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Executive Summary

The purpose of this feasibility study is to examine the hospitality mar-
ket of Low Moor, Virginia, and to evaluate the probability of success for a
lodging facility to be constructed at 3243 Selma Low Moor Road.

Low Moor is located in west central Virginia near the West Virginia
border. It is situated in Alleghany County, where Covington is the county
seat. The site is seven miles east of Covington. Two world-class resorts are
nearby. The Greenbrier is about 25 miles to the west, while The Homestead
is 20 miles to the north. Low Moor is part of the region known as the Al-
leghany Highlands.

The proposed location is just off Interstate Route 64 at Exit 21. The
site is directly across from the entrance road (ARH Lane) to the Alleghany
Regional Hospital. The Alleghany County Governmental Complex is north-
east of the site. The proposed location is accessed by turning south at Exit
21 from I-64, where the site is the first parcel of land on the right (west)
side of Selma Low Moor Road (State Route 696). The location sits between
I-64 and Karnes Road. A MeadWestvaco plant is just east of the site, while
the Bacova Guild facility is just to the north.

The major east/west highway in the region is I-64, running through
Virginia to the east coast at the Hampton Roads/Norfolk area. U.S. Route
220 is the main north/south route. I-81 is 35 miles east of the site.

Traffic counts on I-64 are showing 20,000 vehicles per day, average
annualized daily traffic (AADT), to the west of the proposed location; with
18,000 AADT to the east of the site.

According to the 2000 census data, Low Moor had a population of
367; a median household income of $40,083; a per capita income of
$18,982; and a median house value of $40,600. Alleghany County had an
estimated 2007 population of 16,387 with a median household income of
$41,530. Per capita income in 2000 for the county was $19,635. By way of
comparison, the state of Virginia had a per capita income of $23,975 in the
2000 census. The state had a median household income of $59,575 in 2007
and a median house value of $125,400.

Historical attractions in the Alleghany Highlands include:

Humpback Bridge - the only covered bridge of its type of construction still
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standing in the United States. The 100-foot long structure is four feet higher
at its center than at either end.

The Historic Masonic Theatre; Al'leghany Highlands Center for the Performing
Arts - built around 1905, the theater is home to the Virginia Opry and the
Southern Gospel Review.

Covington Depot - 1908 C&O passenger depot, restored in 2007.

Oakland Church & Cemetery - built in 1834, its bricks were made in nearby
ovens, then transported to the site in saddlebags.

The Homestead's Jefferson Pools - warm mineral springs dating back to
1761.

The region is rich in outdoor recreational opportunities. The George
Washington and Jefferson National Forests, Gathright Wildlife Management
Area, Lake Moomaw, Douthat State Park, the Jackson River and many
mountain streams provide hunting, fishing, biking, hiking and wildlife view-
ing. The area YMCA is just north of the proposed location.

Other points of interest are:

Falling Springs Falls - just north of Covington, the falls provide a peaceful
wayside for tourists. In 1778, Thomas Jefferson described Falling Springs as
"a remarkable cascade". The falls drop 200 feet to the rocks below.

- C&O Railroad Heritage Center - presently undergoing construction in Clifton
Forge, this reconstructed station will be a railway museum and visitor's cen-
ter describing the history of the C&O Railway.

Alleghany Highlands Arts & Crafts Center - facility fér regional fine arts and
hand crafted products. Exhibits, displays and sells local works.

Golf is a major attraction in this part of the world. Local courses in-
clude Cliff View Golf Club, Alleghany Country Club and Cliftondale Country
Club. However, the allure of the internationally known resorts puts the pro-
posed location at "golf central". The Homestead, including the Upper and
Lower Cascades, and The Greenbrier are both within a short drive.

Festivals and events take place throughout the year in the Alleghany
Highlands. The calendar of events includes the Fall Foliage Festival, Home-
town Holidays, Alleghany Highlands Triathalon, Douthat Lake Run, Magic in
the Mountains, Callaghan Bluegrass Festival, Douthat Arts & Crafts Fair,
Street Scene and Douthat Apple Day.

Health care in the area is provided by the Alleghany Regional Hospi-
tal. The facility is a member of HCA Southwest Virginia, a family of hospitals
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and outpatient centers. Opened in 1979 with 204 beds, the hospital has be-
come the second largest private employer in Alleghany County and has ex-
panded to 214 beds. It has complete inpatient and outpatient services,
along with a 24-hour emergency room. 80 doctors and eight dentists prac-
tice in the community.

Dabney S. Lancaster Community College serves the higher education
needs of the area. It is a two-year institution supported by the Common-
wealth of Virginia and the counties of Alleghany, Bath, Botetourt and Rock-
bridge. Washington and Lee University and the Virginia Military Institute are
near Lexington, 30 miles to the east.

The economy of the region is dominated by MeadWestvaco, a manu-
facturer of paperboard, packaging, paper and specialty chemicals. It is
headquartered in Richmond. The major employers in Alleghany County,
along with their approximate number of employees, are:

MeadWestvaco 1,500
Alleghany Regional Hospital 350
Bacova Guild, Ltd. 300
Dabney S. Lancaster Community College 250
AET Packaging & Files 200

It should be noted that CSX Corporation operates railroad facilities
near the proposed location. In addition, MeadWestvaco and Bacova are
neighbors to the site. The community college is located at the next exit east
on I-64, thus making the proposed location at the center of the largest em-
ployers in the area.

There are no lodging facilities at Exit 21 from I-64. CSX is building a -
dormitory-style building across from the proposed location, but will not be
catering to the public. Competition for the proposed location at Exit 16
from I-64, five miles to the west, consists of the following properties, along
with their estimated room counts: ,

Hotel ' # of Rooms Year Built
Compare Inn 85 1984
Holiday Inn Express 63 1999
Best Western Mountain View 76 1973
America's Best Value Inn 43 1998
Pinehurst Motel 30 1938

Lodging in the city of Covington consists of older, exterior entry facili-
ties without the amenities expected by today's traveler. There are rumors
that Hampton Inn may be interested in Covington. They have a hotel in
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Lewisburg, West Virginia. The room counts for the two major resorts in the
region are:

Hotel # of Rooms Year Built
The Greenbrier 721 1766
The Homestead 483 1910

Information about hotels up to 30 miles can be found in Section 2 of
this report. The main competition to a new Sleep Inn at this location will be
the Holiday Inn Express. It has room rates of $135-$156 during peak sea-
son weekends, which lower to $115-$156 during the week. In off season
weekend rates are $125-$156, which lower to $115-$156 during the week.

Because Low Moor and the surrounding communities do not have
many franchised hotels, no Smith Travel Research Trend Report is avail-
able. Therefore, we have used traffic counts; community, recreational, and
business activity; and tourism statistics when preparing the projections,
along with the age, condition, and segment of the area hotels.

The Virginia Department of Tourism reported that Covington City had
$4.46 million in tourism expenditures, while Alleghany County had $31.34
million.

According to a recent PKF report, hotels opened prior to 2000
achieved an average occupancy of 67% in 2004, while hotels opened after
2000 had an average occupancy of 72.3%. A 5.3% increase in occupancy
for a new construction hotel over older product is substantial for operations.
PKF announced that hotel profits grew 7.2% in 2007.

In January 2009, STR (Smith Travel Research) reported the develop-
ment pipeline included 5,494 hotels with 590,207 rooms. This represents a
3.7% decrease in the number of rooms over December 2008, and a 7.3%
decrease in the number of rooms over January 2008. The mid-scale seg-
ment without food and beverage and the upscale segments continued to in-
crease in rooms.

STR reported the hotel industry finished 2008 with a 60.4% occu-
pancy, an ADR of $106.55, and RevPAR of $64.37. The occupancy was
4.2% lower than the end of 2007, while ADR was 2.4% higher at $104.04,
and RevPAR was 1.9% lower at $65.61. The highest occupancy decreases
were in the luxury segment, and the lowest occupancy decreases were in
the upscale segment. The midscale - with and without beverage - along
with the economy segment, have occupancy decreases ranging between
4.2% to 5.5%. Mid-scale without food and beverage had the least RevPAR
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decrease at 1.5%.

PricewaterhouseCoopers forecasts a sharp deceleration of the US
economy, thus affecting the hospitality industry. Based on current market
conditions, PricewaterhouseCoopers forecasts an 11.2% decrease in
RevPAR during 2009, after a 1.9% decrease in 2008. ADR is expected to
decline by 5.2%.

Ernst and Young produces the top ten thoughts for the hospitality in-
dustry annually. The thoughts for 2009 are:

1. Credit crunch: capital waiting on the sidelines.

2. Enterprise excellence: focus on cost containment and the bottom line.

3. Technology: leveraging brand name and the internet.

4. Hospitality mixed-use: subject to adjustment.

5. Financing: planning loan restricting and modifications in a structured fi-
nance setting.

6. Globalization and decoupling: growth beyond the current economic cycle.

7. Green building: going mainstream.

8. Fair value: what does it mean?

9

1

Alternative vacation products: value isn't everything.
0. Obama’s stimulus package: impact on the lodging industry.

Lodging Econometrics reported that, after peaking in the second
quarter of 2008, the global construction pipeline decreased 6%. They also
reported that serious cutbacks in leisure and business travel have turned
guest room demand negative. Smaller to mid-size projects have been af-
fected to a lesser degree, since there is still some funding available.

{' We have reviewed the lodging market in Low Moor, which included
Y the nearby communities of Covington and Clifton Forge. There is a lack of
franchised hotels along this stretch of I-64.

The competition for a new Sleep Inn will be Holiday Inn Express,
which has rates of $125-$156, and Best Western-Mountain View with rates

of $93. The Holiday Inn Express is 10 years old, and the Best Western is
36 years old.

The site will have good visibility from I-64. The traffic counts near
the site are good - 20,000 AADT. The site is near the intersection and busi-
nesses.

: There are not enough reporting hotels in the market to obtain a Smith
t Travel Research Trend Report. Therefore, we have relied on business and
3 leisure activity, along with tourism statistics to determine the projections.
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According to the industry forecasters, the mid-level segment will be
the safest segment during the current economic downturn. Upscale and
luxury travelers are staying at mid-level hotels looking for a better price
point. Demand is forecast to stay level in all segments, but rise slightly in
the mid-level and economy brands with the down movement in the market
segment. '

We are recommending a 62-room Sleep Inn, which is the standard
- prototype less three bays (18 rooms). We feel with good marketing and
management the hotel can stabilize within 12-16 months. We do recom-
~mend that the hotel open prior to peak season, not in the winter months.
The site’s topography is not low. We have allotted slightly more ground for
the hotel development. The projections may need to be updated after the
architectural drawings have been completed and the construction bids ob-
tained. '
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Projections

The attached projections are for a new construction Sleep Inn to be
located in Low Moor, Virginia. We are recommending a 62-room hotel, and
have attached projections based on that room count.

The underlying parcel is just south of I-64, near several businesses,
and will have good visibility. The parcel is a 4.87-acre parcel with a pur-
chase price of $675,000. The hotel will need approximately 1.4 acres for
development, which is slightly larger than normal because of the topogra-
phy of the site. We have allotted $325,000 for the hotel site in the Use of
Funds. The projections could need to be updated after the architectural
drawings have been completed and the construction bids obtained.

The figures in the projections are based upon information from the
UFOC/FDD and modified for the Low Moor area. The ADR and RevPAR re-
flect higher figures than quoted in the UFOC/FDD. We believe projected
ADR and RevPAR can be reached because of the site’s area and location.
The projections also take into consideration that the hotel is new, not a
conversion, and an interior corridor instead of exterior. The rack rates of
the existing competitive market set have been reviewed to give the new ho-
tel an advantage to capture its market share.

The standard prototype for Sleep Inn is an 80-room, three-story
building. We feel this is too aggressive for the market. By removing three
bays from the prototype, the room count of 62 is achieved. The mix of
rooms would be 33 king rooms (includes regular and shower rooms), 20
double queen rooms, and 9 king suites. We have included a pool and guest
laundry into the hotel’s design.

The rack rates and number of rooms are considered to be competitive
in the market. The existing hotels and projected new hotels were taken
into consideration when determining these figures.

The attached projections reflect current market conditions. We can-
not determine the exact month the property will open. Therefore, we had
to look at a full year as if the hotel were open January through December.
There will be a “ramp up” period time when the hotel is opened. This could
be two to four months, depending on when the property opens. The work-
ing capital reflected in the Use of Funds is to be used for this period. The
investor may have to come “out-of-pocket” for expenses. The full profit
projected during the “ramp up” period may not be achieved. The property
should be timed to open before peak season to insure the highest profitabil-
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ity. If a property opens in off-season, it will take longer to reach the pro-
jections for Year 1, despite the best efforts of property management.

The following line items were not included in the projections. These
were eliminated because they can vary depending on the area, terms, and
negotiations by the developer. The line items are:

+ Real Estate Taxes — can vary because of abatement, TIF, enterprise dis-
trict or grants. (STR Host Report - South Atlantic Region)

¢ Personal Property Taxes - can vary depending on the local assessment
of property value.

+ Impact Fees - also known as water/sewer hook-up fees. Until fmal blue-
prints are completed most governmental agencies will not quote fees.

+ Insurance - can vary depending on packaging with other insurance ele-

ments (health, life, etc.), coverage, and deductibles. (STR Host Report -
South Atlantic Region)

Contact us with any questions regarding the enclosed figures. Please
make the necessary allowance for the above mentioned items for funding
purposes.
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. Sleep Inn

Monthly Fees
Royalty Fee 5.65%
Marketing Fee 2.5%
Reservation Fee 1.75%
Travel Agent Commission | 10%
Frequent Traveler 5%
Global Distribution $3.75
Technology Services Fee $700.00
Communications Fee $150.00
Hardware Sub-Lease $400.00
Hardware "out-of-warranty" $300.00
10C Dues $50.00
Annual Fees
Annual Convention $595
. |Regional Meeting $250

Figures From UFOC
Can Vary by Region

© Construction Fees

 [Affiiation F

Estimated Loan Amounts

Down Payment 25%
Loan Amount
Estimated Payment

Down Payment 20%
Loan Amount
Estimated Payment

$1,357,854
$4,073,562
$28,300

$1,086,283
$4,345,133
$30,300

Development Cost Summary

Total Square Footage
Rooms

Land

Soft Costs
Development Design/Fees
Environmental (Phase 1)
Subsurface Explorations
Appraisal
Civil Engineering/Surveys
Architectural
Landscape Design
Impact Fees
Developer's Fee
Franchise Fee

Total

General Construction
Site Development
Landscape
Bldg. Construction
Special Construction

Pool
Porte-Cochere
Signage
Field Engineering
Bonds
Total

FF&E/Start Up Expenses

Financing & Closing Costs
Loan Origination Fees
Construction Interest (6.5%/9mo)
Lender Inspections
Builder's Risk Insurance
Title Insurance
Closing Cost/Legal

Total

Total Estimate Construction

Additional Expenses:
Training
Telephone Reservation System
Pre-Opening Advertising
Pre-Opening Payroll
Working Capital

Total

Total Project Estimate

28,082
62
Total Cost
Per Room
$325,000 | $5,241.94
$4,000 $64.52
$6,000 $96.77
$4,500 $72.58
$22,000 $354.84
$65,000 | $1,048.39
$4,000 $64.52
$40,000 $645.16
$145,500 | $2,346.77
$275,000 | $4,435.48
$35,000 $564.52
$2,5683,544 | $41,670.06
$45,000 $725.81
$40,000 $645.16
$9,000 $145.16
$25,000 $403.23
$3,012,544 | $48,589.42
$405,800 | $6,545.16
$37,657 $607.37
$133,315 | $2,150.25
$8,000 $129.03
$9,500 $153.23
$10,000 $161.29
$15,000 $241.94
$213,472 | $3,443.10
$4,102,316 | $66,166.39
$15,000 $241.94
$44,000 $709.68
$30,000 $483.87
$25,000 $403.23
$100,000 | $1,612.90
$214,000 | $3,451.61
$5,431,416 | $87,603.48
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