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Xl
SCOPE OF WORK
ANALYSIS, VALUATION AND CONCLUSIONS

SCOPE OF WORK, APPRAISAL PROCESS, PURPOSE AND INTENDED USE OF THE
APPRAISAL

A. Methodology:
There are three typical approachesto value to consider in each appraisal assignment. Thethree

traditional approachesto value are the Cost Approach, the Sales Comparison Approach and the
Income(Direct Capitalization and/or Discounted Cash Flow) Approach. Thethreeapproachesto
value are not always applicable to the assgnment; however, the three approaches to value are
aways considered.

All appraisalsbegin by identifying the subject property (property to beappraised) and the appraisal
problem. Datarelevant to the subject property isobtained from various sourcesincluding but not
limited to: theMonroe County Property Appraiser’ soffice, surveys, building plansand specifica-
tions and the property owner. If possible, more than one source is utilized to confirm the
information. Improvements, if applicable, are inspected and measured by the appraiser. If and
when building plans or sketches are made available, the measurements are verified for accuracy.
Land sizeis based on recorded plat maps, Monroe County public records, legal descriptions or
surveys (when available). Because of the size of the subject, location within the Historic
PreservationDistrict and withinthehighrent district, thelower part of Duval Street and theadjacent
areas were researched and analyzed.

Thecomparablesalesareresearched utilizing First AmericaReal Estate Solutionand Realist.com,
(FARES) plus Rapattoni and Loopnet.com, on-line ML S (Multiple Listing System) service. All
sourcesusedatafromthe Monroe County Property Appraiser’ s Office, aswell as, fromthepublic
records. The datais verified and compiled into sale sheets located within the Addenda of this
report. Additional data sourcesinclude: newspaper clippings and the National Multiple Listing
Service. Redl estateagentsinthemarket areaareinterviewed for the most current informationon
sales and listings. All of the information is analyzed in preparing the report and is utilized in
supporting the indicated value.

The appraiser describes the building improvementsin detail, if applicable; these descriptionsare
based on a physical inspection and/or plansand specifications. The appraisersarenot contractors
or structural engineers; therefore, structure soundness or damage cannot be warranted. The
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appraiserswill noteany apparent or potential problemssuchasdeferred maintenance, water damage
or spalling.

The reader of the appraisal should be made aware that the valuation contained herein is based on
aspecific date. Thevalueestimated onthe specified valuationdatewill likely differ fromthevalue
one, two or threeyearsinthefutureor inthepast. Thereader isadvisedto review the Assumptions
and Limiting Conditions, as well as the Certification of Value in Part | of this report.

The Cost Approach:

The Cost Approach isdetermined by taking the value of theland and adding to it the depreciated
value of the present improvements. A separate land analysisisdoneto determinethe value of the
land considering entitlements. Thisapproachisalso based onthe Principle of Substitution, which
statesthat apurchaser will not pay morefor an existing property thanthe cost to reproduceit, ina
similar area, assuming that it could bereproduced without delay. Since, theexistingimprovements
havebeentotally renovated withinthe past threeyearstheappraisershave considered thisapproach
in the Fee Simple, “As s’ Market Value, but not weighted in the final reconciliation.

The Income Approach:

The Income Approach is based on the amount of rental income the subject property is capable of
producing. Inthevaluing thesubject property, wehave consdered aDiscounted Cashflow Analysis
invaluing the subject property dueto thelong termlease. The Discounted Cash Flow Technique
takesinto consideration the timing, frequency and magnitude of theincome streamthe property is
expected to generate. The existing lease was considered full-term, with the continued hotel
operationapplied uponexpiration; thus, thereversonisbased on continueshotel operationtheyear
after theexpiration of thelease withthelongest term. Thistechniquewasconsidered reliable and
applicableinegstimatingthe“Asls’ market valueof the subject property, sinceit considersthelease
termsand timing of thelease. Thelncome Approach wasweighted heaviest inthefinal indicated
Market Value of the Total Assets of the Businessfor the subject property, dueto reliableincome
and expense datafor comparable propertiesinthelocal hotel/motel resort market. Market Value
of the Total Assets of the Business (MVTAB) is the market value of all of the tangible and
intangible assets of abusiness asif sold in aggregate asagoing-concern. Inour Discounted Cash
Flow model, our projections included analyzing comparable and competing operations with
application of “industry standards’ and market expense ratios in order to achieve a maximized
operation.

Sales Comparison Approach:

The SalesComparison Approachisbased uponthePrincipleof Substitution. Whenapplied, it tates
that when similar (comparable) propertiesin similar locations are adjusted for any dissimilarities,
the value from these comparable properties can indicate an estimate of value. Inthe caseat hand,
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land salesfor redevelopment project were researched and analyzed in order to estimate areliable
land value for the subject property. Thisapproachwasalso considered applicableinthevaluation
of the subject property as a mid-size transient lodging facility.

The Sales Comparison Approach is an appraisal technique in which the market value estimate is
based on the prices paid in actual market transactionsand current listings. The actual transaction
will fix the lower limits of value in a static or advancing market and higher limit in a declining
market. It isaprocessof correlation and analysis of similar properties that recently sold in the
subject's market area.

When aproperty isplaced inthe market, itsvaluetendsto be set at the cost of acquiring an equally
desirable substitute property, assuming no costly delays in making the substitution. The Sales
Comparison Approach basesits value indication on sales of other similar propertiesin the area.
These sdlesare analyzed and compared to the subject property. The Sales Comparison Approach
bases its value indication on recent sales that are pertinent to the value of the subject property.

Valuation Conclusion

Each approach to value has varying degrees of applicability and weight under a given set of
circumstances. Usual appraisal procedureinvolvesan estimate of value by the separate approaches:
the Cost Approach, the Sales Comparison Approach, and the Income Approach. From the
indication of these analyses each approach is weighted accordingly; then, an opinion of valueis
reconciled and reported.
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B. Cost Approach:

The Cost Approach isbased on the principle of substitution, the belief that a purchaser would not
pay more than the cost of acquiring asimilar site plusthe cost of constructing areplicaor similar
structure. "The Cost Approachisbased ontheunderstanding that market participantsrelatevalue
to cost. Inthe Cost Approachthe value of aproperty isderived by adding the estimated value of
thelandto thecurrent cost of constructing areproduction or replacement for theimprovementsand
then subtracting theamount of depreciation (i.e., deteriorationand obsolescence) inthe structures
fromall causes. Profit for coordination by theentrepreneur isincludedinthevalueindication. This
approachisparticularly useful in valuing new or nearly new improvementsand propertiesthat are
not frequently exchanged inthemarket. Cost approach techniquescan also beemployedto derive
information needed in the sales comparison and income capitalization approaches to value.

The current costs to construct the improvements can be obtained from cost estimators, cost
estimating publications, buildersand contractors. Depreciationismeasured throughmarket research
and the application of specific valuation procedures. Land valueisestimated separately inthe cost
approach.” The land value is determined by analyzing recent sales of vacant tracts within the
subject's market area.

An appraiser must follow a series of stepsin deriving a value indication by the Cost Approach.
These steps are as follows:

° Estimatethevalue of thesubject site. Theland valueestimateisasthoughtheland
wasvacant and availableto bedevelopedtoitsHighest and Best Use. Adjustments
are made if necessary for financing/financing concessions, time, and for physical
differences, i.e., location, size, and topography, etc. .

° After a land value is derived for the subject site, the reproduction cost or
replacement cost of theimprovementsmust be estimated as of the effective date of
the appraisal. Thisestimate includesdirect (hard) costs, aswell asindirect (soft)
costs.

° Other costs (indirect) which must beincurred after constructionto bring the new,

vacant structure up to occupancy levelsand market conditionsmust be estimated.

° A relevant entrepreneurial profit must be estimated from market analysis and
research.
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° A total replacement or reproduction cost of the primary structuresis estimated by
addition of all of these costs (direct and indirect).

° An estimate of the amount of accrued depreciation in the structures must be
considered. This depreciation is divided into three categories. physical
deterioration, functional obsolescence and external obsolescence.

° Theestimated accrued depreciation must be deducted fromthetotal reproduction
or replacement cost of the primary structure(s) to derive an estimate of the
depreciated reproduction or replacement cost.

° Then, an estimated reproduction or replacement cost for accessory buildings and
site improvements should be estimated with deductions made for depreciation.
Theseimprovementsaretypicaly appraised at their net value (onadepreciated-cost
basis).

° Thedepreciated reproduction or replacement costsof theprimary structure(s), the
accessory structures, and the site improvements are added to derive the total
depreciated reproduction or replacement cost of all improvements.

° The site value and total depreciated reproduction or replacement cost of all
improvementsare added to arrive at theindicated value of the Fee Simple I nterest
in the property.

° The Fee Simple Value is adjusted to reflect the property interest being appraised,
if necessary, to arrive at an indicated value of the interest in the subject property
being appraised.®

Cost Analysis:
The Cost Approach consists of combining the estimated value of the land, based on comparable

sales, plusthedepreciated valueof theimprovements. A purchaser would normally givelittlecon-
sideration to thisvalue approach when hisprimary interest inthe property isitsincomestreamand
desirable rate of return on his’her equity. The two major exceptions might be in the case of a
purchaser who isacquiring aproperty for hisown useand occupancy, an owner-user property, or
in valuing a specia purpose property.

1 Comparable Land Sales Analysis:
Thesubject property consistsof a21,643 squarefoot, rectangular-shaped corner sitewith
245.00feet of frontage along thewesterly side of Simonton Street and 88.40feet alongthe
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northerly sdeof Front Street. A survey of the subject property wasmadeavailablethat was
utilized for site and building measurements. The subject is currently licensed for 22
transient units, which is considered an entitlement, as it exceed the number of permitted
units as of right (11 units).

A thorough searchwasconducted for recent salesof similar propertiesthat had entitlements
based ontransient unitswithin the FloridaKeysmarket areawith emphasiswithinthe Key
West market. A recent pending land saleswithinthe Old Town section of the City of Key
West wasfound and analyzed, aswell asolder salesgoing back to 2005. Thesalesindicate
a fairly tight range of value, after market condition adjustment, and were considered
reliable, and all are located within the market area.

Market Conditions Adjustment:

Analysis of the comparable sales and historical sales data indicates appreciating values
through the early part of the year 2005. However, there has been depreciation (market
decline) since the market correction which began in late 2005, as discussed previously in
this report. Unfortunately, there have been no significant Arm’'s Length sales of
redevelopment land salessinceearly 2009 dueto the declining housing market and thelack
of availablefinancing for development projects. Thelimited recent market activity hasbeen
Forced or Distressed Sales that was REO/bank-owned or under duress,

Research of market datawasconducted for sale/resalesinorder to makeadjustmentsto the
sales for declining market conditions. The following sales/resales were analyzed:

1% Sale Date 2" Sdle % Change
Property Address Sale Price Date Sale Price Per Y ear
99490 O/S Hwy.
Key Largo, FL 02/2006 $ 12,750,000 08/2008 $ 8,700,000 - 15.2%
104180-104220
Overseas Hwy. 06/12/2005 $ 8,990,000 05/2008 $5,722,100 - 15.3%
Key Largo, FL (Assemblage)
904-906 South
Street 05/20/2004 $ 1,200,000 07/23/2009 $ 500,000 - 16.8%
Key West, FL

Thefirst comparable isthe sale/resale of a 56-unit resort property(Marr Bayside), which
was originaly purchased for redevelopment; it was never begun. This comparable is
reflectiveof thedecreasing valuetrendsfor smilar properties. Thisproperty waspurchased
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by Cay Clubsfor redevelopment, but wasforeclosed on by the lender and recently resold.
This property has minimal frontage on the Overseas Highway and islocated in aninferior
location to the subject. The second sale consists of three contiguous Bayfront (mobile
home/RV park, marinawith restaurant, and amotel) parcelsthat were assembled in Key
Largo (Comparable Sale No. 2). Thisproperty wasadistressed sale dueto abankruptcy
by theseller and thelender offered attractivefinancing to thebuyer to assumetheloan. The
third and most recent comparable wastwo adjacent lotspurchased redevelopment prior to
the economic crisis. This vacant land comparable was also adistressor sale. Although,
thesesalesweredistressed, they arethe best recent market dataavailableto measure present
market conditions. We anticipate these trendsto continue until anational recovery starts.
We have considered these sale/resales, as well as analyzed current active listings of
redevelopment land which indicate reduced asking prices per unit. As a result, We
estimated very conservative time or market condition adjustment. Interviews of local
lenders and developersindicates that similar properties may be on the market in the near
future, dueto default intimely mortgage payments. Furthermoreinthe SalesComparison
section, we researched the market decline of end unitsin recently built projectsasanother
indication.

Though market dataislimited, the prior analysis suggeststhat anegative 15% to 21% per
annum is appropriate for distressed redevelopment projects; or vacant land with
entitlements. After also considering recent declinesfor commercial improved properties
and commercial rents in the market area, in some cases above 30.0%. Asaresult, we
adjusted the salesat thedepreciationrate of 21% per annumfor theolder sales. Theoverall
negative adjustmentsfor the salesrangefrom negative 58% to 74% fromtheir actual sales
prices. Inaddition, in the Sales Comparison Approach, we analyzed the recent sale and
resale of lodging facilities in order to further support our market conditions.

On the following page, we have included a resume of comparable sales and detailed
analyses of all the sales. We feel these sales provide the best available indication of site
value.
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Note: Each of the comparable saleswasanalyzed in order to make comparisonsto the subject property. The appraisersutilized saleswithinthe
last two yearslocated withintheKey West market area. Market researchindicatesthat market conditionshave shown signsof appreciationup until
the end of 2005 when the market peaked; thereafter, the market began to decline. Hence, the appraisers have considered a market conditions
(“time”) adjustment based on a 21.0% depreciation rate per annum until the present. The most recent sale within the last six months was not

adjusted. The remainder was adjusted for depreciation over time.
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REDEVELOPMENT LAND SALE NO. 1

PROJECT NAME: Harbor House

PROPERTY TYPE: Redevelopment of 96 Transient Units (Land with Entitlements)

LOCATION: 223 Elizabeth Street, Key West, Monroe County, Florida

COUNTY ASSESSORSPARCEL NO.:  00000720-000000; 00000730-000000; 00000740-000000;
00000750-000000; 00000760-000000; 00000810-000000;
00000840-000000;

ZONING: HRCC-1

GRANTOR: M & | Marshall & Ilsley Bank

GRANTEE: Mr. Pritam Singh

DATE OF SALE: Recent Offer OFFICIAL RECORD BOOK: N/A PAGE N/A

LAND AREA: 82,624 «. ft./1.90Acres VERIFICATION: Buyer, Seller, JEW

OFFER PRICE: $10,000,000 (Based on 96 Transient ROGOs) PRICE PER SQ. FT.: $121.03

UNITSTO BE DEVELOPED: 96 PRICE PER UNIT: $ 104,167

HIGHEST AND BEST USE: Hotel Development

TERMS OF SALE: Cashto Seller

INTEREST CONVEYED: Fee Simple

Comments: Thiscomparableislocated about two blockssoutheasterly fromthesubject property, adjacent

to the Historic Seaport. Thissaleiscontingent onthe City of Key West approval of 96 transient units. 1f

redeveloped asahotel, thisproperty would be adirect competitor of the subject property. Although, not
aclosed sale, this offer is avery good indicator of value for the subject property.
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REDEVELOPMENT LAND SALE NO. 2

PROJECT NAME: Former Rod’ s/Hobo’s Restaurant & Marina/Neptune’' s Hideaway Resort & Spa
PROPERTY TY PE: Redevelopment of 20 Transient Licensed Condotel Units(Land with Entitlements)
LOCATION: 104180-104220 Overseas Highway, Key Largo, Key West, Monroe County, Florida
COUNTY ASSESSORS PARCEL NO.: 00439630, 00439630-000100 & ZONING: RV
00439620 FLUM: /MC
GRANTOR: DB Key Largo, LLC (Gassenheimer/Goldberg)
GRANTEE: Philrich of Key Largo, LLC (Zipes)
DATE OF SALE: 05/09/08 OFFICIAL RECORD BOOK: 2361, PAGE 621
LAND AREA: 99,348 x. ft./2.28 Acres VERIFICATION: Public Records, TIB Bank (Lender)
PURCHASE PRICE:$5,722,100 (Includes al ROGOs) PRICE PER SQ. FT.: $57.60
UNITSTO BE DEVELOPED: 20 PRICE PER UNIT: $ 286,105
HIGHEST AND BEST USE: Hotel Suites Redevelopment
TERM S OF SALE: Assuming Existing Mortgage ($6,234,000 Original Principal)
INTEREST CONVEYED: Fee Simple
Comments. Thiscomparableislocated about 103 miles northeasterly from the subject property in Key
Largo. Thisproperty wasaresale of an assemblage that took placein mid to theend of 2005 with atotal
acquisition price of $8,990,000. In August 2006, a letter of Development Rights (LDRD) by Monroe
County indicated that thetotal property had entitlementsfor 47 transient units, two market rateresidential
units, plus 3,770 square feet of non-residentia (commercial) floor area. On September 17, 2007,
Development Order #04-07 was recorded for the redevelopment of 39 transient units as a hotel
condominium. Thus, the original acquisition price was $230,513 per unit. Subsequently, the loan was
nonperforming and the developer was in default. Bankruptcy took place and the Bankruptcy Court
approved the sale of the property to the buyer on March 10, 2008. Furthermore, according to

representativesof T1B Bank, thedevelopment planwasaltered and approved for redevelopment into 19two
bedroom/two and one-half bathroom condotel units, plus aone bedroonv/one and one-half bathroom unit
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inaseparate building. The sale closed May 9, 2008 for $5,722,100 or $286,105 per unit. Thiscomparable
is overal inferior to the subject dueto its Key Largo location.
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REDEVELOPMENT LAND SALE NO. 3

PROJECT NAME: Atlantic Shores

PROPERTY TYPE: Redevelopment of 77 Transient Licensed Hotel Units (Land with Entitlements)
LOCATION: 510 South Street & 1420 Simonton Street, Monroe County, Florida

COUNTY ASSESSORS PARCEL NO.: 00036290-000000 & 0036310-000000 ZONING: HCT
GRANTOR: Atlantic Shores Resort, LLC & Atlantic Sands, LLC

GRANTEE: Southernmost Beach Resorts Limited Partnership

DATE OF SALE: 05/31/07 OFFICIAL RECORD BOOK: 2299, PAGE 1906 & 1910
TOTAL LAND AREA: 84,243 sq. ft./1.93 Acres

PURCHASE PRICE:$14,040,000 (Atlantic Shores) PRICE PER SQ. FT.: $231.47

Plus. $5,460,000 (Sands Beach Club)
TOTAL PRICE: $19,500,000

UNITSTO BE DEVELOPED: 77 PRICE PER UNIT: $ 253,247
HIGHEST AND BEST USE: Hotel Redevelopment

TERM S OF SALE: Cashto Seller (Conventional Mortgage)

INTEREST CONVEYED: Fee Simple

Comments: Thiscomparableislocated about one-and one-half milessoutherly fromthesubject property
inthe South Beach Area, City of Key West. This sale represents an assemblage of the Sands Beach Club
Restaurant/Bar (Theold Logun’ sLobster Restaurant) and theadjacent Atlantic ShoresResort. Thesesales
parcels are contiguous to Southernmost Hotel Resort (Buyer). The Site consists of a L-shaped and a
rectangular-shaped waterfront parcel with approximately 84,243 square feet of upland sitearea. It had
entitlementsfor atotal of 76 transient units, plusoneowner/manger’ sunit. Thesitehasopenwater frontage
alongtheAtlantic Oceanwith unobstructed views. Thenew hotel wasfinished and opened inthebeginning
of 2009. Thenew structuresappear to be similar to the subject’ sproposed layout and views. Most of the
units are suites with upscale finishing.
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REDEVELOPMENT LAND SALE NO. 4

PROJECT NAME: Former Ramada Inn

PROPERTY TYPE: Currently an 88-unit Motel Property

LOCATION: 13351 Overseas Highway, Ocean, Marathon

COUNTY ASSESSORS PARCEL NO.: 00100320-000000 ZONING: MU
GRANTOR: Marathon Hotel Partners, LLC

GRANTEE: Key Colony Bay Development, LLC

DATE OF SALE: 01/16/07 OFFICIAL RECORD BOOK: 2265, PAGE 1193
LAND AREA: 190,650 sq. ft./4.38 Acres

PURCHASE PRICE:$28,100,000 PRICE PER SQ. FT.: $147.39
UNITSTO BE DEVELOPED: 72 PRICE PER UNIT: $390,278
HIGHEST AND BEST USE: Residential Redevelopment

TERM S OF SALE: Cashto Seller (Conventional Mortgage)

INTEREST CONVEYED: Fee Simple

Comments: Thiscomparableislocated about 53 milesnortheasterly fromthe subject property inthe City
of Marathon. Itisaninternal lot with limited water frontage. Detailsfor the proposed development were
not available. This property was bought as an interim use for future redevelopment into luxury resort
residenceswithwater views. Thesalewasacashsalewithconventional financing and consideredanarm’'s

length transaction. It is waterfront with water views of Bonefish Harbour: however, its location is
considered inferior to the subject. This saleis currently in foreclosure by the lender.
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REDEVELOPMENT LAND SALE 5

PROJECT NAME: Crystal Bay Resort and Marina

PROPERTY TYPE: Resort Motel, Redevelopment is Permitted ZONING: SC/SR

COUNTY ASSESSORS PARCEL NO.: 1401382, 1402133, 1402141, 1402214, 1402222,
1402231, 1402249, 1402257, 1120294

LOCATION: 4900 Overseas Highway, Bay, Marathon

KEY: City of Marathon

LEGAL DESCRIPTION: Lots5& 6, Lots1,2,9,10,11,12,13, and “Adj. To Lot 13" & Adjacent
Baybottom

PROPERTY LOCATION: MM 49

DATE OF SALE: 12/06/06 SALE PRICE: $ 11,000,000
INSTRUMENT: Warranty Deed OFFICIAL RECORD BOOK 2257, PAGE 1788
CONDITION: Arm's Length

VERIFICATION: Buyers, Appraisal (370-06), and Public Records, James E. Wilson

GRANTORS: Jack W. And Veronica Leggett

GRANTEE: HTG Crystal Cove Resort, LLP

FINANCING: Conventional

AREA: Upland - 5.78 Acres (per Development Agreement), 33,777 Square Feet of Bay Bottom
UNITS TO BE DEVELOPED: 27 Market Rate and 3 Affordable Units = Total 30 Units

WATER FRONTAGE: Marina & Boat Basin, Bay of Florida

PRICE PER DWELLING UNIT: $ 366,667
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HIGHEST AND BEST USE: Residential Development with Maximized Density
UTILITIES: Available on-site
ACCESS: Overseas Highway

COMMENTS: Thiscomparableisacombination of nine contiguous parcels, with approximately 296.5
feet of highway frontage along the north side of the Overseas Highway, approximately 649.2 feet of
frontage along Vaca Road (A.K.A. 50" Street excluding Lots 4, 5, 6, 7 & 8 of the Vaca Village Sub-
division), with an overall depth of approximately 1,220 feet, and extending to the Florida Bay in the City
of Marathon. Therearetwelve (12) buildingsincluding astilted residenceonthesite. Four of thebuildings
arewood structuresand theremaining are CBS construction. Thesitecontainsapproximately 187.5linear
Feet of water-frontage along the southern boundary of the Bay of Florida, (excluding alength of 45 Linear
Feet of Bay Front that wasnot included inthe survey) pluswood and concrete dockage along aman-made
canal and around the existing boat basin. The property can be developed with originally 30 market rate
units, according to City of Marathon Development Order 2004-06, and, later amended to 27 two-bedroom
market rateunitswith Ordinance 2004-017. Three unitswerememorialized as Conditional Redevelopment
Unitsthat will be scheduled asfuture* affordablehousing” units(themanager’ sresidencelocated over the
check-in building, is scheduled as one of the affordable units), the configuration as defined in the
Development Order 2004-06. Hence, thedevelopment rightsfor the property consist of 27 market rate, two
bedroom/two & one half baths, dwelling units, without going through the ROGO process with 3
memorialized affordable housing units, plus a 27-boat dip marina.  This comparable is located
approximately 48 miles northeasterly from the subject property. Overall, this comparable is considered
inferior to the subject due to its Marathon location.
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REDEVELOPMENT LAND SALE 6

PROJECT NAME: Aloha Community

PROPERTY TYPE: Mobile Home Park/Motel with Single Family Residence and Canal
Redevelopment Land Sale

COUNTY ASSESSORS PARCEL NO.: 1416151, 1416193, 8694474, 1416169, 9081696,
1120841

KEY: City of Marathon ZONING: MU, Mixed-Use

LEGAL DESCRIPTION: Thisproperty islocated in apart of Tract 2 of Edmond’'s Acreage Tract.
Lengthy metes and bounds description.

PROPERTY LOCATION: Located at Mile Marker 51

DATE OF SALE: 10/04/06 SALE PRICE: $ 8,250,000
INSTRUMENT: Warranty Deed OFFICIAL RECORD BOOK 2244, PAGE 1689
CONDITION: Arm's Length

VERIFICATION: Buyer, Seller, Appraisal (307-06), and Public Records, Richard Padron
GRANTOR: Aloha Developers, LLC

GRANTEE: HTG Oceanside Estates, LLLP

FINANCING: Conventional

AREA: Upland - 290,009 Square Feet or 6.66 Acres, plus 1.32 Acres of baybottom.
UNITS TO BE DEVELOPED: 25 Units

WATER FRONTAGE: 220 Feet, Deep Canal Leading to Atlantic Ocean

PRICE PER DWELLING UNIT: $ 330,000
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HIGHEST AND BEST USE: Residentia Development with Maximized Density
UTILITIES: Available on-site
ACCESS: Overseas Highway, U.S. Highway No. 1

COMMENTS: Thiscomparableisacombinationof four contiguousparcelswithhighway frontagealong
thesouth side of the OverseasHighway and extending to the Atlantic Oceaninthe City of Marathon. Three
of the parcelsthat are improved and described asfollows: Tract “A” wasformerly had 16 mobile home
units, which have beenremoved, seven CBS/masonry former motel units, plustwo modular homes, Tract
“B” consstsof a3 bedrooms, 2 bathroomsinglefamily homewithalargedoublegarage, Tract“C” ismade
up of a Suburban Residential (SR) zoned vacant undeveloped land, and Tract “D” consists of a two
bedroom, two bathroom single family home on an open water/canal lot. The subject property can be
developed with 25 market rate unitsaccording to aletter prepared by Ms. Wendy Dyer, Acting Planning
Director, dated June 15, 2006.

Theproperty isvery well located in the middle of Marathon close to the city shopping centers, theairport
and other service along the Overseas Highway and enjoysthe open water viewsand boating accessonthe
Atlantic Ocean. Withintheapproximately 119 linear feet of ocean frontagethereisaman-made canal that
extends about 200 feet into the property plus a private boat basin that offer good boating access to the
Atlantic Ocean. Overall, thiscomparable is considered to be inferior to the subject due to its Marathon
location.

Appraisal Company of Key West Page 88



Section Xl Cost Aﬁﬁroach

REDEVELOPMENT LAND SALE NO. 7

PROJECT NAME: Former Hampton Inn

PROPERTY TYPE: Redevelopment of 74 Transient Licensed Residential Units

LOCATION: 2801 N. Roosevelt Boulevard, Key West

COUNTY ASSESSORS PARCEL NO.: 00002410-000400 ZONING: CG
GRANTOR: H.L. Murphy, Inc.

GRANTEE: Parrot Key Associates, Inc.

DATE OF SALE: 08/15/05 OFFICIAL RECORD BOOK: 2143, PAGE 0204
LAND AREA: 218,671 «q. ft./5.025 Acres

PURCHASE PRICE:$35,000,000 PRICE PER SQ. FT.: $160.06
UNITSTO BE DEVELOPED: 74 PRICE PER UNIT: $472,973

HIGHEST AND BEST USE: Residential Redevelopment

TERM S OF SALE: Cashto Seller (Conventional Mortgage)

INTEREST CONVEYED: Fee Simple

Comments: Thiscomparableislocated about 3 mileseasterly fromthesubject propertyintheNew Town
Areaof the City of Key West. Thiscomparableisanirregular sized lot containing 218,671 squarefeet or
5.025 acres. Thisproject wasdeveloped with 74, two and one-half story, 3 bedroonv3.5 bathroomtransient
licensed residential units which also some (17) have Florida Bay views, similar to the subject property,
while 28 unitsoverlook Salt Run Channel and theremainder have courtyard views. Thisproject however,
doescontainwater accessfor jet skisonthesouthwest corner of theproperty, but isnot boatable. Thesale
was acash sale with conventional financing and considered anarm’ slength transaction. It ismost inferior
to the subject property in water view due to the dense mangrove fringe and low sitelevel. After thesale,
the developer razed the hotel and filled the Site to aseven-foot ground elevation; therefore, thefirst level

of thefinished unitswere abovethe mangroves. Thiscomparableisoverall dightly inferior to the subject
due to its New Town location.
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COMPARABLE LAND SALESMAP

Appraisal Company of Key West Page 91



Section Xl Cost Aﬁﬁroach

2. Valuation Regression Analysis:
These comparableswerethemost similar recent salesand werethemost reliableinvaluing
the subject property. Dueto thelack of paired sales data, percentage adjustments and/or
comparisonswerenot utilized. Instead, we have considered alinear regression anaysisof
the comparables based on reasonable units of measure. We have found a very tight
correlation between the land square footage, location and the adjusted sales price.

The x-variables, two independent variables, is the land site size and number of transient
unitsfor each comparable. They-variable, dependent variable, isthecomparablesadjusted
salesprice. Thisdatapopulationsampleof thecomparable salesindicatesatight correlation
whichis measured by the R? of the dataset. Inthe case at hand, acorrelation of +0.921
wasindicated. Correlationsnear 1.0 are considered most reliable; therefore, the subject’s
correlationisconsidered very reliable, and the population sampleappearsappropriateinour
valuation model and can be considered credible in the units of measure for the subject
property. The computer analysis of this model indicated the following values:

Intercept = ($498,041.81)
Land SF1 No. Units,
Subject Coefficients Xy, 21,643 22
Bn $4.92 $112,020.02

In equation form, the regression model looks like this:
Y =(X,b) + (X,B,) + Intercept

Y = (21,643 X $4.92) + (22 X $112,020.02) + -$498,041.81 = $2,072,882

Land Valuation Summary

Adjusted salepriceper squarefoot of land for the comparableranged from$9.68t0 $121.03
with a mean of $51.75 and a median of $41.51 per square foot. While the unadjusted
dollarsper unit for the comparablesranged from $104,167 to $472,973, with the mean of
$314,777 and the median of $330,000 per unit. The indicated value for the subject was
considered credibleand reliable asthedollar per unit iswell supported by Comparable No.
1 whichisthemost recent pending sale and withintwo blocksof the subject property. Our
estimated value per squarefoot isat the upper limit of therangedueto thesmall sizeof the
subject. Furthermore, theappraisersnotethat thesubject property issmaller thanany of the
comparable sales and has fewer number of units, as there have not been any sales of
property thissmall withinthe market area. The dollar per squarefoot isinversely related
to the Site size, in other words the larger the site the lower the dollar per square foot.
However, the number of entitlement unitsis also considered.
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Land Value Indicated for Subject Property by the Sales Comparison Approach
(Rounded): . ... $2,100,000

3. Estimate of Improvement Costs and Summary:
Thereplacement cost of theimprovementshasbeen estimated using the Marshall VValuation
Serviceand our knowledgeof actual cost to construct inthearea. Thesecostsarecontinu-
ously updated and adjusted for local differences.

TheMarshall Vauation Servicecost estimatesincludelabor materidsand salestax, average
architect and engineer'sfees, job supervisionand insurance, and contractor'soverhead and
profit. Thecost estimatesdo not include: costsof buying/assemblingtheland (i.e., escrow
fees, legal fees, demolition, storm drains or rough grading), costs of land planning or
preliminary concept and layout for alargedevelopment, discountsor bonusesfor financing,
developer's overhead and profit, and interest or taxes on land.

Onthefollowing pages, thereplacement cost new and estimated depreciation for the subject
buildings have been estimated:
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Marshall & Swift Cost Estimates

Marshall & Swift Basic Cost

Motel & Health Club
Class C: Very Good Construction Quality

Data Input

Section 12, Page 9 Dated 08/2010 & Section 11,Page 31, Dated 11/10

Basic Structure Cost (per S.F. of Building Area): $124.56|
Class C: Good Construction Quality
(Less: Air Condition Adjustments ($3.49)
Adjusted Basic Structure Cost $121.07
Floor Area/Perimeter Multiplier 0.935
Ceiling Height 0.973
Adjusted Cost per Square Foot: $110.15|
Time and L ocal Multipliers:
Time (Section 99/Page 3/ Dated 04/11) 1.03]
L ocal (Section 99/Page 7/ Dated 04/11) 1.17
Resort Multiplier (Section 99/Page 1/ Dated 01/11) 1.40
Adjusted Cost per Square Foot: $185.84
Estimated Cost per Square Foot (Rounded): $186.00
Entry Stairs & Porches-Ground L evel, (Rounded): $61.00
Balconies (Rounded): $80.00
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Marshall & Swift Basic Cost
Utility Building Data | nput
Class C - Good Quality
Section 17, Page 12 Dated 05/2009
Basic Structure Cost (per S.F. of Building Area): $32.09]
Refinement Multipliers.
Floor Area/Perimeter Multipliers (Page 12): 1311
Story Height Multiplier (Page 12) 1.000§
Total Basic Cost $42.07
Time and L ocal Multipliers:
Time (Section 99/Page 3/ Dated 01/11) 1.02
Local (Section 99/Page 7/ Dated 01/11) 1.17
Resort Multiplier 1.40
Adjusted Cost per Square Foot: $70.29
Estimated Cost per Square Foot (Rounded): $70.00
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A Cost and Depreciation Summary for the subject follows:

Detailed Cogt Approach
Caribbean S,a
59 Fat Sreat, Key West, Harida
Quantity/ Hfective Tad Redacament Dgreciaed RON

Detalled Cost Edtinete Sze LhitCost Age Life Dgyedaion CostNew  Vdue Per Roon
Gt New far the Mad/Hesith Aub Buildng 24188 %186 10 0] D% PABB RBP4 449
Cogt Newfar Pordhes & Eriry Sairs 1673 wl 10 0] D0 $IPE3 VAL PN
Gt Newfa Bdomies 198 i3] 10 0] D% 220 H2A72 B
Cogt Newfar the Utilty Buildros 60 $0 10 D 00 $ED  $B40 04
Totd Coet far Building Inprovements: #M7BHL  $38R08 $181X
P Stelnpoenets & Bdres

Comerdid Shimming e Pod w Weterfall % $A0M 5 5 D% $B8E0 280 $2XB

Cororete Petio Decking 1121 HBD0 10 5 2% $7.287 HEE 3

Tiled Patio Decking 85 $1650 10 D B 378 PIH hises

CBSMesoTy Farding 138 $25 15 D D% OB SAR 73

Sgee 1 $800000 5 5 D% B0 B0
_Larokcaging 1 $8500000 0 D 0% $BO0  $600 $$3§I
Tad Stelnproemats& Bxdras $1058 ST $53
Edingted Ve befae F, F& ELadVdue,

Ergrenauid Inoartive and Indrect Codts: HMBBIO BINFB3 $253M9
Fws Funiture, Fixtures & Equipent:
22 Units A& Eindudng Hedth Qb & Soa 1 $600 10 5 D06 $6100 FH60 $1.864
Estireted Vaue befare Indrect Coets: $21939 HIBFH3 $B7249
Edimeted Land Ve $10000 #1000
Plus Indrect Costs: B2 400 H07R £3814
Regacaert Cost New o Buildngand Ste Inrovenents 73330 3B $H105]
Total Replacerment Cost Newof Building I nprovements & Land (Rounded): |$7,800,000
Vaue Indicated Viathe Cost Approach (Rounded): $6,700,000

*Indirect Costs. ThelIndirect Costsinthe Cost Approach arebased on expendituresfor itemsother than
labor and materials, suchasprofessonal fees, financing costs, and taxesand insurance during construction.
Because of the construction expensesincurred in Monroe County, including impact feesfor commercial
retail/officeand residential apartment uses, pluspermit fees, thesel ndirect Costsareanecessary part of our
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Cost Approach analysis. It isbased on estimated impact fees, plusapercentage of the Replacement Cost
New which we have found to be consistent. Thiscost isgrouped with other miscellaneous costs such as
site improvements and site value, and is part of the building cost asit is depreciable.

** Entrepreneurial |ncentive: Entrepreneuria Incentiveisrealized only whentheproperty isfirst developed
and sold, evenif the sale takes place years after the property was built. Over time, entrepreneurial profit
becomesobscured by theappreciationinproperty values. Entrepreneurial Incentiveistruly adeveloper’s
profit and a“return to the land.” In the case at hand, similar hotel/guest house properties are owner-
occupied; hence, entrepreneurial incentive was not included in the Cost Approach.

Physical Depreciation Estimate: The appraisers utilized the Economic Age-Life Method in estimating
physical depreciation for the subject buildings. The original structure was built in approximately 1969
according to the leaseterms. The structure has been totally renovated and updated, aswell as being well
maintained over theyears. Therewasno evidence of deferred maintenanceor any potentia structural issues
noted. The structureisin very good to excellent condition and depreciation estimates are based on a
straight-line basis.

Functional or External Obsolescence: The subject property does not suffer from functional or external
obsolescence. Hence, theappraisershavenot indicated any functional or external obsolescence, but rather
only the physical obsolescence based on a straight line basis.

Conclusion: The Cost Approach is generaly considered to have limited applicability in valuing
commercial properties. Estimatesof physical depreciationfor older structureslikethesubject property are
difficult; therefore, it makesthe Cost Approachlessreliable. Furthermore, because of the built-up nature
of theneighborhood and entitlements, the subject structure may never reachitseconomiclife, but continue
to be updated and/or converted to itsHighest and Best Use. Furthermore, it isdifficult and not reliableto
estimatedepreciationinolder buildingsthat have been converted and renovated. Hence, theCost Approach
was considered but not weighted in the final value conclusion.

“As|s’ Value of the Fee Simple Interest Indicated for Subject Property via the Cost Approach
(RoUNded): .. .o $6,700,000
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C. SALES COMPARISON APPROACH:

The Sales Comparison Approach is an appraisal technique in which the market value estimate is
based onthe prices paid in actual market transactionsand current listings. The actual transaction
will fix the lower limits of value in a static or advancing market and higher limit in a declining
market. It isaprocess of correlation and analysis of similar properties that recently sold in the
subject's market area.

Thisapproachto valueisbased upontheprincipal of substitution; that is, whenaproperty isplaced
in the market, its value tends to be set at the cost of acquiring an equally desirable substitute
property, assuming no costly delays in making the substitution.

The Sales Comparison Approach basesits value indication on sales of other similar propertiesin
thearea. Thesesalesareanayzed and compared to thesubject properties. The Sales Comparison
Approach basesitsvalueindication on salesof other similar propertiesinthearea. Thesesalesare
analyzed and compared to the subject property. Fromthese comparable sales, the appraiser must
extract meaningful "common denominators' to be applied to the subject building. Typically, the
sales price per square foot of thegrossbuilding or per unit, and the overall sale price are the most
common denominators, used in estimating the value of the properties similar to the subject.
Adjustmentsare madeto theindicated sale pricesfor differencesbetweenthe sale and the subject,
whenpossible. Themoresimilar thesaleisto thesubject property, thefewer required adjustments,
and the better it serves as an indicator of value.

1 Analysis of Market Data:

A thorough search was conducted for recent sales of similar commercial properties. A
survey of the market arearesulted in comparable motel/hotel property sales which were
located withinthesubject’ sForidaKeysmarket area. After dismissingtheoutliers, twenty-
three sales were considered in the valuation of the subject property. The subject consists
of an existing downtown lodging facility containing atotal of 22 transient hotel unitsplus
afitness center, health spa, and conference center. Although none of the sales are truly
similar, the available sales were considered a reliable representation within the subject's
market area. Thefollowing chart summarizesrelevant unitsof measure of the comparable
sales followed by detail sales information sheets.
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Note: See Market Condition Analysis following the detailed comparable sales.
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COMPARABLE SALESMAP (1)
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IMPROVED SALE NO. 1

PROPERTY NAME: Paradise Inn

PROPERTY TYPE: Commercia CURRENT USE: Hotél
PROPERTY LOCATION: 819 Simonton Street

DATE OF SALE: 02/16/11 DAYSON MARKET: N/A
SALE PRICE: $4,400,000 LISTING PRICE: N/A
GRANTOR: Paradise Inn, Ltd.

GRANTEE: Paradise Inn Hostel, LLC

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: Four Parcels, aPart of Tract 4 according to WilliamA. Whitehead’ sMap, Part
of Lot 2, Square 4, more particularly described by Metes and Bound Description

PARCEL ID: RE# 00016410-000000 ALTERNATE KEY# 1016802
VERIFICATION: Sdller and Public Records: JW
FINANCING: Private 78.4% Loan to Vaue

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 1 (Continued)

PRIOR SALESLAST 3YEARS: N/A

LAND SIZE: 33,873 Square Feet

GROSSBUILDING AREA: 10,305 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 30.4%

ZONING: HNC-1

BUILDING DESCRIPTION: Six Buildings - Four, One-Story and Two, Two-Story
CONSTRUCTION: Wood Frame

CONDITION: Averageto Good

YEAR BUILT: 1913 to 1995

PARKING: On Site Open Parking

PRICE PER SQUARE FOOT OF GBA: $426.98

EFFECTIVE GROSSINCOME: (Estimated)  $1,021,315

NOI - NET OPERATING INCOME: (Estimated$350,000

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 4.3

OPERATING EXPENSE RATIO: 65.7

OVERALL RATE: 7.96%

NUMBER OF LICENSED UNITS: 18 SALESPRICE PER UNIT: $244,444

APPRAISED BY OUR OFFICE:
DATE: 02/14/94 FILE NUMBER:  773-93
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IMPROVED SALE NO. 2

PROPERTY NAME: Nassau House

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse/Bed and Breakfast
PROPERTY LOCATION: 1016 Fleming Street

DATE OF SALE: 02/03/11 DAYSON MARKET: 139

SALE PRICE: $1,275,000 LISTING PRICE: $1,700,000 RATIO: 75.0%
GRANTOR: Special Acquisitions 1V, Inc.

GRANTEE: The Artist House on Fleming, Inc.

DOCUMENT TYPE: Special Warranty Deed

LEGAL DESCRIPTION: KW Part of Lot 2, Sgr. 45 (Metes and Bound Description)
PARCEL ID: RE# 00007290-000000 ALTERNATE KEY# 1007552
VERIFICATION: Sdler; RP

FINANCING: Conventional (TIB Bank - 80% LTV)

CONDITIONSOF SALE: Arm's Length (REO)
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IMPROVED SALE NO. 2 (Continued)

PRIOR SALESLAST 3YEARS: 08/17/06 Price $2,150,000 OR Bk. 2231, Page 1792

This sale indicated an annual decline of 10.9% based on a sale/resale analysis of this comparable. This
decline was based on a 4.55 year period from 2006 to 2011.

LAND SIZE: 4,960 Square Feet GROSSBUILDING AREA: 3,437 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 69.3%

ZONING: HNC-2

BUILDING DESCRIPTION: Two-Story Buildings

CONSTRUCTION: Wood Frame

CONDITION: Fair to Average

YEAR BUILT: 1933

PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $370.96

EFFECTIVE GROSS INCOME (First Year-Estimated per Appraisal): $235,000

NOI - NET OPERATING INCOME: Not Stabilized

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 5.4

OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 5 SALES PRICE PER UNIT: $255,000

APPRAISED BY OUR OFFICE:
DATE: 11/04/10 FILE NUMBER:  339-10
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IMPROVED SALE NO. 3

PROPERTY NAME: Pirates Cove

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse/Bed and Breakfast
PROPERTY LOCATION: 614 Greene Street

DATE OF SALE: 01/07/10 OFFICIAL RECORD BOOK/PAGE: 2448/755
DAYSON MARKET: 196

SALE PRICE: $925,000 LISTING PRICE: $1,299,000 RATIO: 71.2%
GRANTOR: BDM, LLC

GRANTEE: Dgjuld3, LLC

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: KW Part of Lot 2, Square. 12, (Metes and Bound Description)
PARCEL ID: RE# 00000930-000000 ALTERNATE KEY# 1000949
VERIFICATION: Listing Agent; & Previous Appraisal

FINANCING: Cashto Seller

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 3 (Continued)

PRIOR SALESLAST 3YEARS: 10/12/07 Price $1,600,000 OR Bk. 2325, Page 2359
LAND SIZE: 4,759 Square Feet

GROSSBUILDING AREA: 1,703 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 35.8%

ZONING: HRCC-1

BUILDING DESCRIPTION: Two Detached One-Story Buildings
CONSTRUCTION: Wood Frame

CONDITION: Lessthan Average

YEAR BUILT: 1928

PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $543.16

EFFECTIVE GROSS INCOME (Stabilized-Estimated per Appraisal): $145,000
NOI - NET OPERATING INCOME: $72,500

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.4

OPERATING EXPENSE RATIO: 50.0%

OVERALL RATE: 7.8%

NUMBER OF LICENSED UNITS: 3 SALES PRICE PER UNIT: $308,333
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IMPROVED SALE NO. 4

PROPERTY NAME: Seascape Tropical Inn

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse/Bed and Breakfast
PROPERTY LOCATION: 420 Olivia Street

DATE OF SALE: 12/31/08 DAYSON MARKET: 0

SALE PRICE: $1,510,533 LISTING PRICE: $1,994,000 RATIO: 75.7%
GRANTOR: Centennia Bank

GRANTEE: Transitire, Inc.

DOCUMENT TYPE: Special Warranty Deed

LEGAL DESCRIPTION: KW Part of Subs1& 2, All Sub 7, Part Lot 1, Sgr. 9, Tr 4 (Metesand Bound
Description)

PARCEL ID: RE# 00017850-000100 ALTERNATE KEY# 1018317
VERIFICATION: Sales Contract and Buyer; RP
FINANCING: Conventional (Centennial Bank)

CONDITIONS OF SALE: Arm's Length (REO)
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IMPROVED SALE NO. 4 (Continued)

PRIOR SALESLAST 3YEARS: 09/09/05 Price $1,900,000 OR Bk. 2150, Page 138

This sale indicated an annual decline of 6.4% based on a sale/resale analysis of this comparable. This
decline was based on a 3.49 year period from 2005 to 2008.

LAND SIZE: 3,318 Square Feet GROSSBUILDING AREA: 2,053 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 61.8%

ZONING: HRCC-3

BUILDING DESCRIPTION: Two-Story Buildings

CONSTRUCTION: Wood Frame

CONDITION: Average

YEAR BUILT: 1902

PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $735.77

EFFECTIVE GROSS INCOME (Stabilized-Estimated per Appraisal): $239,400

NOI - NET OPERATING INCOME: $111,848

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.3

OPERATING EXPENSE RATIO: 53.3%

OVERALL RATE: 7.4%

NUMBER OF LICENSED UNITS: 6 SALES PRICE PER UNIT: $251,755

APPRAISED BY OUR OFFICE:
DATE: 09/07/10 FILE NUMBER: 271-10
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IMPROVED SALE NO. 5

PROPERTY NAME: Artist House

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse/Bed and Breakfast
PROPERTY LOCATION: 534 Eaton Street

DATE OF SALE: 08/15/08 DAYSON MARKET: 268

SALE PRICE: $2,130,000 LISTING PRICE: $2,600,000 RATIO: 81.9%
GRANTOR: David C. Wilson

GRANTEE: Artist House, LLC

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: KW Part of Lot 2, Sgr. 37 (Metes and Bound Description)
PARCEL ID: RE# 00006490-000000 ALTERNATE KEY# 1006726
VERIFICATION: Listing Agent; RP

FINANCING: Conventional (TIB Bank - 24.6% LTV)

CONDITIONSOF SALE: Arm'sLength (Short Sale)
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IMPROVED SALE NO. 5 (Continued)

PRIOR SALESLAST 3YEARS: 06/15/04 Price $1,989,000 OR Bk. 2016, Page 1229
Thissaleindicated anannual appreciation of 1.7% based on asale/resale analysisof thiscomparable. This
appreciation was based over a 4.23year period from 2004 to 2008.

LAND SIZE: 4,365 Square Feet GROSSBUILDING AREA: 3,820 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 87.5%

ZONING: HNC-1

BUILDING DESCRIPTION: Two and one-half Story Buildings

CONSTRUCTION: Wood Frame

CONDITION: Fair to Average

YEAR BUILT: 1898

PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $557.59

EFFECTIVE GROSS INCOME (First Year-Estimated per Appraisal): $287,600

NOI - NET OPERATING INCOME: Not Stabilized

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 7.4

OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 7 SALES PRICE PER UNIT: $304,286

APPRAISED BY OUR OFFICE:
DATE: 07/01/08 FILE NUMBER: 179-08
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IMPROVED SALE NO.6

LOCATION: 3420 North Roosevelt (Formerly Ramada Inn) Currently: Inn at Key West
TYPE OF PROPERTY TYPE: Motel Resort

COUNTY ASSESSOR PARCEL NO.: 00065560-000000ZONING: CG

ALTERNATE KEY NO. 1068268

GRANTOR: Johnson Resort Properties-Florida 1, Inc.

GRANTEE: |IKW Borrower, LLC

DATE OF SALE: 10/04/07 OFFICIAL RECORD BOOK/PAGE: 2324/2431
PURCHASE PRICE: $30,169,800 VERIFICATION: Former Listing Agent, Public Records
INTEREST CONVEYED: Fee Simple

TERMS OF SALE: 88.9% LTV Conventional Financing; Cash to Seller

LAND SALE: 325.0' Frontage - Irregular AREA: 3.16 Acres

BUILDING AREA: 33,925 Square Feet
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IMPROVED SALE NO. 6 (Continued)

CONSTRUCTION TYPE: CBS/Masonry

PRICE PER GROSS BUILDING AREA: (Including Land Area): $889.31
YEAR BUILT: 1971 & 1976

NUMBER OF UNITS: 105 Units PRICE PER UNIT: $287,331

INCOME ANALYSIS
Verified Income and Expense Information at the time of sale was not available.

HIGHEST AND BEST USE: AsImproved

2008 T ax Assessment:
Total Assessment: $11,421,310
Tax Burden: $101,575.41

COMMENTS: Thiscomparablecontains105 rooms, but islicensed for 106 unitsaccordingtothe records,
plusa43-seat restaurant. Thepropertyislocated about 2.79 milessoutheasterly fromthesubject property
and boastsfrontagealong North Roosevelt Boulevard. Thestructuresarebuilt of concreteblocksandwere
builtin 1971 and 1976. Theproperty boastsaluxury swimming pool, wading pool, hot tuband Tiki bar with
32-seat capacity. There are 165 on-site parking spaces. The property has undergone approximately
significant inrenovations per subsequent to Hurricane Wilma, October 2005. Thiscomparablesaleisdry,
although some units at the front house shallow water views across North Roosevelt Boulevard.
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Room View L obby View

Pool Views
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IMPROVED SALE NO. 7

PROPERTY NAME: Sheraton Suites

PROPERTY TYPE: Commercia CURRENT USE: Suites Hotel
PROPERTY LOCATION: 2001 S. Roosevelt Boulevard

DATE OF SALE: 06/27/07 DAYSON MARKET: N/A
SALE PRICE: $39,000,000 LISTING PRICE: N/A
GRANTOR: Delray Beach Development, LLC

GRANTEE: OpRock Key West Fee, LLC

DOCUMENT TYPE: Special Warranty Deed

LEGAL DESCRIPTION: KW Tract 45 of an unrecorded map prepared by Crawshaw-Baily and being
more particularly described by Metes and Bound Description

PARCEL ID: RE# 00065130-000000 ALTERNATE KEY# 1065650
VERIFICATION: Public Records; RP
FINANCING: Assignment of Existing Mortgage

CONDITIONSOF SALE: Arm'sLength (Transfer between Corporation)
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IMPROVED SALE NO. 7 (Continued)

PRIOR SALESLAST 3YEARS: 02/14/06 Price $31,000,000 OR Bk. 2188, Page 1927
LAND SIZE: 215,186 Square Feet

GROSSBUILDING AREA: 58,091 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 27.0%

ZONING: CT

BUILDING DESCRIPTION: Ten Buildings - Two Story Elevated Structures
CONSTRUCTION: Wood Frame w/Concrete Columns

CONDITION: Average

YEAR BUILT: 1993

PARKING: On Site Covered Parking

PRICE PER SQUARE FOOT OF GBA: $671.36

EFFECTIVE GROSSINCOME: N/A

NOI - NET OPERATING INCOME: N/A

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: N/A

OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 184 SALESPRICE PER UNIT: $211,957

APPRAISED BY OUR OFFICE: No
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IMPROVED SALE NO. 8

PROPERTY NAME: Ocean Breeze Inn

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse/Motel
PROPERTY LOCATION: 625 South Street

DATE OF SALE: 5/24/07 DAYSON MARKET: 177
SALE PRICE: $4,000,000 LISTING PRICE: $4,800,000 RATIO: 83.3%
GRANTOR: Ocean Breeze Inn, Inc.

GRANTEE: Donald Whitehead

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: KW Pt. Lots6 and 7, Square 5, Tract 17

PARCEL ID: RE# 00038140-000000 ALTERNATE KEY# 1038890

VERIFICATION: Public Records, Buyer, Seller; RP 4/25/07, Appraisal

FINANCING: Conventional CONDITIONSOF SALE: Arm'sLength
PRIOR SALESLAST 3YEARS: 19/13/1999  Price $1,125,000 BK. 1595, Page 2152

Thissaleindicated anannual appreciation of 17.6% based onasale/resaleanalysisof thiscomparable. This
appreciation was based on a 7.84 year period from 1999 to 2007.
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IMPROVED SALE NO. 8 (Continued)

LAND SIZE: 16,368 Square Feet GROSSBUILDING AREA: 5,567 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 34.0%

ZONING: HRO

BUILDING DESCRIPTION: Three - 1 Story Buildings

CONSTRUCTION: CBS/Masonry

CONDITION: Averageto Good

YEAR BUILT: 1958 PARKING: On Site Parking

PRICE PER SQUARE FOOT OF GBA: $718.52

EFFECTIVE GROSSINCOME: $690,447

NOI - NET OPERATING INCOME: $348,330

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 5.8

OPERATING EXPENSE RATIO: 49.6%

OVERALL RATE: 8.7%

NUMBER OF LICENSED UNITS: 15 SALES PRICE PER UNIT: $266,667

COMMENTS: Property islicensed by the City of Key West for 15 transient units.

APPRAISED BY OUR OFFICE:

DATE: 4/25/07 FILE NUMBER: 133-07
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IMPROVED SALE NO. 9

PROPERTY NAME: Days Inn Key West

PROPERTY TYPE: Commercia CURRENT USE: Hotél
PROPERTY LOCATION: 3852 N. Roosevelt Boulevard

DATE OF SALE: 11/08/06 DAYSON MARKET: N/A
SALE PRICE: $25,000,000 LISTING PRICE: N/A
GRANTOR: SH Key West, Ltd.

GRANTEE: JLW Key West 1, LLC

DOCUMENT TYPE: Special Warranty Deed

LEGAL DESCRIPTION: Block 15, Key West Foundation Company’ s Plat No. 2, recorded inPlat 1,
Page 189, more particularly described by Metes and Bound Description

PARCEL ID: RE# 00065060-000000 ALTERNATE KEY# 1065587
VERIFICATION: Public Records; RP
FINANCING: Assignment of Existing Mortgage

CONDITIONSOF SALE: Arm'sLength (Partnership Transfer)
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IMPROVED SALE NO. 9 (Continued)

PRIOR SALESLAST 3YEARS: N/A

LAND SIZE: 144,184 Square Feet

GROSSBUILDING AREA: 42,125 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 29.2%
ZONING: CT

BUILDING DESCRIPTION: Five Buildings - Two Story Structures
CONSTRUCTION: CBS/Masonry

CONDITION: Fair to Average

YEAR BUILT: 1975

PARKING: On Site Open Parking

PRICE PER SQUARE FOOT OF GBA: $593.47

EFFECTIVE GROSSINCOME: N/A

NOI - NET OPERATING INCOME: N/A

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: N/A
OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 134 SALESPRICE PER UNIT: $186,567

APPRAISED BY OUR OFFICE: No
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IMPROVED SALE NO. 10

PROPERTY NAME: Former Radisson Inn, Now Comfort Inn
PROPERTY TYPE: Commercia CURRENT USE: Hotél
PROPERTY LOCATION: 3820 N. Roosevelt Boulevard

DATE OF SALE: 11/01/06 DAYSON MARKET: N/A
SALE PRICE: $29,928,000 LISTING PRICE: N/A
GRANTOR: Betty Cooper and Marvin Cooper, as Trustees
GRANTEE: JLW Key West 1, LLC

DOCUMENT TYPE: Special Warranty Deed

LEGAL DESCRIPTION: Block 15, Key West Foundation Company’ s Plat No. 2, recorded inPlat 1,
Page 189, more particularly described by Metes and Bound Description

PARCEL ID: RE# 00065530-000000 ALTERNATE KEY# 1068233
VERIFICATION: Public Records, RP
FINANCING: Cashto Seller

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 10 (Continued)

PRIOR SALESLAST 3 YEARS: N/A

LAND SIZE: 134,688 Square Feet

GROSSBUILDING AREA: 31,454 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 23.4%

ZONING: CG

BUILDING DESCRIPTION: Two Buildings - One Five-Story and One Single-Story Structures
CONSTRUCTION: CBS/Masonry

CONDITION: Fair to Average

YEAR BUILT: 1971 and 2000

PARKING: On Site Open Parking

PRICE PER SQUARE FOOT OF GBA: $951.484

EFFECTIVE GROSSINCOME: N/A

NOI - NET OPERATING INCOME: N/A

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: N/A

OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 145 SALESPRICE PER UNIT: $206,400

APPRAISED BY OUR OFFICE: No
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IMPROVED SALE NO. 11

PROPERTY NAME: Former Comfort Inn, Now Quality Inn
PROPERTY TYPE: Commercia CURRENT USE: Hotél
PROPERTY LOCATION: 3824 N. Roosevelt Boulevard

DATE OF SALE: 11/01/06 DAYSON MARKET: N/A
SALE PRICE: $18,982,300 LISTING PRICE: N/A
GRANTOR: Barry Preston Cooper

GRANTEE: JLW Key West 1, LLC

DOCUMENT TYPE: Specia Warranty Deed

LEGAL DESCRIPTION: Block 15, Key West Foundation Company’ s Plat No. 2, recorded inPlat 1,
Page 189, more particularly described by Metes and Bound Description

PARCEL ID: RE# 00065550-000000 ALTERNATE KEY# 1068250
VERIFICATION: Public Records, RP
FINANCING: Cashto Seller

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 11 (Continued)

PRIOR SALESLAST 3 YEARS:

LAND SIZE: 132,858 Square Feet

GROSSBUILDING AREA: 43,644 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 32.8%

ZONING: CG

BUILDING DESCRIPTION: Five Buildings - Two One-Story and Three Two-Story
CONSTRUCTION: CBS/Masonry

CONDITION: Fair to Average

YEAR BUILT: 1971 and 2000

PARKING: On Site Open Parking

PRICE PER SQUARE FOOT OF GBA: $483.93

EFFECTIVE GROSSINCOME: N/A

NOI - NET OPERATING INCOME: N/A

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: N/A

OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 100 SALESPRICE PER UNIT: $189,823

APPRAISED BY OUR OFFICE: No

Appraisal Company of Key West Page 123



Section X Sales Comﬁari son Aﬁﬁroach

IMPROVED SALE NO. 12

PROPERTY NAME: Fairfield Inn

PROPERTY TYPE: Commercia CURRENT USE: Hotél
PROPERTY LOCATION: 2400 N. Roosevelt Boulevard

DATE OF SALE: 06/05/06 DAYSON MARKET: N/A
SALE PRICE: $20,877,300 LISTING PRICE: N/A
GRANTOR: Key West Partners|, LLP

GRANTEE: RLJII-FKey West, LLC

DOCUMENT TYPE: Specia Warranty Deed

LEGAL DESCRIPTION: Parcel 13, of aPlat of theRecord of TheHoldingsof A.E. Golanand Florence
Golan, recorded in Plat 3, Page 35, more particularly described by Metes and Bound Description

PARCEL ID: RE# 00065220-000100 ALTERNATE KEY# 1067849
VERIFICATION: Public Records; RP
FINANCING: Conventional (Barnett Bank)

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 12 (Continued)

PRIOR SALESLAST 3YEARS: N/A

LAND SIZE: 88,181 Square Feet

GROSSBUILDING AREA: 18,844 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 21.4%

ZONING: CG

BUILDING DESCRIPTION: Three Buildings - Two One-Story and One Two-Story
CONSTRUCTION: CBS/Masonry

CONDITION: Average

YEAR BUILT: 1987

PARKING: On Site Open Parking

PRICE PER SQUARE FOOT OF GBA: $1,107.90

EFFECTIVE GROSSINCOME: N/A

NOI - NET OPERATING INCOME: N/A

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: N/A

OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 106 SALESPRICE PER UNIT: $196,660

APPRAISED BY OUR OFFICE: No
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IMPROVED SALE NO. 13

The AmbrosiaHouseand AmbrosiaToo wereactually two separate salesto thesameindividual. The sales
are detailed here separately, although they were purchased together. For comparison purposes we have
combined the sales as one Guesthouse.

PROPERTY NAME: Ambrosia House

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 615 Fleming Street

DATE OF SALE: 05/11/06 DAYSON MARKET: N/A
SALE PRICE: $2,140,000 LISTING PRICE: $2,397,000 RATIO: 89.3%
GRANTOR: KeysKatie Too LLC

GRANTEE: Michael P. Vagnoni

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: KW Pt. Lot 2, Square 49

PARCEL ID: RE# 00009130-000000 ALTERNATE KEY# 1009393

VERIFICATION: Public Records, Listing Agent, Appraisa
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IMPROVED SALE NO. 13 (Continued)

FINANCING: Conventional

CONDITIONSOF SALE: Arm'sLength

PRIOR SALESLAST 3YEARS: 02/00 Price $2,000,000 BK. 1616, Page 0234
LAND SIZE: 4,657 Square Feet

GROSSBUILDING AREA: 3,159 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 67.6%
ZONING: HMDR

BUILDING DESCRIPTION: 2 Story

CONSTRUCTION: Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1928

PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $677.43
EFFECTIVE GROSSINCOME: $325,000

NOI - NET OPERATING INCOME: Est. $149,953
EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.6
OPERATING EXPENSE RATIO: E4t. 53.9%

OVERALL RATE: 7.0%

NUMBER OF LICENSED UNITS: 5 SALES PRICE PER UNIT: $428,000
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IMPROVED SALE NO. 13 (Continued)

COMMENTS: Property is licensed by the City of key west for 5 Transient units, but is operated as 7
transient units.

APPRAISED BY OUR OFFICE:

DATE: 03/07/06 FILE NUMBER:  082-06
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IMPROVED SALE NO. 13 (Continued)

PROPERTY NAME: Ambrosia HouseToo

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 618-622 Fleming Street

DATE OF SALE: 05/11/06 DAYSON MARKET: N/A
SALE PRICE: $5,460,000 LISTING PRICE: $5,747,000 RATIO: 95.0%
GRANTOR: KeysKatie Too LLC

GRANTEE: Michael P. Vagnoni

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: KW Pt. Lot 4, Square 36

PARCEL ID: RE# 00006380-000000 ALTERNATE KEY #: 1006602
VERIFICATION: Public Records, Listing Agent, Appraisa

FINANCING: Conventional

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 13 (Continued)

PRIOR SALESLAST 3YEARS: 09/96 Price $710,000 BK. 1425, Page 0644

LAND SIZE: 16,183 Square Feet GROSSBUILDING AREA: 5,777 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 35.7%

ZONING: HMDR

BUILDING DESCRIPTION: 2 Story

CONSTRUCTION: Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1938, 1943, 1990, 1995 PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $945.13

EFFECTIVE GROSSINCOME: $792,000

NOI - NET OPERATING INCOME: Est. $367,987

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.9

OPERATING EXPENSE RATIO: Est. 53.6%

OVERALL RATE: 6.7%

NUMBER OF LICENSED UNITS: 11 SALESPRICE PER UNIT: $469,364

COMMENTS: Property islicensed by the City of key west for 11 Transient units, but isoperated as 12
transient units.

APPRAISED BY OUR OFFICE:
DATE: 03/07/06 FILE NUMBER:  081-06
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IMPROVED SALE NO. 14

PROPERTY NAME: Wicker House

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 913 Duval Street

DATE OF SALE: 2/3/2006 DAYSON MARKET: 35
SALE PRICE: $6,100,000 LISTING PRICE: $6,450,000 RATIO: 94.6%
GRANTOR: Wicker House Associates, Inc.

GRANTEE: Donald E. Whitehead

DOCUMENT TYPE: Warranty Deed, Contract of Purchase and Sale

LEGAL DESCRIPTION: KW Pt. Lots 2 and 4, Square 8, Tract 4

PARCEL ID: RE# 00017630-000000 ALTERNATE KEY# 1018104

VERIFICATION: Public Records, Seller, Listing Agent, Appraisa

FINANCING: Conventional

CONDITIONSOF SALE: Arm'sLength

PRIOR SALESLAST 3YEARS: Parcas Purchased from 1985-1995, Total Price $884.500
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IMPROVED SALE NO. 14 (Continued)

LAND SIZE: 18,808 Square Feet GROSSBUILDING AREA: 8,870 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 47.1%

ZONING: HRCC-3

BUILDING DESCRIPTION: Five (5) 2 Story Buildings

CONSTRUCTION: Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1918-1948

PARKING: On Site Parking

PRICE PER SQUARE FOOT OF GBA: $687.71

EFFECTIVE GROSSINCOME: $1,102,268

NOI - NET OPERATING INCOME: $535,993

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 5.5

OPERATING EXPENSE RATIO: 51.4%

OVERALL RATE: 8.8%

NUMBER OF LICENSED UNITS: 21 SALESPRICE PER UNIT: $290,476
COMMENTS: Property islicensed by the City of Key West for 21 transient units, but isoperated as 18
transient units.

APPRAISED BY OUR OFFICE:

DATE: 1/19/2006 FILE NUMBER:  025-06
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IMPROVED SALE NO. 15

PROPERTY NAME: Chelsea House and Red Rooster Inn

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 705-709 Truman Avenue

DATE OF SALE: 9/16/2005 DAYSON MARKET: 56
SALE PRICE: $9,900,000 LISTING PRICE: $10,400,000 RATIO: 95.2%
GRANTOR: James Ledlie Durbin

GRANTEE: Victor Heymann

DOCUMENT TYPE: Warranty Deed, Contract of Purchase and Sale

LEGAL DESCRIPTION: KW Pt. Lots2 and 4, Square 2, Tr 5

PARCEL ID: RE # 00020360-000000 ALTERNATE KEY #: 1021105

VERIFICATION: Public Records, Seller, Listing Agent

FINANCING: Conventional, with some seller financing.

CONDITIONSOF SALE: Arm'sLength

PRIOR SALESLAST 3YEARS: 1993-1995 total $1,978,300
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IMPROVED SALE NO. 15 (Continued)

LAND SIZE: 34,485 Square Feet GROSSBUILDING AREA: 12,076 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 35.0%

ZONING: HNC-1

BUILDING DESCRIPTION: 2 and 2.5 Story

CONSTRUCTION: combination CBS/masonry and Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1938-1987 PARKING: On Site Parking

PRICE PER SQUARE FOOT OF GBA: $819.81

EFFECTIVE GROSSINCOME: $1,554,700

NOI - NET OPERATING INCOME: $746,069

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.4

OPERATING EXPENSE RATIO: 52.0%

OVERALL RATE: 7.5%

NUMBER OF LICENSED UNITS: 33 SALES PRICE PER UNIT: $300,000
COMMENTS: Property islicensed by the City of Key West for 33 Transient units, but isoperated as35
transient units.

APPRAISED BY OUR OFFICE:

DATE: 5/26/2005 FILE NUMBER: 188-05
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IMPROVED SALE NO. 16

PROPERTY NAME: BananaBay Resort

PROPERTY TYPE: Commercia CURRENT USE: Hotél
PROPERTY LOCATION: 2319 N. Roosevelt Boulevard

DATE OF SALE: 09/08/05 DAYSON MARKET: N/A
SALE PRICE: $13,500,000 LISTING PRICE: N/A
GRANTOR: Banana Bay of Key West, Inc.

GRANTEE: Banana, LLC

DOCUMENT TYPE: Warranty Deed

LEGAL DESCRIPTION: Amended Plat of HiltonHaven, Section 1, recorded in Public Records, more
particularly described by Metes and Bound Description

PARCEL ID: RE# 00002000-000000 ALTERNATE KEY# 1002101
VERIFICATION: Listing Agent and Seller; RP
FINANCING: Cashto Seller

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 16 (Continued)

PRIOR SALESLAST 3YEARS: N/A

LAND SIZE: 102,366 Square Feet

GROSSBUILDING AREA: 32,622 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 31.9%
ZONING: CG

BUILDING DESCRIPTION: Six Buildings - Five One-Story and One Two-Story w/Covered
Parking

CONSTRUCTION: CBS/Masonry

CONDITION: Fair/Average to Good

YEAR BUILT: 1955 and 1995

PARKING: On Site Open and Parking

PRICE PER SQUARE FOOT OF GBA: $413.83
EFFECTIVE GROSSINCOME: N/A

NOI - NET OPERATING INCOME: N/A

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: N/A
OPERATING EXPENSE RATIO: N/A

OVERALL RATE: N/A

NUMBER OF LICENSED UNITS: 50 SALESPRICE PER UNIT: $270,000

APPRAISED BY OUR OFFICE:
DATE: 06/2004 FILE NUMBER: 153-04
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IMPROVED SALE NO. 17

LOCATION: Hampton Inn, 2801 N. Roosevelt Blvd., Key West, Florida
TYPE OF PROPERTY TYPE: 157 Unit Gulf front Motel Resort
COUNTY ASSESSOR PARCEL NO.: 00002410-000400ZONING: CG
ALTERNATE KEY NO. 8609892

GRANTOR: H. L. Murphy, Inc.

GRANTEE: Parrot Key Associates, Inc.

DATE OF SALE: 08/15/05 OFFICIAL RECORD BOOK/PAGE: 2143/2014
PURCHASE PRICE: $35,000,000 VERIFICATION: Public Records, Buyer, Appraisal, Seller

INTEREST CONVEYED: Fee Simple
TERMS OF SALE: Conventional Financing; Cash to Seller
LAND SALE: 335 Frontage x 670 -Irregular AREA: 5.025 Acres of Uplands 218,671 SF

BUILDING AREA: 53,544 Square Feet
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IMPROVED SALE NO. 17 (Continued)

CONSTRUCTION TYPE: CBS/Masonry
PRICE PER GROSS BUILDING AREA: (Including Land Area): $653.67
YEAR BUILT: 1985 through 1986

NUMBER OF UNITS: 157 Units PRICE PER UNIT: $222,930
(Operating as 159, but licensed for 157)

INCOME ANALYSIS

Tota Gross Income: $6,177,852 Average Daily Rate: $115.55
Gross Room Revenue: $5,846,239 Occupancy Rate: 87%

Net Operating Income: $1,960,947 RevPar: $100.46

Gross Income Multiplier: 5.7

Gross Room Revenue Multiplier: 6.0

Overdl Rate: 5.6%

HIGHEST AND BEST USE: AsImproved

2008 T ax Assessment:
Total Assessment: $21,952,000
Tax Burden: $195,230.11

COMMENTS: At the time of sale, the existing facility consisted of three, two-story CBS/masonry
buildings with ground level parking underneath containing atotal of 53,544 square feet of gross building
areaand 157 transient units, plustwo commercial units. The amenitiesincluded: a Gazebo bar, meeting
room (small conferenceroom), swimming pool, Jacuzzi/spa, asundeck surrounded by themotel building,
plus more than adequate covered and open parking. Theexisting improvementswere currently inoverall
averageto good condition. According to the Monroe County records, the buildingswere constructed in
1985, with some subsequent renovations and upgrades noted.
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IMPROVED SALE NO. 17 (Continued)

At the time of purchase, the proposed redevelopment of the subject property was to include: the tota
renovation of the existing three buildings, plus the addition of three new buildings, a lushly landscaped
courtyard and alarge swimming pool. When completed, the property was supposed to consist of 97,436
square feet of gross building, which will include 157 transient licensed, one bedroom one bathroom
condominium unit, plustwo commercial condominiumunits. Theresidential unitswere planned to have
an average unit size of 584 square feet. In addition, each unit will have a private balcony for atotal of
31,026 squarefeet of covered balcony. However, subsequent to the sale, thedeveloper changed theplanto
congtruct 74 attached, 3 bedroom/3.5 bathrooms' townhouseresort residential unitswithanaverageof 1,727
squarefeet. Thedevelopment planwasaltered based onthe successof the sellout of theindividual unitsat
Tranquility Bay Resort, Indigo Reef Marinahomesand Coral Lagoon Resort inMarathon. TheParrot Key
Resort iscompletewithal10-seat restaurant, Tiki bar and four swimming pools. Dueto thedeclineinsales
of the units in 2009, the developer is presently converting the unsold townhouse units to one and two
bedroom suite hotel units.

The siteconsistsof aparallelogram-shaped parcel, encompassing 218,909 squarefeet or 5.03 acresof site
areawith 335feet of frontageaong thenortherly side of North Roosevelt Boulevard and extending 670 feet
to FloridaBay Waterfront ontherear side. Theentirelength of thewesterly property linefrontsalongthe
Salt Run Channel.

Aerial View
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IMPROVED SALE NO. 18

LOCATION: ReachResort (Formerly Wyndham, Now Waldorf Astoria) 1435 Simonton Street, Key Wes,
Florida

TYPE OF PROPERTY TYPE: 150 Unit Oceanfront Full-Service Luxury Resort
COUNTY ASSESSOR PARCEL NO.: 00036270-000000ZONING: HCT
ALTERNATE KEY NO. 1037117

GRANTOR: The Key West Reach Limited Partnership

GRANTEE: Key West Reach Owner, LLC

DATE OF SALE: 05/04/05 OFFICIAL RECORD BOOK/PAGE: 1674/940

PURCHASE PRICE: $45,562,000 VERIFICATION: PublicRecords, Agent for Seller/Partner,
Inspection, County Property Appraiser’s Records, Prior
Appraisal

INTEREST CONVEYED: Fee Smple
TERM S OF SALE: Conventiona Financing; Cash to Seller

LAND SALE: Irregular AREA: 2.92 Acres of Uplands
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IMPROVED SALE NO. 18 (Continued)

BUILDING AREA: 120,512 gq ft. (According to County Records)
CONSTRUCTION TYPE: CBS/Masonry

PRICE PER GROSS BUILDING AREA: (Including Land Areq): $378.07
YEAR BUILT: 1985

NUMBER OF UNITS: 150 Units PRICE PER UNIT: $303,46

INCOME ANALYSIS: (Based on Actual & Projections)

Gross Room Revenue $8,600.000

Net Food & Beverage and Other: $500,000 Occupancy Rate: 78%
Total Revenues (Net F & B): $9,100,000 RevPar: $157.08
Net Operating Revenue: $3,100,000

Gross Income Multiplier 5.0

Overdl Rate: 6.8%

HIGHEST AND BEST USE: AsImproved

2008 T ax Assessment:
Total Assessment: $23,500,000
Tax Burden: $208,997.25

COMMENTS: Thiscomparable saleis an oceanfront full-service, luxury hotel/resort, commonly known
as The Wyndham Reach Resort, situated within the South Beach Motel District at 1435 Simonton Street,
Key West, Florida. Thisproperty isone of the few open waterfront luxury resortswithin the City of Key
West. Theproperty consistsof anirregular-shaped, interior site, which fronts approximately 277.20 feet
along the easterly side of Simonton Street and 325.00 feet along thewesterly sideof Vernon Avenue. The
project has an average lot width of about 350 feet and an average lot depth of 369 feet. The property is
located at the southerly terminus of Simonton Street with approximately 248 feet of frontage along the
Straitsof Florida, Atlantic Ocean. Thesitecontains 127,115 squarefeet or 2.92 acresof upland land area,
plusthe property owners areleasing bay bottomfromthe State of Floridaconsisting of 3,200 square feet
of submerged land beneath the wood deck, pier and gazebo/pavilion. The building improvements consist
of afive-story CBS/masonry, irregular-shaped, full-servicehotd structure, plusa219 space covered parking
garage (part of first and second levels), and a one-story CBS/masonry poolside cabana/bar and grill
containing atotal gross building area of 120,512 square feet including 150 transient (hotel) rooms. The
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CBS hotel buildings were constructed in 1985 per the Monroe County Property Appraiser’s records.
According to the City of Key West, Monroe County, and the State of Florida, the subject property is
properly licensed as 150 transient motel/hotel units.
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IMPROVED SALE NO. 19

LOCATION: (Formerly Quality Inn) Now Holiday Inn, Key West, Florida
TYPE OF PROPERTY TYPE: 148 Unit Motel Resort

COUNTY ASSESSOR PARCEL NO.: 00064940-000000ZONING: CG
ALTERNATE KEY NO. 1065455

GRANTOR: Idand Hotel Ventures, LTD.

GRANTEE: JRC Key West Hotel, LLC, Key West Holdings, LLC and SHG, Inc.

DATE OF SALE: 04/28/05 OFFICIAL RECORD BOOK/PAGE: 2108/2490
PURCHASE PRICE: $20,000,000 VERIFICATION: PublicRecords, Inspection, Local MLS
Loop Net

INTEREST CONVEYED: Fee Simple
TERMSOF SALE: Cashto Seller

LAND SALE: 662.93 Frontage -lrregular AREA: 3.83 Acres of Uplands
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IMPROVED SALE NO. 19 (Continued)

BUILDING AREA: 38,209 sq. ft.

CONSTRUCTION TYPE: CBS/Masonry

PRICE PER GROSS BUILDING AREA: (Including Land Area): $523.44
YEAR BUILT: 1973 through 1990 (Renovated in 1996)

NUMBER OF UNITS: 141 Units PRICE PER UNIT: $136,054

INCOME ANALYSIS: (Based on Actual & Projections)

Effective Room Revenue: $4,675,000

Total Revenue: $5,730,000

Net Operating Revenue: $1,550,000 RevPar: $87.13
Gross Income Multiplier 35

Gross Room Revenue Multiplier 4.3

Overdl Rate: 7.8%

HIGHEST AND BEST USE: AsImproved

2008T ax Assessment:
Total Assessment: $7,516,886
Tax Burden: $66,844.36

COMMENTS: Thiscomparablecontains141 units(Motel Rooms- Standard, Superior, Deluxe, Queen,
King - Poolside, Kitchenette Efficiency, Bedroom Apartment), plusapool sidebar/gazebo, and restaurant.
Theproperty islocated only about threeand one-half milesnortheasterly fromthesubject property near the
entrance of Key West. The complex consists of CBS/masonry structures mostly built between 1973 and
1978 with one building constructed in 1996. The property boasts aswimming pool, in-ground spawith a
large open concretesundeck, wood decking, and Tiki huts. Thecomparabledoeshaveextensiveopenon-
site parking. Although this comparable lacks water frontage, it was considered due to its size.
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IMPROVED SALE NO. 20

PROPERTY NAME: Heron House

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 512-520 Simonton Street

DATE OF SALE: 3/15/2005 DAYSON MARKET: N/A
SALE PRICE: $8,800,000 LISTING PRICE: N/A RATIO: N/A
GRANTOR: Frederick Geibelt

GRANTEE: Marsh Enterprises of Southwest Florida

DOCUMENT TYPE: Warranty Deed, Contract of Purchase and Sale

LEGAL DESCRIPTION: KW Lots1 and 2, Square 50EL-134 Co Judge Series 8-112A

PARCEL ID: RE# 00009380-000000 ALTERNATE KEY# 1009636

VERIFICATION: Public Records, Seller, Listing Agent, Appraisa

FINANCING: Conventional

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 20 (Continued)

PRIOR SALESLAST 3YEARS: 11/84 $163,000 OR Book 958, Page 1390

LAND SIZE: 16,521 Square Feet GROSSBUILDING AREA: 9,914 Square Feet
FLOOR AREA (BUILDING TO LAND) RATIO: 60.0%

ZONING: HNC-1

BUILDING DESCRIPTION: 2 & 3 Story

CONSTRUCTION: Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1930-1940's PARKING: On Street Parking

PRICE PER SQUARE FOOT OF GBA: $887.63

EFFECTIVE GROSSINCOME: $1,398,920

NOI - NET OPERATING INCOME: $622,206

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.3

OPERATING EXPENSE RATIO: 55.5%

OVERALL RATE: 7.1%

NUMBER OF LICENSED UNITS: 22 SALES PRICE PER UNIT: $400,000

COMMENTS: Property islicensed by the City of Key West for 22 Transient units, but isoperated as23
transient units.

APPRAISED BY OUR OFFICE:

DATE: 12/14/2004 FILE NUMBER:  582-04
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IMPROVED SALE NO. 21

PROPERTY NAME: Lighthouse Court

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 902-912 Whitehead Street

DATE OF SALE: 1/11/2005 DAYSON MARKET: 71
SALE PRICE: $9,250,000 LISTING PRICE: $10,500,000 RATIO: 88.1%
GRANTOR: Barry L. Dumond

GRANTEE: JuliaFondriest or Assigns

DOCUMENT TYPE: Warranty Deed OFFICIAL RECORD BOOK: 2075; Page 1637
LEGAL DESCRIPTION: KW Pt. Lot 1, 2 and3 Square 3 Tr3

PARCEL ID: RE# 00014760-000000 ALTERNATE KEY# 1015105

VERIFICATION: Public Records, Seller, Listing Agent

FINANCING: Conventional

CONDITIONSOF SALE: Arm'sLength
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IMPROVED SALE NO. 21 (Continued)

PRIORSALESLAST 3YEARS: 12/86 Price $335,000 OR Book 1003, Page 0706
LAND SIZE: 27,680 SquareFeet GROSSBUILDING AREA: 14,131 Square Feset
FLOOR AREA (BUILDING TO LAND) RATIO: 51.1%

ZONING: HMDR

BUILDING DESCRIPTION: 10 Structures

CONSTRUCTION: Combination CBS/masonry, Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1920-1980 PARKING: On Site Parking

PRICE PER SQUARE FOOT OF GBA: $654.59

EFFECTIVE GROSSINCOME: $1,755,694

NOI - NET OPERATING INCOME: $749,863

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 5.3

OPERATING EXPENSE RATIO: 57.3%

OVERALL RATE: 8.1%

NUMBER OF LICENSED UNITS: 40 SALESPRICE PER UNIT: $231,250

COMMENTS: Property islicensed by the City of Key West for 40 Transient units, but isoperated as43
transient units.

APPRAISED BY OUR OFFICE:

DATE: 11/29/2004 FILE NUMBER:  561-04
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IMPROVED SALE NO. 22

PROPERTY NAME: Authors

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 721-725 White Street

DATE OF SALE: 7/15/2004 DAYSON MARKET: 868
SALE PRICE: $1,900,000 LISTING PRICE: $2,100,000 RATIO: 90.5%
GRANTOR: Wild Iris, Inc.

GRANTEE: King Holdings of Key West, LLC.

DOCUMENT TYPE: Warranty Deed OFFICIAL RECORD BOOK: 2028; Page 1874
LEGAL DESCRIPTION: KW Waddells Sub. PB 1-28, Lots 3 & 4, Square 3, Tr. 7

PARCEL ID: RE# 00022800-000000 ALTERNATE KEY# 1023591

VERIFICATION: Public Records, Listing Agent; RP 7/15/04

FINANCING: Conventional

CONDITIONSOF SALE: Arm'sLength

PRIORSALESLAST 3YEARS: 10/01/01 Price $1,360,000 OR Book 1728, Pege 1562
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IMPROVED SALE NO. 22 ( Continued)

LAND SIZE: 8,624 Square Feet

GROSSBUILDING AREA: 4,449 Square Feet

FLOOR AREA (BUILDING TO LAND) RATIO: 51.6%

ZONING: HMDR

BUILDING DESCRIPTION: 3 One and Two Story Buildings
CONSTRUCTION: CBS/masonry & Wood Frame

CONDITION: Good

YEAR BUILT: 1952

PARKING: On Site Parking

PRICE PER SQUARE FOOT OF GBA: $427.06

EFFECTIVE GROSSINCOME: $285,180

NOI - NET OPERATING INCOME: $105,231

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.7

OPERATING EXPENSE RATIO: 63.1%

OVERALL RATE: 5.5%

NUMBER OF LICENSED UNITS: 9 SALESPRICE PER UNIT: $211,111
COMMENTS: Property is licensed by the City of Key West for 9 transient units.
APPRAISED BY OUR OFFICE:

DATE: 6/9/04 FILE NUMBER:  277-04
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IMPROVED SALE NO. 23

PROPERTY NAME: The Gardens Hotel

PROPERTY TYPE: Commercial CURRENT USE: Guesthouse
PROPERTY LOCATION: 526 Angela Street

DATE OF SALE: 4/01/2004 DAYSON MARKET: 14
SALE PRICE: $7,000,000 LISTING PRICE: $7,500,000 RATIO: 93.3
GRANTOR: Gulfstream Airways Inc.

GRANTEE: The Gardens of Key West, LLC

DOCUMENT TYPE: Warranty Deed, Contract of Purchase and Sale
LEGAL DESCRIPTION: KW Lot 1, Pt Lot 3 Square 2, Tract 4
PARCEL ID: RE# 00015690-000000 ALTERNATE KEY# 1016055
VERIFICATION: Public Records

FINANCING: Conventional
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IMPROVED SALE NO. 23 (Continued)

CONDITIONSOF SALE: Arm'sLength

PRIOR SALESLAST 3YEARS: 05/92 Price $1,300,000 BK 1212, Page 1378
LAND SIZE: 35,291 GROSSBUILDING AREA: 9,837
FLOOR AREA (BUILDING TO LAND) RATIO: 27.9

ZONING:

BUILDING DESCRIPTION: 1 Structure

CONSTRUCTION: Combination CBS/masonry, Wood Frame

CONDITION: Good to Excellent

YEAR BUILT: 1923

PARKING: On Site Parking

PRICE PER SQUARE FOOT OF GBA: $711.60

EFFECTIVE GROSSINCOME: $1,100,000

NOI - NET OPERATING INCOME: $473,000

EGIM - EFFECTIVE GROSSINCOME MULTIPLIER: 6.4

OPERATING EXPENSE RATIO: 57.0%

OVERALL RATE: 6.8%

NUMBER OF LICENSED UNITS: 17 SALESPRICE PER UNIT: $411,765
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IMPROVED SALE 24

LOCATION: Holiday Inn Beach Side, 3841 North Roosevelt Blvd., Key West, Florida

TYPE OF PROPERTY:: 222 Unit Gulf front Hotel Resort

COUNTY ASSESSOR PARCEL NO.: 00064880-000000 ZONING: CG
GRANTOR: LHO Key West HI, LP

GRANTEE: SH5, Ltd.

DATE OF SALE: 07/25/2003 OFFICIAL RECORD BOOK 1912 PAGES: 1647
Special Warranty Deed

PURCHASE PRICE:$17,170,000 VERIFICATION: Public Records,
County Property Appraiser’s Records

INTEREST CONVEYED: Fee Simple Representative of Grantee & Broker

TERMSOF SALE: 66.4% LTV Assumption of Mortgage; Cash to Seller

LAND SIZE: Irregular AREA: 7.77 Acres of Uplands
BUILDING AREA: 91,549 . ft.

CONSTRUCTION TYPE: CBS/Masonry

PRICE PER GROSS BUILDING AREA: (Including Land Ared): $187.55

YEAR BUILT: 1960 to 1989
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IMPROVED SALE 24 (Continued)

NUMBER OF UNITS: 222 Units PRICE PER UNIT: $77,342

INCOME ANALYSIS: (At time of Sale)

Tota Gross Revenues: N/A Average Daily Rate: $110.76
Gross Room Revenues: $6,278,204 Occupancy Rate: 70.0%
Net Operating Income: $2,661,958 RevPAR: $77.48
Gross Room Revenue Multiplier: 2.7
Overdl Rate: 15.5%

HIGHEST AND BEST USE: AsImproved

2003T ax Assessment:
Total Assessment: $21,414,030

COMMENTS: This comparable includes eight, one and two three-story buildings that encompass 222
guest rooms(29 aresuites) and 91,549 squarefeet of grossbuilding area, accordingto Monroe County Tax
Appraiser’srecords. Theimprovementswereinaverageconditionat thetimeof saleand wereconstructed
from 1960 to 1989. The purchaser has upgraded many of the rooms subsequent to thetransaction. The
property islocated at the entrance of Key West and featuresfrontage along FloridaBay, Gulf of Mexico.

This complex consists of CBS/masonry structures mostly built between 1960 and 1989. The property
amenities include: heated swimming pool with waterfall, spa, sandy beach, full-service restaurant, bar,
conference rooms, fitness facilities, tennis courts, 249 open parking spaces, and water sports rentals.

Appraisal Company of Key West Page 154



Section X Sales Comﬁari son Aﬁﬁroach

Market Conditions Adjustment:

Analysis of the comparable sales and historical sales data indicates appreciating values
through the early part of the year 2005. However, there has been depreciation (Market
Decline) since the market correction which began by the end of 2006, as discussed
previoudyinthisreport. Inthefollowing tablewe have analyzed three salesthat sold since
2005 and subsequently resold indicating a decline in value. The limited recent market
activity has been Forced or Distressed Sales that was REO/bank-owned or under duress;
however, because of the economic conditions, that is the market. The following
sales/resales were researched and analyzed to determine current market conditions.

Property Address

% Change

1% Sale Date SalePrice 2" Sale Date Sale Price Per Y ear

1016 Heming Street

08/11/2006 $ 2,150,000 02/03/2011 $ 1,275,000 -11.6%

614 Greene Street

10/11/2007 $ 1,600,000 01/07/2010 $ 925,000 -24.1%

420 Olivia Street

07/22/2005 $ 1,900,000 12/31/08 $1,510,533 -6.7

All three of these salesare included in our resume of hotel and guest house comparables.
These propertieswere either bank owned, REO, or distress sales because of the declining
market. These comparables are reflective of the decreasing value trends for similar
properties. Weanticipatethesetrendsto continue until anational recovery starts. Wehave
consideredthese sale/resales, aswell asanalyzed current activelistingsof lodging facilities
which indicate reduced asking prices per unit.

Thoughmarket dataislimited, theprior analysissuggeststhat adepreciationrateof 6%to
24% per annum with amean of 14.1% and the median of 11.6%. We adjusted the sales at
the median rate of negative 11% per annum for sales older than six months.

Valuation Regression Analysis:

After analyzing all the motels, hotelsthe lodging facility comparablesfrom July 2003 and
dismissing the outliersinour analysis, aswell asthe comparablesthat werenot considered
similar. These 24 comparablesaleswerethemost sSimilar recent comparablesand werethe
most reliable in valuing the subject property and supportive of the value indicated in the
Income Approach. Dueto the lack of paired sales data, percentage adjustments and/or
comparisonswere not utilized. Instead, we have considered a multiple linear regression
analysis of the comparables based on reasonable units of measure. We havefound avery
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tight correlation between the land area, gross building area, number of units, waterfront
view, condition/age, density (units/acre) and the adjusted sales price.

Thedatigtica analysisor regressionisaquantitativetechnigueused to identify and measure
adjustmentsto thesale pricesof comparableproperties. Regressionisawidely used model
in both appraisal practice and in related real estate research, asit is Similar to the Sales
Comparison technique of matched paired data. The use of regression model relates to
traditional salescomparison, whereby, theinfluence of time adjusted sale prices, property
size, condition to the subject property in relation to their mean or average. Regression
producesboth apoint estimate of value (mean) and an objectively determined measure of
dispersion(standard deviationor sandard error) aroundthepoint estimate. Thegreater the
number of sample size the greater the statistical significance and the closer to a 1:1
correlation the more assured is the resultant value.

Thex-variables, six independent variables, are the land area, gross building area, number
of units, waterfront view, condition, density (units/acre) for each comparable. The y-
variable, dependent variable, isthe comparable sadjusted salesprice. Thisdatapopulation
sampleof thecomparable salesindicatesareasonable correlationwhichis measured by the
R?of thedataset. Inthecaseat hand, acorrelation of +0.908 wasindicated. Correlations
near 1.0 areconsidered most reliable; therefore, thesubject’ scorrelationisconsidered fairly
reliable, and the population sample appears appropriate inour valuation model and canbe
considered credibleintheunitsof measurefor the subject property. Thecomputer analysis
of this model indicated the following values:

Intercet = 306406629
Land Sk GBASR No.Unitss [ Water Frantages| Condtions | Denstys
Sujedt Codffidents Xa| 21643 24188 2 00 110 Mmxs
Bn (§11429) S0 K0 2100 55050%| 27364641 (6421908
Valuation:

In equation form, the regression model looks like this:
Y =(X;By) +(X5By) + (X3Bg) + (X,B,) +(XsBs) + (X4Bs) + Intercept

Y = (21,643 X -$114.39) + (24,188 X $59.20) + (22 X $202,221.00) + (0.0 X $5,520,599.96) + (1.10 X
$2,736,466.41) + (44.28 X -$64,219.08) + ($3,064,056.29) = $6,635,597

“AS|S’ VALUEOFTHE FEE SIMPLE ESTATE VIA THE SALESCOMPARISON APPROACH
(ROUNGEA): . . oo oo e e $ 6,600,000
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D. INCOME APPROACH:

The Income Approach, Discounted Cash Flow Analysis, to value presumes that a prudent buyer
would likely not pay more for the subject property than the capitalized rental value attainable
through ownership of the property. The buyer will typicaly only pay the present value of what he
considersthose future benefitsto be. Thisapproachisconsidered to bethe strongest indicator of
current fair market value when the property is purchased as an income-producing property,
especidly if it has an existing lease. Our assignment is to value the various components of the
subject property as follows:

D “ Asls’” Market Valueof the Fee S mplelnterest of the subject property based onthe current
Highest and Best Use. Thisvaluationisbased onaHypothetical Condition; it assumesthat
the property is owned in Fee Simple with the owner having the full bundle of rights. The
valuation further assumes that the present operation will continue, uninterrupted.

(2)  LeaseholdValueof thesubject property, thevalueinterest of the Pier House Joint Venture,
based on the continued, uninterrupted hotel operation at the end of the lease term.

(©)) Leased FeeValue of thesubject property, City of Key West interest, based onthe contract
rent and reversion of the subject property at the end of theground leaseterm. Thereader
should note that the reversion valueis based on continued use as a stand-alone boutique
hotel, as a start-up operation.

We considered both a Direct Capitalization and a Discounted Cash Flow Analysisin valuing the
subject property dueto theleaseencumbrance. TheDirect Capitalizationtechniqguewasconsidered
reliable and applicablein estimating the“Asls’ Fee Simple I nterest value of the subject property.
Thisvaluation isbased on ahypothetical condition that the subject property ispresently ownedin
Fee smple Estate, which ignores the existing lease.

TheDiscounted Cash Flow Techniquetakesinto considerationthetiming, frequency and magnitude
of the income stream the property is expected to generate. This approach was utilized in the
Leasehold and Leased Fee Vauations, each of which considers the present lease encumbrance.

Thelncome Approach was considered most applicablein each vauation; it washeavily weighted,
duetoreliableincome and expensedatafrom comparable propertiesinthelocal hotel/motel resort
market as well as the subject’s historical operation. Market Value of the Total Assets of the
Business(MVTAB) isthe market value of al of thetangibleand intangible assets of abusinessas
if sold in aggregate as a going-concern.
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1 Summary of the Fee Simple Analysis.

Inthe case at hand, the subject property isan ongoing operation of anincome-producing
property. Hence, Direct Capitalizationwasutilized inthe Fee SmpleEstatescenario. This
income analysis assumes full ownership interest and benefit of al revenue streams. The
potential revenue is estimated from the subject’s historical revenues and supported by
comparable hotel facilities. Projections of expenses are made based on analysis of market
expenses for similar properties, as the subject’s actual historical expenses were not
provided. Finally, a market derived overall rate is applied and a final value estimate is
derived.

2. Summary of Leased Fee Analyss:
In valuing the Leased Fee Estate of the subject property, we have considered the present
contract rents, plusresearched market datafor comparable propertiesinthemarket areain
order to project income and expenses upon expiration of thelease. The current leaseand
terms are summarized as follows:

Contract Lease Terms
529 Front Street, Key West, FL

Land Area GB.A. Remaining  Annual Annual Ownership Utilities paid Option
Leasee Size (SF) Improvements Sq. Ft. Lease Years BaseRent Escalators Upon Expiration by Tenant Period
Pier House Joint Venture 21,643 CBS/Masonry 24,457 9.16 $3,600.00 None Lessor All None

21,643 24,457

The subject’ scommercial land lease isbased on absolute net terms, whereby the tenant is
responsiblefor utilities, repairs and maintenance, taxesand insurance. On an absolute net
termlease, thelandlord only isresponsible for property management asall other expenses
are paid by the tenant.

History and details of thislong term lease are as follows. The land lease commenced on
June 1, 1966 and terminateson May 31, 2020. Thebuildingimprovementswereoriginaly
built by Key West Hand Print Fabrics, astheir headquartersand factory. OnJuly 29, 1987,
Key West Hand Print Fabricsthroughthebankruptcy court assigned theleaseto Six Tulips
Development Corp., Pier House Joint V entureand Ohio General Partnership. Subsequent
totheassignment, Pier House Joint Venturetotally renovated the building to createtwenty-
two guest rooms, aday spaand an exercise center, plus conferencerooms. The property
was combined with the adjacent Pier House Resort, which is an exclusive waterfront
destination resort hotel and spa.

Theoriginal lease term terminated May 31, 2001 and later was amended on July 23, 1969
to extend theleasetermto May 31, 2020. Thisleaseamendment also included theremoval
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of al15-foot easement along theeasterly boundary line. Thenext leaseamendment, onJune
7,1971, dlowed thelesseeto obtainfinancing for amortgagewithout consent of thelessor.

Then on May 20, 1974, the lease was amended “to remove the restriction that no
improvement shall be constructed on the northerly 20 feet of the subject property”. Then,
there was a City Resolution 87-262, for an assignment of the lease to Six Tulips
Development Corp., Pier House Joint Venture and Ohio General Partnership in
considerationof $35,000. TheCity of Key West is currently the L essor and the Pier House
Joint Venture is the Lessee of the subject property. The terms are as follows:

Annual Base Rent: $3,600.00
Escalator: None
Option to Renew: None

Termination of Lease: May 31, 2020
“Itisfurther understood and agreed that improvements and
repairs made shall become the property of the City at the
termination of the lease. Upon termination of the term of
this lease, the Lessee will return the leased premisesto the
City ingood condition, except for normal wear and tear and
such damage as may occur through an act of God, or fire.”

3. Summary of L easehold:

The subject property is part of a resort hotel facility which consists of a two-story
CBS/masonry building containing atotal of 24,188 squarefeet of grossbuildingarea. This
facility isanessential part of the Pier House operationsand includestwenty-two (22) guest
rooms/suites, spa and convention rooms. As a stand-alone boutique hotel property, the
subject would not offer any on-site parking or waterfront amenities, i.e. beach or water
views. The property has a superb corner location in the heart of the downtown tourist
district--surrounded by luxury waterfront hotels.

The existing ground lease agreement is substantially below market rent. The lease was
subsidized to the original lessee, Key West Hand Print Fabric, over 40 years ago with no
escalators.

4, Subject Property Historical Revenues and Competitive Market Set:
Our assignment is to value the property at its Highest and Best Use. In the supply and
demand section of the report, we discussed the fixed supply of transient licenses and the
barriersto entry for competing facilities. The Pier House Joint Venture only provided us
with athree-year historical high/low average of the Occupancy Rate and Average Daily
Ratefor thesubject property asfollows. Detailed Incomeand Expensehistory Resort was
not made available.
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HISTORICAL INCOME SUMMARY
Average Three Year Occupany and Rates
Caribbean Spa Resort
529 Front Street, Key West, FL

Year Endj
Period:
No. of Rooms: 22
No. of Available Room Nights: 8,030
No. of Occupied Room Nights: 4,657 - 5,059
Occupancy Rate 58% - 63%
Aver age Daily Rate $291 - $294]
RewPar: $168.77 - $185.22,
Annual Dollars Per Occupied Room $61,599 - $67,607|
Potential Annual Room Revenues:
Rooms Revenue Range: $1,355,187 - $1,487,346

All of theseare downtown waterfront resortsthat competewith the subject property. The
secondary competitive set includes smaller boutique hotels, guest house or bed and
breakfast facilitiesinthe“Old Town™ market area. Thissecondary group consistsof: The
Gardens Hotel, The Marquesa Hotel and Paradise Inn.
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The fact that our assignment is to value the subject property “asis’ and as a stand-alone
new startup, the appraisers additionally research smaller luxury boutique hotelssimilar in
sizetothesubject property. Thesesmaller boutique hotelswere considered the secondary
competitiveset for thesubject. Thesesmall hotelsareuniqueinthat they haveluxury room
accommodation, larger rooms or suites than typical hotels and personalized service,
superior to the typical bed and breakfast facilities.

Boutique hotels are aways individual and focused on offering their services in a
comfortable, intimate, and welcoming setting, so they are extremely unlikely to be found
amongst thehomogeneity of large chainhotel groups. Guest roomsand suitesmay befitted
withtelephony and Wi-Fi Internet, air-conditioning, honesty barsand often cable/pay TV,
but equally may have none of these, focusing on quiet and comfort rather than gadgetry.
Guest services are often attended to by 24-hour hotel staff. Many boutique hotels have
on-sitedining facilities, and themajority offer barsand loungesthat may also beopentothe
genera public. Boutique hotels have typically been unique properties operated by
individualsor companieswithasmall collection. However, their successes have prompted
multi-national hotel companies to try to establish their own brands in order to capture a
market share.

Due to the unique luxury quality of the subject, the appraisers researched small upscale
luxury hotels and guest houses in the local market area. We analyzed other high-end
transient licensed facilitiesin order to establish whether or not the projected roomrevenue
presented isreasonable; furthermore, to establish roomrates and occupancy for astartup
stand-alonefacility. Theappraiser hasappraised dl of thecomparablesanalyzed; therefore,
the income and expense datais very reliable. The following rental revenue comparables
were utilized in projecting the revenue potential of the subject units.

Room Revenue Comparable No. 1
The Gardens Hotdl

Room Revenue
The Gardens Hotel
526 Angela Street, Key West, FL
Room Revenue & RevPAR Analysis

# Of Room Revenue/
Year Units Revenue Unit Occupancy  RevPAR ADR
Actual 2006 17 $1,663,055 $97,827 92.2% $268.75 $291.65
Actua 2007 17 $1,832,204 $107,777 94.1% $295.28 $313.66
Actual 2008 (11 Months) 17 $1,795,877 $105,640 86.4% $312.54 $361.62
Estimated 2009 17 $1,819,000 $107,000 92.0% $293.15 $318.64
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This comparable is the premier boutique in Key West, recognized as one of the top 10
hotelsinthecountry and rated asthetop hotel inKey West by Zagat. Theproperty consists
of adlightlyirregular-shaped corner parcel at Angelaand SimontonStreets. The Gardens
Hotel operatesasal7-unit luxury hotel withlounge, lobby, and receptionarea, anin-house
kitchen, outdoor bar and seating around the central brick patio and swimming pool area.
Inadditionthereisanin-house laundry, office, acabanawith two on-site parking spaces.
Theimprovementsaresurrounded by aperimeter privacy wall insidelush garden consisting
of rareexotic and tropical landscaping with meandering brick pathwaysthroughout. The
building improvements have atotal grossbuilding areaof 9,797 squarefeet. Though this
comparable has superior amenities, the subject property enjoysasuperior location, closes
to the lower-end of Duval Street.

Room Revenue Comparable No. 2
The Marquesa Hotel

Room Revenue
The Marquesa Hotel
600 Fleming Street, Key West, FL
Room Revenue & RevPAR Analysis

# Of Room Revenue /

Year Units Revenue Unit Occupancy  RevPAR ADR
Actual 2006 27 $2,224,147 $82,376 69.5% $216.15 $311.00
Actual 2007 27 $2,432,766 $90,102 80.4% $262.10 $326.00

Estimated 2008 25 $2,375,000 $95,000 82.0% $260.27 $317.41

Thiscomparableisalso apremier boutique hotel in Key West. The property consistsof a
corner property that frontson Fleming and Simonton Streets. Historically, thiscomparable
hasbeen operated asatwenty-seven (27) roomhotel and athirty-eight (38) seat restaurant.
The hotel offersa parking garage. Amenitiesinclude acommercial swimming pool, and
lush landscaping around the complex. This comparable has superior amenities, but its
location is still dightly inferior to the subject property.
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Room Revenue Comparable No. 3

Paradise Inn

Room Revenue
Paradise Inn, 819 Simonton Street, Key West, FL
Room Revenue & RevPAR Analysis

# Of Room Revenue/

Year Units Revenue Unit Occupancy  RevPAR ADR
Actua 2007 18 $1,148,935 $63,830 67.0% $174.88 $345.86
Actua 2008 18 $1,068,059 $59,337 63.0% $162.57 $269.71
Actua 2009 18 $848,558 $47,142 57.0% $129.16 $259.00

Estimated 2010 18 $1,021,315 $56,740 N/A N/A N/A

Thiscomparableisaluxury boutique hotel in Old Town. Thisproperty consistsof an “L” shaped
stethat frontsalong Simonton Street and wrapsaroundto OliviaStreet. Thiscomparablehasbeen
operated asan eighteen (18) roomupscaleguest house. Amenitiesincludeacommercia swimming
pool, tropical landscaping, and limited off-street parking. Thiscomparable hassuperior amenities,
but the subject has a superior location.

Room Revenue Comparable No. 4
Casa Morada, |damorada

Room Revenue
Casa Morada, | damorada
136 Madeira Road, | damorada, FL
Room Revenue & RevPAR Analysis

# Of Room Revenue /
Year Units Revenue Unit ReWPAR ADR
2006 16 $1,352,608 $84,538 67.5% $231.61 $348.97
Projected 2007 16 $1,430,800 $89,425 N/A $245.00 $350.00
Actua 2008 16 $1,487,005 $92,943 79.3% $272.01 $343.04
Actua 2009 16 $1,481,976 $92,624 76.9% $256.80 $333.93
Estimated 2010 16 $1,275,312 $79,707 68.9% $221.64 $321.48

Although this property islocated in ISamorada, it was considered as it is one the higher
revenue generating transient propertieswithinthe FloridaKeys. Thisproperty islicensed
for sixteen (16) trandent units. All of theroomsaresuitesand offer contemporary furniture
and continental breakfast daily. 1n addition, the property includes a swimming pool and
complimentary use of bicycles, and kayaks. This property is a Resort featuring
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contemporary architectural and personalized service. Thiscomparablesetstheupper limit
of the room rate range for one bedroom suites in the Upper Florida Keys.

5. Income and Revenue Projections:

Our assignment is to value the subject property “Asl|s’ Fee Simple based on its current
operationand highest and best use. Thevaluationisbased onahypothetical condition. The
L easehold Vaueisbased onthe continued, uninterrupted hotel operationto theend of the
leaseterm. The Leased Fee Vauation assumes continued collection of contract rent and
reversion (net sale proceeds) at theend of the leaseterm. Thereversionvalueisbased on
the assumption that the property will be used asastand alone boutique hotel, asastart-up
operation. Hence, the appraisers researched the competitive hotel market aswell asthe
smaller luxury boutique hotels similar in size in the market area.  Snce we were only
providedwiththeaveragerevenueover the past threeyears, wehaverdied heavily onlocal
market data. We researched market data within the subject property’ s market area and
reviewed income and expenses for similar small boutique hotels and guest houses. As
mentioned inthe Economic Conditionsand the Supply and Demand sectionsof thisreport,
the hospitality industry inthe FloridaK eysappearsto have stabilized and begunto rebound.

According to the Monroe County Tourist Development Council (TDC), the FloridaKeys
led all Floridadestinationsin lodging occupancy and average daily ratesfor the past year.
Detailed graphsand statisticsareincluded in Economic and Neighborhood Section of this
report.

Thesubject property hasbeeninoperationfor morethan 24 yearsand in 2008 wasupdated
and remodeled. Itislocated inthe heart of the downtown tourist, attractionsand the Key
West Historic Seaport. Pro-formaincome and expense projectionsor historical income
statements were not made available; therefore, the appraisers utilized market data as
detailed aboveincluding Hotel Operating StatisticsProgramfrom Smith Travel Research,
pluscompetitiveset for averagedaily rates(ADRS), occupancy statisticsrevenuesper room
(RevPAR) were analyzed.

6. Subject Room Revenue Projections (Fee Simple Estate Based on Continued Operation as
aHotel):
Because of the subject’s location in the heart of the downtown tourist district within
walking distanceof all theattractions, shopping and sightseeing activities, weestimated the
subject’ sroomratesto beat the midpoint of the historical ADRs and Occupancy rate that
were provided by the Pier House Venture Group. Thesubject’ sroomrates, averagedaily
rates, and occupancy rates are well-supported by the local market at the upper pricetier
resort/hotel operation. Furthermore, the ADRs, Occupancy and RevPARS are aso
supported by the competitive set.
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We projected an Average Daily Rate, ADR, for the subject to be at $293.00 with an
occupancy rateof 60% resultinginarevenueper availableroomof $175.80 or annual room
revenueat $1,412,000 (rounded). A direct capitalization of the subject property hasbeen
included at the end of the Income Approach section herein.

Units of Measure: Income and expense projections are typically based on historical
operating data for the subject property and comparable market data. Specific units of
comparison are utilized in order to make reliable projections. The typical units of
comparisonfor Hotelsare: percent of total revenue, percent of roomsrevenue, dollarsper
available room (PAR), and dollars per occupied room (POR).

Miscellaneous, Communicationsand Other Service Revenues. CommunicationsRevenue
is generated from hotel guests charging local and long-distance calls to their rooms or
internet access chargesand patrons or visitors utilizing business center telephones, faxes,
internet access, etc. Miscellaneousand Other Servicerevenueswereestimated at 1.5% of
Room Revenue, which isin-line with the upscale boutique hotel local market.

Rental Income: Asthe appraiserswere not provided historical or ancillary income for the
current operation, we have projected that theday spasection of thesubject property would
beleased to athird party onamodified net basis. Inamodified net lease the tenant would
pay their own operating and utility expense and the landlord would be responsible for real
estate taxes and insurance and management. We have estimated that the spaand aportion
of the meeting room section consisted of approximately 4,508 square feet of rentable
building area. This estimated income is based on the following resume of renta
comparables of spa operations within the City and retail, storage and warehouse
comparables in the immediate neighborhood.

Resume of Commer cial Spa Market Rent Compar ables
Mod. Gr Mod. Gr Annual
Size Rent Monthly Base
L ocation Use Sq.Ft. Per Sq.Ft. Rent Rent
1213 Truman Avenue Salor/ Spa 378 $30.40 $958 $11,491
1702 N. Roosevelt Blvd., #202 |Salor/ Spa 875 $1.92 $3057 $36,684
2822 N. Roosevelt Blvd. Retail/Spa 2,100 $38.62 $6,759 $81,102
1714 N. Roosevelt Blvd. Retail/Spa 2,880 $22.95 $5,509 $66,108
M ean $33.47
Median $3451
Minimum $22.95
Maximum $41.92
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Resume of Commercial Retail Market Rent Comparables
NNN NNN Annual
Size Rent Monthly Base
L ocation Use Sq.Ft. Per Sq.Ft. Rent Rent
503 Front Street Retail 3,354 $53.42 $14932| $179179
608-610 Greene Street Retalil 3,629 $26.36 $7,972 $95,659
535 Greene Street Retail 6,798 PL77]  $23663] $283951
114 Smonton Street Warehouse 2420 $14.07 $2,837 $34,047
524 Front Street Pending Offer 7,836 $25.00] $16325| $195900
M ean $32.12
Median $26.36
Minimum $14.07
Maximum $53.42

Based ontheforegoing market rent comparablesthe appraisersestimated thespaarearent
at $20.00 per squarefoot, thelower end of therangedueto thesubject’ slargesize. Allthe
comparables are stand-alone operations, while the subject is part of a hotel operation.
However, it isfelt that this space could easily be leased at thisrate to athird party for a
commercia use because of it good location and exposure. Our projectionsarebased ona
net revenue; hence, a10 percent vacancy and collectionlossor 90% occupancy wasapplied.
Hence, in our cash flow model we have estimated thisincome on anet basis, i.e., (4,508
sguare feet X $20.00 per square foot X 90% occupancy) = Rounded $81,000.

Total Revenue is calculated by the summation of Room Revenue, Miscellaneous,
Communications and Other Service Revenues plus Rental Income.

7. Expenses
Estimates of expenses are projected, based on and the actual expenses of other similar

operations. SuchasTheGardensHotel, TheMarquessHotel, Parrot Key Resort Hotdl, the
Old Hampton Inn in Key West, Case Morada in |slamorada plus the fixed and variable
ratios provided by Hospitality Valuation Services.

a Rooms Department Expenses: Room expenses consist of all itemsrelating to the
sale and upkeep of the guest rooms and public space. Payroll and employee
benefits account for alarge portion of this category. This expense is somewhat
occupancy senditive because maids, bell persons, and housekeepers can be
scheduled to work as necessary; however, alot of the hotel's payrolls are fixed.
Front desk persons, maintenance staff, housekeepersand other supervisory staff are
maintained at al occupancy levels. Asaresult, payroll and employee benefitsare
moderately sensitive to occupancy levels, we estimate about 60% are fixed.
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Commissionsto travel agentsfor booking roomsaretypically based onapercentage
of room revenue; therefore, this expense is sensitive to occupancy rates.
Reservations are a similar expense and typically reflect the cost of areservation
system. Room department expenses typically range from 18% to 29% of room
revenuefor largehotels. Based onloca market expensedata, we projected 25% of
Room Revenue.

b. Food & Beverage: Thisexpenseconsidersal expensesrelatingtothepreparation,
upkeep of the complimentary breakfast, cabana bar, meeting room facilities, and
minimal food concession serviceoperation. Inthecaseat hand, the subject would
be alimited-service hotel with just continental breakfast served and no other food
service. Asaresult, we projected 1% of Room Revenue for food and beverage
expense which equals about $2.91 per occupied room. Thisissupported by other
bed and breakfast propertiesinthe market. Thispercentageisat the lower-end of
the typical range for limited service hotels.

C. Rental Expenses: This expense category includes the management fee of the
commercial spacerentedto athird party. Thisfeeisbased on4% of the net rental
income.

d. Miscellaneousand Other Department Expenses. Thisexpensecategory includesall
of the costs associated with the operation of the hotel’s telephone/internet
communications department. The costs of the callg/internet service fees is
moderately occupancy sensitive, whilethe salariesand wagesand other expenses
are fairly fixed in this department. The appraisers project 70% expense of
Miscellaneous Revenue, which appearsreasonable and wasutilized throughout our
model.

Departmental Income/Profit equals Tota Revenues less Total Department
Expenses.

e Administrative and General Expenses. This expense includes the salaries and
wages of administrative personnel, managerial and operational expenses not
associated withaparticular department. Expenseitemsarerelated to management
and operation of the property. Most administrative and general expenses are
relatively fixed. The exceptionsare cash overagesand shortages, commissions on
credit card charges, provisions for doubtful accounts, and salaries/'wages and
benefits which are dightly influenced by revenues.

Appraisal Company of Key West Page 170



Section X Income Aﬁﬁroach

In recent years, new items have been added to this expense category including
human resource departments which include the cost of recruiting and training
personnel. These expensestypically run between 9% and 19% of room revenues
for larger full service motel/hotel operations. Based on market research, we have
projected this expense at 9.0% of total revenue because of the small size of the
subject property.

f. Advertising and Marketing Expense: Thisexpenseconsistsof all costsassociated
with advertising, promotions and sales of alodging facility. These activitiesare
intended to attract new customersand retainexisting clienteles. Marketing can be
usedto createanimage, stimulate patronageof theproperty'svariousfacilitiesand
todevelop customer awareness. Thisexpensecategoryisuniqueinthat all expense
items, except commissions and fees, are controlled by management. Most resorts
establish annual budgets with planned expenditures. Therefore, the marketing
budget can be accurately forecasted, if followed.

Marketing expenses can be subdivided into five categories. sales, reservations,
merchandising and advertising, marketing activities and commissions and fees,
whicharetypically apercentageof roomrevenues. Theseexpendituresareatypical
because there is a lag before results are realized; however, the benefits may be
extended over along period.

Advertising and promotion expenses typicaly range from 1% to 6% of tota
revenues depending on the property type. Most upscale hotels spend 4% to 5% of
total revenues. The most appropriate unit of comparison is the amount per
available room. Based on market data, we projected this expense at $4,000 per
availableroom(PAR), whichisinlinewiththemarket considering that the property
enjoys such a good location.

g. Property Operations and Maintenance: Property Operations and Maintenance
(PO&M), formerly knownasrepair and maintenance, areanother expensecategory
which is controlled by management. Most maintenance items can be deferred for
varying lengths of time, except for repairs necessary to the keep the facility
operating and to prevent damage. Maintenance is an accumulating expense. If
management decides to postpone required repairs, they have not eliminated the
expense, they haveonly deferred payment to alater date. A resort withalower than
typical maintenance budget is likely to have a considerable amount of deferred
maintenance.
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Thequality of theinitial construction canimpact future maintenancerequirements.
The use of high quality building materials and construction techniques typically
reducestheneed for maintenanceexpensesover thelongterm. Inthecaseat hand,
the subject property wastotally renovated in 2008 with high quality material and
workmanship. Hence, we anticipated that the maintenance would be at the lower
end of the range.

Maintenance is considered an operating expense; thus, it only contains those
componentsthat can be extended, rather than capitalized. For exampleif achair is
broken, the repair of the chair is considered an expense and chargeable to
maintenance. |If the chair isreplaced, it becomes a capital expense and does not
appear under maintenance. We account for capital replacements of itemssuch as
furniture, fixtures and equipment under the reserves for replacement category.
Typica maintenanceratiosfor hotelsrangefrom 3% to 8% of total roomrevenue.

Because this expense is predominantly fixed, the most appropriate unit of
comparisonisthe amount per available room supported by the percentage of total
revenue. Based onthecomparablemarket data, we projected thisexpenseat 4.5%
of total revenue, which equals $3,091 per available room.

h. Utility/Energy Costs. Energy costs include utility expenses for water, air
conditioning/heating, lighting, cooking fuel and other power requirements. The
subject property's energy costs include electricity and water, plus cooking fuel.
Costsdepend onthe source and quantity of fuel. Electricity isthe most expensive
source, followed by water. Although all motels/hotels use a large amount of
electricity, many properties supplement their energy requirements with less
expensive sources. gasor solar panelsfor water heating and heating the swimming
pool.

A moderate portion of the resort's energy consumption is fixed with public areas
that must be continually lighted regardlessof occupancy. Energy costsaretypicaly
6% to 14% of effective room revenue for smaller motels in Monroe County.
Analyses of other similar large operations indicate expense ratios toward the low
end of the range.

The high-end of the historical range was based on older, less energy efficient
properties. Thus, wehaveprojected Energy Costsat 8.0% of Tota Revenuewhich
istypical of similar boutique hotels.
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Gross Operating Profit, House Profit or Income Before Fixed Expenses equals
Departmental Income/Profit less Total Undistributed Operating Expenses.

Fixed Charges. The fixed charges included herein are the Real Estate Taxes,
Insurance and Reservesfor Replacement. | reported these expenses separately as
follows, in conformance to how they are reported in the subject’s historical
operating statement.

Management Fee: This coversthe basic fee to a hotel management company or
entity to operatethesubject property. Somehotel management companiesprovide
solely management services, whileothersalso provide brand nameaffiliation. Most
motel/hotel management companiescharge abasicfee(percentageof total revenue)
and anincentive fee (percentage of profit, usually after debt service). Theimpact
of the incentive fee is usually considered in an upward adjustment of the equity
yield or capitalization rate for the added cost of management. Basic motel/hotel
management fees are totally variable since they are virtually always based on a
percentage of total revenue. Typical management fees range from two to five
percent. Most small boutique hotelsaretypically owner-operated; thus, thereisno
historical information. However, according to the management agreement made
availablefor our review, for another property the management company ischarging
aManagement Fee of 3% of Gross Room Revenues, plus 5% of Gross Operating
Profit. However, other hotel operationsuseonly thetota grossrevenue. Therefore,
we have projected a Management Fee at 4% of Total Revenue.

J- Real Estateand Personal Property Taxes. Thisexpenseisanannual tax onthered
property and tangible (personal property) including hotel and office fixtures,
furnishingsand equipment. The historical taxesfor thesubject tendto bedistorted
dueto prepayment of taxeswhich providefor adiscount if paid beforethey aredue.
Theactual real property taxesappeared to beinlinewithour projection. Real Estate
Taxesfor thesubject property were projected based onthe subject’ sassessment and
tax burden, plus support from actual expense of comparable and competing
propertieswhich recently sold. Comparable propertiestax burdenshad arange of
$1.26 to $6.08 per square foot, with amean of $3.95 and a median of $4.28 per
square foot.

The vauation herein is based upon the effective date of our valuation. We have
assumed that the property assessment would remainthe sameas 2010, whichiswell
supported by market data which equals about 74% of our estimated Fee Simple
value. The total 2010 Real Estate Tax and Tangible Property Tax amount is
$54,990.38 rounded to $55,000.
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k. Insurance: The property owner pays an annual insurance premium for fire, wind
and flood insurance on the building, and liability coverage. This expenseisfairly
fixed and typically not dependent onrevenues, but themarket indicatesaratio range
from 1.0% to 7.0% of room revenue. Asthe appraiserswere not provided policy
information; thus, we projected the insurance expense at $2.50 per square foot of
grosshuilding area. Thisiswell withintherangeof $1.75to $6.00 per squarefoot
of gross building area. This appears to be very reasonable and well within the
range.

l. Reserves for Replacement Expense: Furniture, fixtures and equipment are
necessary inoperating aresort facility, and their quality ofteninfluencethe property
class. Includedinthiscategory areal itemsthat aretypically capitalized rather than
expended. Thefurniture, fixturesand equipment of amotel/hotel are heavily used
and must bereplaced at regular intervals. Their useful lifeisbased ontheir quality,
durability and the amount of guest traffic and use.

Periodic replacement of furniture, fixturesand equipment isnecessary to maintain
the quality, image and income potential of aresort. Capital expenditures are not
typically included on operating statements; however, they affect cash flow and
should be reflected in the form of areplacement allowance.

Full service hotelstypically indicate reserve ratios of 3% to 5% of total operating
revenue. Inthe caseat hand the subject property being alimited service hotel does
not have as high of areserve schedule aslarger full service hotels. Thefollowing
table provides a Reserves Schedule based on replacement cost new estimates.
Furthermore, weincluded anannual sinking fund payment wasdeposited withinan
account yielding 2.5 percent, thenthe estimated annual reserve payment would be
$35,000. Inthe“Asls’ valuation, this expense was 2.3% of total revenue.
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RESERVES FOR REPLACEMENT
Caribbean Spa

Economic Estimated Sinking Func Payment/

Item Descr iption Life Cost Factor Period

Roof Covers 5 $52,000 0.0293 $1,524
Central A/C 15 $67,700 0.0558 $3,778
Telephone System 15 $35,000 0.0558 $1,953
Furnishings & A ppliances 7 $208,800 0.1325 $27,666
Pool/Spa Resurfacing/Equipmer 15 $2,000 0.0558 $112
Annual Reserve Amount (Rounded):
Interest Rate 2.50%

Projected Income and Expense Summary: On the following page, a projected
income and expense statement is shown for the subject property based on our
projected income and expenses.
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Caribbean Spa Year 1
2011
Number of Rooms 22
Occupancy 60.0%
Average Rate $ 293.00
Days Open 365
Rooms Occupied 4818
Revenues $(000) Percent $/Avail Rm $/Occ Rm
Rooms $ 1,412 933% $ 64,182 $ 293.07
Rentals and Other Income $ 81 54% $ 3682 $ 16.81
Misc. Revenue $ 21 14% $ 955 $ 436
Total Revenue $ 1,514 100.0% $ 68,818 $ 314.24
Departmental Expenses
Rooms $ 353 25.0% $ 16,045 $ 73.27
Food & Beverages $ 14 1.0% $ 636 $ 291
Rentals and Other Income $ 3 3.7% $ 136 $ 062
Misc. Revenue $ 15 71.4% $ 682 $ 311
Total Departmental Expenses $ 385 254% $ 17,500 $ 7991
Departmental Income $ 1,129 746% $ 51,318 $ 234.33
Undistributed Operating Expenses
Administrative & General $ 136 9.0% $ 6,182 $ 28.23
Marketing $ 88 58% $ 4,000 $ 18.26
Prop. Oper. & Maintenance $ 68 45% $ 3,091 $ 14.11
Energy Costs $ 121 80% $ 5500 $ 2511
Total UDOEs $ 413 273% $ 18,773 $ 85.72
Income Before Fixed Charges $ 716 473% $ 32,545 $ 14861
Fixed Charges
Management Fee $ 61 40% $ 2773 $ 1266
Property Tax $ 55 36% $ 2500 $ 11.42
Insurance $ 60 40% $ 2,727 $ 1245
Reserve for Replacement $ 35 23% $ 1591 $ 7.26
Total Fixed Charges $ 211 139% $ 9591 $ 43.79
Net Income $ 505 334% $ 22,955 $ 104.82
Overall Expense Ratio
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Conclusonand Market Data Support for Expense Estimates. The subject property's estimated expenses
indicate an operating expense ratio of 66.6% of total revenuein the Market Value of the Going-Concern
model. The ratio is within the range indicated by the hotel industry and is at the high-end of the local
competitive set. The comparable salesanalyzed inthisreport indicated an operating expense range from
50% to 73% with a mean at 58% and a median at 57%.
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8. Capitalization: Capitalization can be defined asamethod of converting anincome stream
into acapital sumby dividing the net incomeof the futureincome stream by an overall rate
(OAR) or capitalizationrate. Theresult should betheindicated value of thetotal property
or theincome-producing package. Thecapitalizationratewasdetermined by theMortgage
Equity Method, from capitalizationratesderived fromthemarket, and from Debt Coverage
Analysis as detailed below.

a

Band of Investment Model or Mortgage Equity Method: Assume amortgage of
70% of thevalue, 6.25% interest witha20-year term, themortgageconstant will be
0.0877; adown payment of 30% as equity, and an Equity Capitalization of 7.5%.

Comparable SalesAnalysis. Based onsaescomparables, wehaveestimated 7.75%
capitalization rate for the subject property via the Comparable Sales Method
(Market Approach) whichranged from5.5%to 15.5% withamean at 7.9% and a
median at 7.6% for the subject’ smarket area. RealtyRates.comindicated national
surveyed ratesfor hospitality, resortslodging facilities, at 6.25%for thelow-endto
15.09% at the maximum, with amean at 9.73%. Even though the subject is a
limited service boutique hotel, itspricing dueto its FloridaKeyslocationisin-line
withtheupscalemarket. IntheForidaKeysmarket, theactual capitalizationrates
tend to be near the lower-end of thisrange. Mr. Andrew Pace of Hotel Equities
indicated based on his experience that the intense barriersto entry would warrant
acap rate at thelower-end. Based on the subject’ suse, design, and unit mix, we
have estimated an overall rate at the mid-range of the market spectrum at 8%.

Debt Coverage Analysis. Anoverall ratebased onthe Debt CoverageMethodwas
estimated at 8.30%. After analysis of current financing availability for similar
propertieswithquoted ratesranging from6.0%to 7.5% andloan-to-vaueratiosof
from70%to 75%, weestimated an 8.77% |loan constant ratefor the subject property
with a loan-to-value at 70.0%. A debt coverage ratio of 1.35 was considered
appropriatefor thesubject accordingto asurvey of local commercial banks. Thus,
an overall rate based on the debt coverage analysis was estimated.

A reconciled Overal Rate (OAR) of 8.0% has been estimated for the subject
property withtotal weight being givento the Comparable Salesmethod asit ismost
reflective of thelocal market. Thefollowing tableisasummary of our analysis of
the capitalization rate.
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Development of Capitalization Rate
Loan Ratio 70.0%
Loan Term(Years) 20
Loan Rate 6.25%
Equity Yield Rate 7.50%
Band of Investment M ethod
Cap.
Capital Source Portion Rate Rate
Mortgage Loan 70.00% 8.77% 6.14%
Equity Funds 30.00% 7.50% 2.25%
Overall Rate 8.39%
Owerall Rate ViaBand of Investment Method (Rounded): 8.40%
Debt Coverage Analysis
Debt Coverage Ratio 135
X Loan to Value Ratio 70.0%
X Mortgage Constant 0.0877
Overall Rate 8.29%
Owerall Rate Via Deht Cover age Analysis (Rounded): I 8.30%
M arket Derived Capitalization Rates: Local
Realty Rates .Com 1st Quarter 2010: Mkt.
Resort L odging Low 6.25% 5.5%
High 15.09% 155%
Average 9.73% 7.9%
Owerall Rate ViaMarket Appr oach (Rounded): I 7.75%
Reconciled Overall Rate: | s.00%
Correlation:

An OAR of 8.0% has been estimated for the subject property with most weight
placed on the Comparable Sales Method, which is reflective of the local market,
plus national surveys via RealtyRates.com. The indicated value via Direct
Capitalization is developed as follows:

Subject GBA: 24,188

Subject Upland Site Size (SF): 21,643

No. of Licensed Room: 22

Capitalization Rate: 8.00% Value Per Value Per Value Per
Net Operating Income (Rounded): $ 505,000 SFof GBA SFofLand Lic. Unit

Indicated " AsIs" ValueviaDirect Capitalization (Rounded):| $6,300,000 $260.46 $291.09 | $286,364
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“As|S’ VALUE OF THE SUBJECT PROPERTY OF THE FEE SIMPLE INTEREST
BASED ONITSCONTINUED CURRENT OPERATIONSBY THE INCOME APPROACH
(ROUNDED): . ottt ittt e et e et $6,300,000

9. Subject RoomRevenue Projections (L easehold I nterest Based on Continued Operationas
aHotel):
Asexplained inour previous analysis, we estimated the subject’sroomratesto be at the
mid-point of the historical ADR’ s and Occupancy that were provided by the Pier House
Resort. The subject’s room rates, average daily rates, and occupancy rates are well-
supported by thelocal market at the upper pricetier resort/hotel operation. Furthermore,
the ADR’s, Occupancy and RevPARs are also supported by the competitive set.

For the subject, we projected an Average Dally Rate, ADR, for the first year to be at
$293.00 with an occupancy rate of 60% resulting in a revenue per available room of
$175.80. Thisscenario isacontinuation of the previousanalysiswithincreasesinrevenue
and occupancy according to the following table.

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 [ 2020 | 2021

Analyst Estimate:

Occupancy Rate 60.0% 61.0% 62.0% 62.0% 62.0% 62.0% 62.0% 62.0% 62.0% 62.0% 62.0%
Average Rate $293.00 $295.93 $301.85 $310.90 $326.45 $336.24 $346.33 $356.72 $367.42 $378.44 $389.80

Units of Measure: Income and expense projections are typically based on historical
operating data for the subject property and comparable market data. Specific units of
comparison are utilized in order to make reliable projections. The typical units of
comparisonfor Hotelsare: percent of total revenue, percent of roomsrevenue, dollarsper
available room (PAR), and dollars per occupied room (POR).

Miscellaneous, Communicationsand Other Service Revenues. Communications Revenue
is generated from hotel guests charging local and long-distance calls to their rooms or
internet access chargesand patronsor visitorsutilizing business center telephones, faxes,
internet access, etc. Miscellaneousand Other Servicerevenueswereestimated at 1.5% of
RoomRevenueinY ear 1 and subsequent yearsof our cashflow model. Thisrevenueisin-
line with the upscale boutique hotel local market.

Rental Income: Asthe appraiserswerenot provided historical or ancillary incomefor the
current operation, we have projected that the day spasection of the subject property would
beleased to athird party onamodified net basis. Inamodified net lease the tenant would
pay their own operating and utility expense and the landlord would be responsiblefor real
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10.

estatetaxesand insurance and management. We have estimated that the spaand aportion
of the meeting room section consisted of approximately 4,508 square feet of rentable
building area. Thisestimatedincomeisbased ontheresumeof rental comparablesoutlined
in the previous section of this report.

Based ontheforegoing market rent comparablesthe appraisersestimated therent at $20.00
per squarefoot in'Y ear 1 with an escalator of 2.5% per annual in subsequent years of our
model. Our projections are based on a net revenue; hence, a 10 percent vacancy and
collection loss or 90% occupancy was applied. Hence, in our cash flow model we have
estimated thisincomeonanet basis, i.e., (4,508 squarefeet X $20.00 per squarefoot X 90%
occupancy) = Rounded $81,000for Y ear 1 andincreased by 2.5% in each of the subsequent
years of our model.

Total Revenue is calculated by the summation of Room Revenue, Miscellaneous,
Communications and Other Service Revenues plus Rental Income.

Expenses
Estimates of expenses are projected, based on and the actual expenses of other smilar

operations. SuchasTheGardensHotel, TheMarquessHotel, Parrot Key Resort Hotel, the
Old Hampton Inn in Key West, Casa Morada in Ilamorada, plus the fixed and variable
ratios provided by Hospitality Vauation Services.

a Rooms Department Expenses: Room expenses consist of all itemsrelating to the
sale and upkeep of the guest rooms and public space. Payroll and employee
benefits account for alarge portion of this category. This expense is somewhat
occupancy senditive because maids, bell persons, and housekeepers can be
scheduled to work as necessary; however, alot of the hotel's payrolls are fixed.
Front desk persons, maintenancestaff, housekeepersand other supervisory staff are
maintained at all occupancy levels. Asaresult, payroll and employee benefitsare
moderately sensitive to occupancy levels, we estimate about 60% are fixed.

Commissions to travel agents for booking rooms are typicaly based on a
percentageof roomrevenue; therefore, thisexpenseissensitiveto occupancy rates.
Reservations are a similar expense and typically reflect the cost of areservation
system. Room department expenses typically range from 18% to 29% of room
revenuefor largehotels. Based onloca market expensedata, weprojected 25% of
Room Revenue in Y ear 1with an annual 2.5% increase in each succeeding year
thereafter.
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b. Food & Beverage: Thisexpenseconsidersall expensesrelatingto the preparation
and upkeep of the complimentary breakfast, cabana bar, meeting room facilities,
and minimal food concession service operation. Inthe case at hand, the subject
would bealimited-servicehotel withjust continental breakfast served and no other
food service. Asaresult, weprojected 1% of RoomRevenuefor food and beverage
expense which equalsabout $2.91 per occupied roominYear 1. Weestimated an
increase of 2.0% in the subsequent years of our cash flow model.

C. Rental Expenses. This expense category includes the management fee of the
commercia spacerented to athird party. Thisfeeisbase on 4% of the net rental
income throughout our cash flow model.

d. Miscellaneousand Other Department Expenses: Thisexpensecategory includesall
of the costs associated with the operation of the hotel’s telephone/internet
communications department. The costs of the calls/internet service fees is
moderately occupancy sensitive, whilethe salariesand wagesand other expenses
are fairly fixed in this department. The appraisers project 70% expense of th
miscellaneousrevenue, which appearsreasonableand was utilized throughout our
model.

Departmental Income/Profit equals Tota Revenues less Total Department
Expenses.

e Administrative and General Expenses. This expense includes the salaries and
wages of administrative personnel, managerial and operational expenses not
associated withaparticular department. Expenseitemsarerelated to management
and operation of the property. Most administrative and general expenses are
relatively fixed. Theexceptions are cash overages and shortages, commissionson
credit card charges, provisions for doubtful accounts, and salaries/'wages and
benefits which are dightly influenced by revenues.

In recent years, new items have been added to this expense category including
human resource departments which include the cost of recruiting and training
personnel. Theseexpensestypically runbetween 9% and 19% of roomrevenuesfor
larger full service motel/hotel operations. Based on market research, we have
projected this expense at 9.0% of total revenue in Year 1 with a 2.0% annual
increase in Years 2 and 3, then a 2.5% annual increases each year thereafter.

f. Advertising and Marketing Expense: Thisexpense consists of all costsassociated
with advertising, promotions and sales of a lodging facility. These activities are
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intended to attract new customersand retain existing clienteles. Marketing can be
used to create animage, stimulate patronage of the property'svariousfacilities and
to develop customer awareness. Thisexpense category isuniqueinthat all expense
items, except commissions and fees, are controlled by management. Most resorts
establish annual budgetswith planned expenditures. Therefore, themarketing budget
can be accurately forecasted, if followed.

Advertising and promotion expenses typically range from 1% to 6% of total
revenues depending on the property type. Most upscale hotels spend 4% to 5% of
total revenues. Themost appropriateunit of comparisonistheamount per available
room. Based on market data, weprojected thisexpenseat $4,000 per availableroom
(PAR) inY ear 1 of our model. We have projected a3.0% annual increase each year
thereafter.

g. Property Operations and Maintenance: Property Operations and Maintenance
(PO& M), formerly known asrepair and maintenance, areanother expense category
which is controlled by management. Most maintenance items can be deferred for
varyinglengthsof time, except for repairsnecessary to thekeep thefacility operating
and to prevent damage. Maintenanceisan accumulating expense. 1f management
decidesto postponerequired repairs, they havenot eiminated theexpense, they have
only deferred payment to alater date. A resort withalower thantypica maintenance
budget is likely to have a considerable amount of deferred maintenance.

Thequality of theinitial construction canimpact future maintenancerequirements.
The use of high quality building materials and construction techniques typically
reducesthe need for maintenance expensesover thelong term. Inthe caseat hand,
the subject property was totally renovated in 2008 with high quality material and
workmanship. Hence, weanticipated that the maintenancewould beat thelower end
of the range.

Typical maintenanceratiosfor hotelsrange from 3% to 8% of total roomrevenue.
Because this expense is predominantly fixed, the most appropriate unit of
comparison isthe amount per available room supported by the percentage of total
revenue. Based onthe comparable market data, we projected thisexpenseat 4.5%
of total revenue in Year 1, which equals $3,091 per available room. We have
estimated a 3.0% increase in each of the succeeding years of our cash flow model.

h. Utility/Energy Costs. Energy costs include utility expenses for water, air
conditioning/heating, lighting, cooking fuel and other power requirements. The
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subject property's energy costs include electricity and water, plus cooking fuel.
Costsdepend on the source and quantity of fuel. Electricity isthe most expensive
source, followed by water. Although al motels/hotels use a large amount of
electricity, many properties supplement their energy requirements with less
expensive sources: gasor solar panelsfor water heating and heating the swimming
pool.

A moderateportionof theresort'senergy consumptionisfixed with public areasthat
must be continually lighted regardlessof occupancy. Energy costsaretypically 6%
to 14% of effective room revenue for smaller motelsin Monroe County. Analyses
of other similar large operations indicate expense ratios toward the low end of the
range. Thus, we have projected Energy Costsat 8.0% of Total RevenueinYear 1,
with an annual increase of 3.0% each year thereafter, which is typical of smilar
boutique hotels.

Gross Operating Profit, House Profit or Income Before Fixed Expenses equals
Departmental Income/Profit less Total Undistributed Operating Expenses.

Fixed Charges. The fixed charges included herein are the Rea Estate Taxes,
Insurance and Reserves for Replacement. | reported these expenses separately as
follows, inconformanceto how they arereportedinthesubject’ shistorical operating
statement.

Management Fee: This covers the basic fee to a hotel management company or
entity to operatethe subject property. Somehotel management companiesprovide
solely management services, while othersalso provide brand nameaffiliation. Most
motel/hotel management companieschargeabasic fee (percentageof total revenue)
and anincentivefee (percentageof profit, usually after debt service). Theimpact of
the incentive fee is usually considered in an upward adjustment of the equity yield
or capitalization rate for the added cost of management. Basic motel/hotel
management fees are totally variable since they are virtualy always based on a
percentage of total revenue. Typica management fees range from two to five
percent. Most small boutique hotels are typically owner-operated; thus, thereisno
historical information. However, according to the management agreement made
available for our review, for another proposed hotel the management company is
charging a Management Fee of 3% of Gross Room Revenues, plus 5% of Gross
Operating Profit. However, other hotel operationsuseonly thetota grossrevenue.

Therefore, wehave projected aM anagement Feeat 4% of Total Revenuethroughout
our cash flow model.
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J- Real Estate and Personal Property Taxes. Thisexpenseisanannual tax ontheredl
property and tangible (personal property) including hotel and officefixtures, furnish-
ingsand equipment. Thehistorical taxesfor the subject tend to be distorted dueto
prepayment of taxes which provide for adiscount if paid beforethey aredue. The
actual real property taxes appeared to be inline with our projection. Real Estate
Taxesfor thesubject property wereprojected based onthesubject’ sassessment and
tax burden, plus support from actual expense of comparable and competing
propertieswhich recently sold. Comparable propertiestax burdenshad arange of
$1.26 to $6.08 per square foot, with a mean of $3.95 and a median of $4.28 per
square foot.

The valuation herein is based upon the effective date of our valuation. We have
assumed that the property assessment would remain the same as 2010, in Y ear 1 of
our model, which equals about 74% of our estimated fee smple value. We
anticipate this expense to increase by 5.0% annually in the next three years of our
model based on historical tax burdenincreases. Then, inthefollowing yearsof our
cash flow model we estimated a 3.0% annually increase.

K. Insurance: Theproperty owner paysanannual insurance premiumfor fire, windand
flood insurance on the building, and liability coverage. Thisexpenseisfairly fixed
andtypically not dependent onrevenues, but themarket indicatesaratio rangefrom
1.0% to 7.0% of room revenue. As the appraisers were not provided policy
information; thus, we projected the insurance expense at $2.50 per square foot of
grossbuilding areain'Y ear 1 of our model. Thisiswell withintherange of $1.75to
$6.00 per square foot of gross building area. We project that this expense will
increase by 5.0% annually based on historical insurance data.

l. Reservesfor Replacement Expense: Furniture, fixturesand equipment are necessary
in operating aresort facility, and their quality often influence the property class.
Included in this category are all items that are typically capitalized rather than
expended. Thefurniture, fixturesand equipment of a motel/hotel are heavily used
and must bereplaced at regular intervals. Their useful lifeisbased ontheir quality,
durability and the amount of guest traffic and use.

Periodic replacement of furniture, fixtures and equipment is necessary to maintain
the quality, image and income potentia of aresort. Capital expenditures are not
typically included on operating statements; however, they affect cash flow and
should be reflected in the form of areplacement allowance.
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Full service hotelstypically indicate reserveratios of 3% to 5% of total operating
revenue. However, inthe case at hand the subject property being alimited service
hotel does not have as high of areserve schedule aslarger full service hotels. The
following table provides a Reserves Schedule based on replacement cost new
estimates. Furthermore, weincluded anannual sinking fund payment wasdeposited
within an account yielding 2.5 percent, then the estimated annual reserve payment
would be$35,000. Thisexpenseremainsthesamethroughout our cashflow model.

RESERVES FOR REPLACEMENT
Caribbean Spa
Economic Estimated Sinking Func Payment/
Item Description Life Cost Factor Period

Roof Covers 25 $52,000 0.0293 $1,524]
Central A/C 15 $67,700 0.0558 $3,778
Telephone System 15 $35,000 0.0558 $1,953
Furnishings & Appliances 7 $208,800 0.1325 $27,666
Pool/Spa Resurfacing/Equipmer 15 $2,000 0.0558 $112
Annual Reser ve Amount (Rounded):
Interest Rate 2.50%

Projected Discounted Cash Flow Anaysis:

On the following page, is our

Discounted Cash Flow Analyses based on our projected income and expenses
detailed on the previous pages.

Appraisal Company of Key West Page 186



Section X Income Aﬁﬁroach

Appraisal Company of Key West Page 187



Section X Income Aﬁﬁroach

Appraisal Company of Key West Page 188



Section X Income Aﬁﬁroach

Appraisal Company of Key West Page 189



Section X Income Aﬁﬁroach

11.  Analysis of Leasehold Cash Flows:
The Market Value of the Leasehold Interest of the subject property indicated by the
Discounted Cash Flow Techniqueisequal to the sum of the present valuesof the before tax
cash flows, with no reversion. A holding period was determined to be nine years and one
month based on the lease terms.

Thediscount rate, often used interchangeably withthe phrases, internal rate of returnor yield
rate, representsthetime-weighted returnadeveloper anticipatesonareal estateinvestment.
Thisrate equatesthe present value of future receiptswith the Market Value or Investment
Value of the investment.

We have analyzed discount ratesfor the lodging industry from a national survey of rates.
RealtyRates.com, indicates nationa lodging resort facilities discount rates at 7.01% to
14.50% withameanat 10.31% for acquisitions, whilefull servicelodging facilitiesdiscount
ratesat 7.11% to 12.34% with amean at 10.27%. Inthe case at hand we are analyzing a
leasehold interest, of aland lease, which has much lessrisk, hence, alower discount rate.
Accordingto RedtyRates.com, landleasediscount ratesareat 5.91%t0 16.52% withamean
at 9.06%. Therefore, we have estimated a discount rate of 8% is at the lower-end of the
spectrum, but reasonable based ontheproperty type, age, condition, and barriersto entry for
new competition.

Explanation of Columnar Calculations: The columns within the spreadsheet are broken
downinto 10 yearsand thereisno reversion asthetenant will vacate upon expiration of the
lease.

I n each cashflow, the Room Revenue on an annual basis plusthe Other Incomewould then
beaddedto arriveat aTotal Operating Revenue. Typical holding and management expenses
arethen deducted fromthe Tota Operating Revenue. These expensesinclude, but are not
limited to: management fees, real estatetaxes, building hazard insurance, operating cost and
supplies, building maintenance, reservesfor replacement. After deducting these expenses,
the resulting figure is commonly known as Net Operating |ncome.

The Net Operating Income times the Discount Factor yieldsapresent value. 1n each year
of our model, the net operating incomes are multiplied by the discount factor in order to
determine the present value for each year. Finally, al of the present values are added
together resulting inthe L easehold V alue of the subject property. The 10year spreadsheets
were detailed in the previous pages.

Appraisal Company of Key West Page 190



Section X Income Aﬁﬁroach

12.

LEASEHOLD VALUE OF THE SUBJECT PROPERTY BASED ONITSCONTINUED CURRENT
OPERATIONSBY THE INCOME APPROACH (ROUNDED): . ............ $3,600,000

Subject Room Revenue Projections (L eased Fee Interest):

Asexplained in our leasehold analysis, we estimated the subject’sroom ratesto be at the
mid-point of the historical ADR and Occupancy that were provided by the Pier House
Resort. Intheleasehold scenario, theappraisersestimated an AverageDaily Rate, ADR, for
the first year to be at $293.00 with an occupancy rate of 60% resulting in a revenue per
available room of $175.80 in Year 1.

The ADR grew to $378.44 in Y ear 10 with a62% Occupancy. Inthisscenario, leased fee
interest, we are projecting a startup boutique hotel operation at the end of the lease term,
April 2020 and estimating the ADR at that point in time. We have estimated the ADR in
2020to be $284 which is 75% of theleasehold projection. Furthermore, we have assumed
that it would requirefiveyearsfor the operationto stabilize. Our projected RoomRevenue,
ADRs and Occupancy, are based on the following table assuming a new boutique hotel
startup in 2020 with stabilization in 2024 and areversionin 2025. We have estimated that
dueto theconversionand retrofitting of the property, that therewould beabout threemonths
of work beforeit isready for business. Hence, thefirst year we estimated a40% occupancy
rate due to the down time. The subsequent years occupancy are as follows.

2020 | 2021 | 2022 | 2023 | 2024 | 2025

Analyst Estimate:
Occupancy Rate 40.0% 50.0% 55.0% 62.0% 62.0% 62.0%
Average Rate $284.00 $292.52 $307.15 $331.72 $341.67 $351.92

Other Revenues and Expenses:

Other revenuesincluding Rentalsand Miscellaneous Revenuesare based on the previously
outlined leasehold scenario, commencing withtheyear 2020. Theappraisershaveassumed
the commercial rental rate would be at $22.00 per squarefoot of net rentable areaand that
Miscellaneous Revenue will remain at 1.5% of room revenue.

Likewise, we have assumed that the expenses in the leasehold scenario would remain the
same, with the exception of some higher room expense ratios and startup expenses for
advertising and marketing. At theend of theleaseandinorder for the subject to beastand-
alone operation, capital expenseswould be required, including: creation of anew entrance
and reception/lobby, remodeling of existing rooms, new signage, re-routing of electrical
service, plus furniture, fixtures and equipment. As part of the conversion, removal of a
section of CBS wall/fence on Simonton street would be necessary in order to retrofit the
entrance/lobby along Simonton Street. Wehave estimated thecongtruction conversion cost
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at $188,000 and the FF&E at $261,000 based on 2020 inflated values. This conversion
expenseis projected in Year 1 of our Leased Fee Reversion cash flow model. We have
estimated that thisconversionwork could be completed inabout threemonthsand ready for
business. Hence, inthefirst year, we estimated a40% occupancy rate for consideration of
construction time.

The subject’s projected reversion value is based on the Discounted Cash Flow Analyses
detailed on the following page based on the projected income and expenses previously
detailed in the leasehold section of this report.
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The Leased Fee Value for the subject property is calculated based on the lease payment
remaining for theduration of thelease, nine yearsand one month, plusthereversionvalue.
Asprevioudly stated, thelease paymentsarefixed annually at $3,600, and thereversionvalue
was estimated at $6,800,000. The Discounted Cash Flow Analysis for the subject Leased
Fee Vaue isasfollows.

Discounted Cash Flow Analysis
Leased Fee Value
Reversion Value Based on New Startup

Periods PV PV
Years N.O.l. Factor of Lease
1 Lease Payment $3,600.00 0.92593 $3,333.33
2 L ease Payment $3,600.00 0.85734 $3,086.42
3 Lease Payment $3,600.00 0.79383 $2,857.80
4 Lease Payment $3,600.00 0.73503 $2,646.11]
5 Lease Payment $3,600.00 0.68058 $2,450.10
6 Lease Payment $3,600.00 0.63017 $2,268.61
7 L ease Payment $3,600.00 0.58349 $2,100.57
8 Lease Payment $3,600.00 0.54027 $1,944.97
9 Lease Payment $3,600.00 0.50025 $1,800.90
1 Months Lease
10 |*Reversion $6,800300.00 046319  $3,149,854.68
(Rounded) $3,200,000

Discount Factor

Thediscount rate, oftenused interchangeably withthe phrases, internd rateof returnor yield
rate, representsthetime-weighted returnadeveloper anticipatesonareal estateinvestment.
Thisrate equatesthe present value of future receipts with the Market VValue or Investment
Value of the investment.

We have analyzed discount ratesfor thelodging industry fromanational survey of rates as
previous stated. In the case of the estimated reversion value, the appraisers used a 10%
discount rate becauseit isbased on unknownfactorstenyearsinto thefuture. However, in
regardsto our analysisof theleased feeinterest the appraisersused adiscount rate of 8.0%,
based on aland lease, which has minimal risk; thus, a lower discount rates. Based on
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13.

RealtyRates.com, and land leases within the local market, a discount rate of 8% is at the
lower-end of the spectrum but considered reasonable.

LEASED FEE VALUE OF THE SUBJECT PROPERTY BASED ON L EASE PAYMENT PLUSTHE
REVERSION VALUE AT THE TERMINATION OF THE LEASE TERM BY THE INCOME
APPROACH (ROUNDED): ...ttt i e e e e e e $3,200,000

Conclusion:

In summary, this technique is viewed as a long-term investment valuation, based on the
Highest and Best Use of the subject property, that aninvestor would anticipate asareturn
onandreturnof hisinvestment. Thoughtheestimatesareconsidered reliable, thisapproach
tends to be speculative, but was the most reliable approach built utilizing conservative
models based on the existing lease terms.

Dueto reliable market data and a conservative Discounted Cash Flow Model, the Income
Approach was considered and weighted totaly inthe various valuesincluded herein. Our
assignment is to value the various components of the subject property as follows:

(1) " Asls’ Market Value of the Fee Smple Interest of the subject property based on the
current Highest and Best Use. Thisvaluationisbased onahypothetical condition, that the
subject property is currently owned in Fee Simple Estate, which ignores the lease
encumbrance. Thiswould represent themarket valueto the Pier Houseasif currently owned
in Fee Simple.

(2) Leasehold VValueof thesubject property based onthe continued hotel operationto theend
of theleaseterm. Thisscenario representsthevalueof the subject property tothe Pier House
Joint Venture, making the assumptions included herein.

(3) Leased Fee Vaue of the subject property based on collection of the current lease
payments and reversion of the property. The reversion value is based on a discounted
cashflow analysis beginning at the end of the lease period and considering the startup of a
new boutiquehotel operation. Thevaluationisindicativeof thevalue of the subject property
to the City of Key West as of the effective date.
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