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Redevelopment
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Jack Corgel

Advisory Board

Cornell Hotel School
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Mark Woodworth
Executive Vice President
PKF Consulting
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2 The US Dept of Agriculture data is the only time-series of land data
available, they track farm land prices across every state. This is
the US aggregate, latest update.

2 The slide shows long-term movement in nominal (upper line) and
real-inflation adjusted (lower) farm land prices since 1960.

2 Prices took off in the late 1990s and continue to power because of
the demand for land in residential use at the border of metro areas.

2 While we don’t have data to verify, the evidence from high rise
condo development activity (substitution of buildings for
expensive land) indicates that land prices inside metro areas has
experienced a similar rise.

2 There are now pension fund managers offering more and more
raw land and timber land funds to investors.

2 All this points to the growing cost of land for hotel development,
and it appears that land costs have been growing faster than other
costs, especially labor.
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Annual Change in Room Supply Index
(100 = Long Term Annual Change or 2% ayear)
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John Hardy
President / CEO
The John Hardy Group



1200/ Consultants Surveyed

Based/Upon Responses
Tihe Analysis Suggests Tihe Eollowing:

=EEMP200 N UTeUgT2005

32Y% No Change in Fees
56% 10% — 15% Increase Annually.

10%, 25% and Mare Increase Annually
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Martin Stringfellow
President
Martin B. Stringfellow Company
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Scott Hazelton
Senior Consultant
Global Insights and WMRC
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Buileline) Meatarizls Pricas: Thie
IWGEHEREE EeECAST

Good News

> Pace of materials price escalation slows
acress 2006

> Collectively, building material prices look flat
In 200Y7
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— Housing Starts, millions, left scale

Real Nonresidential Construction Expenditures, percent change year ago, right scale
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Qil, West Texas Intermediate, $/barrel
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Henry Hub Price Volatility Reaches New

Heights Post-Hurricanes
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2 EXxpect prices to remain
elevated through 2007

2 Higher post hurricane
production and softer
home building will be
offset by...

2 Strength in both
ethylene and chlorine
prices

2 Potentially sharp price
correction in 2008 and
beyond because of
capacity additions in N
America and Asia

2000 2001 2002 2003 2004 2005 2006 2007
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Global Insight Index of Primary Metals Prices (Avg 94-95=1.0)
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Beige \atels — Cogoer, ANLiaCia; ..

> What is going on?
> Prices are up 145% since 2002; 26% since January 1
» How ridiculous can things get?
» Fundamentals are good
» Inventories low
» Production has been slow to ramp up
» Consumption growth (China) has been strong
» Concerns about possible supply disruptions
> But markets look to be in a better balance near-term
> High prices are restraining consumption

> Production will continue to increase
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12 Month Cumulative Copper Surplus/Deficit, 000's
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Cement=Fepersprnes Eemmal

2 Markets remained extremely good in 2005
= Prices up another 12%

> Sizeable clinker capacity additions are in the offing
= Unfortunately, bulk of additions after 2007

2 Recent trade rulings on Mexican product promise to
add 1 million mt in 2006

2 Possible added Chinese imports

O

Plus slower demand growth
2 Point to more ‘modest’ price increases in 2006

= But we still expect prices by as much as 10% this
year
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Lumber Prices will Fall with
Reduced Demand
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Construction Labor Cost Growth
IS Declining
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John Hardy
President / CEO
The John Hardy Group



All things being equal, the functionality per system
IS Increasing with 5 - 10% less cost. However, due
to the increasing complexity of operations with
Internet distribution, timeshare, fractional and
residential mixed-use components requiring
Integration, the overall net result is that this
category is flat to up 10% depending on the facility.



John Hardy
President / CEO
The John Hardy Group



All things being equal, the exact list of
OS&E from three years ago is down 5%.

No significant changes are forecast going
forward.



John Hardy
President / CEO
The John Hardy Group



Depending on the facility, the cost
changes are flat to going up slightly. The
higher the quality level or the more design
unique the facility, the more costs will
Increase.



John Hardy
President / CEO
The John Hardy Group



Renovations:

Redevelopment:

New: Development:

10— 20% depending en speed/and

conditien off facHity

15— 25% depending 6n speed; extent
efiScope; and lecation of faci ity (Unren
/| aCGESS)

10— 15% depending Gn speed, extent
Of SCOPE; Complexity afiproject; and
lecation (Unien //access: //winter.
conditions)
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Assumes no major positive or negative shocks to the system:

GO BACK TO THE FUNDAMENTALS!

Expedite the start of the deal-don’t use all the “float” up front.
Slow down the implementation

Add a market research component to your cost planning.
“Fast Track” projects will face increased cost exposure.
Compromise your scope for pricing flexibility.

Retain “qualified” consultants

Pay fair fees, don’t fall for low fees

Build development teams with continuity in mind

Be realistic about scope, budget and schedule.

Share the “real” budget

No design presentations without line item budgets

Promote teamwork

Make timely decisions

Commit as early as possible for procurement and aggregate buying

Conduct pricing updates as frequently as possible
Utilize GCs & Subs outside of overheated markets



Higher development costs are here to
stay. Don’t make it any more expensive by
creating additional opportunities for cost
escalation due to working against the
present cost environment.
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