITAL MARKETPLACE

growing at 7.4%. The Lower Tier, driven largely by the
Economy chain scale, had the strongest growth (17 %)
but it was on a much lower base with less than half the
penetration of the higher rated tiers.

The bulk of this loyalty demand share is driven by Upper
Tier chain scales and, more specifically, Upscale and
Upper Upscale, shown in Exhibit 38. Upscale and Upper
Upscale have both seen significant jumps in loyalty de-
mand share from 2015 to 2016 due to increased loyalty
penetration in Brand.com.




Exhibit 37

Loyalty Demand

Lower
Tier

12 months ending in June 2014,2015and 2016

Detailed Analysis of Hotel Segments

Tiers
% of Actualized Room Nights

Non-Loyalty
* Loyalty

Upper
Tier

2016 Kalibri Labs

Exhibit 38

Loyalty Demand

+32.6% ‘ +7.6% ‘ ‘ +7.4%

Economy Midscale
12 months ending in June 2014,2015and 2016

Chain Scales
% of Actualized Room Nights

Non-Loyalty
* Loyalty

+4.3% ‘ +8.5% ‘

Upper Midscale

Upscale Upper Upscale Luxury
2016 Kalibri Labs
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Focusing primarily on the direct channels in the Up- loyalty program. Loyalty demand share is expected to
per Tier, there are steady increases in the percentage continue to climb through the rest of 2016 and beyond
of consumers booking with a loyalty account. Exhibit as the effect of the various Book Direct efforts play out.
39 shows the loyalty demand by source for the Upper

Tier. Examining the Brand.com loyalty demand share

growth for the Upscale chain scale, shown in Exhibit

" Fgr the Upper Tier in 2016, more than & in 10 room 40, illustrates the impact that Book Direct efforts are
nights that came through Brand.com had a loyalty ac- already having

count associated with them.

Voice has increased to 74% while Property Direct has B Loyalty room nights through Brand.com as a share of
remained roughly flat. total room nights grew 7.5% from 2014 to 2015 and
This is due to the efforts on the part of some brands to grew substantially faster at 10.1% from 2015 to 2016.
ensure that as many bookers as possible are part of their

Exhibit 39

Loyalty Demand Source of Business
Upper Tier % of Actualized Room Nights

Non-Loyalty
" Loyalty

+2.6% ‘

Brand.com Voice Property Direct FIT Wholesale Group
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
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Exhibit 40

Loyalty Demand
Upscale

Brand.com Voice Property Direct
12 months ending in June 2014,2015and 2016

Detailed Analysis of Hotel Segments

Source of Business
% of Actualized Room Nights

Non-Loyalty
" Loyalty

+1.7%

+10.8% —

XXX

N T D
<+ < =

Group
2016 Kalibri Labs

OTA GDS FIT Wholesale

Exhibit 41
ADR Variations
Upper Tier

Guest-Paid ADR
12 months ending in June 2014,2015and 2016

Hotel-Collected ADR

Guest-Paid, Hotel-Collected
and COPE ADR

COPE ADR
2016 Kalibri Labs
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Upper Tier: Average Daily Rate (ADR)

The overall ADR trend for the Upper Tier chain scales,
seen in Exhibit 41, demonstrates the slowdown in rate
growth for the industry as a whole.

B Given the increasing room night share of third parties it is
unsurprising to see COPE ADR growing at a slower rate,
2.6%, over the past year compared to Guest-Paid and
Hotel-Collected ADR, both at 2.7%, for the Upper Tier.

Amongst the specific chain scales within the Upper Tiers,
shown in Exhibit 42, Luxury has shown the weakest
growth rate in terms of COPE ADR at 1.6% in 2016.

Upscale and Upper Upscale are significantly higher for
both 2015, 5.2% and 4.8% respectively, as well as 2016,
3.5% and 2.8% respectively, though like all other chain
scales are down significantly in growth rate from 2015.

Digging into the Net (COPE) ADR evolution within
specific sources of business for the Upper Tier, the
Brand.com premium over other channels makes it
clear why the major brands are investing so much in
driving bookers to Brand.com.

Exhibit 42
COPE ADR
Upper Tier

Upscale Upper Upscale
12 monthsending in June 2014,2015and 2016

Exhibit 43 breaks out the COPE ADR which is the average
rate after removing channel-specific, direct customer
acquisition costs. In 2016, Brand.com for the Upper Tier
enjoyed an 11% Net (COPE) ADR rate premium over the
OTA source ($170 vs. $153).

Voice, though declining broadly, also still enjoys a signifi-
cant premium in rate (net of direct transaction costs) over
other sources given the ability of agents to upsell and
drive value add purchases.

All sources of business, however, except for Group, saw
notable declines in the rate of growth of the Net (COPE)
ADR year over year in 2016. Brand.com still grew 1.9% in
COPE ADR through June in 2016 despite the introduction
of the Book Direct campaigns offering discounts through-
out the industry.

Given the reduction in the Opaque OTA business model,
it comes as no surprise to see large growth in OTA COPE
ADR. Opaque rates net of sales cost grew 3.4% and with
less of it in the mix, COPE ADR for the overall channel
would be expected to increase.

Further, Exhibit 44 makes it clear that the Retail model
has declined in terms of COPE ADR from 2015 while
Merchant (Net) has shown modest growth.

As shown in Exhibit 45, the Upper Tier has managed to
contain its decline in COPE % compared to the Middle
and Lower Tiers.

Chain Scales

Luxury
2016 Kalibri Labs
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Detailed Analysis of Hotel Segments

Exhibit 43

COPE ADR Source of Business
Upper Tier ADR Net of Direct Transaction Costs

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015 and 2016 | Intemal Discountrates are excluded 2016 Kalibri Labs

Exhibit 44

COPE ADR OTA Agency Model
Upper Tier ADR Net of Direct Transaction Costs

Net (Merchant) Opaque
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
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Exhibit 46 shows the COPE % change for the chain M The Luxury chain scale possesses the lowest overall COPE
scales within the Upper Tier. % of any of the chain scales examined in this analysis.
This is due in large part to that segments reliance on
B The Luxury chain scale is the primary driver of decline in expensive luxury consortia, lower Brand.com penetration
2016 for the Upper Tier with a drop of 0.2% to 90.5% overall, and higher OTA share compared to most other
in COPE% while Upper Upscale remained flat and Up- chain scales.
scale declined only 0.1%.

Exhibit 45

COPE % o _ _
Tiers Contribution to Operating Profitand
Expenses as % of Guest-Paid Revenue

—a— Lower Tier —#—Middle Tier —+—Upper Tier

93.9%

2014

12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
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Detailed Analysis of Hotel Segments

Exhibit 46

COPE %
Chain Scales

Contribution to Operating Profitand

Expenses as % of Guest-Paid Revenue

—+—Upscale —#— Upper Upscale —e— Luxury

-0.4% -0.2% -0.0%

—a
90.5%

2014

12 months ending in June 2014,2015and 2016

2016 Kalibri Labs

MIDDLE TIER HOTEL
PERFORMANCE

Middle Tier Summary: Upper Midscale
Chain Scale

Several high-level trends were evident in the perfor-
mance of the Middle Tier or the Upper Midscale chain
scale. This is the sole chain scale within the Middle
Tier due to its unique rate and occupancy position rela-
tive to the other chain scales in this analysis.

B The Middle Tier is the only tier to see occupancy growth
year over year. While modest, this 0.2% growth in oc-
cupancy coupled with a relatively mild supply increase,
drove a stronger COPE RevPAR performance, up 3.2%
year over year, slightly more than the Lower Tier (3.1%)
and ahead of the Upper Tier (2.1%).

The Middle Tier was significantly impacted by the indus-
try-wide decline in the Property Direct Source of Business.
This source represented 41.1% of room nights in 2014
for the tier and has now declined to 35.4% in 2016.

e This has starkly impacted the Transient Direct-to-
Indirect Ratio as not all those room nights shifted to
direct channels; many went to OTAs.

The decline of Property Direct share has addition-
ally driven down the COPE %, or the percentage

of Guest-Paid Revenue a hotel retains after direct
customer acquisition costs are paid.

Contrasted with the Upper Tier, the Middle Tier's COPE
ADR grew more slowly than its Guest-Paid or Hotel-Col-
lected ADR, highlighting the impact of the shift from high
profit Property Direct business to more expensive OTA as
the Net (COPE) ADR (after direct acquisition costs) grows
more slowly than the Guest-Paid figures or those that
appear on the P&L.

Middle Tier: Demand and Occupancy

Compared to the other tiers and chain scales there is a
stronger performance in the Middle Tier in terms of COPE
RevPAR, up 3.2% in 2016 year over year. However, its
Guest-Paid RevPAR was up 3.6% and it could not cap-
ture all of that value (or its COPE RevPAR would have also
been 3.6%); Occupancy was up 0.2%.

The year over year room night growth for the Middle Tier
was more modest at 1.6% while overall COPE revenue
was up 4.7%.

A relatively limited growth in supply compared to the
other tiers and chain scales drove much of the positive
RevPAR performance. Additionally, the Middle Tier was
the only tier to show a growth year over year in Voice,
1.5% in share, which contributed positively from a Profit
Contribution (COPE) perspective.
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Middle Tier: Transient Direct-to-Indirect
Ratio and Channel Share

The Middle Tier channel share shift is examined using
the Transient Direct-to-Indirect Ratio shown in Exhibit
29, repeated from the Upper Tier section. The Tran-
sient Direct-to-Indirect Ratio gives an immediate, high-
level view of how the split between direct and indirect
bookings is evolving over time.

B In 2014 there were 3.6 direct room nights for every 1 in-
direct room night booked at hotels in the Middle Tier and
in 2016 there were only 2.9 direct room nights for every
indirect room night. This decline was significantly more
than that of the Upper Tier but significantly less than that
of the Lower Tier.

In large part, this is driven by the decline of the Property
Direct Source of Business from 41.1% of room nights

in 2014 t0 35.4% in 2016. For the Upper Tier, Property
Direct has not been as significant a Source of Business and
for the Lower Tier, it reflects an even more significant shift.

Driving the decline in the Transient Direct-to-Indirect Ratio
was an increase in the room night shares of OTA and
GDS from 2014 forward coupled with a sharp decline in
Property Direct over that same period shown in Exhibit
47.

B Brand.com increased, likely benefiting at least partially
due to shift from Property Direct, but it's important to
note that, across all chain scales in this analysis, the de-
cline in Property Direct did not shift entirely to other direct
channels. A portion of this shift went to OTA and GDS in
addition to Brand.com. This shift is of particular note for
the Middle and Lower Tiers as they began with a much
higher proportion of Property Direct business.

e The decline in Property Direct business indicates that
there were bookers who previously had a direct
relationship with the hotel or stay brand that have
now shifted to booking through third-parties. These
guests represent an opportunity area for stay brands
to recapture.

The OTA source has shown the largest growth rate
from 2014 to 2016 for the Middle Tier among all
Sources of Business with a 27.2% growth over that pe-
riod. Due to the smaller base of the OTA channel, its
growth of 2.4 points corresponds to a larger percent-
age growth. Examining the absolute points of market
share added, Brand.com has nearly kept up with OTA
growth with 2.2 percentage points added.

Exhibit 29

Direct: Indirect ratio
Tiers

Transient Segments
Actualized Room Nights

—o—Lower Tier —#— Middle Tier —&— Upper Tier

2014

2016 Kalibri Labs

12 months ending in June 2014,2015and 2016
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Detailed Analysis of Hotel Segments

Exhibit 47

Demand Share Source of Business

Middle Tier % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs

The growth and decline patterns for weekday and weekend M OTA’S weekend growth on a percentage point basis at 3.3 points
business in the Middle Tier, as shown in Exhibits 48 and 49, was significantly higher than that of Brand.com at 2.1 points.

are very similar. B Hotels are doing a better job driving additional weekday Brand.

com business from the decline in Property Direct but potentially

B Of note is a decline from 2014 to 2016 in weekend Group busi- have room to grow on the weekends.

ness while weekday increased slightly.
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Exhibit 48

Weekday Demand Share Source of Business
Middle Tier % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015 and 2016 | Weekday includes Sunday-Thursday 2016 Kalibri Labs

Exhibit 49

Weekend Demand Share Source of Business
Middle Tier % of Actualized Room Nights

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015and 2016 | Weekend includes Friday-Saturday 2016 Kalibri Labs
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Detailed Analysis of Hotel Segments

The Middle Tier reflects a similar pattern in the evolu-
tion of the OTA Agency Model, illustrated in Exhibit
50, as compared to the Upper Tier as viewed in the
prior section.

B Both Merchant (Net) and Retail have seen strong growth,
particularly over the trailing 12 months, while Opaque has
steadily declined.

Overall OTA growth was stronger in 2016 for the Middle
Tier than for the Upper Tier — which is reflected in both
Merchant (Net) and Retail OTA growth.

Opaque has declined more slowly in this Tier than in oth-
ers with a drop of 17% compared to 24% in the Upper
Tier.

Exhibit 50

OTA Demand Share
Middle Tier

B Out of all three tiers, the Middle Tier experienced the

largest point growth in Loyalty Demand Share with a 3.8
percentage point increase in penetration from 2014 to
2016.

The Loyalty Demand Share growth came on the back of
high loyalty penetration in the Voice channel as well as
sharp growth in Brand.com as shown in Exhibit 51.

Book Direct efforts are a likely trigger for much of this
growth pattern.

A sharp contrast from the Upper Tier is in the loyalty pen-
etration in the Group segment, which for the Middle Tier
was 24% in 2016 compared to 37% for the Upper Tier.
That penetration may be due to the mix of groups that
book within this tier but could represent an opportunity
area for Middle Tier hotels.

OTA Agency Model
% of Actualized Room Nights
* Retail

= Opaque ® Net (Merchant)

2015

(12-months ending in June)

2016 Kalibri Labs
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Exhibit 51

Loyalty Demand
Middle Tier

Brand.com Voice Property Direct OTA
12 months ending in June 2014,2015and 2016

Source of Business
% of Actualized Room Nights

Non-Loyalty
" Loyalty

GDs FIT Wholesale Group
2016 Kalibri Labs

Middle Tier: Average Daily Rate (ADR)

The overall ADR trends for the Middle Tier, found
in Exhibit 52, reflect the slowdown in growth in the
market from an ADR perspective. Examining COPE
ADR helps reflect the changing environment in terms
of the mix in business and growth or decline in differ-
ent sources.

B The overall COPE ADR growth for the Middle Tier
outpaced that of the Upper Tier, 3.3% compared to
2.7%, but was lower than that of the Lower Tier, 3.3%
compared to 3.7%.

Most importantly, from the 12 months ending in June
2014 to the same months ending in June 2016, COPE
ADR has grown 7.0% compared to 7.6% in Hotel-
Collected ADR and 7.9% for Guest-Paid ADR. This is a
component of the financial impact from the decline in
Property Direct and increase in OTA that this tier, and the
industry at large, is seeing.

COPE ADR has grown significantly more slowly over the
past several years than either Hotel-Collected or Guest-
Paid ADR. The slower growth of COPE ADR indicates that
channel shift and increasing customer acquisition costs
are reducing the amount of revenue a hotel can retain
after customer acquisition costs are paid.
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At a Source of Business level, the strongest COPE ADR
growth from 2014 has occurred in the OTA and Group
segments, shown in Exhibit 53.

For OTA, this is partially a result of the agency model shift
away from Opaque and toward Retail and Merchant.

Except for Group, the rate of growth in ADR for all
sources was down this year compared to previous.

The strongest transient COPE ADR growth performers

in 2016 were Brand.com at 3.0% and OTA at 4.5%
meaning the rates reflected less of a rise in the acquisition
costs than other channels. Much as in the Upper Tier, the
Brand.com COPE ADR improved even while account-

ing for the discounting associated with the Book Direct
campaigns.

Within the OTA Source of Business, shown in Exhibit 54,
the COPE ADR growth is driven by strong increases in
Merchant (Net) as well as Opaque.

Meanwhile, the Middle Tier's Opaque COPE ADR growth
of 12.8%, compared to 2014, is significantly higher than
its overall growth, indicating that perhaps hotels in this
tier are more aggressive on rate when they utilize the
Opaque model while at the same time reducing its share
of room nights.




Detailed Analysis of Hotel Segments

Exhibit 52

ADR Variations Guest-Paid, Hotel-Collected
Middle Tier and COPE ADR

Guest-Paid ADR Hotel-Collected ADR COPE ADR
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs

Exhibit 53

COPE ADR Source of Business
Middle Tier ADR Net of Direct Transaction Costs

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015 and 2016 | Intemal Discountrates are excluded 2016 Kalibri Labs
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Exhibit 54
COPE ADR

OTA Agency Model

Middle Tier ADR Net of Direct Transaction Costs

Net (Merchant)
12 monthsending in June 2014,2015and 2016

Opaque
2016 Kalibri Labs

Middle Tier: COPE %

The decline in Property Direct business and growth
in indirect channels has negatively impacted COPE
% across the industry. COPE % is useful in measuring
how overall channel mix impacts the bottom-line as it
measures how much Guest-Paid revenue the hotel can
capture after paying direct acquisition costs.

Given its relatively high initial Property Direct source
room night share, the Middle Tier would expect its
COPE % to decline faster than the Upper Tier as the
business shifts to higher cost channels.

6 6 DEMYSTIFYING THE DIGITAL MARKETPLACE

In the 12 months ended June 2016 the Middle Tier had
crossed over into having a lower COPE %, or profit con-
tribution, than the Upper Tier. Exhibit 45 breaks out the
COPE % change for each tier.

The Middle Tier was heavily impacted by the decline in
relatively inexpensive Property Direct business that moved
to OTA and other higher cost channels.

The larger brands’ efforts through their mobile apps and
other outreach methods to get consumers back whom
previously had booked through Property Direct may pro-
vide favorable movement back to higher profit contribu-
tion levels in the future.




Detailed Analysis of Hotel Segments

Exhibit 45

COPE % N ) i
Tiers Contribution to Operating Profitand

Expenses as % of Guest-Paid Revenue

—a— Lower Tier —#—Middle Tier —+—Upper Tier

93.9%

12 months ending in June 2014,2015and 2016 2016 Kalibri Labs

Exhibit 55

RevPAR Growth ReVvPAR Variations
Chain Scales 2016 % Change from 2015

B Guest-Paid RevPAR = Hotel-Collected RevPAR = COPE RevPAR

R
=
~

Economy Midscale Upper Midscale Upper Upscale Luxury

12 months ending in June 2015and 2016 2016 Kalibri Labs
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LOWER TIER HOTEL
PERFORMANCE

Lower Tier Summary: Midscale

and Economy Chain Scales

The Lower Tier contains the Economy and Midscale
chain scales. The overall performance of hotels within
this tier varies significantly from that of the Middle
and Upper Tiers in terms of demand share mix, COPE
% and COPE ADR though macro-level trends are simi-
lar across the three.

B The COPE RevPAR growth in 2016 for the Lower Tier,
3.1%, was a full percentage point below the Guest-Paid
RevPAR growth over the same period. This means that the
decline in Property Direct room night share coupled with
an increase in OTA and flat growth in Brand.com led to
lower Revenue Capture, meaning a reduced ability for the
hotels to capture the added value in the market.

However, looking at a chain scale level, the Midscale chain
scale showed the strongest COPE RevPAR growth, 3.6%,
from the 12 months ended June 2015 to the same period
in 2016 of any of the chain scales in this analysis, mean-
ing that the hotels in that chain scale grew its net COPE
revenue more than other chain scales. However, given

its Guest-Paid revenue growth of a significant 4.4%, it

Exhibit 28
RevPAR Growth
Tiers

B Guest-Paid RevPAR

3.6%

8% o
31% i
I 22% 22% 54

turned over a lot of the value to third parties, or it's COPE
RevPAR growth would have tracked more closely with the
Guest-Paid growth.

Unlike the other tiers in this analysis, the Opaque OTA
model has continued to grow in the Lower Tier in

2016 compared to 2015. This is driven almost entirely
by growth in the Economy chain scale while Midscale
remained flat in this share metric over that same period.

e While much of the industry is shifting away from the
Opaque model, this model is still strong in some chain
scales

The difference in growth between Guest-Paid ADR

and COPE ADR was most significant in the Lower Tier
compared to the other tiers. While this difference was

0.4 and 0.1 percentage points for the Middle and Upper
Tiers respectively, it was a full 1.0 percentage point for the
Lower Tier.

e The Lower Tier grew Guest-Paid ADR 4.2% year over
year and only grew COPE ADR 3.2% year over year.
This means guests were willing to pay much more
compared to the previous year but hotels were only
able to capture a portion of that additional Guest-
Paid Revenue. The hotels left a full point of ADR
growth on the table in the form of customer acquisi-
tion costs.

RevPAR Variations
2016 % Change from 2015

Hotel-Collected RevPAR = COPE RevPAR

12 months ending in June 2015and 2016

Lower Tier Middle Tier

Upper Tier

2016 Kalibri Labs

Exhibit 28 is repeated from the Upper Tier section.
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Exhibit 56

Occupancy %

Detailed Analysis of Hotel Segments

Lower Tier Chain Scales

—#&— Economy —&— Midscale

2014

12 months ending in June 2014,2015and 2016

2016 Kalibri Labs

Exhibit 29

Direct: Indirect ratio
Tiers

Transient Segments
Actualized Room Nights

—o—Lower Tier —#— Middle Tier —4— Upper Tier

2014

12 months ending in June 2014,2015and 2016

2016 Kalibri Labs
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Lower Tier: Demand and Occupancy more direct room nights for each indirect room night
B The Lower Tier experienced the slowest growth of the in absolute terms but the ratio is declining more quick-
three tiers in terms of overall room nights as well as in ly for the Lower Tier than for the others.
COPE Revenue. COPE Revenue grew somewhat more
slowly than the other hotel segments at 3.8% year over ~ Both Economy and Midscale have declined signifi-
year, compared to 4.7% for the Middle Tier and 5.2% cantly in terms of the Directto-Indirect Ratio from
for the Upper Tier. 2014 and even more sharply in the 12 months ended

Despite the relative stagnancy in absolute room night June 2015 when compared to the same period in 2016.

growth for the Lower Tier compared to the rest of the H like the Middle T anifi ion of th
industry, the Lower Tier experienced the strongest Guest- W Muchlike the Midde Tier, a significant portion of the

Paid and Hotel-Collected RevPAR growth among the tiers, D?rect-to-lndlr.ec; Rar;uo de(:]',ne:c dug to falling Property g
shown in Exhibit 28. Direct room night share. This effect is more pronounce

in the Lower Tier given its higher starting share of Prop-
erty Direct. Exhibit 57 breaks out the room night demand
share by source for the Lower Tier.

The chain scales within this tier differed in their occu-
pancy performance in the most recent year as evidenced
in Exhibit 56. While Midscale showed by far the largest
growth in occupancy year over year, a full percentage
point from 59.3% to 60.3%, Economy declined from
59.4% to 58.7% leaving the overall Tier roughly flat.

However, unlike the trends in both the Middle Tier and
the Upper tier, little of this Property Direct decline appears
to be shifting to Brand.com.

The Lower Tier shows a larger increase in Voice business
from 2014 than the other Tiers. The flatness in Brand.
com and sharp growth in OTA are significant contribu-
tors to changes in the Direct-to-Indirect Ratio as well as
overall decline in COPE % for the Tier. The changes in
demand share by Source of Business are similar across the
Economy and Midscale chain scales.

Lower Tier: Transient Direct-to-Indirect

Ratio and Channel Share

The decline in the Transient Direct-to-Indirect Ratio,
shown in Exhibit 29, is most pronounced in the Lower
Tier though it still retains the highest ratio amongst
the tiers examined. This means that there are still

Exhibit 57

De mandl Share Source of Business
Lower Tier % of Actualized Room Nights

+33.

X R
N ®
o o

.
Brand.com Voice Property Direct FIT Wholesale Group

12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
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Detailed Analysis of Hotel Segments

Exhibit 37

Loyalty Demand Tiers
% of Actualized Room Nights

Non-Loyalty
* Loyalty

Lower Upper
Tier Tier

12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
Exhibit 37 is vepeated from the Upper Tier section.

Exhibit 58

OTA Demand Share OTA Agency Model
Lower Tier % of Actualized Room Nights

EQOpaque " Retail = Net (Merchant)

2.8%

- 2-8%

| ' 1.2%
- . -
2014 2015
(12-months ending in June)

1.7%

2016 Kalibri Labs
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THE LOWER TIER HAD
A LOYALTY DEMAND
PERCENTAGE OF
24.7% IN 2016,

LESS THAN HALF THE
PENETRATION OF THE
MIDDLE AND UPPER
TIERS, BUT GROWING
STRONGLY.

A factor that is intertwined with relatively low Brand.
com room night share in the Lower Tier is the relative-
ly low penetration of loyalty programs in these chain
scales, shown in Exhibit 37.

B The Lower Tier has a loyalty demand percentage of
24.7% in 2016 up from 21.1% in 2014. This means that
24.7% of actualized room nights in this tier were from
loyalty program members, less than half the penetration
of the Middle and Upper Tiers, but growing strongly.

B While it is likely a factor of the type of business available
at the rate level of the Lower Tier, the loyalty demand
share still represents an opportunity area. Many Lower
tier brands are exploring how to grow Brand.com room
night share through increasing loyalty demand share.

The Lower Tier has shown similar trends to the other
tiers in terms of OTA agency model shift, shown in Ex-
hibit 58.

B Merchant (Net) has continued to grow and Retail has
accelerated with the rapid expansion of Booking.com and
Expedia Hotel-Collect.

B The main difference is that, unlike what is seen in other
tiers, Opaque has continued to grow in 2016, largely due

Exhibit 59

ADR Variations
Lower Tier

to growth of 6.4% in 2016 in the Economy chain scale
and flat growth over the same 12 months in the Midscale
chain scale.

Lower Tier: Average Daily Rate (ADR)

On a positive note, the Lower Tier has shown the
strongest overall ADR growth of any Tier. However,
the hotels were not able to take full advantage of the
uptick in Guest-Paid Revenue.

B The channel shift to more costly channels caused the
profit contribution (COPE ADR) for the tier to grow only
3.2% year over year while the amount paid by the guests
(Guest-Paid ADR) grew 4.2% year over year as demon-
strated in Exhibit 59.

B This differential of a full percentage point between
Guest-Paid ADR growth and COPE ADR growth between
2015-2016 compares to 0.4 points for the Middle Tier
and 0.1 points for the Upper Tier indicating that Lower
Tier hotels grew their COPE ADR significantly slower than
their Guest-Paid ADR compared to the other Tiers.

B Essentially, guests were willing to pay more, but hotels
had to pay a premium to get that revenue and could not
net a higher profit contribution as a result.

Guest-Paid, Hotel-Collected

and COPEADR

N w0 O

o © o

N N ™

+9.1%
o 2 5 . i
8 o & g & &
&

Guest-Paid ADR

Hotel-Collected ADR
12 months ending in June 2014,2015and 2016

COPE ADR
2016 Kalibri Labs
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Detailed Analysis of Hotel Segments

Exhibit 60

COPE ADR Source of Business
Lower Tier ADR Net of Direct Transaction Costs

Brand.com Voice Property Direct OTA GDs FIT Wholesale Group
12 months ending in June 2014, 2015 and 2016 | Intemal Discountrates are excluded 2016 Kalibri Labs

Exhibit 61

CORE ADR OTA Agency Model
Lower Tier ADR Net of Direct Transaction Costs

Net (Merchant) Opaque
12 months ending in June 2014,2015and 2016 2016 Kalibri Labs
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Exhibit 45

COPE %

Tiers Contribution to Operating Profitand

Expenses as % of Guest-Paid Revenue

—a— Lower Tier —#—Middle Tier —+—Upper Tier

93.9%

2014

12 monthsending in June 2014,2015and 2016

2016 Kalibri Labs

B The Lower Tier hotels paid a premium to get additional
revenue compared to previous years, and it was consider-
ably more than Upper and Middle Tier hotels.

The strongest COPE ADR growth for the Lower Tier over
the past three years has occurred in the OTA channel
which increased 18% over that period, shown in Exhibit
60, despite the increase in Opaque business.

The Voice channel has seen an increase both in share
from 2014 to 2016, from 5.6% to 7.1% of room nights,
and a 7.3% increase in COPE ADR. This share increase
bucks the trend of the industry and the COPE ADR
increase is the highest in the Voice Source of Business
across all hotel tiers.

The driver of the OTA COPE ADR increase was primarily
the jump in Merchant (Net) model business along with

an increase in Opaque COPE ADR. Exhibit 61 illustrates
COPE ADR by OTA Agency Model for the Lower Tier.

The Retail OTA model has been flat in growth from an
ADR perspective from 2014-2016 though still outper-
forms Merchant and Opaque models with the highest
COPE ADR in absolute terms.

The Lower Tier COPE % has experienced the sharpest
decline amongst the tiers examined, shown in Exhibit
45, but much like the Direct-to-Indirect Ratio, it began
at a much higher base and remains the highest figure.
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This drop in COPE % is due to the sharp decline in
Property Direct business coupled with increases in
OTA share.

CONCLUSION

The changing and increasingly digital marketplace in
the hotel industry affects different segments in differ-
ent ways. There are broad trends of declining or flat
room night shares coming through legacy channels,
Property Direct and Voice, along with a marked shift
in how the OTA channel is booked. The increases in
Brand.com business in certain tiers and chain scales
show the impact of loyalty focused marketing cam-
paigns while the dramatic growth in OTA business
highlights the continued efforts that hotel brands will
need to undertake in order to stay ahead.

Part 3 of Demystifying the Digital Marketplace will fo-
cus on the concrete actions that hoteliers can take to
improve a hotel's Revenue Capture and its absolute
Net Revenue. With the information in this analysis at
their disposal and with other new industry tools, rev-
enue strategists at hotels can better direct their efforts
towards generating sustainable, profitable business.




What's Coming Next

Thank you for reading Part 2 of Demystifying the Digital Marketplace: Spotlight on the Hospitality
Industry. Part 1 focused on the context and trends within the digital marketplace of the hospital-
ity industry. Part 2 reviewed Hotel Performance metrics, incorporating data from over 25,000
hotels in North America, and Part 3 will explore how hotels can adapt and take action on oppor-

tunities in the dynamic digital marketplace. Here is what’s coming next:

Part 3 — Taking Action

Utilizing industry context from Part 1 as well as hotel performance metrics from Part 2, Part 3
will provide examples and guidance on the types of analysis, tools and actions hotels can imple-
ment to evaluate and drive revenue performance. Examples and case studies will be shared on
ways that data insights can be deployed to help hotels target and achieve their Optimal Business
Mix, as well as specific techniques and approaches to improve profit contribution. To convey
action at the industry level, Part 3 will also contain a roundup of legislative action around issues

arising from the explosive and dynamic growth of the digital marketplace.
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Sponsors
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THE VOICE OF AMERICA’S HOTEL OWNERS

When AAHOA'’s 16,500-plus
members speak, the industry

listens.

When we advocate on Capitol Hill
for American entrepreneurs and
small business owners, our

elected officials pay attention.

From San Diego to Boston, and
everywhere in between, AAHOA is

dedicated to:

Defending free enterprise and
empowering our members to
pursue the American Dream of

professional independence.

AAHOA and its owner-members
are building a better world through:
» Advocacy;
* Industry Leadership;
* Professional Development;
* Member Benefits; and

* Community Involvement

We invite you to join us!

ASIAN AMERICAN HOTEL OWNERS ASSOCIATION
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Washington DC Office: 20 F Street, NW, Suite 711, Washington, DC 20001
Atlanta Office: 1100 Abernathy Road, Suite 1100, Atlanta, GA 30328
Phone: 404-816-5759 | Email: info@aahoa.com | Website: www.aahoa.com




POWER or DATA

Good Data Leads to Great Opportunities

Demystifying the Digital Marketplace offers the most comprehensive
data ever published on the lodging industry’s distribution landscape.

Unprecedented in scale and scope, this exclusive study is designed
to help members navigate the evolving digital marketplace and
provides forward-looking analysis.

CONSUMER TRENDS EXCLUSIVE CHANNEL INNOVATIVE

AND BEHAVIORS COMPARISONS MARKETING PRACTICES

AHLA is dedicated to publishing cufting edge research, sharing new

insights and developing strategies that drive our industry and your
business forward.

Learn more at www.ahla.com/ddm.
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AMERICAN HOTEL & LODGING ASSOCIATION

ALL TOGETHER POWERFUL



THANK YOU '
FOR MAKING

AHLEIQ“

AMERICAN HOTEL & LODGING
EDUCATIONAL FOUNDATION

A DIFFERENCE

What's this? Call it the List. It's the list of donors to the American Hotel & Lodging Educational Foundation’s (AHLEF) 2016
Annual Giving Campaign*, which is its annual fundraising drive. Donations to this effort provide critical funds that can be used
immediately to support the Foundation and keep its programs running. AHLEF relies solely on contributions from generous
individuals and companies who want to give back to the hotel industry and ensure a successful future. Thanks to these donors,
the Foundation will be able to invest $1.5 million this year toward cultivating talent, funding essential studies, and fueling industry
initiatives. Join the List in 2017! To learn more, please visit www.ahlef.org/Donate or call 202-289-3180.

2016 ANNUAL GIVING DONORS*
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Aimbridge Hospitality

Geoff & Leslie Ballotti

Boykin Management

CHM Warnick

Hershey Entertainment & Resorts

HVS Hotel Management

Mary Kay & Mark Woodworth

Oceana Resorts

Remington Hotels

Sebasco Harbor Resort

Starwood Area Team of New York &
New Jersey in Honor of Minaz Abji

The Hotel Group
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Atrium Hospitality Management
Big Cedar Lodge

John Campbell

Canyon Equity, LLC

James Cook

Terri Haack

Hotel Association of New York City
Joori Jeon

Kenyon Inn

Joe Martin

Montage Hotels & Resorts
Schahet Hotels, Inc.

Bill Simpson

Robert E. Slater

Gaines Sturdivant

The Kessler Collection

Ron Vlasic

Dr. Nathan Austin

Vince Barrett

Steven J. Belmonte

Best Western PLUS Rockwall
Inn & Suites

Beverly Coat Hanger Co., Inc.

Gary & Joanne Budge

Michael Bullis

Comfort Inn Ottawa

David Dittman

Lynne Dougherty

Bill Folkerts

Fareed Zapala Koepke

Greater Toronto Hotel Association

Gurneys Inn Resort & Spa

Stephen Hilliard

Hotel Dynamics, LLC

Hotel Equities, Inc.

Hoteliers Ink

Illinois Hotel & Lodging Association

Jameson and Company

Eugene Kordoban

Bill Langkopp

Lighthouse Inn, Inc.
Marshall Hotels & Resorts

Matthew Masia

Peter Mason

Dr. Robert O'Halloran

Dr. John O'Neill

Henry Patel

Presidential Hotel Advisors
Lori Raleigh

RDR PR, LLC

Resort Hotel Association
Thomas B. Ruff

Warren Sackler

Charles Satkewich
Sheraton Sand Key Resort
Rolfe & Judith Sick
Joshua Sumption

Tai Ping Carpets Americas
The Breakers

The Goffin Group, Inc.
The Otesaga Hotel
Michael Watkins

Westin New York at Times Square

*AH&LEF's 2016 Annual Giving Campaign $100+ Donors (as of December 7, 2016). Visit www.ahlef.org to view a complete list of donors and sponsors of
capital giving campaigns, special events, and named scholarship funds. AHLEF is a 501 (c)(3) nonprofit organization.




HQOSPITALITY
ASSET MANAGERS
ASSOCIATION

Hospitality Asset Managers Association
is a proud sponsor of

Demystifying the Digital Marketplace:
Spotlight on the Hospitality Industry

HAMA is an association of professional individuals who are dedicated to the enhancement of
hotel and hospitality asset values. Our business is to provide intense semi-annual forums and
industry communications to fulfill the purpose of the organization. HAMA promotes ethical
standards of conduct and mutual respect among members and the hospitality industry. Our
membership roster includes representation from insurance companies, individual owners,
REITS, wall street players, national pension funds and pension fund advisors—all dedicated to
the hospitality industry.

HAMA members are involved in asset management, acquisition, financing and disposition of
hotels and resorts and are directly responsible for making decisions concerning capital
investments, renovations, asset repositioning, operational policies and brand and management
selection. HAMA consists of more than 200 members across the United States and through
international affiliates. Its membership in the United States represents more than 3,500 hotels
and resorts across every major brand, accounting for more than 775,000 hotel rooms, 250,000
employees, $40 billion in annual revenue and $3 billion in capital expenditures.

HAMA P.O. Box 381, North Scituate, Massachusetts 02060 www.hamagroup.org




HFTP

Hospitality Financial and
Technology Professionals

ABOUT HFTP

Hospitality Financial and Technology Professionals (HFTP®) is a global nonprofit hospitality association that
uniquely understands the hospitality finance and technology industry’s practices and challenges. HFTP has

5,000 members and several thousand stakeholders across the globe. The association assists its members in finding
solutions to industry problems more efficiently than any organization via its expert networks, research, resources,
certification programs and conferences such as HITECe. The association is the ONLY nonprofit producing
hospitality financial and technology conferences on a global level.

CONNECTIONS

HFTP provides its members and stakeholders a variety of
outlets and opportunities to connect with professionals
with similar professional interests and concerns.

Conferences — Year-round, HFTP produces a variety of
face-to-face events where attendees can network.

Online — The Community@HFTP is a discussion platform
where members pass information back and forth.

Chapters — Geographically-based, chapters meet
frequently for education and to connect on a local level.

PROFESSIONAL DEVELOPMENT

HFTP is the only nonprofit that offers hospitality financial
and technology conferences on a global level. Offered
year-round, the programs are presented by industry
thought leaders in professional development, best
practices and skills training.

HFTP also offers a regular schedule of webinars via its
ProLinks program. These are available live, allowing
participants to interact with the speaker and other
attendees. Webinars are also archived for later reference.

New Events

HITEC Amsterdam e Amsterdam, The Netherlands

HITEC Dubai e Dubai, UAE

New Digital Learning Days e Full day webinars with
specific focus on Europe, Asia and club technology

CERTIFICATION

The Certified Hospitality Accountant Executive (CHAE) is
the industry designation showcasing members competency
in the area of accounting. Unlike other technology
designations, the Certified Hospitality Technology
Professional (CHTP) shows a dedication to hospitality

and technology. Active CHAE and CHTP designees have
reported higher salaries and various career advancement
opportunities.

RESEARCH AND RESOURCES

HFTP supports a variety of professional resources,
research reports and common practice guides on a variety
of finance and technology subjects.

The HFTP Americas and Asia Research Centers not only
provide comprehensive research, studies and reports on
a variety of topics such as mobile payments, data security
and accounts management; but, members can request
their own research projects to meet their needs.

Online Information

PineappleSearch.com is a hospitality-specific search site
that narrows results to industry relevant information.

HITEC Bytes aggregates the most current hospitality
technology news for members to browse through.

HFTP News keeps members in touch with association
updates, blog posts and content produced by HFTP.

www. hftp.org * +1 (800) 646-4387 or +1 (512) 249-5333 * membership@hftp.org
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INSIGHTS # RESEARCH # SCHOLARSHIP

Demystifying the Digital Marketplace:
Spotlight on the Hospitality Industry

continues a long traditional of publishing excellence from
the HSMAI Foundation. The Foundation was established in
1983 to serve as the research and educational arm of the
Hospitality Sales and Marketing Association International.
The Foundation’s mission is to develop knowledge and
insights for the future to fuel sales, inspire marketing and
optimize revenue.

In recent years, the HSMAI Foundation has published reports
and research on the most timely and critical topics, including:

B Second Edition: The Evolving Dynamics of Revenue
Management: A Comprehensive Revenue Optimization
Road Map for Hotel Owners, Operators and Practitioners

Il The Evolution of Sales

Leadership Insights

B HSMAI Foundation Reports:
e Hotel Revenue Managers Incentives Practice Research
* Hotel Sales Incentive Practice Research

FOUNDATION PARTNERS:

PLATINUM:

USA TODAY MGM Resorts International
Best Western Hotels & Marriott International, Inc
Resorts Starwood Hotels & Resorts
Hilton Worldwide TripAdvisor

InterContinental Hotels Wyndham Hotel Group
Group (IHG)

SILVER:
J.D. Power

STR

today is
focused on insights, research,
and scholarship. To deliver
relevant resources to leaders in
sales, marketing, and revenue
management, the HSMAI
Foundation has partnered with
organizations and companies
such as AH&LA, STR, American
Express, TravelClick, Pegasus,
Vizergy, U.S. Travel Association,
and others to create reports,
25 association white papers,
scholarship programs, and
an online clearinghouse.

wishes
to thank all of the industry
leaders from hotels and brands
that helped in collecting the data
that made this comprehensive
analysis possible. In return, in the
months and years ahead, the
HSMAI Foundation will be
offering even more insights
into how hotel sales, marketing
and revenue management
professionals can apply the
findings of this important study
to their businesses, with the goal
of finding the optimal channel
mix for their properties.

PLEASE VISIT

to learn more about the HSMAI
Foundation and to tap into all
of the insights, research, and

scholarship we have to offer.

INSIGHTS ¢ RESEARCH ¢ SCHOLARSHIP



PZQWNERS

"IN 9092 SN
BETTER TOGETHER TO ENHANCE OWNER RETURNS

The IHG Owners Association represents the interests of owners and operators of more than 3,500 InterContinental
Hotels Group® (IHG) properties in the United States, Africa, Australasia, Canada, Europe, Latin America, Mexico
and the Middle East.

Established by Holiday Inn founder Kemmons Wilson in 1955, the Association is committed to representing our
members by being their voice with IHG and communicating on their behalf about issues that affect them and the hotel
industry as a whole. The Association also provides our owners with opportunities and resources to better educate
themselves on topics that will help them and their businesses.

One resource that we truly feel is beneficial to our owners is the Demystifying the Digital Marketplace: Spotlight on
the Hospitality Industry. The IHG Owners Association contributed to this report years ago. Our continuous support is
a reflection of the Association’s belief in the report’s findings and how these discoveries can be beneficial to both our
members and to all stakeholders in the hospitality industry.

We are confident and hopeful that this report will help spur conversation and enlighten readers. And, more

importantly, equip all hotel owners and operators with the necessary tools that they need to better understand
distribution trends and other important components that will help to ultimately increase their ROI.

Best Regards,

Zg)‘m’é‘{/%/

Don Berg
CEO, IHG Owners Association

Ge Sl A

Steve Ehrhardt
2016 Chair, IHG Owners Association

Three Ravinia Drive | Suite 100 | Atlanta, GA 30346-2149 | t: 770.604.5555 | f: 770.604.5684
www.owners.org



Author’s Blographies

CINDY ESTIS GREEN

Cindy Estis Green’s career began in corporate marketing and senior operations roles for Hilton
International. After founding the data mining consultancy, Driving Revenue, and selling it to
Pegasus Solutions, Ms. Green spent twelve years as managing partner of The Estis Group pro-
viding strategic marketing consulting to the hospitality industry. Co-author of the groundbreak-
ing 2012 study Distribution Channel Analysis: A Guide for Hotels and the newly released 2017
Demystifying the Digital Marketplace: Spotlight on the Hospitality Industy, Estis Green has been
honored as one of the 25 Extraordinary Minds in Sales and Marketing by HSMAI, the Hospital-
ity Sales & Marketing Association International; was inducted into the prestigious Hospitality
Technology Hall of Fame; and named as one of Cornell University’s 90 Influential Hotelies. She
is currently leads the AH&ILA Consumer Innovation Forum, the European Hotel Forum, and
holds a board seat for The Knowland Group as well as the Hospitality Financial and Technology
Professionals association (HFTP). Ms. Estis Green launched Kalibri Labs in 2012, a firm provid-
ing a next generation benchmarking platform to evaluate hotel revenue performance. Using in-
novative big data techniques, Kalibri Labs helps hotels manage the cost of customer acquisition
and optimize profit contribution. Estis Green holds a BS degree from Cornell University and an
MBA from The American University.

MARK V. LOMANNO

Mark Lomanno is a Partner and Senior Advisor at Kalibri Labs. In addition to his role at Kalibri
Labs he also advises several start-up and venture capital firms in the hospitality and data space
as a member of the Board of Directors and Advisors providing strategic direction and building
industry relationships. Lomanno is the former President and CEO of Smith Travel Research
(STR). Under his fifteen years of leadership, the company grew from a domestic U.S. firm to
the most respected name in global hotel benchmarking. While at STR, he co-authored the 2012
study Distribution Channel Analysis: A Guide for Hotels with Cindy Estis Green.

cindy@kalibrilabs.com

Lomanno serves on the advisory board and is a Research Fellow at the Center for Hospitality
Research at Cornell University and University of Delaware’s school of Hotel, Restaurant and
Institutional management, is an active member in the Hotel Development Council of the Urban
Land Institute and is a named Conti Professor at Pennsylvania State University. Lomanno also
serves on the advisory board of The School of Tourism & Hospitality Management at Temple
University, where he teaches a graduate level course “New Media and Distribution.” Lomanno
holds a MS in Marketing from LaSalle University and an MBA from Temple University.

MATT CARRIER

mark@kalibrilabs.com

Matt Carrier is the Director of Client Engagement at Kalibri Labs. He spent five years in the
hospitality distribution and revenue strategy space. With that experience, Carrier is inspired by
the rapid evolution in this area of the industry and by the opportunity to drive change and sup-
port hotels in improving their performance.

Prior to joining Kalibri Labs, Carrier spent three years as a part of Marriott’s Channel Strat-
egy and Distribution team working on a variety of initiatives in the online hotel distribution
space. These included both industry-wide efforts and product lines within Marriott. Carrier had
responsibility for reporting, marketing and merchandising for Marriott’s vacation packaging
vertical, collaborating across internal teams on industry-wide projects and working with the
distribution team to vet potential new partners. Carrier holds a BS from the Cornell University

matt@kalibrilabs.com School of Hotel Administration.

84 DEMYSTIFYING THE DIGITAL MARKETPLACE




