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This Form 10-K includes references to certain trademarks or service marks. The Courtyard by Marriott®,
Fairfield by Marriott®, Marriott® Hotels, Renaissance® Hotels, Residence Inn by Marriott®, SpringHill Suites by
Marriott® and TownePlace Suites by Marriott® trademarks are the property of Marriott International, Inc. or one
of its affiliates. The Embassy Suites by Hilton®, Hampton by Hilton®, Hampton Inn & Suites by Hilton®, Hilton®
Hotels & Resorts, Hilton Garden Inn®, Home2 Suites by Hilton® and Homewood Suites by Hilton® trademarks are
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Place® trademarks are the property of Hyatt Hotels Corporation or one or more of its affiliates. For convenience, the
applicable trademark or service mark symbol has been omitted but will be deemed to be included wherever the above
referenced terms are used.



PART 1
Forward-Looking Statements

This Annual Report contains forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Forward-looking
statements are typically identified by use of statements that include phrases such as “may,” “believe,” “expect,”
“anticipate,” “intend,” “estimate,” “project,” “target,” “goal,” “plan,” “should,” “will,” “predict,” “potential,”
“outlook,” “strategy,” and similar expressions that convey the uncertainty of future events or outcomes. Such
statements involve known and unknown risks, uncertainties, and other factors which may cause the actual results,
performance, or achievements of Apple Hospitality REIT, Inc. and its wholly-owned subsidiaries (the “Company”)
to be materially different from future results, performance or achievements expressed or implied by such forward-
looking statements. Such factors include, but are not limited to, the ability of the Company to effectively acquire and
dispose of properties; the ability of the Company to successfully integrate pending transactions and implement its
operating strategy; changes in general political, economic and competitive conditions and specific market conditions;
adverse changes in the real estate and real estate capital markets; financing risks; litigation risks; regulatory
proceedings or inquiries; and changes in laws or regulations or interpretations of current laws and regulations that
impact the Company’s business, assets or classification as a real estate investment trust (“REIT”). Although the
Company believes that the assumptions underlying the forward-looking statements contained herein are reasonable,
any of the assumptions could be inaccurate, and therefore there can be no assurance that such statements included
in this Annual Report will prove to be accurate. In light of the significant uncertainties inherent in the forward-
looking statements included herein, the inclusion of such information should not be regarded as a representation by
the Company or any other person that the results or conditions described in such statements or the objectives and
plans of the Company will be achieved. In addition, the Company’s qualification as a REIT involves the application
of highly technical and complex provisions of the Internal Revenue Code. Readers should carefully review the risk
factors described in the Company’s filings with the Securities and Exchange Commission (“SEC”), including but
not limited to those discussed in the section titled “Risk Factors” in Item 1A in this Annual Report. Any forward-
looking statement that the Company makes speaks only as of the date of this Annual Report. The Company undertakes
no obligation to publicly update or revise any forward-looking statements or cautionary factors, as a result of new
information, future events, or otherwise, except as required by law.
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Item 1. Business

The Company, formed in November 2007 as a Virginia corporation, is a self-advised REIT that invests in
income-producing real estate, primarily in the lodging sector, in the United States (“U.S.”). The Company has elected
to be treated as a REIT for federal income tax purposes. As of December 31, 2018, the Company owned 241 hotels
with an aggregate of 30,812 rooms located in urban, high-end suburban and developing markets throughout 34 states.
All of the Company’s hotels operate under Marriott, Hilton or Hyatt brands. The hotels are operated and managed
under separate management agreements with 23 hotel management companies, none of which are affiliated with the
Company. The Company’s common shares are listed on the New York Stock Exchange (“NYSE”) under the ticker
symbol “APLE.” The Company has no foreign operations or assets and its operating structure includes only one
reportable segment. Refer to Part II, Item 8, for the Consolidated Financial Statements and Notes thereto, appearing
elsewhere in this Annual Report on Form 10-K.

Business Objectives

The Company is one of the largest hospitality REITs in the U.S., in both the number of hotels and guest
rooms, with significant geographic and brand diversity. The Company’s primary business objective is to maximize
shareholder value by achieving long-term growth in cash available for distributions to its shareholders. The Company
has pursued and will continue to pursue this objective through the following investment strategies:

* pursuing thoughtful capital allocation with selective acquisitions and dispositions of primarily rooms-
focused hotels in the upscale sector of the lodging industry;

» employing broad geographic diversification of its investments;

» franchising and collaborating with leading brands in the sector;

» utilizing strong experienced operators for its hotels and enhancing their performance with proactive asset
management,



* reinvesting in the Company’s hotels to maintain their competitive advantage; and
*  maintaining low leverage providing the Company with financial flexibility.

The Company has generally acquired fee simple ownership of its properties, with a focus on hotels that have or
have the potential to have diverse demand generators, strong brand recognition, high levels of customer satisfaction
and strong operating margins. The acquisitions have been in broadly diversified markets across the U.S. to limit
dependence on any one geographic area or demand generator. With an emphasis on upscale rooms-focused hotels, the
Company utilizes its asset management experience and expertise to improve the quality and performance of its hotels
by working with its property managers to aggressively manage room rates and cost structure by benchmarking with
internal and external data, using the Company’s scale to help negotiate favorable vendor contracts, engaging industry
leaders in hotel management, and franchising the hotels with leading brands and actively participating with the
franchisors to strengthen the brands. To maintain its competitive advantage in each market, the Company continually
reinvests in its hotels. With its depth of ownership in many upscale and upper mid-scale rooms-focused brands and
extensive experience with the Hilton and Marriott rooms-focused brands, the Company has been able to enhance its
reinvestment approach. By maintaining a flexible balance sheet, with a total debt to total capitalization (total debt
outstanding plus equity market capitalization based on the Company’s December 31, 2018 closing share price) ratio at
December 31, 2018 of 31%, the Company is positioned to opportunistically consider investments that further improve
shareholder value.

Hotel Operating Performance

As of December 31, 2018, the Company owned 241 hotels with a total of 30,812 rooms as compared to 239
hotels with a total of 30,322 rooms as of December 31, 2017. Operating performance is included only for the period
of ownership for hotels acquired or disposed of during 2018 and 2017. During 2018, the Company acquired one newly
constructed hotel on May 2, 2018 and four existing hotels (two on February 5, 2018, one on June 28, 2018 and one
on December 7, 2018), and sold three hotels (two on July 13, 2018 and one on November 29, 2018). During 2017,
the Company acquired three newly constructed hotels (one on February 2, 2017 and two on September 12, 2017) and
three existing hotels (one on October 13, 2017, one on October 20, 2017, and one on December 1, 2017) and sold two
hotels (one on April 20, 2017 and one on October 5, 2017). The following table reflects certain operating statistics
for the Company’s hotels for their respective periods of ownership by the Company. Average Daily Rate (“ADR”)
is calculated as room revenue divided by the number of rooms sold, and revenue per available room (“RevPAR”) is
calculated as occupancy multiplied by ADR.

Years Ended December 31,

Percent

2018 2017 Change
ADR ..., $ 136.04  $ 134.61 1.1%
OCCUPANCY ..ovvvvviiiiiieeeeeeeeeeeeiiiinans 76.9% 77.4% -0.6%
RevPAR ..., $ 104.66 $ 104.13 0.5%

Comparable Hotels Operating Performance

The following table reflects certain operating statistics for the Company’s 241 hotels owned as of December
31, 2018 (“Comparable Hotels”). The Company defines metrics from Comparable Hotels as results generated by the
241 hotels owned as of the end of the reporting period. For the hotels acquired during the reporting periods shown,
the Company has included, as applicable, results of those hotels for periods prior to the Company’s ownership using
information provided by the properties’ prior owners at the time of acquisition and not adjusted by the Company.
This information has not been audited, either for the periods owned or prior to ownership by the Company. For
dispositions, results have been excluded for the Company’s period of ownership.

Years Ended December 31,

Percent

2018 2017 Change
ADR ..., $ 136.11 $ 135.22 0.7%
OCCUPANCY ..ovvvvviiiiieeeeeeeeeeeiiiiiaan, 77.0% 77.7% -0.9%
RevPAR ... $ 10480 $ 105.00 -0.2%



Hotel performance is impacted by many factors, including the economic conditions in the U.S. and in each
individual locality. Improvements in the general U.S. economy have been offset by increased lodging supply in many
markets, offsetting increases in demand and resulting in essentially flat revenue growth. During 2018, the Company’s
Comparable Hotels experienced a slight increase in ADR and a slight decrease in occupancy as compared to 2017,
leaving RevPAR virtually unchanged. Overall, the Company’s Comparable Hotels” RevPAR change for 2018 was in
line with industry/brand averages. The Company, on a comparable basis, is forecasting slightly negative to slightly
positive RevPAR growth for 2019 as compared to 2018, which reflects modestly lower expectations for demand
growth, consistent with lower expected Gross Domestic Product growth in the U.S., relatively consistent anticipated
hotel supply growth and slightly favorable comparisons caused by natural disasters. See Part II, Item 7, Management’s
Discussion and Analysis of Financial Condition and Results of Operations, appearing elsewhere in this Annual Report
on Form 10-K for more information on the Company’s results of operations.

2018 Investing Activities

The Company continually monitors market conditions and attempts to maximize shareholder value by
investing in properties that it believes provide superior value over the long term. Consistent with this strategy and
the Company’s focus on investing in rooms-focused hotels, the Company acquired five hotels for an aggregate
purchase price of approximately $152.2 million during 2018: a 119-room Hampton Inn & Suites in downtown Atlanta,
Georgia; a 144-room Hampton Inn & Suites in Memphis, Tennessee; a 210-room Hampton Inn & Suites in downtown
Phoenix, Arizona; a 132-room Hampton Inn & Suites in Atlanta Perimeter Dunwoody, Georgia; and a 127-room
Hyatt Place in Jacksonville, Florida. As of January 31, 2019, the Company also has outstanding contracts for the
potential purchase of six additional hotels for a total purchase price of approximately $162.5 million, five of which
are under development and are planned to be completed and opened for business over the next three to 24 months
from December 31, 2018, at which time closings on these hotels are expected to occur, and one existing hotel that is
expected to close in the first quarter of 2019. The Company utilized its revolving credit facility to fund the completed
acquisitions and plans to utilize its credit facilities for any additional acquisitions.

For its existing portfolio, the Company monitors each property’s profitability, market conditions and capital
requirements and attempts to maximize shareholder value by disposing of properties when it believes that superior
value can be provided from the sale of the property. As a result, the Company sold three hotels for an aggregate
sales price of approximately $15.8 million during 2018: its 89-room SpringHill Suites and its 86-room TownePlace
Suites in Columbus, Georgia (the “two Columbus hotels”), and its 72-room Residence Inn in Springdale, Arkansas.
Additionally, as of December 31, 2018, the Company had an outstanding contract to sell 16 of its hotels for a
gross sales price of $175 million. This contract was terminated in February 2019 and the Company entered into
two purchase and sale agreements with the same unrelated party for the sale of a total of nine properties for a total
combined gross sales price of $95 million. The Company holds a non-refundable deposit of $7 million on these
contracts. If the closings occur, these sales are expected to be completed in the first half of 2019. The net proceeds
from the sales were or will be used to pay down borrowings on the Company’s revolving credit facility.

See Note 3 titled “Investment in Real Estate” and Note 4 titled “Dispositions and Hotel Sale Contracts” in Part
II, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on
Form 10-K for additional information concerning these transactions.

In addition to continually considering opportunities to invest in rooms-focused hotels, the Company also
monitors the trading price of its common shares and repurchases its common shares when it believes there is an
opportunity to increase shareholder value. During 2018, the Company purchased under its authorized $464 million
share repurchase program (“Share Repurchase Program™) approximately 6.6 million of its common shares at a
weighted-average market purchase price of approximately $15.87 per common share for an aggregate purchase
price, including commissions, of approximately $104.3 million. Repurchases under the Share Repurchase Program
have been funded, and the Company intends to fund future repurchases, with availability under its credit facilities.
The timing of share repurchases and the number of common shares to be repurchased under the Share Repurchase
Program will depend upon prevailing market conditions, regulatory requirements and other factors. See Note 8 titled
“Shareholders’ Equity” in Part II, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing
elsewhere in this Annual Report on Form 10-K for additional information concerning the Share Repurchase Program.



Hotel Industry and Competition

The hotel industry is highly competitive. Each of the Company’s hotels competes for guests primarily with
other hotels in its immediate vicinity and secondarily with other hotels or lodging facilities in its geographic market.
An increase in the number of competitive hotels or other lodging facilities in a particular area could have a material
adverse effect on the occupancy, ADR and RevPAR of the Company’s hotels in that area. The Company believes
that brand recognition, location, price and quality (of both the hotel and the services provided) are the principal
competitive factors affecting the Company’s hotels. Additionally, general economic conditions in a particular market
and nationally impact the performance of the hotel industry.

Management and Franchise Agreements

All of the Company’s hotels operate under Marriott, Hilton or Hyatt brands, and as of December 31, 2018,
consisted of the following:

Number of Hotels and Guest Rooms by Brand

Number of Number of
Brand Hotels Rooms

Hilton Garden Inn ...............oooiieiiiiiiiieen 42 5,807
Courtyard ......cooeee e 40 5,460
Hampton ... 40 5,029
Homewood SUIteS .......uvvivvniiiiiiieiieeieeeeee 34 3,831
Residence INn..........coovviiiiiiiiiiieieiee e 33 3,939
SpringHill SUItES.....vvvviiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeee e, 16 2,159
Fairfield ..o 11 1,300
TownePlace SUItES .......cooevvvveeiiiiieeeeiee e 11 1,110
Home2 SUites.......coooviiiiiiiiieeeeeiieiiiee e 8 910
LY F: 35 o T 1§ R 2 616
Embassy Suites ......ooooeriiiiiiiiiiiieiis 2 316
Renaissance.............cooeeiiviiieiiiiiiie e 1 208
Hyatt Place....ccooeeeeiiiiiiiiiiiiieeeeeceeeeee e 1 127

Total..coooiiiiieee e 241 30,812

Each of the Company’s 241 hotels owned as of December 31, 2018 is operated and managed under separate
management agreements with 23 hotel management companies, none of which are affiliated with the Company.
The management agreements generally provide for initial terms of one to 30 years. The Company has the option to
terminate the management agreements if specified performance thresholds are not satisfied. As of December 31, 2018,
over 80% of the Company’s hotels operate under a variable management fee agreement, with an average initial term
of two years, which the Company believes better aligns incentives for each hotel manager to maximize each property’s
performance than a base-plus-incentive management fee structure, as described below, which is more common
throughout the industry. Under the variable fee structure, the management fee earned for each hotel is generally within
a range of 2.5% to 3.5% of gross revenues, based on each hotel’s performance relative to other hotels owned by the
Company. The performance measures are based on various financial and quality performance metrics. The Company’s
remaining hotels operate under a management fee structure which generally includes the payment of base management
fees and an opportunity for incentive management fees. Under this structure, base management fees are calculated as
a percentage of gross revenues and the incentive management fees are calculated as a percentage of operating profit
in excess of a priority return to the Company, as defined in the management agreements. In addition to the above,
management fees for all of the Company’s hotels generally include accounting fees and other fees for centralized
services, which are allocated among all of the hotels that receive the benefit of such services.

Sixteen of the Company’s hotels are managed by affiliates of Marriott or Hilton. The remainder of the
Company’s hotels are managed by companies that are not affiliated with either Marriott, Hilton or Hyatt, and, as a
result, the hotels they manage were required to obtain separate franchise agreements with each respective franchisor.
The franchise agreements generally provide for initial terms of approximately 10 to 30 years and generally provide
for renewals subject to franchise requirements at the time of renewal. The Company pays various fees under these
agreements, including the payment of royalty fees, marketing fees, reservation fees, a communications support fee,
brand loyalty program fees and other similar fees based on room revenues.



The franchise and/or management agreements provide a variety of benefits for the Company, which include
national advertising, publicity, and other marketing programs designed to increase brand awareness, training of
personnel, continuous review of quality standards, centralized reservation systems and best practices within the
industry.

Hotel Maintenance and Renovation

The Company’s hotels have an ongoing need for renovation and refurbishment. To maintain and enhance each
property’s competitive position in its market, the Company has invested in and plans to continue to reinvest in its
hotels. During 2018 and 2017, the Company’s capital improvements for its hotels were approximately $71.1 million
and $69.1 million, respectively. During 2019, the Company anticipates investing approximately $80 to $90 million in
capital improvements, which includes various scheduled renovation projects for approximately 30 to 35 properties.

Financing

The Company’s principal daily sources of liquidity are the operating cash flow generated from the Company’s
properties and availability under its revolving credit facility. Depending on market conditions, the Company also
has the ability to enter into additional secured and unsecured debt financing and to issue common shares under its
at-the-market offering program discussed below. The Company anticipates that funds from these sources will be
adequate to meet its anticipated liquidity requirements, including debt service, hotel acquisitions, hotel renovations,
share repurchases, and required distributions to shareholders (the Company is not required to make distributions at its
current rate for REIT purposes).

During 2018, the Company completed the refinancing of two of its primary credit facilities. In July and August
2018, the Company entered into an amendment and restatement of its $965 million credit facility and its $150
million term loan facility. The changes under the facilities included: reducing the capacity of the $965 million credit
facility to $850 million; increasing the capacity of the $150 million term loan facility to $225 million; extending the
maturities of each of the loans under the facilities; reducing the annual interest rate; and improving certain covenants
as compared to the previous agreements.

As of December 31, 2018, the Company had approximately $1.4 billion of total outstanding debt with a
combined weighted-average interest rate, including the effect of interest rate swaps, of approximately 3.74%,
consisting of approximately $488.8 million in outstanding mortgage debt secured by 31 properties, with maturity dates
ranging from June 2020 to January 2038 and stated interest rates ranging from 3.55% to 6.25%, and approximately
$928.8 million in outstanding debt under its unsecured credit facilities with maturity dates ranging from July 2022 to
August 2025 and effective interest rates, including the effect of interest rate swaps, ranging from 2.44% to 4.24%.

The Company’s unused borrowing capacity under its credit facilities as of December 31, 2018 was $231.2
million, consisting of $156.2 million available under its $425 million revolving credit facility, which is available for
acquisitions, hotel renovations, share repurchases, working capital and other general corporate funding purposes,
including the payment of distributions to shareholders, and $75.0 million under its $225 million term loan facility,
which was drawn by the Company on January 29, 2019 and used to pay down borrowings on the Company’s revolving
credit facility. As discussed above, the Company has historically maintained and plans in the future to maintain
relatively low leverage as compared to the real estate industry as a whole and the lodging sector in particular. The
Company’s ratio of total debt to total capitalization as of December 31, 2018 was 31%. Although this ratio is low
relative to the industry, it is slightly higher than in prior years as a result of market declines in the Company’s share
price (which have affected the lodging sector as a whole) and share repurchases made by the Company in the fourth
quarter of 2018. However, the Company anticipates this ratio declining if the potential sales transactions discussed
above are completed. As it did during the fourth quarter of 2018, the Company may increase debt levels at any time
to take advantage of investment opportunities, but would plan to reduce any significant increases as appropriate with
the issuance of equity or property dispositions to maintain its flexible balance sheet and reduce risks to investors
compared to those of highly leveraged companies. The Company plans to maintain staggered maturities of its debt,
utilize unsecured debt when available and fix the rate on the majority of its debt. All of these strategies reduce
shareholder risk related to the Company’s financing structure. See Note 5 titled “Debt” in Part 11, Item 8, of the
Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K for
additional information regarding the Company’s debt.



In 2017, the Company executed an equity distribution agreement that allows the Company to sell, from time
to time, up to an aggregate of $300 million of its common shares through sales agents under an at-the-market
offering program (the “ATM Program”). During the first quarter of 2018, the Company sold approximately 0.2
million common shares under its ATM Program at a weighted-average market sales price of approximately $19.73
per common share and received aggregate gross proceeds of approximately $4.8 million before commissions and
issuance costs. During the fourth quarter of 2017, the Company sold approximately 6.9 million common shares under
its ATM Program at a weighted-average market sales price of approximately $19.55 per common share and received
aggregate gross proceeds of approximately $135.1 million before commissions and issuance costs. The Company used
the proceeds from the sale of these shares to pay down borrowings on its revolving credit facility. Future sales will
depend on a variety of factors to be determined by the Company, including market conditions, the trading price of the
Company's common shares and opportunities for uses of any proceeds.

Distribution Policy

The Company plans to continue to pay a consistent distribution on a monthly basis, with distributions based
on anticipated cash generated from operations. The Company’s annualized distribution rate was $1.20 per common
share at December 31, 2018. As it has done historically, due to seasonality, the Company may use its revolving
credit facility to maintain the consistency of the monthly distribution rate, taking into consideration any acquisitions,
dispositions, capital improvements and economic cycles. Any distribution is subject to approval of the Company’s
Board of Directors and there can be no assurance of the classification or duration of distributions at the current annual
distribution rate. The Board of Directors monitors the Company’s distribution rate relative to the performance of its
hotels on an ongoing basis and may make adjustments to the distribution rate as determined to be prudent in relation
to other cash requirements of the Company. If cash flow from operations and the revolving credit facility are not
adequate to meet liquidity requirements, the Company may utilize additional financing sources to make distributions.
Although the Company has relatively low levels of debt, there can be no assurance it will be successful with this
strategy and may need to reduce its distributions to required levels to maintain its REIT status. If the Company were
unable to extend its maturing debt in future periods or if it were to default on its debt, it may be unable to make
distributions.

Insurance

The Company maintains comprehensive insurance coverage for general liability, property, business interruption
and other risks with respect to all of its hotels. These policies offer coverage features and insured limits that the
Company believes are customary for similar types of properties in similar locations. However, various types of
catastrophic losses, like earthquakes, hurricanes, or certain types of terrorism, may not be insurable or may not be
economically insurable.

Environmental Matters

The Company’s hotels are subject to various U.S. federal, state, and local environmental, health and safety
laws and regulations that address a wide variety of issues, including, but not limited to, storage tanks, air emissions
from emergency generators, storm water and waste water discharges, lead-based paint, mold and mildew and waste
management, and impose liability for contamination. In connection with each of the Company’s hotel acquisitions,
the Company reviewed a Phase I Environmental Report and additional environmental reports and surveys, as
were necessitated by the preliminary report. Based on the reports, the Company is not aware of any environmental
situations requiring remediation at the Company’s properties, which have not been, or are not currently being
remediated as necessary. No material remediation costs have occurred or are expected to occur. Under various laws,
owners as well as tenants and operators of real estate may be required to investigate and clean up or remove hazardous
substances present at or migrating from properties they own, lease or operate and may be held liable for property
damage or personal injuries that result from hazardous substances. These laws also expose the Company to the
possibility that it may become liable to reimburse governments for damages and costs they incur in connection with
hazardous substances.

Seasonality

The hotel industry historically has been seasonal in nature. Seasonal variations in occupancy at the Company’s
hotels may cause quarterly fluctuations in its revenues. Generally, occupancy rates and hotel revenues are greater



in the second and third quarters than in the first and fourth quarters. To the extent that cash flow from operations is
insufficient during any quarter, due to temporary or seasonal fluctuations in revenue, the Company expects to utilize
cash on hand or available financing sources to meet cash requirements.

Related Parties

The Company has, and is expected to continue to engage in, transactions with related parties. These transactions
cannot be construed to be at arm’s length and the results of the Company’s operations may be different if these
transactions were conducted with non-related parties. See Note 7 titled “Related Parties” in Part II, Item 8, of the
Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K for
additional information concerning the Company’s related party transactions.

Employees

During 2018, all employees involved in the day-to-day operation of the Company’s hotels were employed by
third party management companies engaged pursuant to the hotel management agreements. At December 31, 2018,
the Company had 62 employees. The employees not only provide support to the Company, but, as discussed in Note
7 titled “Related Parties” in Part II, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing
elsewhere in this Annual Report on Form 10-K, certain employees also provide support services to Apple Realty
Group, Inc. (“ARG”), which is wholly owned by Glade M. Knight, Executive Chairman of the Company. ARG
reimburses the Company for the support services that it receives.

Website Access

The address of the Company’s Internet website is www.applehospitalityreit.com. The Company makes available
free of charge through its Internet website its annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, proxy statements, and amendments to those reports filed or furnished pursuant to section 13(a)
or 15(d) of the Securities Exchange Act of 1934, as amended, as soon as reasonably practicable after the Company
electronically files such material with, or furnishes it to, the SEC. Information contained on the Company’s website is
not incorporated by reference into this report.

Item 1A. Risk Factors

The Company has identified the following significant risk factors which may affect, among other things, the
Company’s business, financial position, results of operations, operating cash flow, market value, and ability to service
its debt obligations and make distributions to its shareholders. You should carefully consider the risks described below
and the risks disclosed by the Company in other filings with the SEC, in addition to the other information contained in
this report.

Risks Related to the Company’s Business and Operations

The Company is subject to various risks which are common to the hotel industry on a national, regional and
local market basis that are beyond its control and could adversely affect its business.

The success of the Company’s hotels depends largely on the hotel operators’ ability to adapt to dominant trends
and risks in the hotel industry, both nationally and in individual local markets. These risks could adversely affect hotel
occupancy and the rates that can be charged for hotel rooms as well as hotel operating expenses. The following is a
summary of risks that may affect the hotel industry in general and as a result may affect the Company:

+ over-building of hotels in the markets in which the Company operates, resulting in an increase in supply
of hotel rooms that exceeds increases in demand;

* competition from other hotels and lodging alternatives in the markets in which the Company operates;

* dependence on business and leisure travel,;

* increases in energy costs and other travel expenses, which may affect travel patterns and reduce business
and leisure travel;

» reduced business and leisure travel due to geo-political uncertainty, including terrorism, travel-related
health concerns, including the widespread outbreak of infectious or contagious diseases in the U.S.,



inclement weather conditions, including natural disasters such as hurricanes and earthquakes, and airline
strikes or disruptions;

* reduced travel due to adverse national, regional or local economic and market conditions;

» scasonality of the hotel industry may cause quarterly fluctuations in operating results;

* changes in marketing and distribution for the industry including the cost and the ability of third-party
internet and other travel intermediaries to attract and retain customers;

* changes in hotel room demand generators in a local market;

» ability of a hotel franchise to fulfill its obligations to franchisees;

*  brand expansion;

»  the performance of third-party managers of the Company’s hotels;

* increases in operating costs, including increases in the cost of property insurance, utilities and real estate
and personal property taxes, due to inflation and other factors that may not be offset by increased room
rates;

* labor shortages and increases in the cost of labor due to low unemployment rates or to government
regulations surrounding work rules, wage rates, health care coverage and other benefits;

» changes in governmental laws and regulations, fiscal policies and zoning ordinances and the related costs
of compliance with applicable laws and regulations;

* business interruptions due to cyber-attacks;

* requirements for periodic capital reinvestment to repair and upgrade hotels;

* limited alternative uses for the hotel buildings;

e condemnation or uninsured losses; and

* downturn in the hospitality industry.

Any of these factors may reduce operating results and the value of the properties that the Company owns.
Additionally, these items, among others, may reduce the availability of capital to the Company.

Economic conditions in the U.S. and individual markets may adversely affect the Company’s business operations
and financial performance.

The performance of the lodging industry has historically been highly cyclical and closely linked to the
performance of the general economy both nationally and within local markets in the U.S. The lodging industry is
also sensitive to government, business and personal discretionary spending levels. Declines in government and
corporate budgets and consumer demand due to adverse general economic conditions, risks affecting or reducing
travel patterns, lower consumer confidence or adverse political conditions can lower the revenue and profitability of
the Company’s hotels and therefore the net operating profits of its investments. Another economic downturn may lead
to a significant decline in demand for products and services provided by the lodging industry, lower occupancy levels
and significantly reduced room rates. The Company cannot predict the pace or duration of an economic cycle or the
cycles of the lodging industry. In the event conditions in the industry deteriorate or do not continue to see sustained
improvement, or there is an extended period of economic weakness, the Company’s revenue and profitability could
be adversely affected. Furthermore, even if the economy in the U.S. in general continues to improve, the Company
cannot provide any assurances that demand for hotels will increase from current levels, nationally or more specifically
regionally, where the Company’s properties are located.

In addition, many of the expenses associated with the Company’s business, including certain personnel costs,
interest expense, ground leases, property taxes, insurance and utilities, are relatively fixed. During a period of overall
economic weakness, if the Company is unable to meaningfully decrease these costs as demand for its hotels decreases,
the Company’s business operations and financial performance may be adversely affected.

The Company is affected by restrictions in, and compliance with, its franchise and license agreements.

The Company’s wholly-owned taxable REIT subsidiaries (“TRSs”) (or subsidiaries thereof) operate all of
the hotels pursuant to franchise or license agreements with nationally recognized hotel brands. These franchise and
license agreements contain specific standards for, and restrictions and limitations on, the operation and maintenance
of the Company’s hotels in order to maintain uniformity within the franchisor system. The Company may be required
to incur costs to comply with these standards and these standards could potentially conflict with the Company’s ability
to create specific business plans tailored to each property and to each market. Failure to comply with these brand
standards may result in termination of the applicable franchise or license agreement. In addition, as the Company’s
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franchise and license agreements expire, the Company may not be able to renew them on favorable terms or at all. If
the Company were to lose or be unable to renew a franchise or license agreement, the Company would be required
to re-brand the hotel, which could result in a decline in the value of the hotel, the loss of marketing support and
participation in guest loyalty programs, and harm the Company’s relationship with the franchisor, impeding the
Company’s ability to operate other hotels under the same brand. Additionally, the franchise and license agreements
have provisions that could limit the Company’s ability to sell or finance a hotel which could further affect the
Company.

All of the Company’s hotels operate under Marriott, Hilton or Hyatt brands; therefore, the Company is subject
to risks associated with concentrating its portfolio in only three brand families.

All of the hotels that the Company owned as of December 31, 2018 operate under brands owned by Marriott,
Hilton or Hyatt. As a result, the Company’s success is dependent in part on the continued success of Marriott, Hilton
or Hyatt and their respective brands. The Company believes that building brand value is critical to increase demand
and strengthen customer loyalty. Consequently, if market recognition or the positive perception of any of these
brands is reduced or compromised, the goodwill associated with the Marriott, Hilton or Hyatt branded hotels in the
Company’s portfolio may be adversely affected. Also, if Marriott, Hilton or Hyatt alter certain policies, including their
respective guest loyalty programs, this could reduce the Company’s future revenues. Furthermore, if the Company’s
relationship with Marriott, Hilton or Hyatt were to deteriorate or terminate as a result of disputes regarding the
Company’s hotels or for other reasons, the franchisors could, under certain circumstances, terminate the Company’s
current franchise licenses with them or decline to provide franchise licenses for hotels that the Company may acquire
in the future. If any of the foregoing were to occur, it could have a material adverse effect on the Company.

Competition in the markets where the Company owns hotels may adversely affect the Company’s results of
operations.

The hotel industry is highly competitive. Each of the Company’s hotels competes for guests primarily with
other hotels in its immediate vicinity and secondarily with other hotels in its geographic market. The Company
also competes with numerous owners and operators of vacation ownership resorts, as well as alternative lodging
companies, such as HomeAway and Airbnb, which operate websites that market available furnished, privately-owned
residential properties, including homes and condominiums, that can be rented on a nightly, weekly or monthly basis.
An increase in the number of competitive hotels, vacation ownership resorts and alternative lodging arrangements in
a particular area could have a material adverse effect on the occupancy, ADR and RevPAR of the Company’s hotels in
that area and lower the Company’s revenue and profitability.

The Company is dependent on third-party hotel managers to operate its hotels and could be adversely affected if
such managers do not manage the hotels successfully.

To maintain its status as a REIT, the Company is not permitted to operate any of its hotels. As a result, the
Company has entered into management agreements with third-party managers to operate its hotels. For this reason, the
Company’s ability to direct and control how its hotels are operated is less than if the Company were able to manage its
hotels directly. Under the terms of the hotel management agreements, the Company’s ability to participate in operating
decisions regarding its hotels is limited to certain matters, and it does not have the authority to require any hotel to be
operated in a particular manner (for instance, setting room rates). The Company does not supervise any of the hotel
managers or their respective personnel on a day-to-day basis. The Company cannot be assured that the hotel managers
will manage its hotels in a manner that is consistent with their respective obligations under the applicable management
agreement or the Company’s obligations under its hotel franchise agreements. The Company could be materially and
adversely affected if any of its third-party managers fail to effectively manage revenues and expenses, provide quality
services and amenities, or otherwise fail to manage its hotels in its best interest, and may be financially responsible
for the actions and inactions of the managers. In certain situations, the Company may terminate the management
agreement. However, the Company can provide no assurances that it could identify a replacement manager, that
the franchisor will consent to the replacement manager, or that the replacement manager will manage the hotel
successfully. A failure by the Company’s hotel managers to successfully manage its hotels could lead to an increase in
its operating expenses or decrease in its revenues, or both.
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The growth of lodging distribution channels could adversely affect the Company’s business and profitability.

Although a majority of rooms sold are sold through the hotel franchisors’ channels, a growing number of the
Company’s hotel rooms are sold through other channels or intermediaries. Rooms sold through non-franchisors’
channels are generally less profitable (after associated fees) than rooms sold through franchisors’ channels. Although
the Company’s franchisors may have established agreements with many of these alternative channels or intermediaries
that limit transaction fees for hotels, there can be no assurance that the Company’s franchisors will be able to
renegotiate such agreements upon their expiration with terms as favorable as the provisions that exist today. Moreover,
alternative channels or intermediaries may employ aggressive marketing strategies, including expending significant
resources for online and television advertising campaigns to drive consumers to their websites. As a result, consumers
may develop brand loyalties to the intermediaries’ offered brands, websites and reservations systems rather than to
those of the Company’s franchisors. If this happens, the Company’s business and profitability may be materially and
adversely affected.

Renovations and capital improvements may reduce the Company’s profitability.

The Company has ongoing needs for hotel renovations and capital improvements, including maintenance
requirements under all of its hotel franchise and management agreements and certain loan agreements. In addition,
from time to time the Company will need to make renovations and capital improvements to comply with applicable
laws and regulations, to remain competitive with other hotels and to maintain the economic value of its hotels. The
Company also may need to make significant capital improvements to hotels that it acquires. Occupancy and ADR
are often affected during periods of renovations and capital improvements at a hotel, especially if the Company
encounters delays, or if the improvements require significant disruptions at the hotel. The costs of renovations and
capital improvements the Company needs or chooses to make could reduce the funds available for other purposes and
may reduce the Company’s profitability.

Certain hotels are subject to ground leases that may affect the Company’s ability to use the hotel or restrict its
ability to sell the hotel.

As of December 31, 2018, 13 of the Company’s hotels were subject to ground leases. Accordingly, the Company
effectively only owns a long-term leasehold interest in these hotels. If the Company is found to be in breach of a
ground lease, it could lose the right to use the hotel. In addition, unless the Company can purchase a fee interest in the
underlying land or renew the terms of these leases before their expiration, as to which no assurance can be given, the
Company will lose its right to operate these properties and its interest in the property, including any investment that it
made in the property. The Company’s ability to exercise any extension options relating to its ground leases is subject
to the condition that the Company is not in default under the terms of the ground lease at the time that it exercises
such options, and the Company can provide no assurances that it will be able to exercise any available options at such
time. If the Company were to lose the right to use a hotel due to a breach or non-renewal of a ground lease, it would
be unable to derive income from such hotel. Finally, the Company may not be permitted to sell or finance a hotel
subject to a ground lease without the consent of the lessor.

The Company may not be able to complete hotel dispositions when and as anticipated.

The Company continually monitors the profitability of its hotels, market conditions, and capital requirements
and attempts to maximize shareholder value by timely disposal of its hotels. Real estate investments are, in general,
relatively difficult to sell due to, among other factors, the size of the required investment and the volatility in
availability of adequate financing for a potential buyer. This illiquidity will tend to limit the Company’s ability to
promptly vary its portfolio in response to changes in economic or other conditions. Additionally, factors specific to an
individual property, such as its specific market and operating performance, restrictions in franchise and management
agreements, debt secured by the property, a ground lease, or capital expenditure needs may further increase the
difficulty in selling a property. Therefore, the Company cannot predict whether it will be able to sell any hotels for
the price or on the terms set by the Company, or whether any price or other terms offered by a prospective purchaser
would be acceptable to the Company. In addition, provisions of the Internal Revenue Code of 1986, as amended (the
“Code”) relating to REITs have certain limits on the Company’s ability to sell hotels.
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Real estate impairment losses may adversely affect the Company’s financial condition and results of operations.

As a result of changes in an individual hotel’s operating results or to the Company’s planned hold period for
a hotel, the Company may be required to record an impairment loss for a property. The Company analyzes its hotel
properties individually for indicators of impairment throughout the year. The Company records impairment losses on
a hotel property if indicators of impairment are present, and the sum of the undiscounted cash flows estimated to be
generated by the respective property over its estimated remaining useful life, based on historical and industry data,
is less than the property’s carrying amount. Indicators of impairment include, but are not limited to, a property with
current or potential losses from operations, when it becomes more likely than not that a property will be sold before
the end of its previously estimated useful life or when events, trends, contingencies or changes in circumstances
indicate that a triggering event has occurred and an asset’s carrying value may not be recoverable.

The Company'’s failure to identify and complete accretive acquisitions may adversely affect the profitability of
the Company.

The Company’s business strategy includes identifying and completing accretive hotel acquisitions. The
Company competes with other investors who are engaged in the acquisition of hotels, and these competitors may
affect the supply/demand dynamics and, accordingly, increase the price the Company must pay for hotels it seeks to
acquire, and these competitors may succeed in acquiring those hotels. Any delay or failure on the Company’s part to
identify, negotiate, finance on favorable terms, consummate and integrate such acquisitions could materially impede
the Company’s growth. The Company may also incur costs that it cannot recover if it abandons a potential acquisition.
If the Company does not reinvest proceeds received from hotel dispositions timely, it could result in lower income.
The Company’s profitability may also suffer because future acquisitions of hotels may not yield the returns the
Company expects and the integration of such acquisitions may cause disruptions in the Company’s business and to
management or may take longer than projected.

The Company’s inability to obtain financing on favorable terms or pay amounts due on its financing may
adversely affect the Company’s operating results.

Although the Company anticipates maintaining relatively low levels of debt, it may periodically use financing
to acquire properties, perform renovations to its properties, or make shareholder distributions or share repurchases
in periods of fluctuating income from its properties. The credit markets have historically been volatile and subject
to increased regulation, and as a result, the Company may not be able to obtain debt financing to meet its cash
requirements, including refinancing any scheduled debt maturities, which may adversely affect its ability to execute
its business strategy. If the Company refinances debt, such refinancing may not be in the same amount or on terms as
favorable as the terms of the existing debt being refinanced. If the Company is unable to refinance its debt, it may be
forced to dispose of hotels or issue equity at inopportune times or on disadvantageous terms, which could result in
higher costs of capital.

The Company is also subject to risks associated with increases in interest rates with respect to the Company’s
variable-rate debt which could reduce cash from operations. In addition, the Company has used interest rate swaps to
manage its interest rate risks on a portion of its variable-rate debt, and in the future it may use hedging arrangements,
such as interest rate swaps to manage its exposure to interest rate volatility. The Company’s actual hedging decisions
are determined in light of the facts and circumstances existing at the time of the hedge. There is no assurance that the
Company’s hedging strategy will achieve its objectives, and the Company may be subject to costs, such as transaction
fees or breakage costs, if it terminates these arrangements.

Compliance with financial and other covenants in the Company’s existing or future debt agreements may reduce
operational flexibility and create default risk.

The Company’s existing indebtedness, whether secured by mortgages on certain properties or unsecured,
contains, and indebtedness that the Company may enter into in the future likely will contain, customary covenants
that may restrict the Company’s operations and limit its ability to enter into future indebtedness. In addition, the
Company’s ability to borrow under its unsecured credit facilities is subject to compliance with its financial and other
covenants, including, among others, a minimum tangible net worth, maximum debt limits, minimum interest and fixed
charge coverage ratios and restrictions on certain investments. The Company’s failure to comply with the covenants
in its existing or future indebtedness, as well as its inability to make required principal and interest payments, could
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cause a default under the applicable debt agreement, which could result in the acceleration of the debt and require the
Company to repay such debt with capital obtained from other sources, which may not be available to the Company or
may be available only on unfavorable terms.

If the Company defaults on its secured debt, lenders can take possession of the property or properties securing
such debt. As a general policy, the Company seeks to obtain mortgages securing indebtedness which encumber only
the particular property to which the indebtedness relates, but recourse on these loans may include all of its assets. If
recourse on any loan incurred by the Company to acquire or refinance any particular property includes all of its assets,
the equity in other properties could be reduced or eliminated through foreclosure on that loan. If a loan is secured
by a mortgage on a single property, the Company could lose that property through foreclosure if it defaults on that
loan. If the Company defaults under a loan, it is possible that it could become involved in litigation related to matters
concerning the loan, and such litigation could result in significant costs. Additionally, defaulting under a loan may
damage the Company’s reputation as a borrower and may limit its ability to secure financing in the future.

Technology is used in operations, and any material failure, inadequacy, interruption or security failure of that
technology from cyber-attacks or other events could harm the Company’s business.

The Company, and its hotel managers and franchisors rely on information technology networks and systems,
including the Internet, to process, transmit and store electronic information, and to manage or support a variety of
business processes, including financial transactions and records, personal identifying information, reservations, billing
and operating data. Some of the information technology is purchased from third party vendors, on whom the systems
depend. The Company and its hotel managers and franchisors rely on commercially available and internally developed
systems, software, tools and monitoring to provide security for processing, transmission and storage of confidential
operator and other customer information, such as individually identifiable information, including information relating
to financial accounts. Although the Company, and its hotel managers and franchisors have taken steps necessary to
protect the security of their information systems and the data maintained in those systems, it is possible that the safety
and security measures taken will not be able to prevent damage to the systems, the systems’ improper functioning,
or the improper access or disclosure of personally identifiable information. Security breaches, including physical
or electronic break-ins, computer viruses, attacks by hackers and similar breaches, can create system disruptions,
shutdowns or unauthorized disclosure of confidential information. Any failure to maintain proper function, security
and availability of information systems could interrupt operations, damage reputations, subject the Company to
liability claims or regulatory penalties and could have a material adverse effect on the business, financial condition
and results of operations of the Company.

Potential losses not covered by insurance may adversely affect the Company’s financial condition.

The Company maintains comprehensive insurance coverage for general liability, property, business interruption
and other risks with respect to all of its hotels. These policies offer coverage features and insured limits that the
Company believes are customary for similar types of properties. There are no assurances that coverage will be
available or at reasonable rates in the future. Also, various types of catastrophic losses, like earthquakes, hurricanes,
or certain types of terrorism, may not be insurable or may not be economically insurable for all or certain locations.
Even when insurable, these policies may have high deductibles and/or high premiums. Additionally, although the
Company may be insured for a particular loss, the Company is not insured against the impact a catastrophic event may
have on the industry as a whole. There also can be risks such as certain environmental hazards that may be deemed to
fall outside of the coverage. In the event of a substantial loss, the Company’s insurance coverage may not be sufficient
to cover the full current market value or replacement cost of its lost investment. Should an uninsured loss or a loss
in excess of insured limits occur, the Company could lose all or a portion of the capital it has invested in a hotel, as
well as the anticipated future revenue from the hotel. In that event, the Company might nevertheless remain obligated
for any mortgage debt or other financial obligations related to the hotel. Inflation, changes in building codes and
ordinances, environmental considerations and other factors might also prevent the Company from using insurance
proceeds to replace or renovate a hotel after it has been damaged or destroyed. The Company also may encounter
challenges with an insurance provider regarding whether it will pay a particular claim that the Company believes
to be covered under its policy. Under those circumstances, the insurance proceeds the Company receives might be
inadequate to restore its economic position in the damaged or destroyed hotel. Additionally, as a result of making
substantial claims, insurance carriers may reduce insured limits and/or increase premiums, if insurance coverage is
provided at all, in the future. Any of these or similar events could have a material adverse effect on the Company’s
financial condition and results of operations.
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The Company faces possible risks associated with the physical effects of climate change.

The Company is subject to the risks associated with the physical effects of climate change, which could include
more frequent or severe storms, droughts, hurricanes and flooding, any of which could have a material adverse
effect on the Company’s properties, operations and business. To the extent climate change causes changes in weather
patterns, its markets could experience increases in storm intensity and rising sea-levels causing damage to the
Company’s properties. Over time, these conditions could result in declining hotel demand or the Company’s inability
to operate the affected hotels at all. Climate change also may have indirect effects on its business by increasing the
cost of (or making unavailable) property insurance on terms the Company finds acceptable, as well as increasing the
cost of renovations, energy, water and snow removal at its properties. The Company cannot predict with certainty
whether climate change is occurring and, if so, at what rate, and therefore, climate change could have a material
adverse effect on the Company.

The Company could incur significant, material costs related to government regulation and litigation with respect
to environmental matters, which could have a material adverse effect on the Company.

The Company’s hotels are subject to various U.S. federal, state and local environmental laws that impose
liability for contamination. Under these laws, governmental entities have the authority to require the Company, as
the current owner of a hotel, to perform or pay for the clean-up of contamination (including hazardous substances,
asbestos and asbestos-containing materials, waste, petroleum products or mold) at, on, under or emanating from the
hotel and to pay for natural resource damages arising from such contamination. Such laws often impose liability
without regard to whether the owner or operator or other responsible party knew of, or caused such contamination,
and the liability may be joint and several. Because these laws also impose liability on persons who owned or
operated a property at the time it became contaminated, it is possible the Company could incur cleanup costs or other
environmental liabilities even after it sells or no longer operates hotels. Contamination at, on, under or emanating
from the Company’s hotels also may expose it to liability to private parties for costs of remediation, personal
injury and/or property damage. In addition, environmental laws may create liens on contaminated sites in favor of
the government for damages and costs it incurs to address such contamination. If contamination is discovered on
the Company’s properties, environmental laws also may impose restrictions on the manner in which the properties
may be used or businesses may be operated, and these restrictions may require substantial expenditures. Moreover,
environmental contamination can affect the value of a property and, therefore, an owner's ability to borrow funds
using the property as collateral or to sell the property on favorable terms or at all. Furthermore, persons who sent
waste to a waste disposal facility, such as a landfill or an incinerator, may be liable for costs associated with cleanup
of that facility.

In addition, the Company’s hotels are subject to various U.S. federal, state, and local environmental, health
and safety laws and regulations that address a wide variety of issues, including, but not limited to, storage tanks, air
emissions from emergency generators, storm water and wastewater discharges, lead-based paint, mold and mildew,
and waste management. Some of the Company’s hotels routinely handle and use hazardous or regulated substances
and wastes as part of their operations, which substances and wastes are subject to regulation (e.g., swimming pool
chemicals and cleaning supplies). The Company’s hotels incur costs to comply with these environmental, health
and safety laws and regulations and could be subject to fines and penalties for non-compliance with applicable
requirements.

Liabilities and costs associated with environmental contamination at, on, under or emanating from the
hotel’s properties, defending against claims related to alleged or actual environmental issues, or complying with
environmental, health and safety laws and regulations could be material and could materially and adversely affect
the Company. The Company can make no assurances that changes in current laws or regulations or future laws or
regulations will not impose additional or new material environmental liabilities or that the current environmental
condition of its hotels will not be affected by its operations, the condition of the properties in the vicinity of its hotels,
or by third parties unrelated to the Company. The discovery of material environmental liabilities at its properties could
subject the Company to unanticipated significant costs, which could significantly reduce or eliminate its profitability.

The Company may incur significant costs complying with various regulatory requirements, which could
materially and adversely affect the Company.

The Company and its hotels are subject to various U.S. federal, state and local regulatory requirements. These
requirements are wide ranging and include among others, state and local fire and life safety requirements, federal laws
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such as the Americans with Disabilities Act of 1990 and the Accessibility Guidelines promulgated thereunder and the
Sarbanes-Oxley Act of 2002. Liability and costs associated with complying with these requirements are and could be
material. If the Company fails to comply with these various requirements, it could incur governmental fines or private
damage awards. In addition, existing requirements could change and future requirements might require the Company
to make significant unanticipated expenditures, which could materially and adversely affect the Company.

In addition, as a result of these significant regulations, the Company could become subject to regulatory
investigations and lawsuits. Regulatory investigations and lawsuits could result in significant costs to respond and
fines/settlements or changes in the Company’s business practices, any of which could have a material adverse effect
on the financial condition, results of operations, liquidity and capital resources, and cash flows of the Company.
The ability of the Company to access capital markets, including commercial debt markets, could also be negatively
impacted by unfavorable, or the possibility of unfavorable, outcomes to adverse regulatory actions or lawsuits.

Risks Related to the Company’s Organization and Structure
The Company’s ownership limitations may restrict or prevent certain acquisitions and transfers of its shares.

In order for the Company to maintain its qualification as a REIT under the Code, not more than 50% in value
of its outstanding shares may be owned, directly or indirectly, by five or fewer individuals (as defined in the Code to
include certain entities) at any time during the last half of each taxable year following the Company’s first year (the
“5/50 Test”). Additionally, at least 100 persons must beneficially own the Company’s shares during at least 335 days
of each taxable year (the “100 Sharcholder Test”). The Company’s amended and restated articles of incorporation
(the “Charter”), with certain exceptions, authorizes the Company’s Board of Directors to take the actions that are
necessary and desirable to preserve its qualification as a REIT. In addition to the 5/50 Test and the 100 Sharecholder
Test, the Company’s Charter provides that no person or entity may directly or indirectly, beneficially or constructively,
own more than 9.8% of the aggregate of its outstanding common shares or 9.8% of the aggregate of the outstanding
preferred shares of any class or series (“share ownership limits”). The Company’s Board of Directors may, in its
sole discretion, grant an exemption to the share ownership limits, subject to certain conditions and the receipt by the
Board of Directors of certain representations and undertakings. In addition, the Board of Directors may change the
share ownership limits. The share ownership limits contained in the Charter key off the ownership at any time by
any “person,” which term includes entities, and take into account direct and indirect ownership as determined under
various ownership attribution rules in the Code. The share ownership limits might delay or prevent a transaction or a
change in the Company’s control that might involve a premium price for the Company’s common shares or otherwise
be in the best interests of its shareholders.

The Company’s Charter allows the Board of Directors to issue up to 30 million “blank check” preferred shares.

The Company’s Charter allows the Board of Directors to issue up to 30 million “blank check” preferred shares,
without action by shareholders. Preferred shares may be issued on terms determined by the Board of Directors, and
may have rights, privileges and preferences superior to those of common shares. Without limiting the foregoing, (i)
such preferred shares could have liquidation rights that are senior to the liquidation preference applicable to common
shares, (ii) such preferred shares could have voting or conversion rights, which could adversely affect the voting
power of the holders of common shares and (iii) the ownership interest of holders of common shares will be diluted
following the issuance of any such preferred shares. In addition, the issuance of blank check preferred shares could
have the effect of discouraging, delaying or preventing a change of control of the Company.

Provisions of the Company’s second amended and restated bylaws could inhibit changes in control.

Provisions in the Company’s second amended and restated bylaws may make it difficult for another company
to acquire it and for sharcholders to receive any related takeover premium for its common shares. Pursuant to the
Company’s second amended and restated bylaws, directors are elected by the plurality of votes cast and entitled
to vote in the election of directors. However, the Company’s corporate governance guidelines require that if an
incumbent director fails to receive at least a majority of the votes cast, such director will tender his or her resignation
from the Board of Directors. The Nominating and Governance Committee of the Board of Directors will consider,
and determine whether to accept, such resignation. Additionally, the second amended and restated bylaws of the
Company have various advance notice provisions that require sharcholders to meet certain requirements and deadlines
for proposals at an annual meeting of shareholders. These provisions may have the effect of delaying, deferring or
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preventing a transaction or a change in control of the Company that might involve a premium to the price of the
Company’s common shares or otherwise be in the shareholders’ best interests.

The Company’s Executive Chairman has interests that may conflict with the interests of the Company.
pany y

Glade M. Knight, the Company’s Executive Chairman, is and will be a principal in other real estate investment
transactions or programs that may compete with the Company, and he is and may be a principal in other business
ventures. Mr. Knight’s management and economic interests in these other transactions or programs may conflict with
the interests of the Company.

The Company’s executive officers provide services to other companies that may detract from the time devoted to
the Company.

The Company’s executive officers and other employees of the Company may devote time to other companies
which have been or may be organized by Mr. Knight in the future. Neither Mr. Knight nor any of the other executive
officers is required to devote a fixed amount of time and attention to the Company’s business affairs as opposed to the
other companies, which could detract from time devoted to the Company.

The Company may change its operational policies, investment guidelines and its investment and growth
strategies without shareholder consent, which may subject it to different and more significant risks in the future,
which could materially and adversely affect the Company.

The Board of Directors determines the Company’s operational policies, investment guidelines and its investment
and growth strategies, subject to the restrictions on certain transactions as set forth in the second amended and restated
bylaws. The Board of Directors may make changes to, or approve transactions that deviate from, those policies,
guidelines and strategies without a vote of, or notice to, shareholders. This could result in the Company conducting
operational matters, making investments or pursuing investment or growth strategies different than those contemplated
in this Annual Report on Form 10-K. Under any of these circumstances, the Company may expose itself to different
and more significant risks in the future, which could materially and adversely affect the Company.

Risks Related to the Ownership of the Company’s Common Shares

The market price and trading volume of the Company’s common shares may fluctuate widely and could decline
substantially in the future.

The Company’s common shares are listed on the NYSE under the ticker symbol “APLE.” The market price and
trading volume of the Company’s common shares may fluctuate widely, depending on many factors, some of which
may be beyond the Company’s control, including:

» actual versus anticipated differences in the Company’s operating results, liquidity, or financial condition;

* changes in actual and/or estimated financial performance;

e publication of research reports about the Company, its hotels or the lodging or overall real estate industry;

» failure to meet analysts’ revenue or earnings estimates;

» the extent of institutional investors’ interest in the Company and their decision to buy or sell the
Company’s common shares;

* issuances of common shares or other securities by the Company;

» the passage of legislation or other regulatory developments that may adversely affect the Company or its
industry;

» the reputation of REITs and real estate investments generally, and the attractiveness of REIT equity
securities in comparison to other equity securities, including securities issued by other real estate
companies, and fixed income instruments;

* changes in market interest rates compared to the Company’s distribution yield on its common shares;

» additions and departures of key personnel;

* announcements by franchisors, operators or other owners in the hospitality industry;

* the performance and market valuations of similar companies;

» strategic actions by the Company or its competitors, such as acquisitions or dispositions;

»  fluctuations in the stock price and operating results of the Company’s competitors;
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* speculation in the press or investment community;

* changes in accounting principles;

* changes in capital costs;

e terrorist acts;

» general market and economic conditions, including factors unrelated to the Company’s operating
performance; and

» the realization of any of the other risk factors presented in this Annual Report on Form 10-K.

Stock markets in general have experienced volatility that has often been unrelated to the operating performance
of a particular company. These broad market fluctuations may adversely affect the trading price and volume of the
Company’s common shares.

The Company may change its distribution policy or may not have funds available to make distributions to
shareholders.

The Board of Directors will continue to evaluate the Company’s distribution policy, the impact of the economy
on its operations, actual and projected financial condition and results of operations, capital expenditure requirements
and other factors, including those discussed in this Annual Report on Form 10-K. While the Company intends to make
monthly distributions to shareholders, there can be no assurance that the Company will be able to make distributions
at any particular time or rate, or at all. Further, there is no assurance that a distribution rate achieved for a particular
period will be maintained in the future. The Company evaluates the distribution rate on an ongoing basis and may
make changes at any time if the Company believes the rate is not appropriate based on REIT taxable income,
limitations under financing arrangements, or other cash needs. A reduction in the Company’s distribution rate could
have a material adverse effect on the market price of the Company’s common shares.

While the Company generally seeks to make distributions from its operating cash flows, distributions may be
made (although there is no obligation to do so) in certain circumstances, in part, from financing proceeds or other
sources. While distributions made from such sources would result in the sharcholder receiving cash, the consequences
to the shareholders would differ from a distribution made from the Company’s operating cash flows. For example, if
debt financing is the source of a distribution, that financing would not be available for other opportunities and would
have to be repaid.

Future offerings or the perception that future offerings could occur may adversely affect the market price of the
Company’s common shares and future offerings may be dilutive to existing shareholders.

The Company has in the past and may in the future issue additional common shares. Proceeds from any issuance
may be used to finance hotel acquisitions, fund capital expenditures, pay down outstanding debt, or for other corporate
purposes. A large volume of sales of the Company’s common shares could decrease the market price of the Company’s
common shares and could impair the Company’s ability to raise additional capital through the sale of equity securities
in the future. Also, a perception of the possibility of a substantial sale of common shares could depress the market
price of the Company’s common shares and have a negative effect on the Company’s ability to raise capital in the
future. In addition, anticipated downward pressure on the price of the Company’s common shares due to actual
or anticipated sales of common shares could cause some institutions or individuals to engage in short sales of the
common shares, which may itself cause the price of the common shares to decline. Because the Company’s decision
to issue equity securities in any future offering will depend on market conditions and other factors beyond its control,
the Company cannot predict or estimate the amount, timing or nature of its future offerings. Therefore, the Company’s
shareholders bear the risk of the Company’s future offerings reducing the market price of its common shares and
diluting shareholders equity interests in the Company.

Tax-Related Risks and Risks Related to the Company’s Status as a REIT

Qualifying as a REIT involves highly technical and complex provisions of the Code and failure of the Company
to qualify as a REIT would have adverse consequences to the Company and its shareholders.

The Company’s qualification as a REIT involves the application of highly technical and complex Code

provisions for which only limited judicial and administrative authorities exist. Even a technical or inadvertent
violation could jeopardize the Company’s REIT qualification. Moreover, new legislation, court decisions or
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administrative guidance, in each case possibly with retroactive effect, may make it more difficult or impossible for
the Company to qualify as a REIT. Maintaining the Company’s qualification as a REIT will depend on the Company’s
satisfaction of certain asset, income, organizational, distribution, shareholder ownership and other requirements on

a continuing basis. The Company’s ability to satisfy the REIT income and asset tests depends upon the Company’s
analysis of the characterization and fair market values of the Company’s assets, some of which are not susceptible to
a precise determination and for which the Company will not obtain independent appraisals, and upon the Company’s
ability to successfully manage the composition of its income and assets on an ongoing basis. In addition, the
Company’s ability to satisfy the requirements to maintain its qualification as a REIT depends in part on the actions of
third parties over which the Company has no control or only limited influence.

If the Company does not qualify as a REIT or if the Company fails to remain qualified as a REIT, the Company
will be subject to U.S. federal income tax and potentially state and local taxes, which would reduce the Company’s
earnings and the amount of cash available for distribution to its shareholders.

If the Company failed to qualify as a REIT in any taxable year and any available relief provisions did not
apply, the Company would be subject to U.S. federal and state corporate income tax on its taxable income at regular
corporate rates, and dividends paid to its sharcholders would not be deductible by it in computing its taxable income.
Unless the Company was entitled to statutory relief under certain Code provisions, the Company also would be
disqualified from taxation as a REIT for the four taxable years following the year in which it failed to qualify as a
REIT.

Any determination that the Company does not qualify as a REIT would have a material adverse effect on the
Company’s results of operations and could materially reduce the market price of its common shares. The Company’s
additional tax liability could be substantial and would reduce its net earnings available for investment, debt service
or distributions to sharcholders. Furthermore, the Company would no longer be required to make any distributions
to shareholders as a condition to REIT qualification and all of its distributions to shareholders would be taxable as
ordinary C corporation dividends to the extent of its current and accumulated earnings and profits. The Company’s
failure to qualify as a REIT also could cause an event of default under loan documents governing its debt.

Even if the Company qualifies as a REIT, it may face other tax liabilities that reduce its cash flow.

Even if the Company qualifies for taxation as a REIT, it may be subject to certain U.S. federal, state and local
taxes, including payroll taxes, taxes on any undistributed income, taxes on income from some activities conducted as
a result of a foreclosure, a 100% excise tax on any transactions with a TRS that are not conducted on an arm’s-length
basis, and state or local income, franchise, property and transfer taxes. Moreover, if the Company has net income
from the sale of properties that are “dealer” properties (a “prohibited transaction” under the Code), that income will
be subject to a 100% tax. The Company could, in certain circumstances, be required to pay an excise or penalty tax
(which could be significant in amount) in order to utilize one or more relief provisions under the Code to maintain
its qualification as a REIT. In addition, the Company’s TRSs will be subject to U.S. federal, state and local corporate
income taxes on their net taxable income, if any. Any of these taxes would decrease cash available for the payment of
the Company’s debt obligations and distributions to sharcholders.

The Company may incur adverse tax consequences if Apple REIT Ten, Inc. (“Apple Ten”) failed to qualify as a
REIT for U.S. federal income tax purposes or if the Apple Ten merger failed to qualify as a tax free reorganization
under the Code.

On September 1, 2016, Apple Ten merged into an acquisition subsidiary of the Company and ceased its separate
corporate existence (the “merger” or “Apple Ten merger”). If Apple Ten failed to qualify as a REIT for any of its
taxable years ending on or before the date of the Apple Ten merger, Apple Ten would be liable for (and the Company
would be obligated to pay) U.S. federal income tax on its taxable income for such years at regular corporate rates and,
assuming the Apple Ten merger qualified as a reorganization within the meaning of Section 368(a) of the Code,

* the Company would be subject to tax on the built-in gain on each asset of Apple Ten, existing at the time
of the merger if the Company was to dispose of Apple Ten’s assets for up to 5 years following the merger.
Such tax would be imposed at the highest regular corporate rate in effect at the date of the sale,

* the Company would succeed to any earnings and profits accumulated by Apple Ten for taxable periods
that it did not qualify as a REIT, and the Company would have to pay a special dividend and/or employ
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applicable deficiency dividend procedures (including interest payments to the Internal Revenue Service
(the “IRS™)) to eliminate such earnings and profits (if the Company does not timely distribute those
earnings and profits, the Company could fail to qualify as a REIT), and

» if Apple Ten incurred any unpaid tax liabilities prior to the merger, those tax liabilities would be
transferred to the Company as a result of the merger.

If there is an adjustment to any of Apple Ten’s taxable income or dividends paid deductions, the Company could
elect to use the deficiency dividend procedure in order to maintain Apple Ten’s REIT status. That deficiency dividend
procedure could require the Company to make significant distributions to its shareholders and to pay significant
interest to the IRS.

Moreover, and irrespective of whether Apple Ten qualified as a REIT, if Apple Ten were to incur tax liabilities
as a result of the failure of the merger to qualify as a reorganization within the meaning of Section 368(a) of the Code,
those tax liabilities would be transferred to the Company as a result of the merger. Apple Ten’s failure (before or at
the date of the merger) to qualify as a REIT and/or a failure of the merger to qualify as a reorganization within the
meaning of Section 368(a) of the Code could impair the Company’s ability after the merger to expand its business and
raise capital, and could materially adversely affect the value of the Company’s common shares.

REIT distribution requirements could adversely affect the Company’s ability to execute its business plan or
cause it to increase debt levels or issue additional equity during unfavorable market conditions.

The Company generally must distribute annually at least 90% of its REIT taxable income, subject to certain
adjustments and excluding any net capital gain, in order for U.S. federal corporate income tax not to apply to earnings
that it distributes. To the extent that the Company satisfies this distribution requirement but distributes less than
100% of its taxable income, the Company will be subject to U.S. federal corporate income tax on its undistributed
taxable income. In addition, the Company will be subject to a 4% nondeductible excise tax if the actual amount that
the Company pays out to its shareholders in a calendar year is less than a minimum amount specified under U.S.
federal tax laws. If there is an adjustment to any of the Company’s taxable income or dividends paid deductions, the
Company could elect to use the deficiency dividend procedure in order to maintain the Company’s REIT status. That
deficiency dividend procedure could require the Company to make significant distributions to its sharecholders and to
pay significant interest to the IRS.

From time to time, the Company may generate taxable income greater than its income for financial reporting
purposes prepared in accordance with accounting principles generally accepted in the U.S. (“GAAP”). In addition,
differences in timing between the recognition of taxable income and the actual receipt of cash may occur. As a
result, the Company may find it difficult or impossible to meet distribution requirements in certain circumstances. In
particular, where the Company experiences differences in timing between the recognition of taxable income and the
actual receipt of cash, the requirement to distribute a substantial portion of its taxable income could cause it to: (1)
sell assets in adverse market conditions; (2) incur debt or issue additional equity on unfavorable terms; (3) distribute
amounts that would otherwise be invested in future acquisitions or capital expenditures or used for the repayment of
debt; or (4) make a taxable distribution of its common shares as part of a distribution in which shareholders may elect
to receive the Company’s common shares or (subject to a limit measured as a percentage of the total distribution)
cash, in order to comply with REIT requirements. These alternatives could increase the Company’s costs or dilute
its equity. In addition, because the REIT distribution requirement prevents the Company from retaining earnings, the
Company generally will be required to refinance debt at its maturity with additional debt or equity. Thus, compliance
with the REIT requirements may hinder the Company’s ability to grow, which could adversely affect the market price
of its common shares.

The Company may in the future choose to pay dividends in the form of common shares, in which case
shareholders may be required to pay income taxes in excess of the cash dividends they receive.

The Company may seek in the future to distribute taxable dividends that are payable in cash and common
shares, at the election of each shareholder. Taxable sharcholders receiving such dividends will be required to include
the full amount of the dividend as ordinary income to the extent of the Company’s current and accumulated earnings
and profits for U.S. federal income tax purposes, however, generally a shareholder will receive a taxable income
deduction for 20% of all ordinary dividends received from a REIT. As a result, sharecholders may be required to pay
income taxes with respect to such dividends in excess of the cash dividends received. If a U.S. shareholder sells the

20



common shares that it receives as a dividend in order to pay this tax, the sales proceeds may be less than the amount
included in income with respect to the dividend, depending on the market price of common shares at the time of the
sale. In addition, in such case, a U.S. shareholder could have a capital loss with respect to the common shares sold
that could not be used to offset such dividend income. Furthermore, with respect to certain non-U.S. shareholders, the
Company may be required to withhold U.S. federal income tax with respect to such dividends, including in respect of
all or a portion of such dividend that is payable in common shares. In addition, such a taxable share dividend could be
viewed as equivalent to a reduction in the Company’s cash distributions, and that factor, as well as the possibility that
a significant number of the Company’s shareholders could determine to sell the common shares in order to pay taxes
owed on dividends, may put downward pressure on the market price of the Company’s common shares.

If the Company’s leases are not respected as true leases for U.S. federal income tax purposes, the Company
would likely fail to qualify as a REIT.

To qualify as a REIT, the Company must satisfy two gross income tests, pursuant to which specified percentages
of the Company’s gross income must be passive income, such as rent. For the rent paid pursuant to the hotel leases
with the Company’s TRSs, which the Company currently expects will continue to constitute substantially all of the
REIT’s gross income, to qualify for purposes of the gross income tests, the leases must be respected as true leases
for federal income tax purposes and must not be treated as service contracts, joint ventures or some other type of
arrangement. The Company believes that the leases have been and will continue to be respected as true leases for
federal income tax purposes. There can be no assurance, however, that the IRS will agree with this characterization. If
the leases were not respected as true leases for federal income tax purposes, the Company may not be able to satisfy
either of the two gross income tests applicable to REITs and may lose its REIT status. Additionally, the Company
could be subject to a 100% excise tax for any adjustment to its leases.

If any of the hotel management companies that the Company’s TRSs engage do not qualify as “eligible
independent contractors,” or if the Company’s hotels are not “qualified lodging facilities,” the Company would
likely fail to qualify as a REIT.

Rent paid by a lessee that is a “related party tenant” of the Company generally will not be qualifying income
for purposes of the two gross income tests applicable to REITs. An exception is provided, however, for leases of
“qualified lodging facilities” to a TRS so long as the hotels are managed by an “eligible independent contractor”
and certain other requirements are satisfied. The Company intends to continue to take advantage of this exception. A
“qualified lodging facility” is a hotel, motel, or other establishment more than one-half of the dwelling units in which
are used on a transient basis, including customary amenities and facilities, provided that no wagering activities are
conducted at or in connection with such facility by any person who is engaged in the business of accepting wagers
and who is legally authorized to engage in such business at or in connection with such facility. Although the Company
intends to monitor future acquisitions and improvements of hotels, the REIT provisions of the Code provide only
limited guidance for making determinations under the requirements for “qualified lodging facilities”, and there can be
no assurance that these requirements will be satisfied in all cases.

In addition, the Company’s TRS lessees have engaged hotel management companies that are intended to qualify
as “cligible independent contractors.” Among other requirements, in order to qualify as an “eligible independent
contractor”, the hotel management company must not own, directly or through its shareholders, more than 35% of
the Company’s outstanding shares, and no person or group of persons can own more than 35% of the Company’s
outstanding shares and the shares (or ownership interest) of the hotel management company (taking into account
certain ownership attribution rules). The ownership attribution rules that apply for purposes of these 35% thresholds
are complex, and monitoring actual and constructive ownership of the Company’s shares by the hotel management
companies and their owners may not be practical. Accordingly, there can be no assurance that these ownership levels
will not be exceeded. In addition, for a hotel management company to qualify as an “eligible independent contractor,”
such company or a related person must be actively engaged in the trade or business of operating “qualified lodging
facilities” (as defined above) for one or more persons not related to the REIT or its TRSs at each time that such
company enters into a hotel management contract with a TRS. As of the date hereof, the Company believes the hotel
management companies operate “qualified lodging facilities” for certain persons who are not related to the Company
or its TRSs. However, no assurances can be provided that this will continue to be the case or that any other hotel
management companies that the Company may engage in the future will in fact comply with this requirement in the
future.
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The Company’s ownership of TRSs is limited, and the Company’s transactions with its TRSs will cause it to be
subject to a 100% penalty tax on certain income or deductions if those transactions are not conducted on arm’s-
length terms.

A REIT may own up to 100% of the stock of one or more TRSs. A TRS may hold assets and earn income that
would not be qualifying assets or income if held or earned directly by a REIT. Both the subsidiary and the REIT must
jointly elect to treat the subsidiary as a TRS. A corporation of which a TRS directly or indirectly owns more than 35%
of the voting power or value of the stock will automatically be treated as a TRS. Overall, no more than 20% (25% for
tax years beginning prior to January 1, 2018) of the value of a REIT’s assets may consist of stock or securities of one
or more TRSs. The rules also impose a 100% excise tax on certain transactions, including the leases, between the TRS
and the REIT that are not conducted on an arm’s-length basis.

The Company’s TRSs will pay U.S. federal, state and local income taxes on their net taxable income, and their
after-tax net income will be available for distribution to the REIT, but is not required to be distributed. The Company
believes that the aggregate value of the stock and securities of its TRSs has been and will continue to be less than
20% (25% for tax years beginning prior to January 1, 2018) of the value of its total assets (including the stock
and securities of its TRSs). Furthermore, the Company has monitored and will continue to monitor the value of its
respective investments in its TRSs for the purpose of ensuring compliance with the ownership limitations applicable
to TRSs. In addition, the Company will continue to scrutinize all of its transactions with its TRSs to ensure that they
are entered into on arm’s-length terms to avoid incurring the 100% excise tax. There can be no assurance, however,
that the Company will be able to comply with the rules regarding TRSs or to avoid application of the 100% excise
tax. The most significant transactions between the Company and its TRSs are the hotel leases from the Company to its
TRSs. While the Company believes its leases have customary terms and reflect normal business practices and that the
rents paid thereto reflect market terms, there can be no assurance that the IRS will agree.

Complying with REIT requirements may force the Company to forgo and/or liquidate otherwise attractive
investment opportunities.

To qualify as a REIT, the Company must continually satisfy tests concerning, among other things, the sources of
its income, the nature and diversification of its assets, the amount it distributes to its shareholders and the ownership
of its common shares. In order to meet these tests, the Company may be required to liquidate from its portfolio, or
contribute to a TRS, otherwise attractive investments in order to maintain its qualification as a REIT. These actions
could have the effect of reducing the Company’s income and amounts available for distribution to its sharcholders.

In addition, the Company may be required to make distributions to sharcholders at disadvantageous times or when

the Company does not have funds readily available for distribution, and may be unable to pursue investments that
would otherwise be advantageous to it in order to satisfy the source of income or asset diversification requirements for
qualifying as a REIT. Thus, compliance with the REIT requirements may hinder the Company’s ability to make, and,
in certain cases, maintain ownership of, certain attractive investments.

There is a risk of changes in the tax law applicable to REITS.

The IRS, the U.S. Treasury Department and Congress frequently review U.S. federal income tax legislation,
regulations and other guidance. At any time, the federal income tax laws governing REITs or the administrative
interpretations of those laws may be amended or modified. The Company cannot predict whether, when or to what
extent new U.S. federal tax laws, regulations, interpretations or rulings will be adopted or modified. Any legislative
action may prospectively or retroactively modify the Company’s tax treatment and, therefore, may adversely
affect taxation of the Company or the Company’s sharcholders. The Company urges shareholders and prospective
shareholders to consult with their tax advisors with respect to the status of legislative, regulatory or administrative
developments and proposals and their potential effect on an investment in the Company’s shares. Although REITs
generally receive certain tax advantages compared to entities taxed as C corporations, it is possible that future
legislation would result in a REIT having fewer tax advantages, and it could become more advantageous for a
company that invests in real estate to elect to be treated as a C corporation for U.S. federal income tax purposes.

Item 1B. Unresolved Staff Comments

None.
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Item 2.  Properties

As of December 31, 2018, the Company owned 241 hotels with an aggregate of 30,812 rooms located in 34
states. All of the Company’s hotels operate under Marriott, Hilton or Hyatt brands. The hotels are operated and
managed under separate management agreements with 23 hotel management companies, none of which are affiliated
with the Company. The following tables summarize the number of hotels and rooms by brand and state:

Number of Hotels and Guest Rooms by Brand

Number of Number of
Brand Hotels Rooms

Hilton Garden Inn ...........oooeeiiiiiiiniiiiienee e 42 5,807
Courtyard .......ccoeeeeeiiiiiiiiiiiiii e 40 5,460
Hampton .....ueeeeeeieeiiiiiiieee e 40 5,029
Homewood SUites .........ooooeeeiiiiieeiiiiiieeeieeeeeen 34 3,831
Residence Inn............ocvieiiieeiiiiiiiiiiieeee e, 33 3,939
SpringHill SUites.......oevviiiiiiiiiiiiiiiiiiiieeieieeee, 16 2,159
Fairfield ......oooeeeeiiiieeeee e 11 1,300
TownePlace SUItES ....ooovviiiiiiiiiiieee e, 11 1,110
HOME2 SUItES ..vvvvieeieiiiiiiiiiiceee e 8 910
IMATTIOt ... 2 616
EmDbassy SUILES ....uuueeeeeiiiiiiiiiiiiiininiieieeeeeeeeeeeeeeeeee 2 316
Renaissance..............oeveiivueeeiiiiiee e 1 208
Hyatt Place........ocoveiimiiiiiiiiiiiiiicceeiiecc e, 1 127

TOtal..oeeiieeeeee e 241 30,812

Number of Hotels and Guest Rooms by State
Number of Number of
State Hotels Rooms

Alabama.........ccooeiiiiieii 15 1,434
AlaSKa.....oovviiiieeiiiee e 2 304
ATIZONA ..ovveiiiiieec e 12 1,644
ATKANSAS ..ovviiiiie e 3 336
California........cceeeeeeeeiiiiiiiiceee e 27 3,807
Colorado .....eeeiiiiee e 4 567
F1orida ...ooovvvieeeieicceee e 24 2,978
GROTZIA « oo 6 672
Tdaho ..o 2 416
TIHENOTS. e 8 1,420
Indiana........cccooviieeeiiiiiiiiceee e 4 479
TOWa i 3 301
Kansas ....oooiiviiieie 4 422
Louisiana .........ooeiiiiiiiiiiee e 4 541
MaAINC.....oiiieiiiieee e 1 179
Maryland.........ccoooeiiiiiiiiiii s 2 233
MasSAChUSELES ....uuueieiiiiiiiiiiieee e 4 466
MIChigan.....cccoeeii e 1 148
MINNESOLA .o 2 244
1A T 1310 o) RN 2 168
MISSOUIT ceuniiiiiie e 4 544
Nebraska .......cooooiiiiiiiiiie e 4 621
NEW JOISCY .evvviiiiiiiiiiiiiiiiiieiee e, 5 629
NEeW YOIK ..ooovviiiiiiiiiei e 4 553
North Carolina ........coooovveveiiiiiiiiiiiieeeieeeeeee 12 1,337
ORNI0 i 2 252
OKlahoma..........cooeeeiiiiiiiiiiiiiee e 4 545
Pennsylvania...........cooeeeieiiieiiiiees 3 391
South Caroling .........covevveiiiiiiiiiiiieeieeeeeee e, 5 538
T ONNESSEC . cenieiieei e 13 1,502
TEXAS et 34 4,072
Utah oo 3 393
VITZINIA...iiiiiiiiiiiiieieeeeeeee e 14 2,067
Washington ........cccceeeeemiiiiiiiiiiiiiiiiiieieeeeeeeee e eeeeeees 4 609

Total..coooiiiiiieee e 241 30,812




The following table is a list of the 241 hotels the Company owned as of December 31, 2018. As noted below, 13
of the Company’s hotels are subject to ground leases and 31 of its hotels are encumbered by mortgage notes.

Date Acquired
City State Brand Manager or Completed Rooms
Anchorage........ccccceeeevnnnneen. AK Embassy Suites Stonebridge 4/30/2010 169
Anchorage.........cccceeeevnunnneee. AK Home?2 Suites Stonebridge 12/1/2017 135
Auburn.............cccoeeeeienenen, AL Hilton Garden Inn  LBA 3/1/2014 101
Birmingham ....................... AL Courtyard LBA 3/1/2014 84
Birmingham ...........cccocuene. AL Hilton Garden Inn ~ LBA 9/12/2017 104
Birmingham ...........cccoceeee. AL Home2 Suites LBA 9/12/2017 106
Birmingham ......................... AL Homewood Suites ~ McKibbon 3/1/2014 95
Dothan ..............c, AL Hilton Garden Inn  LBA 6/1/2009 104
Dothan ........ccccvveieeieiiiine. AL Residence Inn LBA 3/1/2014 84
Huntsville ......coooovvviiiiiininnnns AL Hampton LBA 9/1/2016 98
Huntsville ......ccoooeiiiiiiinnnnns AL Hilton Garden Inn  LBA 3/1/2014 101
Huntsville ...............eeoeeenn. AL Home?2 Suites LBA 9/1/2016 77
Huntsville ...............eeeeeen. AL Homewood Suites  LBA 3/1/2014 107
Mobile .....ooevvveeieieiieeeee, AL Hampton McKibbon 9/1/2016 101
Montgomery..............ceeeennn. AL Hilton Garden Inn  LBA 3/1/2014 97
Montgomery...........ceeeeeeennnn. AL Homewood Suites  LBA 3/1/2014 91
Prattville ......cccoveeeeienin AL Courtyard LBA 3/1/2014 84
ROEETS..ccieeeeeiiiiiiiiieeeeeeee AR Hampton Raymond 8/31/2010 122
Rogers.....coooeeeeiiiiiiiiis AR Homewood Suites  Raymond 4/30/2010 126
Rogers....ccccevvveeeieiiieiieee, AR Residence Inn Raymond 3/1/2014 88
Chandler .........ccceeivnrininnnnns AZ Courtyard North Central 11/2/2010 150
Chandler ........ccccveeeeeieeeennns AZ Fairfield North Central 11/2/2010 110
Phoenix..........ccceeeei, AZ Courtyard North Central 11/2/2010 164
Phoenix.........cccceeii, AZ Courtyard North Central 9/1/2016 127
Phoenix..............ccceeeeeennn, AZ Hampton North Central 9/1/2016 125
Phoenix.............ccceeeeeennnn, AZ Hampton North Central 5/2/2018 210
Phoenix............cceeeeeeeeennnnn. AZ Homewood Suites ~ North Central 9/1/2016 134
Phoenix...........cceeeeeeeeennnnnnn. AZ Residence Inn North Central 11/2/2010 129
Scottsdale........cooeeuvieeieennnn. AZ Hilton Garden Inn ~ North Central 9/1/2016 122
TUCSON oo AZ Hilton Garden Inn ~ Western 7/31/2008 125
TUuCSON oo, AZ Residence Inn Western 3/1/2014 124
TUucsON oo, AZ TownePlace Suites  Western 10/6/2011 124
Agoura Hills......................... CA Homewood Suites  Dimension 3/1/2014 125
Burbank .......................... CA Courtyard Huntington 8/11/2015 190
Burbank ...................... CA Residence Inn Marriott 3/1/2014 166
Burbank .................. CA SpringHill Suites Marriott 7/13/2015 170
ClOVIS cooeeeeeeeeecciiis CA Hampton Dimension 7/31/2009 86
CLOVIS toeiiiiiiiiieeeeeeieeee, CA Homewood Suites ~ Dimension 2/2/2010 83
(0)70) (1] S CA Courtyard Dimension 3/1/2014 180
(0)740) (1] S CA Hampton Dimension 6/29/2015 110
Oceanside.......cccceevvnurreneerenn. CA Courtyard Marriott 9/1/2016 142
Oceanside........cccceeeeeeeeeeennnns CA Residence Inn Marriott 3/1/2014 125
Rancho Bernardo/San Diego... CA Courtyard InnVentures 3/1/2014 210
Sacramento ..........cccceeveeenenee CA Hilton Garden Inn ~ Dimension 3/1/2014 153
San Bernardino..................... CA Residence Inn InnVentures 2/16/2011 95
San Diego .....uevvvvrrerrrrrrinnnnns CA Courtyard Huntington 9/1/2015 245
San Diego .....uevvvvvrvrrrrnrannnnnns CA Hampton Dimension 3/1/2014 177
San Diego .....uevvvvevrerrririnnnnnns CA Hilton Garden Inn  InnVentures 3/1/2014 200
San Diego .....evvvvvvvvrnnriiiinnnnns CA Residence Inn Dimension 3/1/2014 121
San JoSe ..cooeeeiiiiiiiiiiieeeeeee CA Homewood Suites  Dimension 3/1/2014 140
San Juan Capistrano............. CA Residence Inn Marriott 9/1/2016 130
Santa ANa.....ccccceeevveeeviiennnnns CA Courtyard Dimension 5/23/2011 155
Santa Clarita ..........cccccuvvvvnnns CA Courtyard Dimension 9/24/2008 140
Santa Clarita ..........ccccvvvvnnns CA Fairfield Dimension 10/29/2008 66
Santa Clarita .........cccccevvvvnnns CA Hampton Dimension 10/29/2008 128
Santa Clarita .........ccccevvvvnnns CA Residence Inn Dimension 10/29/2008 90
Tulare........oooeeeieiciiiiis CA Hampton InnVentures 3/1/2014 86
Tustin......oooeeeeeeeeiiiiiiinns CA Fairfield Marriott 9/1/2016 145
Tustin......ocoeeeeeeeiiiiiiinns CA Residence Inn Marriott 9/1/2016 149
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Colorado Springs.................. CO Hampton Chartwell 9/1/2016 101
Denver.....cccccoeeeiiiinininnn. CO Hilton Garden Inn  Stonebridge 9/1/2016 221
Highlands Ranch.................. CO Hilton Garden Inn ~ Dimension 3/1/2014 128
Highlands Ranch.................. CO Residence Inn Dimension 3/1/2014 117
Boca Raton.........cccceeeviennnee. FL Hilton Garden Inn ~ White Lodging 9/1/2016 149
Cape Canaveral .................... FL Homewood Suites  LBA 9/1/2016 153
Fort Lauderdale.................... FL Hampton Vista Host 12/31/2008 109
Fort Lauderdale.................... FL Hampton LBA 6/23/2015 156
Fort Lauderdale.................... FL Residence Inn LBA 9/1/2016 156
Gainesville........ccccoevivnnnnnns FL Hilton Garden Inn ~ McKibbon 9/1/2016 104
Gainesville........ccccoeuvirinnnnes FL Homewood Suites ~ McKibbon 9/1/2016 103
Jacksonville ..................o. FL Homewood Suites ~ McKibbon 3/1/2014 119
Jacksonville ..................e. FL Hyatt Place LBA 12/7/2018 127
Lakeland ..........ccooovvvvnvnnnnnnns FL Courtyard LBA 3/1/2014 78
Miami ......ooeeeveeeieieieeneeeeen, FL Courtyard Dimension 3/1/2014 118
Miami ....ocoevveeeeeeeeeeeeeeeeeen, FL Hampton White Lodging 4/9/2010 121
Miami ....oooeeveiieeieeeiieeeeeee, FL Homewood Suites ~ Dimension 3/1/2014 162
Orlando.......cccoeiiiiiiiiiiiiiins FL Fairfield Marriott 7/1/2009 200
Orlando.......ccoooiiiiiiiiiiiies FL SpringHill Suites Marriott 7/1/2009 200
Panama City...............eooee. FL Hampton LBA 3/12/2009 95
Panama City........................ FL TownePlace Suites LBA 1/19/2010 103
Pensacola.......ccceeeeeeennnnnnnee. FL TownePlace Suites McKibbon 9/1/2016 97
Sanford ......ccccoeeviiiiiiiniiinnn, FL SpringHill Suites LBA 3/1/2014 105
Sarasota .....ccccceeveuviiiieeeinnnne FL Homewood Suites  Hilton 3/1/2014 100
Tallahassee.......ccccoevuuveeeeeenn. FL Fairfield LBA 9/1/2016 97
Tallahassee.........cccccuvvvnnnnnnne FL Hilton Garden Inn  LBA 3/1/2014 85
Tampa .....ocooveiiiiiiie FL Embassy Suites White Lodging 11/2/2010 147
Tampa .....cooeeeieiiiie FL TownePlace Suites McKibbon 3/1/2014 94
AIbany .......ooovcvvviieeeeennne, GA Fairfield LBA 1/14/2010 87
Atlanta/Downtown ............... GA Hampton McKibbon 2/5/2018 119
Atlanta/Perimeter Dunwoody GA Hampton LBA 6/28/2018 132
Atlanta ..o GA Home?2 Suites McKibbon 7/1/2016 128
Macon ......cccuvveeeeeeiiiiiieeen, GA Hilton Garden Inn ~ LBA 3/1/2014 101
Savannah..........ccccccecuvvvnnnnnns GA Hilton Garden Inn ~ Newport 3/1/2014 105
Cedar Rapids......cccccevvvrnnnnns IA Hampton Schulte 9/1/2016 103
Cedar Rapids.......ccccocuuvrrnnnns IA Homewood Suites ~ Schulte 9/1/2016 95
Davenport .............. IA Hampton Schulte 9/1/2016 103
Boise...oovviiiiiiiiiii, ID Hampton Raymond 4/30/2010 186
Boise..cooviiiiiiiiiiii, ID SpringHill Suites InnVentures 3/1/2014 230
Des Plaines ........cccoeevvvvvnnnnns IL Hilton Garden Inn ~ Raymond 9/1/2016 252
Hoffman Estates.................. IL Hilton Garden Inn ~ White Lodging 9/1/2016 184
Mettawa .....c..eeeeeeeernniiiieeeenn, IL Hilton Garden Inn ~ White Lodging 11/2/2010 170
Mettawa ....coovevviiieeeeriniinee, IL Residence Inn White Lodging 11/2/2010 130
Rosemont..................ol. IL Hampton Raymond 9/1/2016 158
Schaumburg ........cccccceeeeenne. IL Hilton Garden Inn ~ White Lodging 11/2/2010 166
SKOKI€ ... IL Hampton Raymond 9/1/2016 225
Warrenville .......................... IL Hilton Garden Inn ~ White Lodging 11/2/2010 135
Indianapolis .......cccceeuveeeeennn. IN SpringHill Suites White Lodging 11/2/2010 130
Merrillville.......cccovviiiiennen. IN Hilton Garden Inn ~ White Lodging 9/1/2016 124
Mishawaka.........cccooeuvrnnnnnnns IN Residence Inn White Lodging 11/2/2010 106
South Bend.........ccvvveeeeinnnn. IN Fairfield White Lodging 9/1/2016 119
Overland Park ...............ce... KS Fairfield True North 3/1/2014 110
Overland Park ..........cccc........ KS Residence Inn True North 3/1/2014 120
Overland Park ..........ccc......... KS SpringHill Suites True North 3/1/2014 102
Wichita........coooen, KS Courtyard Aimbridge 3/1/2014 90
Baton Rouge .......cccceeevnnnnee. LA SpringHill Suites Dimension 9/25/2009 119
Lafayette.......ccooeeevennninnnnnns LA Hilton Garden Inn  LBA 7/30/2010 153
Lafayette..........cceeeeeeeennnnnn, LA SpringHill Suites LBA 6/23/2011 103
New Orleans ......cccccceeeeeeenene. LA Homewood Suites ~ Dimension 3/1/2014 166
Andover.............cccceeeeeenennn, MA SpringHill Suites Marriott 11/5/2010 136
Marlborough .........cccccuvvvnnnn. MA Residence Inn True North 3/1/2014 112
Westford........cooooeiiniiiiinnnnns MA Hampton True North 3/1/2014 110
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Westford.........oooeeeeeeeennnnn. MA Residence Inn True North 3/1/2014 108
Annapolis...........cccoeeeeeennn. MD Hilton Garden Inn ~ White Lodging 3/1/2014 126
Silver Spring........ccccceevvveeeee MD Hilton Garden Inn ~ White Lodging 7/30/2010 107
Portland ............cc, ME Residence Inn Pyramid 10/13/2017 179
NOVI et MI Hilton Garden Inn ~ White Lodging 11/2/2010 148
Maple Grove .......cccocevvvvvnnnnns MN Hilton Garden Inn ~ North Central 9/1/2016 120
Rochester...........ccoeeeeeeennnn. MN Hampton Raymond 8/3/2009 124
Kansas City..........cceeeeeeeennnnn. MO Hampton Raymond 8/31/2010 122
Kansas City..........cceeeeeeeennnn. MO Residence Inn True North 3/1/2014 106
N 101§ T MO Hampton Raymond 8/31/2010 190
N AR 101§ SR MO Hampton Raymond 4/30/2010 126
Hattiesburg............coeeeeeenn. MS Courtyard LBA 3/1/2014 84
Hattiesburg................ceeeenn. MS Residence Inn LBA 12/11/2008 84
Carolina Beach..................... NC Courtyard Crestline 3/1/2014 144
Charlotte ......oooeeeiiiiiiininns NC Fairfield Newport 9/1/2016 94
Charlotte .......oeeeeeevnniiiieeenn. NC Homewood Suites =~ McKibbon 9/24/2008 118
Durham.......cccooeieiiinnnnnne NC Homewood Suites =~ McKibbon 12/4/2008 122
Fayetteville ....................... NC Home2 Suites LBA 2/3/2011 118
Fayetteville ....................... NC Residence Inn Aimbridge 3/1/2014 92
Greensboro......ccccuveeevenennnnns NC SpringHill Suites Newport 3/1/2014 82
Holly Springs..............c........ NC Hampton LBA 11/30/2010 124
Jacksonville .......cccceevnnnnneee. NC Home?2 Suites LBA 9/1/2016 105
Wilmington ........cccccevvvvnnnnnns NC Fairfield Crestline 3/1/2014 122
Winston-Salem..................... NC Courtyard McKibbon 3/1/2014 122
Winston-Salem..................... NC Hampton McKibbon 9/1/2016 94
Omaha.........coooiiiiiiies NE Courtyard Marriott 3/1/2014 181
Omaha........ccoooiiiis NE Hampton White Lodging 9/1/2016 139
Omaha........coooiiiiiis NE Hilton Garden Inn ~ White Lodging 9/1/2016 178
Omaha........ccoovvveeeieiiiieenn, NE Homewood Suites ~ White Lodging 9/1/2016 123
Cranford.........cccoooiiiiiiiiinnns NJ Homewood Suites ~ Dimension 3/1/2014 108
Mahwah ................ NJ Homewood Suites  Dimension 3/1/2014 110
Mount Laurel ...................... NJ Homewood Suites ~ Newport 1/11/2011 118
SOMETSEt ..vvvvevvrierreiierviiinrnans NJ Courtyard Newport 3/1/2014 162
West Orange.........coeevveevvnnnnnn NJ Courtyard Newport 1/11/2011 131
Islip/Ronkonkoma................. NY Hilton Garden Inn ~ White Lodging 3/1/2014 165
New YorK...ooovvoiiieeieiinnnnnn. NY Renaissance Highgate 3/1/2014 208
SYTacuse.......ccccuvvvvvvvvvvenennns NY Courtyard New Castle 10/16/2015 102
SYTacuse......uuvuvevereivirininnnnnns NY Residence Inn New Castle 10/16/2015 78
Mason .......cceeeeeeiieiiiininin, OH Hilton Garden Inn  Schulte 9/1/2016 110
TWINSburg .......ccceeevvevveeeenenn. OH Hilton Garden Inn  Interstate 10/7/2008 142
Oklahoma City.......cccccuvvvnnns OK Hampton Raymond 5/28/2010 200
Oklahoma City........ccccuvvvnnns OK Hilton Garden Inn ~ Raymond 9/1/2016 155
Oklahoma City........ccccuuvnnnne OK Homewood Suites ~ Raymond 9/1/2016 100
Oklahoma City (West).......... OK Homewood Suites  Chartwell 9/1/2016 90
Collegeville/Philadelphia ..... PA Courtyard White Lodging 11/15/2010 132
Malvern/Philadelphia............ PA Courtyard White Lodging 11/30/2010 127
Pittsburgh....................... PA Hampton Vista Host 12/31/2008 132
Charleston.......ccccceevuvveeeennn. SC Home?2 Suites LBA 9/1/2016 122
Columbia ......coooevviiniiininnnnns SC Hilton Garden Inn ~ Newport 3/1/2014 143
Columbia ......coooeviiiiiiiiinnnnns SC TownePlace Suites Newport 9/1/2016 91
Greenville .......ccccovvniiiiennen, SC Residence Inn McKibbon 3/1/2014 78
Hilton Head...........ccconunnnee. SC Hilton Garden Inn ~ McKibbon 3/1/2014 104
Chattanooga .......cceeeuvveeeeeeen. TN Homewood Suites  LBA 3/1/2014 76
Franklin .......................... TN Courtyard Chartwell 9/1/2016 126
Franklin ...................... TN Residence Inn Chartwell 9/1/2016 124
Jackson ..........cccceeeieiiiinnnn, TN Hampton Vista Host 12/30/2008 85
Johnson City ............cceennn. TN Courtyard LBA 9/25/2009 90
Knoxville ..........ccoeeeeeen, TN Homewood Suites ~ McKibbon 9/1/2016 103
Knoxville .........cccoeeeiiiinnn, TN SpringHill Suites McKibbon 9/1/2016 103
Knoxville .....cccvveveeieiinine. TN TownePlace Suites McKibbon 9/1/2016 97
Memphis ......ccooeeeniiiiiiiiininns TN Hampton Crestline 2/5/2018 144
Memphis..........eeeeeeeeeeenennnn. TN Homewood Suites  Hilton 3/1/2014 140
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Nashville.......ooevvvreiieereeennn... TN Hilton Garden Inn  Vista Host 9/30/2010 194
Nashville...coooeeeiiiiiiiiiiinnnn.. TN Home?2 Suites Vista Host 5/31/2012 119
Nashville......cooeverreiiieeennnnnnn. TN TownePlace Suites LBA 9/1/2016 101
Addison..........cccooi, X SpringHill Suites Marriott 3/1/2014 159
Allen..........ooooo, TX Hampton Interstate 9/26/2008 103
Allen........cocooiiii, TX Hilton Garden Inn  Interstate 10/31/2008 150
Arlington................oeeeeeen. X Hampton Western 12/1/2010 98
AUSHIN ceeeeiiiiie TX Courtyard White Lodging 11/2/2010 145
AUSEIN .eeeeieiii X Fairfield White Lodging 11/2/2010 150
AUStIN oo, X Hampton Vista Host 4/14/2009 124
AUStIN oo, X Hilton Garden Inn ~ White Lodging 11/2/2010 117
AUSHN oo, X Homewood Suites  Vista Host 4/14/2009 97
Austin/Round Rock.............. TX Homewood Suites  Vista Host 9/1/2016 115
Beaumont..................ceeeen. X Residence Inn Western 10/29/2008 133
Burleson/Fort Worth............. X Hampton LBA 10/7/2014 88
Dallas.......cccceeeveeeiieeeeeenn, X Homewood Suites ~ Western 9/1/2016 130
Denton .......cceeeeeeeeeeennnnnnn. X Homewood Suites  Chartwell 9/1/2016 107
Duncanville...........ccceveevnnnen. TX Hilton Garden Inn  Interstate 10/21/2008 142
ElPaso....ccccceeiiiiiiiiinn, X Hilton Garden Inn ~ Western 12/19/2011 145
ElPaso....ccccceeiiiiiiiinnnnn, X Homewood Suites =~ Western 3/1/2014 114
Fort Worth....................... TX Courtyard LBA 2/2/2017 124
Fort Worth.....................e. X TownePlace Suites  Western 7/19/2010 140
Frisco..cccccovveiiieieiiiiinieee, X Hilton Garden Inn ~ Western 12/31/2008 102
Grapevine.........coceeeeuvvnvnennnnns X Hilton Garden Inn ~ Western 9/24/2010 110
Houston..........ceeveeeeiiiennnnnne. TX Courtyard LBA 9/1/2016 124
Houston........cccoeeeeeeeeiieeninnnnn. TX Marriott Western 1/8/2010 206
Houston..........ccccoeeeiininn, X Residence Inn Western 3/1/2014 129
Houston..........ccceeeeiiiinnn, X Residence Inn Western 9/1/2016 120
IrvINg ..o, TX Homewood Suites ~ Western 12/29/2010 77
Lewisville ..., X Hilton Garden Inn  Interstate 10/16/2008 165
Round Rock ..., X Hampton Vista Host 3/6/2009 94
San Antonio .........cccceeeeeennnee TX TownePlace Suites ~ Western 3/1/2014 106
Shenandoah..........cccccuvvvvnnnn. TX Courtyard LBA 9/1/2016 124
Stafford......cccooevviiiiiriiiinnnnns X Homewood Suites ~ Western 3/1/2014 78
Texarkana...........cccceeeuvnnnnnnns X Courtyard Aimbridge 3/1/2014 90
Texarkana.........ccccoeveuvveeeeeeen, TX Hampton Aimbridge 1/31/2011 81
Texarkana........cccccovveuveneeneen. X TownePlace Suites ~ Aimbridge 3/1/2014 85
Provo ....ooovvviiiiiieeeeee, UT Residence Inn Dimension 3/1/2014 114
Salt Lake City .......evvvvevennnnnee UT Residence Inn Huntington 10/20/2017 136
Salt Lake City .....ccveveeeeennnne uT SpringHill Suites White Lodging 11/2/2010 143
Alexandria .................coen. VA Courtyard Marriott 3/1/2014 178
Alexandria ................ceeenn. VA SpringHill Suites Marriott 3/28/2011 155
Bristol......cooeeieiiiiii, VA Courtyard LBA 11/7/2008 175
Charlottesville.........ccccuuueee. VA Courtyard Crestline 3/1/2014 139
Harrisonburg ........ccccoovuunneee. VA Courtyard Newport 3/1/2014 125
Manassas........cceeeeeeeeeeeeneennn. VA Residence Inn Crestline 2/16/2011 107
Richmond............................. VA Courtyard White Lodging 12/8/2014 135
Richmond...........cccccoevninnie. VA Marriott White Lodging 3/1/2014 410
Richmond...........cccoevvvvnnnnnn. VA Residence Inn White Lodging 12/8/2014 75
Richmond...........cccooevvnnnnnnnns VA SpringHill Suites McKibbon 9/1/2016 103
SUffolk ...oeviiiiiiiiiiiiiiiiiiiiiiias VA Courtyard Crestline 3/1/2014 92
SUffolk ... VA TownePlace Suites  Crestline 3/1/2014 72
Virginia Beach ..................... VA Courtyard Crestline 3/1/2014 141
Virginia Beach .................... VA Courtyard Crestline 3/1/2014 160
Kirkland.............co, WA Courtyard InnVentures 3/1/2014 150
Seattle .....ceeeeeeeiiiiiiiieee, WA Residence Inn InnVentures 3/1/2014 234
Tukwila......oooooeieeiiiiins WA Homewood Suites ~ Dimension 3/1/2014 106
Vancouver..........cccoeeeeeeeeennn. WA SpringHill Suites InnVentures 3/1/2014 119

Total.....ooeveiiii, 30,812
(1)  Hotel is subject to ground lease.

()

Hotel is encumbered by mortgage.
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The Company’s investment in real estate at December 31, 2018, consisted of the following (in thousands):

Land........coooi s $ 737,822
Building and Improvements ...........ccccccoeuummmmimereniniiiiiiieenees 4,503,728
Furniture, Fixtures and Equipment .............cccccuvvviiiiiieneneee. 471,399
Franchise Fees.........oooiiiiiiiiiiii 13,354

5,726,303
Less Accumulated Depreciation ..........ccccccevvvvvvvvvevnvvvenennns (909,893)
Investment in Real Estate, net.........ccccooeeeiiiiiiiiiiiiiiineneeenns $ 4,816,410

For additional information about the Company’s properties, refer to Schedule III — Real Estate and Accumulated
Depreciation included at the end of Part IV, appearing elsewhere in this Annual Report on Form 10-K.

Item 3. Legal Proceedings

The Company is or may be a party to various legal proceedings that arise in the ordinary course of business.
The Company is not currently involved in any litigation nor, to management’s knowledge, is any litigation threatened
against the Company where the outcome would, in management’s judgment based on information currently available
to the Company, have a material adverse effect on the Company’s consolidated financial position or results of
operations.

Item 4. Mine Safety Disclosures

Not Applicable.
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PART II

Item 5. Market For Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of
Equity Securities

Market Information

On May 18, 2015, the Company’s common shares were listed and began trading on the NYSE under the ticker
symbol “APLE” (the “Listing”). Prior to that time, there was no public market for the Company’s common shares. As
of December 31, 2018 and February 15, 2019, the last reported closing price per share for the Company’s common
shares as reported on the NYSE was $14.26 and $16.36, respectively.

Share Return Performance

The following graph compares the cumulative total shareholder return of the Company’s common shares to the
cumulative total returns of the Standard and Poor’s 500 Stock Index (“S&P 500 Index) and the SNL U.S. REIT Hotel
Index for the period from May 18, 2015, the date of the Company’s Listing, to December 31, 2018. The SNL U.S.
REIT Hotel Index is comprised of publicly traded REITs which focus on investments in hotel properties. The graph
assumes an initial investment of $100 in the Company’s common shares and in each of the indices, and also assumes
the reinvestment of dividends.

Total Return Performance

$150

—— Apple Hospitality REIT, Inc.

—8—S&P 500 Index

—&— SNL U.S. REIT Hotel Index ’W.
$125

Index Value

$100 /\
|

$75 t t t
05/18/15 12/31/15 1231116 12/31/17 12/31/18

Value of Initial Investment at

Name 05/18/15 12/31/15 12/31/16 12/31/17 12/31/18

Apple Hospitality REIT, Inc.............. $ 100.00 $ 115.73  $ 12334  § 12827 $ 99.81
S&P 500 Index .....eeveveveevieeeiieeneeenennn. $ 100.00 $ 97.29 % 108.92 § 132.70  § 126.88
SNL U.S. REIT Hotel Index............... $ 100.00 $ 81.94 § 101.55  § 107.92 § 93.39

This performance graph shall not be deemed “filed” for the purposes of Section 18 of the Securities Exchange
Act of 1934, as amended, or incorporated by reference into any filing by the Company under the Securities Act of
1933, as amended, or the Securities Exchange Act, except as shall be expressly set forth by specific reference in such
filing. The performance graph is not indicative of future investment performance. The Company does not make or
endorse any predictions as to future share price performance.

Shareholder Information

As of February 15, 2019, the Company had approximately 72 holders of record of its common shares and there
were approximately 224 million common shares outstanding. Because many of the Company’s common shares are
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held by brokers and other institutions on behalf of sharcholders, the Company believes there are substantially more
beneficial holders of its common shares than record holders. In order to comply with certain requirements related to
the Company’s qualification as a REIT, the Company’s Charter provides that, subject to certain exceptions, no person
or entity (other than a person or entity who has been granted an exemption) may directly or indirectly, beneficially or
constructively, own more than 9.8% of the aggregate of its outstanding common shares or 9.8% of the aggregate of the
outstanding preferred shares of any class or series.

Distribution Information

To maintain its REIT status, the Company is required to distribute at least 90% of its ordinary income. For the
years ended December 31, 2018 and 2017, the Company paid distributions of $1.20 per common share, for a total
of approximately $275.9 million and $267.9 million, respectively. The Company’s current annual distribution rate,
payable monthly, is $1.20 per common share. Although the Company intends to continue paying distributions on a
monthly basis, the amount and timing of distributions to shareholders are within the discretion of the Company’s
Board of Directors and there can be no assurance of the classification or duration of distributions at the current annual
distribution rate. The amount and frequency of future distributions will depend on certain items, including but not
limited to, the Company’s results of operations, cash flow from operations, economic conditions, working capital
requirements, cash requirements to fund investing and financing activities, and capital expenditure requirements,
including improvements to and expansions of properties, as well as the distribution requirements under federal income
tax provisions for qualification as a REIT. As it has done historically, due to seasonality, the Company may use its
revolving credit facility to maintain the consistency of the monthly distribution rate, taking into consideration any
acquisitions, dispositions, capital improvements and economic cycles.

Share Repurchases

In May 2018, the Company’s Board of Directors approved an extension of its existing Share Repurchase
Program, authorizing share repurchases up to an aggregate of $464 million. The Share Repurchase Program may be
suspended or terminated at any time by the Company and will end in July 2019 if not terminated earlier. As part of
the implementation of the Share Repurchase Program, the Company has utilized written trading plans that provide
for share repurchases in open market transactions that are intended to comply with Rule 10b5-1 under the Securities
Exchange Act of 1934, as amended, the most recent of which was established in March 2018. During 2018, the
Company purchased approximately 6.6 million of its common shares at a weighted-average market purchase price of
approximately $15.87 per common share for an aggregate purchase price, including commissions, of approximately
$104.3 million. The Company did not repurchase any common shares under its Share Repurchase Program during
2017. Repurchases under the Share Repurchase Program have been funded, and the Company intends to fund future
repurchases, with availability under its credit facilities. As of December 31, 2018, approximately $364.0 million
remained available for purchase under the Share Repurchase Program. The timing of share repurchases and the
number of common shares to be repurchased under the Share Repurchase Program will depend upon prevailing market
conditions, regulatory requirements and other factors.

Additionally, during 2018 and 2017, certain of the Company’s employees surrendered common shares to satisfy
their tax withholding obligations associated with the vesting of common shares issued under the 2014 Omnibus
Incentive Plan (the “Omnibus Plan”) as described in Note 9 titled “Compensation Plans” in Part II, Item 8, of the
Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K.
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The following is a summary of all share repurchases during the fourth quarter of 2018:

Issuer Purchases of Equity Securities

(a) (b) (c) (d)

Total Number Approximate Dollar

of Shares Value of Shares

Purchased as that May Yet Be
Total Number Part of Publicly Purchased Under the

of Shares Average Price Announced Plans  Plans or Programs

Period Purchased Paid per Share or Programs (in thousands) ¢
October 1 - October 31, 2018 .......... 1,576,520 $ 16.35 1,576,520 $ 438,200
November 1 - November 30, 2018... 2,554,278 $ 16.03 2,554,278 $ 397,200
December 1 - December 31, 2018 ) 2,225,598 $ 15.22 2,184,209 $ 364,000

Total ..o 6,356,396 6,315,007

(1)  Represents amount outstanding under the Company's authorized $464 million share repurchase program. This
program may be suspended or terminated at any time by the Company. If not terminated earlier, the program
will end in July 2019.

(2) Includes 41,389 common shares surrendered to the Company to satisfy tax withholding obligations associated
with the vesting of restricted common shares.

Equity Compensation Plans

The Company’s Board of Directors adopted and the Company’s shareholders approved the Omnibus Plan,
which provides for the issuance of up to 10 million common shares, subject to adjustments, to employees, officers,
and directors of the Company or affiliates of the Company, consultants or advisers currently providing services
to the Company or affiliates of the Company, and any other person whose participation in the Omnibus Plan is
determined by the Compensation Committee to be in the best interests of the Company. The Company’s Board of
Directors previously adopted and the Company’s shareholders approved the non-employee directors’ stock option
plan (the “Directors’ Plan”) to provide incentives to attract and retain directors. In May 2015, the Directors’ Plan was
terminated effective upon the Listing, and no further grants can be made under the Directors’ Plan, provided however,
that the termination did not affect any outstanding director option awards previously issued under the Directors’ Plan.
The following is a summary of securities issued under the Company’s equity compensation plans as of December 31,
2018:

Number of Securities

Number of Securities Remaining Available for
to be Issued Weighted-Average Future Issuance Under
Upon Exercise Exercise Price Equity Compensation
of Outstanding of Outstanding Plans (Excluding
Options, Warrants Options, Warrants Securities Reflected in
and Rights and Rights @ First Column)

Equity compensation plans approved by

security holders..........coooeveeniinnnnnnnns 467,321 $ 20.92 10,728,614
Equity compensation plans not approved

by security holders.................oeeeeeennn. - - -
Total equity compensation plans............. 467,321 $ 20.92 10,728,614

(1)  Represents 282,718 stock options granted to the Company’s directors under the Directors’ Plan and 166,041
stock options granted under the Omnibus Plan in exchange for all of Apple Ten’s outstanding stock options as
a result of the Apple Ten merger effective September 1, 2016. Also includes 18,562 fully vested deferred stock
units, including quarterly distributions earned, under the non-employee director deferral program under the
Omnibus Plan, adopted by the Board of Directors in 2018, effective June 1, 2018, that are not included in the
calculation of the weighted-average exercise price of outstanding options.

(2) The weighted-average exercise price of outstanding options relates solely to stock options, which are the only
currently outstanding exercisable security.
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Item 6. Selected Financial Data

The following table sets forth selected financial data for the five years ended December 31, 2018. Certain
information in the table has been derived from the Company’s audited financial statements and notes thereto. This
data should be read in conjunction with Item 7, Management’s Discussion and Analysis of Financial Condition and
Results of Operations, and Item 8, the Consolidated Financial Statements and Notes thereto, appearing elsewhere in
this Annual Report on Form 10-K.

Year Ended December 31,

(in thousands except per share and statistical data) 2018 2017 2016 (1) 2015 2014 (2)
Revenues:
ROOM .ot $ 1,172,331 $ 1,143,987 $ 956,119 $ 821,733 $§ 735,882
Food and beverage 62,600 66,030 59,558 54,710 47,768
Other......ccooeveeeennns 35,624 28,605 25,348 21,871 20,246
Total TEVENUE. ....cuveiieeiiiiie et 1,270,555 1,238,622 1,041,025 898,314 803,896
Expenses and other income:
Hotel operating eXpense .........oeevuvrevrereeeeeernnniiiiiieeenn. 715,934 697,402 582,839 507,081 455,895
Property taxes, insurance and other expense................ 74,640 69,391 56,860 46,023 40,046
Ground lease expense...........cccuevveeee. 11,364 11,313 10,409 9,996 8,341
General and administrative expense 24,294 26,341 17,032 19,552 20,914
Transaction and litigation costs (reimbursements)....... - (2,586) 34,989 7,181 5,142
Loss on impairment of depreciable real estate assets ... 3,135 45,875 5,471 45,000 10,988
Depreciation eXpense ........eeeeeevevvvvreeeeeeennns 183,482 176,499 148,163 127,449 113,112
Series B convertible preferred share expens - - - - 117,133
(Gain) loss on sale of real estate..........coeevvvvvvieereeeenn. (152) (16,295) 153 (15,286) -
Interest and other expense, net ....... 51,185 47,343 40,026 33,132 23,523
Income tax exXpense.........ccceeeeeennnn.. 587 847 431 898 1,969
Total expenses and other income.... 1,064,469 1,056,130 896,373 781,026 797,063
NEt INCOME..cuiiiiieiiiiiiieiiiie et $§ 206086 $ 182492 § 144652 § 117,288 $ 6.833
Per Share:
Net income per common share ............cc.ccoeeveeeieeeneen. $ 090 $ 0.82 $ 0.76 $ 0.65 $ 0.04
Distributions declared per common share (3) .............. $ 1.20 $ 1.20 $ 1.20 $ 1.37  $ 1.39
Weighted-average common shares outstanding

- basic and diluted..........coccoeviiiiiiiiiii 229.659 223.526 190.856 180,261 171.489
Balance Sheet Data (at end of period):
Investment in real estate, NEt...........ceeevvvviiivvvveeeeeenenn. $ 4,816,410 $ 4,793,159 $ 4,823,489 § 3,641,767 $ 3,492,821
Assets held forsale ..........coovvvvvviiiiiiiciiciceeeeee e $ - 8 - 8 39,000 $ - $ 195,588
Total assets................ $ 4,928,672 $ 4,902,338 $ 4,979,883 § 3,722,775 $ 3,776,805
Total debt, net ........... $ 1,412,242 $§ 1,222,196 $ 1,337,963 $§ 998,103 § 706,626
Shareholders’ equity $ 3,409,010 $ 3,571,085 $ 3,517,064 $ 2,647,058 $ 3,014,624
Net book value per share..........c.ccoeviiiiiiiiiinnin, $ 1522 3 1553 3 1578 3 15.18 3 16.13
Other Data:
Cash Flow From (Used In):

Operating activities (4) ....cccooveieriiiirieeiiiee e, $ 404,812 $ 384,071 $ 331,171 § 279,628 $ 251,593

Investing activities (4) $ (210,160) $ (158,256) $ (162,200) $ (90,736) $ (34,700)

Financing activiti€s...........cceevveenninn. $ (190,811) $ (225,449) $ (162,197) $ (198,767) $ (211,885)
Number of hotels owned at end of period.................... 241 239 235 179 191

H Effective September 1, 2016, the Company completed the merger with Apple Ten as described in Note 2 titled “Merger with Apple
REIT Ten, Inc.” in Part II, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual
Report on Form 10-K.

2) Effective March 1, 2014, the Company completed the mergers with Apple REIT Seven, Inc. (“Apple Seven”) and Apple REIT
Eight, Inc. (“Apple Eight”) and added 99 continuing hotels located in 27 states with an aggregate of 12,121 rooms to the
Company's real estate portfolio. In connection with the Apple Seven and Apple Eight mergers, the Company issued approximately
90 million common shares to Apple Seven and Apple Eight shareholders. Also, upon completion of the Apple Seven and Apple
Eight mergers, the Company became self-advised and the advisory agreements between the Company and its advisors were
terminated, resulting in the conversion of the Company's Series B convertible preferred shares into approximately 5.8 million
common shares. In connection with this event, during the first quarter of 2014, the Company recorded a noncash expense totaling
approximately $117.1 million.

3) 2015 distributions include a distribution of $0.10 per common share that was declared in December 2015 and paid in January 2016.
For all other periods presented, distributions per common share declared equaled distributions paid.

“4) Amounts for 2014 through 2017 reflect the retrospective adjustments to the Consolidated Statements of Cash Flows in accordance
with the adoption of Accounting Standards Update No. 2016-18, Statement of Cash Flows (Topic 230), Restricted Cash, effective
January 1, 2018, as discussed in Note 1 titled “Organization and Summary of Significant Accounting Policies” in Part II, Item 8, of
the Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with Item 8, the Consolidated Financial
Statements and Notes thereto, the introduction of Part I regarding “Forward-Looking Statements,” and Item 1A, “Risk
Factors” appearing elsewhere in this Annual Report on Form 10-K.

Overview

The Company is a Virginia corporation that has elected to be treated as a REIT for federal income tax purposes.
The Company is self-advised and invests in income-producing real estate, primarily in the lodging sector, in the
United States. As of December 31, 2018, the Company owned 241 hotels with an aggregate of 30,812 rooms located
in urban, high-end suburban and developing markets throughout 34 states. All of the Company’s hotels operate under
Marriott, Hilton or Hyatt brands. The hotels are operated and managed under separate management agreements with
23 hotel management companies, none of which are affiliated with the Company. The Company’s common shares are
listed on the NYSE under the ticker symbol “APLE.”

2018 Hotel Portfolio Activities

The Company continually monitors market conditions and attempts to maximize shareholder value by
investing in properties that it believes provide superior value over the long term. Consistent with this strategy and
the Company’s focus on investing in rooms-focused hotels, the Company acquired five hotels for an aggregate
purchase price of approximately $152.2 million during 2018: a 119-room Hampton Inn & Suites in downtown Atlanta,
Georgia; a 144-room Hampton Inn & Suites in Memphis, Tennessee; a 210-room Hampton Inn & Suites in downtown
Phoenix, Arizona; a 132-room Hampton Inn & Suites in Atlanta Perimeter Dunwoody, Georgia; and a 127-room
Hyatt Place in Jacksonville, Florida. As of January 31, 2019, the Company also has outstanding contracts for the
potential purchase of six additional hotels for a total purchase price of approximately $162.5 million, five of which
are under development and are planned to be completed and opened for business over the next three to 24 months
from December 31, 2018, at which time closings on these hotels are expected to occur, and one existing hotel that is
expected to close in the first quarter of 2019. The Company utilized its revolving credit facility to fund the completed
acquisitions and plans to utilize its credit facilities for any additional acquisitions.

For its existing portfolio, the Company monitors each property’s profitability, market conditions and capital
requirements and attempts to maximize shareholder value by disposing of properties when it believes that superior
value can be provided from the sale of the property. As a result, the Company sold three hotels for an aggregate sales
price of approximately $15.8 million during 2018: its 89-room SpringHill Suites and its 86-room TownePlace Suites
in Columbus, Georgia, and its 72-room Residence Inn in Springdale, Arkansas. Additionally, as of December 31,
2018, the Company had an outstanding contract to sell 16 of its hotels for a gross sales price of $175 million. This
contract was terminated in February 2019 and the Company entered into two purchase and sale agreements with the
same unrelated party for the sale of a total of nine properties for a total combined gross sales price of $95 million.
The Company holds a non-refundable deposit of $7 million on these contracts. If the closings occur, these sales are
expected to be completed in the first half of 2019. The net proceeds from the sales were or will be used to pay down
borrowings on the Company’s revolving credit facility.

See Note 3 titled “Investment in Real Estate” and Note 4 titled “Dispositions and Hotel Sale Contracts” in Part
I, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on
Form 10-K for additional information concerning these transactions.

Hotel Operations

Although hotel performance can be influenced by many factors including local competition, local and general
economic conditions in the U.S. and the performance of individual managers assigned to each hotel, performance
of the Company’s hotels as compared to other hotels within their respective local markets, in general, has met the
Company’s expectations for the period owned. Over the past several years, the lodging industry and the Company
have experienced modest revenue growth. Improvements in the general U.S. economy have been offset by increased
lodging supply in many markets, offsetting increases in demand. With essentially flat growth in RevPAR, the
Company produced stable operating results during 2018 on a comparable basis (as defined below). There is no way to
predict future economic conditions, and there continue to be additional factors that could negatively affect the lodging
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industry and the Company, including but not limited to, increased hotel supply in certain markets, labor uncertainty
both for the economy as a whole and the lodging industry in particular, global volatility, government fiscal policies
and economic concerns in the U.S. The Company, on a comparable basis, is forecasting slightly negative to slightly
positive RevPAR growth for 2019 as compared to 2018, which reflects modestly lower expectations for demand
growth, consistent with lower expected Gross Domestic Product growth in the U.S., relatively consistent anticipated

hotel supply growth and slightly favorable comparisons caused by natural disasters.

In evaluating financial condition and operating performance, the most important indicators on which the
Company focuses are revenue measurements, such as average occupancy, ADR and RevPAR, and expenses, such as

hotel operating expenses, general and administrative expenses and other expenses described below.

The following is a summary of the results from operations of the Company’s hotels for their respective periods

of ownership by the Company.

Years Ended December 31,

Percent Percent Change Percent Change
of of 2017 to of 2016 to
(in thousands, except statistical data) 2018 Revenue 2017 Revenue 2018 2016 Revenue 2017
Total revenue.........cccoceveerenvcnecnicnnnn $1,270,555 100.0% $1,238,622 100.0% 2.6% $1,041,025 100.0% 19.0%
Hotel operating expense............cccevenue. 715,934 56.3% 697,402 56.3% 2.7% 582,839 56.0% 19.7%
Property taxes, insurance and other
EXPEINSC..cevreverirenieueeeseeteeeseeeseaeeneenes 74,640 5.9% 69,391 5.6% 7.6% 56,860 5.5% 22.0%
Ground lease expense ........c.cceeveeeeuenne 11,364 0.9% 11,313 0.9% 0.5% 10,409 1.0% 8.7%
General and administrative expense ..... 24,294 1.9% 26,341 2.1% -7.8% 17,032 1.6% 54.7%
Transaction and litigation costs
(reimbursements) .........cceeeeeeerereenne - (2,586) n/a 34,989 n/a
Loss on impairment of depreciable real
€State ASSELS...covvvreeeereeieeeiiree e e 3,135 45,875 n/a 5,471 n/a
Depreciation expense.........ccceevereeruennene 183,482 176,499 4.0% 148,163 19.1%
Gain (loss) on sale of real estate ........... 152 16,295 n/a (153) n/a
Interest and other expense, net.............. 51,185 47,343 8.1% 40,026 18.3%
Income tax eXpense........ccceveerueereernenne 587 847 -30.7% 431 96.5%
Number of hotels owned at end of
PEriod ..o 241 239 0.8% 235 1.7%
ADR.......cco.... 136.04 $ 134.61 1.1% $  133.61 0.7%
Occupancy... 76.9% 77.4% -0.6% 76.9% 0.7%
REVPAR ..o, 104.66 $ 104.13 0.5% $ 102.80 1.3%

Comparable Hotels Operating Results

The following table reflects certain operating statistics for the Company’s 241 hotels owned as of December
31, 2018 (“Comparable Hotels”). The Company defines metrics from Comparable Hotels as results generated by the
241 hotels owned as of the end of the reporting period. For the hotels acquired during the reporting periods shown,
the Company has included, as applicable, results of those hotels for periods prior to the Company’s ownership using
information provided by the properties’ prior owners at the time of acquisition and not adjusted by the Company.
This information has not been audited, either for the periods owned or prior to ownership by the Company. For

dispositions, results have been excluded for the Company’s period of ownership.

Years Ended December 31,

Change Change
2017 to 2016 to
2018 2017 2018 2016 2017
ADR ..ot $ 136.11  § 135.22 0.7% $ 133.89 1.0%
Occupancy 77.0% 77.7% -0.9% 77.1% 0.8%
RevPAR ..., $ 104.80 $ 105.00 -0.2% $ 103.27 1.7%
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Same Store Operating Results

The following table reflects certain operating statistics for the 174 hotels owned by the Company as of January
1, 2016 and during the entirety of the reporting periods being compared (“Same Store Hotels”). This information has
not been audited.

Years Ended December 31,

Change Change
2017 to 2016 to
2018 2017 2018 2016 2017
ADR ...t $ 13692  $ 136.01 0.7% $ 134.71 1.0%
OCCUPANCY ..o 77.2% 77.7% -0.6% 77.6% 0.1%
ReVvPAR ..o, $ 105.70  $ 105.69 - S 104.50 1.1%

As discussed above, hotel performance is impacted by many factors, including the economic conditions in the
U.S. as well as each individual locality. Economic indicators in the U.S. have generally been favorable, which has
been offset by increased lodging supply in many of the Company’s markets. As a result, the Company’s revenue and
operating results for its Comparable Hotels and Same Store Hotels were generally unchanged from 2017 to 2018 and
experienced modest growth in 2017 as compared to 2016. The Company expects its RevPAR growth and operating
results for its Comparable Hotels in 2019 to be slightly negative to slightly positive compared to its performance
in 2018. The Company’s hotels in general have shown results consistent with industry and brand averages for the
period of ownership. The Company’s fourth quarter 2017 and 2018 and full year 2017 and 2018 results were impacted
by recovery and restoration efforts from hurricanes affecting several markets. During the second half of 2017, the
Company experienced an increase in demand as a result of the restoration and recovery efforts in Houston and Austin,
Texas and in many of its Florida markets resulting from hurricanes Harvey and Irma. In 2018, the Company’s hotels
located in eastern North Carolina, southern Alabama and the Florida Panhandle were affected by hurricanes Florence
and Michael, including the closure of the Company’s two hotels in the Panama City, Florida area. Although rooms
went back into service at these two hotels throughout the fourth quarter, the Hampton Inn & Suites did not return to
full operation until December 2018 and the TownePlace Suites returned to full operation in February 2019. Due to
the increased demand from the 2017 hurricanes, and the impact of the hotel closures and associated damage subject
to insurance deductibles in 2018, the Company’s Comparable Hotels RevPAR and operating income declined in the
fourth quarter of 2018 compared to the same period of 2017. The decline was partially offset by an increase in demand
from recovery and restoration efforts in certain markets impacted by the 2018 hurricanes. Although the impact
from the 2018 hurricanes should ultimately be mitigated by business interruption insurance, the proceeds from that
coverage will not be recognized until received. Any proceeds received are subject to the insurance claims process.

Results of Operations for Years 2018 and 2017

As of December 31, 2018, the Company owned 241 hotels with a total of 30,812 rooms as compared to 239
hotels with a total of 30,322 rooms as of December 31, 2017. Results of operations are included only for the period of
ownership for hotels acquired or disposed of during all periods presented. During 2018, the Company acquired one
newly constructed hotel on May 2, 2018 and four existing hotels (two on February 5, 2018, one on June 28, 2018 and
one on December 7, 2018), and sold three hotels (two on July 13, 2018 and one on November 29, 2018). During 2017,
the Company acquired three newly constructed hotels (one on February 2, 2017 and two on September 12, 2017) and
three existing hotels (one on October 13, 2017, one on October 20, 2017 and one on December 1, 2017), and sold
two hotels (one on April 20, 2017 and one on October 5, 2017). As a result, the comparability of results for the years
ended December 31, 2018 and 2017 as discussed below is impacted by these transactions.

Revenues

The Company’s principal source of revenue is hotel revenue consisting of room, food and beverage, and other
related revenue. For the years ended December 31, 2018 and 2017, the Company had total revenue of $1.3 billion
and $1.2 billion, respectively. For the years ended December 31, 2018 and 2017, respectively, Comparable Hotels
achieved combined average occupancy of 77.0% and 77.7%, ADR of $136.11 and $135.22 and RevPAR of $104.80
and $105.00.
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During 2018, the Company’s Comparable Hotels experienced a slight increase in ADR and a slight decrease
in occupancy as compared to 2017, leaving RevPAR for Comparable Hotels virtually unchanged. Overall, because
of its geographic diversity, the Company’s Comparable Hotels’ RevPAR change for 2018 was in line with industry/
brand averages. During the fourth quarter of 2018, the Company’s Comparable Hotels” RevPAR decreased 0.8%.
Markets/areas with above average growth in 2018 for the Company and industry included Fort Worth, Texas,
Knoxville, Tennessee, Tucson, Arizona, Chicago, Illinois, Norfolk, Virginia and Atlanta, Georgia. Markets that were
below average for the Company and industry included Kansas City, Missouri, Houston, Texas, Austin, Texas and
Washington, D.C. Comparable Hotels RevPAR in the latter half of 2018 as compared to the same period in the prior
year was negatively impacted by the hurricane activity in 2017 and 2018 as described above.

Hotel Operating Expense

Hotel operating expense consists of direct room operating expense, hotel administrative expense, sales and
marketing expense, utilities expense, repair and maintenance expense, franchise fees and management fees. For
the years ended December 31, 2018 and 2017, respectively, hotel operating expense totaled $715.9 million and
$697.4 million or 56.3% of total revenue for each respective year. For the Company’s Comparable Hotels, hotel
operating expense as a percentage of revenue increased approximately 30 basis points for 2018 as compared to 2017.
Increases in labor costs as a percentage of revenue during 2018 as compared to 2017 were the primary cause of the
increased Comparable Hotels operating expense. The Company anticipates continued increases in labor costs due to
government regulations surrounding wages, healthcare and other benefits, other wage-related initiatives and lower
unemployment rates. The Company will continue to work with its management companies to reduce costs as a
percentage of revenue where possible while maintaining quality and service levels at each property.

Property Taxes, Insurance and Other Expense

Property taxes, insurance and other expense for the years ended December 31, 2018 and 2017 totaled $74.6
million and $69.4 million, respectively, or 5.9% and 5.6% of total revenue for each respective year. The increase as
a percentage of revenue was the same for Comparable Hotels. For the Company’s Comparable Hotels, real estate
taxes increased in 2018 compared to 2017, with tax increases at certain locations due to the reassessment of property
values by localities related to the improved economy, partially offset by decreases at other locations due to successful
appeals of tax assessments. With the economy continuing to improve, the Company anticipates continued increases
in property tax assessments in 2019. The Company will continue to appeal tax assessments in certain jurisdictions to
attempt to minimize tax increases as warranted. Additionally, due to increased losses in 2017 for property insurance
carriers, the Company’s property insurance costs increased slightly as a percentage of revenue for 2018 as compared
to 2017. The Company incurred approximately $1.7 million in remediation and repair costs below its deductibles in
2018 related to wind and water damage at certain of its North Carolina and Florida properties as a result of Hurricanes
Florence and Michael. In addition, Hurricane Michael caused the closure of the Company’s two hotels in the Panama
City, Florida area in October 2018. Although rooms went back into service at these hotels throughout the fourth
quarter, the Hampton Inn & Suites did not return to full operation until December 2018 and the TownePlace Suites
returned to full operation in February 2019.

Ground Lease Expense

Ground lease expense for the years ended December 31, 2018 and 2017 was $11.4 million and $11.3 million,
respectively. Ground lease expense primarily represents the expense incurred by the Company to lease the underlying
land for 14 of its hotels, including expense related to a ground lease that was assumed by the buyer of the Columbus,
Georgia TownePlace Suites in July 2018 until the date of sale.

On January 1, 2019, the Company adopted the new accounting standard on leases, electing to recognize and
measure its leases prospectively at the beginning of the period of adoption through a cumulative-effect adjustment
to shareholders’ equity, without restating the presentation of periods prior to the effective date. Under this standard,
beginning 2019, certain ground leases that were accounted for as operating leases will be accounted for as finance
leases. For these finance leases, the Company will recognize depreciation and amortization expense and interest and
other expense, net in the Company’s consolidated statements of operations, instead of ground lease expense. While
the total expense recognized over the life of a lease will be unchanged, the timing of expense recognition for finance
leases will result in higher expense recognition during the earlier years of the lease and lower expense during the later
years of the lease. See Note 1 titled “Organization and Summary of Significant Accounting Policies” in Part II, Item 8,
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of the Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K,
for additional information on the adoption of the new leasing standard.

General and Administrative Expense

General and administrative expense for the years ended December 31, 2018 and 2017 was $24.3 million and
$26.3 million, respectively, or 1.9% and 2.1% of total revenue for each respective year. The principal components
of general and administrative expense are payroll and related benefit costs, legal fees, accounting fees and reporting
expenses. The decrease in general and administrative expense in 2018 as compared to 2017 was due primarily to
a decrease in compensation expense. Based on the Company’s performance in 2018 in relation to the operational
performance and shareholder return metrics of the 2018 executive management incentive plan effective January 1,
2018 (“2018 Incentive Plan”), the amounts earned under the 2018 Incentive Plan were lower than the comparable
compensation earned under the 2017 executive management incentive plan (“2017 Incentive Plan”), resulting in a
decrease in executive compensation expense for 2018 of approximately $3.3 million, as compared to 2017, which is
net of a $0.8 million increase in share-based compensation expense related to restricted stock issued under the 2017
Incentive Plan vesting in 2018.

Transaction and Litigation Costs (Reimbursements)

During 2017, transaction and litigation costs (reimbursements) totaled $(2.6) million which primarily related to
additional proceeds received in May 2017 from the Company’s directors and officers insurance carriers in connection
with a legal settlement that occurred in 2017 related to the Apple Ten merger in 2016.

Loss on Impairment of Depreciable Real Estate Assets

Loss on impairment of depreciable real estate assets was approximately $3.1 million and $45.9 million for the
years ended December 31, 2018 and 2017, respectively, and consisted of impairment charges of $0.5 million and
$7.9 million for the two Columbus hotels recorded in 2018 and 2017, respectively, $2.6 million for the Springdale,
Arkansas Residence Inn recorded in 2018 and $38.0 million for the New York, New York Renaissance hotel recorded
in 2017. See Note 3 titled “Investment in Real Estate” in Part II, Item 8, of the Consolidated Financial Statements and
Notes thereto, appearing elsewhere in this Annual Report on Form 10-K for additional information concerning these
impairment losses.

Depreciation Expense

Depreciation expense for the years ended December 31, 2018 and 2017 was $183.5 million and $176.5 million,
respectively. Depreciation expense primarily represents expense of the Company’s hotel buildings and related
improvements, and associated personal property (furniture, fixtures, and equipment) for their respective periods
owned. The increase was primarily due to the increase in the number of properties owned as a result of the acquisition
of five hotels in 2018 and six hotels in 2017 and renovations completed throughout 2018 and 2017.

Interest and Other Expense. net

Interest and other expense, net for the years ended December 31, 2018 and 2017 was $51.2 million and $47.3
million, respectively, and is net of approximately $1.0 million and $1.3 million, respectively, of interest capitalized
associated with renovation projects. Interest expense increased as a result of increased average borrowings in 2018 as
compared to 2017 resulting from acquisitions and share repurchases, partially offset by dispositions, combined with
an increase in the Company’s effective interest rate during 2018 as compared to 2017, due to (a) the issuance of longer
term fixed-rate debt in late 2017 and early 2018, which was used to reduce the Company’s revolving credit facility,
resulting in a higher average interest rate than the variable-rate borrowings repaid, and (b) an increase in interest
rates on the Company’s variable-rate debt, with the one-month LIBOR (the London Inter-Bank Offered Rate for a
one-month term) increasing from 1.56% at December 31, 2017 to 2.50% at December 31, 2018. While approximately
74% of the Company’s outstanding debt was effectively fixed-rate debt at December 31, 2018, the Company does
expect interest costs for its remaining variable-rate debt to continue to increase in 2019 due to higher expected
average interest rates as compared to the prior year. The impact from higher interest rates will be partially mitigated
by the Company’s 2018 debt refinancing, resulting in lower spreads charged on outstanding borrowings under its
revolving credit facility and $575 million of its outstanding term loans by 10 to 15 basis points, depending on the
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Company’s leverage ratio. See Note 5 titled “Debt” in the Part II, Item 8, of the Consolidated Financial Statements
and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K, for additional information concerning
the Company’s debt refinancing.

Results of Operations for Years 2017 and 2016

As of December 31, 2017, the Company owned 239 hotels with a total of 30,322 rooms as compared to 235
hotels with a total of 30,073 rooms as of December 31, 2016. During 2017, the Company acquired three newly
constructed hotels (one on February 2, 2017 and two on September 12, 2017) and three existing hotels (one on
October 13, 2017, one on October 20, 2017 and one on December 1, 2017), and sold two hotels (one on April 20,
2017 and one on October 5, 2017). During 2016, the Company acquired 56 hotels in the Apple Ten merger effective
September 1, 2016, acquired one additional newly constructed hotel on July 1, 2016 and sold one hotel on December
6,2016. As a result, the comparability of results for the years ended December 31, 2017 and 2016 as discussed below
is significantly impacted by these transactions.

Revenues

For the years ended December 31, 2017 and 2016, the Company had total revenue of $1.2 billion and $1.0
billion, respectively. For the years ended December 31, 2017 and 2016, respectively, Comparable Hotels achieved
combined average occupancy of 77.7% and 77.1%, ADR of $135.22 and $133.89 and RevPAR of $105.00 and
$103.27. During 2017, the Company experienced modest increases in both occupancy and ADR as compared to 2016,
resulting in a 1.7% increase in RevPAR for Comparable Hotels. Markets with above average growth in 2017 for
both the Company and industry included Richmond, Virginia, Houston, Texas, Knoxville, Tennessee, Kansas City,
Missouri, San Diego, California and Tampa, Florida. Markets that were below average for both the Company and
industry included Dallas, Texas, Austin, Texas and Charlotte, North Carolina. In the second half of 2017, Houston
and certain Florida markets experienced an increase in demand due to evacuation and restoration efforts related to
hurricanes Harvey and Irma, which led to increased RevPAR for the Company and industry in those markets. While
certain of the Company’s hotels incurred minor wind and water related damage from the hurricanes, the overall impact
was not material. The Company’s growth during 2017 was also impacted by a decline in the Los Angeles, California
market due to outsized growth in 2016 from the Porter Ranch gas leak.

Hotel Operating Expense

For the years ended December 31, 2017 and 2016, respectively, hotel operating expense totaled $697.4 million
and $582.8 million or 56.3% and 56.0% of total revenue for each respective year. For the Company’s Comparable
Hotels, hotel operating expense as a percentage of revenue increased approximately 90 basis points for 2017 as
compared to 2016. During 2017, the Company experienced increases in labor costs as a percentage of revenue, which
was the primary cause of the increase in Comparable Hotels operating expense.

Property Taxes, Insurance and Other Expense

Property taxes, insurance and other expense for the years ended December 31, 2017 and 2016 totaled $69.4
million and $56.9 million, respectively, or 5.6% and 5.5% of total revenue for each respective year, and for
Comparable Hotels, 5.6% of total revenue for each year. For the Company’s Comparable Hotels, real estate taxes
increased slightly in 2017 compared to 2016, with tax increases at certain locations due to the reassessment of
property values by localities related to the improved economy, partially offset by decreases at other locations due to
successful appeals of tax assessments.

Ground Lease Expense

Ground lease expense for the years ended December 31, 2017 and 2016 was $11.3 million and $10.4 million,
respectively. Ground lease expense primarily represents the expense incurred by the Company to lease land for 14 of
its hotel properties, including four hotels acquired in the Apple Ten merger effective September 1, 2016.
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General and Administrative Expense

General and administrative expense for the years ended December 31, 2017 and 2016 was $26.3 million
and $17.0 million, respectively, or 2.1% and 1.6% of total revenue for each respective year. Through August 31,
2016, the Company provided to Apple Ten the advisory services contemplated under its advisory agreement, and
the Company received fees and reimbursement of expenses payable under the advisory agreement from Apple Ten
totaling approximately $3.5 million, which were recorded as reductions to general and administrative expenses.
Effective September 1, 2016, in connection with the completion of the Apple Ten merger, the advisory agreement
was terminated and the Company no longer receives the fees and reimbursement of expenses payable under the
advisory agreement from Apple Ten, which resulted in an increase in the Company’s general and administrative
expense from the prior year. Although expense for the Company in total dollars increased from the prior year, since
both the advisory fees and reimbursed costs received by the Company from Apple Ten were recorded as general and
administrative expense by Apple Ten and as reductions to general and administrative expense by the Company, the
termination of the advisory agreement had no financial impact on the combined company after the effective time
of the Apple Ten merger. General and administrative expense also increased in 2017 as compared to 2016 due to
an increase in compensation expense. Based on the Company’s performance in 2017 in relation to the operational
performance and shareholder return metrics of the 2017 Incentive Plan, the amounts earned under the 2017 Incentive
Plan were higher than the comparable compensation earned under the 2016 executive management incentive plan,
resulting in an increase in executive compensation expense for 2017 of approximately $4.5 million, as compared to
2016.

Transaction and Litigation Costs (Reimbursements)

Transaction and litigation costs (reimbursements) for the years ended December 31, 2017 and 2016 were
approximately $(2.6) million and $35.0 million, respectively. Transaction and litigation costs (reimbursements)
for 2017 primarily related to additional proceeds received in May 2017 from the Company’s directors and officers
insurance carriers in connection with a legal settlement that occurred in 2017 related to the Apple Ten merger.
Transaction and litigation costs (reimbursements) for 2016 consisted primarily of (i) costs related to the Apple Ten
merger totaling approximately $29.2 million (including approximately $25.1 million in costs related to the Apple
Ten merger litigation, net of directors and officers insurance proceeds), (ii) $5.5 million of costs incurred to settle
the litigation related to Apple Seven’s and Apple Eight’s terminated Dividend Reinvestment Plans, funded by the
Company in January 2018, and (iii) other acquisition related costs totaling approximately $0.4 million. On January
1, 2017, the Company adopted the accounting standard on business combinations that modifies the definition of
a business. Under this guidance, acquisition of hotel properties will generally be accounted for as an acquisition
of a group of assets with transaction costs associated with the acquisition capitalized as part of the cost of the
asset acquired instead of expensed in the period they are incurred. In accordance with this standard, the Company
capitalized approximately $0.4 million in transaction costs related to the acquisition of six hotels during 2017.

Loss on Impairment of Depreciable Real Estate Assets

Loss on impairment of depreciable real estate assets was approximately $45.9 million and $5.5 million for the
years ended December 31, 2017 and 2016, respectively, and consisted of impairment charges of $38.0 million for the
New York, New York Renaissance hotel recorded in 2017, $7.9 million for the two Columbus hotels recorded in 2017,
and $5.5 million for the Chesapeake, Virginia Marriott hotel recorded in 2016. See Note 3 titled “Investment in Real
Estate” in Part II, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing elsewhere in this
Annual Report on Form 10-K for additional information concerning these impairment losses.

Depreciation Expense

Depreciation expense for the years ended December 31, 2017 and 2016 was $176.5 million and $148.2 million,
respectively. The increase was primarily due to the increase in the number of properties owned as a result of the
acquisition of six hotels in 2017, the Apple Ten merger effective September 1, 2016, the acquisition of one hotel on
July 1, 2016 and renovations completed throughout 2017 and 2016.
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Interest and Other Expense, net

Interest and other expense, net for the years ended December 31, 2017 and 2016 was $47.3 million and $40.0
million, respectively, and is net of approximately $1.3 million and $1.6 million, respectively, of interest capitalized
associated with renovation projects. The increase in interest expense was primarily due to an increase in the
Company’s average outstanding borrowings during 2017 as compared to 2016 which is primarily attributable to (a)
mortgage debt assumed in the Apple Ten merger effective September 1, 2016 and (b) borrowings to fund (i) the cash
payment portion of the Apple Ten merger, (ii) the repayment of Apple Ten’s outstanding balance on its extinguished
credit facility assumed in the merger and (iii) the acquisition of seven hotels (six in 2017 and one on July 1, 2016),
which increases were partially offset by proceeds from the sale of three hotels (one in December 2016, one in April
2017 and one in October 2017) and issuance of common shares in the fourth quarter of 2017 under the Company’s
ATM Program. Although during 2017 variable interest rates increased in the U.S. with one-month LIBOR increasing
from 0.77% at December 31, 2016 to 1.56% at December 31, 2017, the Company was able to offset the increases by
hedging a portion of its variable-rate debt and entering into fixed-rate mortgages, achieving comparable effective
borrowing rates for 2016 and 2017.

Non-GAAP Financial Measures

The Company considers the following non-GAAP financial measures useful to investors as key supplemental
measures of its operating performance: Funds from Operations (“FFO”), Modified FFO (“MFFO”), Earnings Before
Interest, Income Taxes, Depreciation and Amortization (“EBITDA”), Earnings Before Interest, Income Taxes,
Depreciation and Amortization for Real Estate (“EBITDAre”), and Adjusted EBITDAre (“Adjusted EBITDAre”).
These non-GAAP financial measures should be considered along with, but not as alternatives to, net income, cash
flow from operations or any other operating GAAP measure. FFO, MFFO, EBITDA, EBITDAre and Adjusted
EBITDATre are not necessarily indicative of funds available to fund the Company’s cash needs, including its ability to
make cash distributions. Although FFO, MFFO, EBITDA, EBITDAre and Adjusted EBITDAre, as calculated by the
Company, may not be comparable to FFO, MFFO, EBITDA, EBITDAre and Adjusted EBITDAre as reported by other
companies that do not define such terms exactly as the Company defines such terms, the Company believes these
supplemental measures are useful to investors when comparing the Company’s results between periods and with other
REITs.

FFO and MFFO

The Company calculates and presents FFO in accordance with standards established by the National Association
of Real Estate Investment Trusts (“Nareit”), which defines FFO as net income (computed in accordance with GAAP),
excluding gains and losses from the sale of certain real estate assets (including gains and losses from change in
control), extraordinary items as defined by GAAP, and the cumulative effect of changes in accounting principles,
plus real estate related depreciation, amortization and impairments, and adjustments for unconsolidated affiliates.
Historical cost accounting for real estate assets implicitly assumes that the value of real estate assets diminishes
predictably over time. Since real estate values instead have historically risen or fallen with market conditions,
most real estate industry investors consider FFO to be helpful in evaluating a real estate company’s operations. The
Company further believes that by excluding the effects of these items, FFO is useful to investors in comparing its
operating performance between periods and between REITs that report FFO using the Nareit definition. FFO as
presented by the Company is applicable only to its common shareholders, but does not represent an amount that
accrues directly to common sharcholders.

The Company further adjusts FFO for certain additional items, including (i) the exclusion of transaction
and litigation costs (reimbursements), as these costs do not represent ongoing operations, and (ii) the exclusion
of amortization of favorable and unfavorable leases, net and non-cash straight-line ground lease expense, as these
expenses do not reflect the underlying performance of the related hotels. The Company presents MFFO when
evaluating its performance because it believes that it provides further useful supplemental information to investors
regarding its ongoing operating performance.
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The following table reconciles the Company’s GAAP net income to FFO and MFFO for the years ended
December 31, 2018, 2017 and 2016 (in thousands).

Years Ended December 31,

2018 2017 2016

NEE INCOIMIE .. $ 206,086 $ 182,492 § 144,652
Depreciation of real estate OWNed..........cccceuvuemiiiiiriiiiiiiiiiiiieeeeeeeeeeeeeeen 182,527 175,581 147,244
(Gain) loss on sale of real estate............ceeeeeeeeiiiiiiiiiiiiiee e (152) (16,295) 153
Loss on impairment of depreciable real estate assets .........ccccccceeeeeeren.. 3,135 45,875 5,471

Funds from Operations ...........ceeivviviiiiiieieeeeeeiiiiiiieee e 391,596 387,653 297,520
Transaction and litigation costs (reimbursements) ...................cceeeenn. - (2,586) 34,989
Amortization of favorable and unfavorable leases, net ........................ 647 663 674
Non-cash straight-line ground lease eXpense ..........ccoeeeeeeennennnnnrnnnnnnns 3,542 3,700 3,419

Modified funds from operationsS............cccceeeeveveieeniieeeeiiiee e, $§ 395785 § 389,430 § 336,602

EBITDA, EBITDAre and Adjusted EBITDAre

EBITDA is a commonly used measure of performance in many industries and is defined as net income excluding
interest, income taxes, depreciation and amortization. The Company believes EBITDA is useful to investors because
it helps the Company and its investors evaluate the ongoing operating performance of the Company by removing the
impact of its capital structure (primarily interest expense) and its asset base (primarily depreciation and amortization).
In addition, certain covenants included in the agreements governing the Company’s indebtedness use EBITDA, as
defined in the specific credit agreement, as a measure of financial compliance.

In addition to EBITDA, the Company also calculates and presents EBITDAre in accordance with standards
established by Nareit, as defined in its September 2017 white paper “Earnings Before Interest, Taxes, Depreciation
and Amortization for Real Estate.” Nareit defines EBITDAre as EBITDA, excluding gains and losses from the sale
of certain real estate assets (including gains and losses from change in control), plus real estate related impairments,
and adjustments to reflect the entity’s share of EBITDAre of unconsolidated affiliates. The Company presents
EBITDAre because it believes that it provides further useful information to investors in comparing its operating
performance between periods and between REITs that report EBITDAre using the Nareit definition.

The Company also considers the exclusion of certain additional items from EBITDAre useful, including (i) the
exclusion of transaction and litigation costs (reimbursements), as these costs do not represent ongoing operations,
and (ii) the exclusion of non-cash straight-line ground lease expense, as this expense does not reflect the underlying
performance of the related hotels.

The following table reconciles the Company’s GAAP net income to EBITDA, EBITDAre and Adjusted
EBITDAre for the years ended December 31, 2018, 2017 and 2016 (in thousands).

Years Ended December 31,

2018 2017 2016
NEE TIICOIMIC ..ottt e e e e e e e e e e e e e $ 206,086 $ 182,492 $ 144,652
D Preciation......cceieiiieiieieee e a e 183,482 176,499 148,163
Amortization of favorable and unfavorable leases, net ........................ 647 663 674
Interest and other eXPense, NEt ..........eevveeiiiiiiiiiiiiiiiieeeeeeeee e, 51,185 47,343 40,026
INCOME tAX EXPENSE ..eeeiiiiiiiiiiiieee ettt 587 847 431
EBITDA . ettt et e e e e et e e e e e eanes 441,987 407,844 333,946
(Gain) loss on sale of real estate..........uuvveieeeeeeiiiiiiiiiiiee e (152) (16,295) 153
Loss on impairment of depreciable real estate assets........................... 3,135 45,875 5,471
EBITDATLC oo e e ee s 444,970 437,424 339,570
Transaction and litigation costs (reimbursements) ..................cceeeennnn. - (2,586) 34,989
Non-cash straight-line ground lease eXpense ...........coceeeeeennnnnnnnrnnnnnnns 3,542 3,700 3,419
Adjusted EBITDATE......cuvviiieiiiiiiiiieeeeeeeiiitieeeee ettt e e e e e eiiieveeeeeeenees $§ 448512 $ 438,538 $ 377,978
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Hotels Owned

As of December 31, 2018, the Company owned 241 hotels with an aggregate of 30,812 rooms located in 34
states. The following tables summarize the number of hotels and rooms by brand and by state:

Number of Hotels and Guest Rooms by Brand

Number of Number of

Brand Hotels Rooms
Hilton Garden Inn ............cooeiiiiiiiiiiiiiie e 42 5,807
Courtyard ......oooeeeee e 40 5,460
Hampton «oooeueeeieeie e 40 5,029
HomeWO00d SUILES ...ovvveeiiiiieeeiiee e 34 3,831
Residence INN.....oooouiiiiiiiii e 33 3,939
SPIINGHIIL SUILES ..vvvvvviiiiiiiiiiiiiiiiieeeeeee e 16 2,159
Fairfield ... 11 1,300
TownePlace SUItes ........oovvviiiiiiieeeeiiiiiiiceee e 11 1,110
HOME2 SUILES .ovvvuiiieeiiiiiieicee e 8 910
MATTIOt .. oee e 2 616
Embassy SUItes ...cceeveieeeeeieieeieee e 2 316
RENAISSANCE....ovvviieieeiiiiiieiccee e 1 208
Hyatt Place......ooooiiiiiiii s 1 127
TOtal. e 241 30.812
Number of Hotels and Guest Rooms by State
Number of Number of
State Hotels Rooms

AlaDAMA ... 15 1,434
AlaSKa . ..o 2 304
ATIZONA ..ovvii e 12 1,644
ATKANSAS .oovviiiiee e 3 336
California......covuueieiieeeeiieeee e 27 3,807
ColoTado ...ooiiiiiiiiee e 4 567
FLOTIAa oo 24 2,978
(€ o) ¥ - PR 6 672
TAANO ... 2 416
TIHEI0IS e 8 1,420
INdiana........ooooiiiiiiiiiii e 4 479
TOWA oo 3 301
KanSas ..oeieii i 4 422
LOUISIANG ..eoiiiiiiiieieeee e 4 541
MAINC.....oeeiiiiie e 1 179
Maryland..........oooeeeiiiiiiii 2 233
MaASSACHUSELLS ...uvveneeeiiiiiiiicee e 4 466
MicChigan ........ooiiiiiiiii e 1 148
MINNESOLA ©ovvviieeeeeiieiiiiieee e e e e et e e e e e e e e e e e eaaeeaens 2 244
IMISSISSIPPT +vvvvineeeeerreriiiiiiiieeeeeereeerritiaeeeeeeeerersraenaaeeaaaeanes 2 168
Y SETYo 10 s T PRPRRPTR 4 544
NEDIASKA ..ovvviiiiee e 4 621
NEW JOISCY .eeiieiiiiiiiiiiiei e 5 629
NEW YOTK oovnniiiiiiiiiiiiiiieee e e e 4 553
NoOrth Carolina ........cooeivvveeiiiiiiiiiee e 12 1,337
(0] 11T J PR 2 252
OKIahoma.........uviiiiiiiiicee e 4 545
Pennsylvania .......cccooiiiiiiiiiiii e 3 391
South Caroling ......ccoouuviiiniiiiiiie e 5 538
OIS SEC . it 13 1,502
XA et 34 4,072
Utah e 3 393
VITZINIA eiiiiiiiiiiiiceeee e 14 2,067
Washington ........ooooiiiiiiiiiiii e 4 609
TOtal..cc i 241 30,812
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Refer to Part I, Item 2, of this Annual Report on Form 10-K for a table summarizing the location, brand,
manager, date acquired or completed and number of rooms for each of the 241 hotels the Company owned as of
December 31, 2018.

Related Parties

The Company has, and is expected to continue to engage in, transactions with related parties. These transactions
cannot be construed to be at arm’s length and the results of the Company’s operations may be different if these
transactions were conducted with non-related parties. See Note 7 titled “Related Parties” in Part II, Item 8, of the
Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K for
additional information concerning the Company’s related party transactions.

Liquidity and Capital Resources

Contractual Commitments

The following is a summary of the Company’s significant contractual obligations as of December 31, 2018 (in
thousands):

Amount of Commitments Expiring per Period

Total 1 Year 2-3 Years 4-5 Years Over 5 Years
Property Purchase Commitments.............. $ 130,781 $ 20,736 $ 110,045 $ -5 -
Debt (including interest of $275.9 million) 1,693,507 87,052 183,440 752,160 670,855
Ground Leases .....ooooovvevviiiiieeiiiieeeeiinnnn, 436,750 7,594 16,135 17,000 396,021

$2.,261,038 $§ 115382 § 309,620 $ 769,160 $ 1,066,876

Capital Resources

The Company’s principal daily sources of liquidity are the operating cash flow generated from the Company’s
properties and availability under its revolving credit facility. Periodically the Company may receive proceeds from
strategic additional secured and unsecured debt financing, dispositions of its hotel properties and offerings of the
Company’s common shares.

On July 27, 2018, the Company entered into an amendment and restatement of its $965 million credit facility,
reducing the borrowing capacity to $850 million and, on August 2, 2018, the Company entered into an amendment and
restatement of its $150 million term loan facility, increasing the borrowing capacity to $225 million, thereby reducing
the overall total borrowing capacity of the facilities by $40 million. The amendments and restatements effectively
extended the maturity dates of both facilities, reduced the annual interest rates and improved certain covenants as
compared to the prior agreements.

As of December 31, 2018, the Company had approximately $1.4 billion of total outstanding debt consisting
of $488.8 million of mortgage debt and $928.8 million outstanding under its credit facilities, which include its
$850 million credit facility, its $225 million term loan facility and its $85 million term loan (together, the “credit
facilities”), excluding unamortized debt issuance costs and fair value adjustments. The Company’s unused borrowing
capacity under its credit facilities as of December 31, 2018 was $231.2 million, consisting of $156.2 million
available under its $425 million revolving credit facility, which is available for acquisitions, hotel renovations, share
repurchases, working capital and other general corporate funding purposes, including the payment of distributions
to shareholders, and $75.0 million under its $225 million term loan facility, which was drawn by the Company on
January 29, 2019 and used to pay down borrowings on the Company’s revolving credit facility.

The credit agreements governing the credit facilities contain mandatory prepayment requirements, customary
affirmative covenants, negative covenants and events of default. The credit agreements require that the Company
comply with various covenants, which include, among others, a minimum tangible net worth, maximum debt limits,
minimum interest and fixed charge coverage ratios and restrictions on certain investments. The Company was in
compliance with the applicable covenants at December 31, 2018 and anticipates being in compliance during 2019.
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See Note 5 titled “Debt” in Part II, Item 8, of the Consolidated Financial Statements and Notes thereto,
appearing elsewhere in this Annual Report on Form 10-K for a description of the Company’s debt instruments as of
December 31, 2018 and a summary of the financial and restrictive covenants as defined in the credit agreements.

The Company’s ATM Program allows it to sell, from time to time, up to an aggregate of $300 million of its
common shares through sales agents. Since inception of the ATM Program in February 2017 through December 31,
2018, the Company has sold approximately 7.2 million common shares at a weighted-average market sales price of
approximately $19.56 per common share and received aggregate gross proceeds of approximately $139.8 million
and proceeds net of offering costs of approximately $137.5 million, including the sale of approximately 0.2 million
common shares during the first quarter of 2018 at a weighted-average market sales price of approximately $19.73
per common share and approximately 6.9 million common shares in the fourth quarter of 2017 at a weighted-average
market sales price of approximately $19.55 per common share. The Company used the proceeds from the sale of these
shares to pay down borrowings on its revolving credit facility. Future sales will depend on a variety of factors to be
determined by the Company, including market conditions, the trading price of the Company's common shares and
opportunities for uses of any proceeds.

As discussed in Note 4, “Dispositions and Hotel Sale Contracts” in Part II, Item 8, of the Consolidated Financial
Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K, as of December 31, 2018
the Company had an outstanding contract to sell 16 of its hotels for a gross sales price of $175.0 million. This
contract was terminated in February 2019 and the Company entered into two purchase and sale agreements with the
same unrelated party for the sale of a total of nine properties for a total combined gross sales price of $95 million.
The Company holds a non-refundable deposit of $7 million on these contracts. If the closings occur, these sales are
expected to be completed in the first half of 2019. The Company plans to use the net proceeds from the sales to pay
down borrowings on its revolving credit facility.

Capital Uses

The Company anticipates that cash flow from operations, availability under its credit facilities, additional
borrowings and proceeds from hotel dispositions and equity offerings will be adequate to meet its anticipated
liquidity requirements, including debt service, hotel acquisitions, hotel renovations, share repurchases, and required
distributions to sharecholders (the Company is not required to make distributions at its current rate for REIT purposes).

Distributions

To maintain its REIT status the Company is required to distribute at least 90% of its ordinary income.
Distributions paid for each of the three years ended December 31, 2018 were $1.20 per common share and were paid
at a monthly rate of $0.10 per common share for a total of approximately $275.9 million, $267.9 million and $229.1
million, respectively. For the same periods, the Company’s net cash generated from operations was approximately
$404.8 million, $384.1 million and $331.2 million, respectively.

The Company’s current annual distribution rate, payable monthly, is $1.20 per common share. As it has done
historically, due to seasonality, the Company may use its revolving credit facility to maintain the consistency of
the monthly distribution rate, taking into consideration any acquisitions, dispositions, capital improvements and
economic cycles. Any distribution will be subject to approval of the Company’s Board of Directors and there can
be no assurance of the classification or duration of distributions at the current annual distribution rate. The Board
of Directors monitors the Company’s distribution rate relative to the performance of its hotels on an ongoing basis
and may make adjustments to the distribution rate as determined to be prudent in relation to other cash requirements
of the Company. If cash flow from operations and the revolving credit facility are not adequate to meet liquidity
requirements, the Company may utilize additional financing sources to make distributions. Although the Company has
relatively low levels of debt, there can be no assurances it will be successful with this strategy and may need to reduce
its distributions to required levels. If the Company were unable to extend its maturing debt in future periods or if it
were to default on its debt, it may be unable to make distributions.

Share Repurchases

During 2018, the Company’s Board of Directors approved an extension of its existing Share Repurchase
Program, authorizing share repurchases up to an aggregate of $464 million. The Share Repurchase Program may be
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suspended or terminated at any time by the Company and will end in July 2019 if not terminated earlier. During 2018,
the Company purchased approximately 6.6 million of its common shares at a weighted-average market purchase price
of approximately $15.87 per common share for an aggregate purchase price, including commissions, of approximately
$104.3 million and, in 2016, purchased approximately 0.4 million of its common shares at a weighted-average market
purchase price of approximately $17.72 per common share for an aggregate purchase price, including commissions,

of approximately $7.9 million. The Company did not repurchase any common shares under its Share Repurchase
Program during 2017. Repurchases under the Share Repurchase Program have been funded, and the Company intends
to fund future repurchases, with availability under its credit facilities. As of December 31, 2018, approximately $364.0
million remained available for purchase under the Share Repurchase Program. The timing of share repurchases and the
number of common shares to be repurchased under the Share Repurchase Program will depend upon prevailing market
conditions, regulatory requirements and other factors.

Capital Improvements

The Company has ongoing capital commitments to fund its capital improvements. To maintain and enhance
each property’s competitive position in its market, the Company has invested in and plans to continue to reinvest
in its hotels. Under certain loan and management agreements, the Company is required to place in escrow funds
for the repair, replacement and refurbishing of furniture, fixtures, and equipment, based on a percentage of gross
revenues, provided that such amount may be used for the Company’s capital expenditures with respect to the
hotels. As of December 31, 2018, the Company held approximately $30.1 million in reserve related to these
properties. During 2018, the Company invested approximately $71.1 million in capital expenditures and anticipates
spending approximately $80 to $90 million during 2019, which includes various scheduled renovation projects
for approximately 30 to 35 properties. The Company does not currently have any existing or planned projects for
development.

Hotel Purchase Contract Commitments

As of January 31, 2019, the Company had outstanding contracts for the potential purchase of six hotels for a
total purchase price of approximately $162.5 million, five of which are under development and are planned to be
completed and opened for business over the next three to 24 months from December 31, 2018, at which time closings
on these hotels are expected to occur, and one existing hotel that is expected to close in the first quarter of 2019.
Although the Company is working towards acquiring these six hotels, there are many conditions to closing that have
not yet been satisfied and there can be no assurance that closings on these hotels will occur under the outstanding
purchase contracts. It is anticipated that the purchase price for the six hotels will be funded through the Company’s
credit facilities.

Cash Management Activities

As part of the cost sharing arrangements discussed in Note 7 titled “Related Parties” in Part II, Item 8, of the
Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K,
certain day-to-day transactions may result in amounts due to or from the Company and ARG. To efficiently manage
cash disbursements, the Company or ARG may make payments for the other company. Under the cash management
process, each company may advance or defer up to $1 million at any time. Each quarter, any outstanding amounts are
settled between the companies. This process allows each company to minimize its cash on hand and reduces the cost
for each company. The amounts outstanding at any point in time are not significant to either of the companies.

Management and Franchise Agreements

Each of the Company’s 241 hotels owned as of December 31, 2018 is operated and managed under separate
management agreements with 23 hotel management companies, none of which are affiliated with the Company.
Sixteen of the Company’s hotels are managed by affiliates of Marriott or Hilton. The remainder of the Company’s
hotels are managed by companies that are not affiliated with either Marriott, Hilton or Hyatt, and as a result, the
hotels they manage were required to obtain separate franchise agreements with the applicable franchisor. See Note
10 titled “Management and Franchise Agreements” in Part 11, Item 8, of the Consolidated Financial Statements and
Notes thereto, appearing elsewhere in this Annual Report on Form 10-K for additional information pertaining to the
management and franchise agreements, including a listing of the Company’s hotel management companies. For the
years ended December 31, 2018, 2017 and 2016, the Company incurred approximately $43.9 million, $42.7 million
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and $35.6 million, respectively, in management fees. For the years ended December 31, 2018, 2017 and 2016, the
Company incurred approximately $54.5 million, $52.9 million and $44.2 million, respectively, in franchise royalty
fees.

Impact of Inflation

The Company relies on the performance of its hotels and the ability of its hotel operators to increase revenue to
keep pace with inflation. Hotel operators, in general, possess the ability to adjust room rates daily to reflect the effects
of inflation on the Company’s operating expenses. However, recent competitive pressures have and may continue
to limit the operators’ ability to raise room rates and, as a result, the Company may not be able to offset increased
operating expenses with increases in revenue.

Business Interruption

Being in the real estate industry, the Company is exposed to natural disasters on both a local and national scale.
Although management believes it has adequate insurance to cover this exposure, there can be no assurance that such
events will not have a material adverse effect on the Company’s financial position or results of operations.

Seasonality

The hotel industry historically has been seasonal in nature. Seasonal variations in occupancy at the Company’s
hotels may cause quarterly fluctuations in its revenues. Generally, occupancy rates and hotel revenues are greater
in the second and third quarters than in the first and fourth quarters. To the extent that cash flow from operations is
insufficient during any quarter, due to temporary or seasonal fluctuations in revenue, the Company expects to utilize
cash on hand or available financing sources to meet cash requirements.

Critical Accounting Policies

The following contains a discussion of what the Company believes to be its critical accounting policies. These
items should be read to gain a further understanding of the principles used to prepare the Company’s financial
statements. These principles include application of judgment; therefore, changes in judgments may have a significant

impact on the Company’s reported results of operations and financial condition.

Investment Policy

Upon acquisition of real estate properties, the Company estimates the fair value of acquired tangible assets
(consisting of land, buildings and improvements, and furniture, fixtures and equipment) and identified intangible
assets and liabilities, including in-place leases, and assumed debt based on the evaluation of information and estimates
available at that date. Fair values for these assets are not directly observable and estimates are based on comparables
and other information which is subjective in nature. The Company has not assigned any value to management
contracts and franchise agreements as such contracts are generally at current market rates based on the remaining
terms of the contracts and any other value attributable to these contracts is not considered material. Beginning January
1, 2017, acquisitions of hotel properties have been and will generally be accounted for as acquisitions of a group
of assets, with costs incurred to effect an acquisition, including title, legal, accounting, brokerage commissions and
other related costs, being capitalized as part of the cost of the assets acquired, instead of accounted for separately as
expenses in the period that they are incurred. Prior to January 1, 2017, the Company’s acquisitions of hotel properties
were accounted for as acquisitions of existing businesses, and therefore all transaction costs associated with the
acquisitions were expensed as incurred.

Capitalization Policy

The Company considers expenditures to be capital in nature based on the following criteria: (1) for a single
asset, the cost must be at least $500, including all normal and necessary costs to place the asset in service, and the
useful life must be at least one year; (2) for group purchases of 10 or more identical assets, the unit cost for each asset
must be at least $50, including all normal and necessary costs to place the asset in service, and the useful life must be
at least one year; and (3) for major repairs to a single asset, the repair must be at least $2,500 and the useful life of the
asset must be substantially extended.
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Impairment Losses Policy

The Company records impairment losses on hotel properties used in operations if indicators of impairment are
present, and the sum of the undiscounted cash flows estimated to be generated by the respective properties over their
estimated remaining useful life, based on historical and industry data, is less than the properties’ carrying amount.
Indicators of impairment include a property with current or potential losses from operations, when it becomes more
likely than not that a property will be sold before the end of its previously estimated useful life or when events,
trends, contingencies or changes in circumstances indicate that a triggering event has occurred and an asset’s
carrying value may not be recoverable. The Company monitors its properties on an ongoing basis by analytically
reviewing financial performance and considers each property individually for purposes of reviewing for indicators
of impairment. As many indicators of impairment are subjective, such as general economic and market declines, the
Company also prepares an annual recoverability analysis for each of its properties to assist with its evaluation of
impairment indicators. The analysis compares each property’s net book value to each property’s estimated operating
income using current operating results for each stabilized property and projected stabilized operating results based
on the property’s market for properties that recently opened, were recently renovated or experienced other short-term
business disruption. The Company’s planned initial hold period for each property is generally 39 years. If events or
circumstances change, such as the Company’s intended hold period for a property or if the operating performance of a
property declines substantially for an extended period of time, the Company’s carrying value for a particular property
may not be recoverable, and an impairment loss will be recorded. Impairment losses are measured as the difference
between the asset’s fair value and its carrying value. The Company’s ongoing analyses and annual recoverability
analyses have not identified any impairment losses other than the losses on impairment of three properties recorded
in 2018, three properties recorded in 2017 and one property recorded in 2016 totaling approximately $3.1 million,
$45.9 million and $5.5 million, respectively, as discussed herein under “Results of Operations” and in Note 3 titled
“Investment in Real Estate” in Part II, Item 8, of the Consolidated Financial Statements and Notes thereto, appearing
elsewhere in this Annual Report on Form 10-K.

New Accounting Standards

See Note 1 titled “Organization and Summary of Significant Accounting Policies” in Part II, Item 8, of the
Consolidated Financial Statements and Notes thereto, appearing elsewhere in this Annual Report on Form 10-K
for information on the adoption of accounting standards in 2018 and the anticipated adoption of recently issued
accounting standards.

Subsequent Events

In both January 2019 and February 2019, the Company paid approximately $22.4 million, or $0.10 per
outstanding common share, in distributions to its common shareholders.

In February 2019, the Company declared a regular monthly cash distribution of $0.10 per common share for the
month of March 2019. The distribution is payable on March 18, 2019.

In January 2019, the Company entered into a contract to purchase an existing 160-room Hampton Inn & Suites
in St. Paul, Minnesota, for a gross purchase price of $31.7 million. Although the Company is working towards
acquiring this hotel, there are many conditions to closing that have not yet been satisfied, and there can be no
assurance that a closing on this hotel will occur.

During the month of January 2019, the Company purchased, under its Share Repurchase Program, approximately

0.2 million of its common shares, at a weighted-average market purchase price of approximately $14.81 per common
share, for an aggregate purchase price of approximately $3.6 million.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

As of December 31, 2018, the Company’s financial instruments were not exposed to significant market risk due
to foreign currency exchange risk, commodity price risk or equity price risk. However, the Company is exposed to
interest rate risk due to possible changes in short term interest rates as it invests its cash or borrows on its revolving
credit facility and due to the portion of its variable-rate term debt that is not fixed by interest rate swaps. As of
December 31, 2018, after giving effect to interest rate swaps, as described below, approximately $371.3 million,
or approximately 26% of the Company’s total debt outstanding, was subject to variable interest rates. Based on
the Company’s variable-rate debt outstanding as of December 31, 2018, every 100 basis points change in interest
rates will impact the Company’s annual net income by approximately $3.7 million, all other factors remaining
the same. With the exception of interest rate swap transactions, the Company has not engaged in transactions in
derivative financial instruments or derivative commodity instruments. The Company’s cash balance at December 31,
2018 was $0.

As of December 31, 2018, the Company’s variable-rate debt consisted of its credit facilities, including
borrowings outstanding under its $425 million revolving credit facility and $735 million term loan capacity, of
which $660 million was outstanding and the remaining $75 million was funded on January 29, 2019. Currently,
the Company uses interest rate swaps to manage its interest rate risk on a portion of its variable-rate debt. As of
December 31, 2018, the Company had six interest rate swap agreements that effectively fix the interest payments
on approximately $557.5 million of the Company’s variable-rate debt outstanding. In addition, in June 2018, the
Company entered into an interest rate swap agreement which, beginning January 31, 2019, will effectively fix the
interest rate on $50 million of its variable-rate debt, and in December 2018, the Company entered into two interest
rate swap agreements which, beginning January 31, 2020 and May 18, 2020, will effectively fix the interest rate on
$25 million and $50 million, respectively, of its variable-rate debt. Under the terms of all of the Company’s interest
rate swaps, the Company pays a fixed rate of interest and receives a floating rate of interest equal to the one-month
LIBOR.

In addition to its variable-rate debt and interest rate swaps discussed above, the Company has assumed or
originated fixed interest rate mortgages payable to lenders under permanent financing arrangements. The following
table summarizes the annual maturities and average interest rates of the Company’s mortgage debt and borrowings
outstanding under its credit facilities at December 31, 2018. All dollar amounts are in thousands.

Fair Market
2019 2020 2021 2022 2023 Thereafter Total Value
Total debt:
Maturities .........ccccevenene $33,805 $28,349 $47,586 $378,052 $295,616 § 634,165 $1,417,573 $ 1,396,638
Average interest rates (! 3.7% 3.9% 3.9% 3.9% 3.9% 4.0%
Variable rate debt:
Maturities .........ccceceeee $ - 8 - 8 - $268,800 $250,000 $ 410,000 $ 928,800 $ 929,435
Average interest rates 3.4% 3.6% 3.8% 3.8% 3.9% 4.0%
Fixed rate debt:
Maturities .........ccceenee $33,805 $28,349 $47,586 $109,252 § 45,616 § 224,165 $ 488,773 $ 467,203

Average interest rates ... 4.4% 4.4% 4.4% 4.2% 4.1% 4.1%

(1)  The average interest rate gives effect to interest rate swaps, as applicable.
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Item 8. Financial Statements and Supplementary Data

Report of Management
on Internal Control over Financial Reporting

February 25, 2019
To the Shareholders
Apple Hospitality REIT, Inc.

Management of Apple Hospitality REIT, Inc. (the “Company”) is responsible for establishing and maintaining
adequate internal control over financial reporting and for the assessment of the effectiveness of internal control over
financial reporting. As defined by the Securities and Exchange Commission, internal control over financial reporting
is a process designed by, or under the supervision of the Company’s principal executive and principal financial
officers and effected by the Company’s Board of Directors, management and other personnel, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of the consolidated financial statements
for external purposes in accordance with U.S. generally accepted accounting principles.

The Company’s internal control over financial reporting is supported by written policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the Company’s
transactions and dispositions of the Company’s assets; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of the consolidated financial statements in accordance with generally
accepted accounting principles, and the receipts and expenditures of the Company are being made only in accordance
with authorizations of the Company’s management and directors; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that could have
a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

In connection with the preparation of the Company’s annual consolidated financial statements, management
has undertaken an assessment of the effectiveness of the Company’s internal control over financial reporting as of
December 31, 2018, based on criteria established in Internal Control—Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (2013 framework). Management’s assessment included
an evaluation of the design of the Company’s internal control over financial reporting and testing of the operational
effectiveness of those controls.

Based on this assessment, management has concluded that as of December 31, 2018, the Company’s internal
control over financial reporting was effective to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. generally accepted
accounting principles.

Ernst & Young LLP, the independent registered public accounting firm that audited the Company’s consolidated
financial statements included in this report, has issued an attestation report on the Company’s internal control over
financial reporting, a copy of which appears on the next page of this annual report.

/s/ Justin G. Knight /s/ Bryan Peery
Justin G. Knight, Bryan Peery,
President and Chief Financial Officer
Chief Executive Officer (Principal Financial and Principal
(Principal Executive Officer) Accounting Officer)

49



Report of Independent Registered Public Accounting Firm
To the Shareholders and the Board of Directors of Apple Hospitality REIT, Inc.
Opinion on Internal Control over Financial Reporting

We have audited Apple Hospitality REIT, Inc.’s internal control over financial reporting as of December 31,
2018, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (2013 framework) (the COSO criteria). In our opinion, Apple Hospitality
REIT, Inc. (the Company) maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2018, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States) (PCAOB), the consolidated balance sheets of the Company as of December 31, 2018 and 2017, the
related consolidated statements of operations and comprehensive income, shareholders’ equity and cash flows for each
of the three years in the period ended December 31, 2018, and the related notes and the financial statement schedule
listed in the Index at Item 15(2) and our report dated February 25, 2019 expressed an unqualified opinion thereon.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting
and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying
Report of Management on Internal Control over Financial Reporting. Our responsibility is to express an opinion on
the Company’s internal control over financial reporting based on our audit. We are a public accounting firm registered
with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting
was maintained in all material respects.

Our audit included obtaining an understanding of internal control over financial reporting, assessing the risk that
a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based on
the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe
that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control Over Financial Reporting

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

/s/ Ernst & Young LLP

Richmond, Virginia
February 25, 2019
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Report of Independent Registered Public Accounting Firm
To the Shareholders and the Board of Directors of Apple Hospitality REIT, Inc.
Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Apple Hospitality REIT, Inc. (the Company)
as of December 31, 2018 and 2017, the related consolidated statements of operations and comprehensive income,
shareholders’ equity and cash flows for each of the three years in the period ended December 31, 2018, and the
related notes and the financial statement schedule listed in the Index at Item 15(2) (collectively referred to as the
“consolidated financial statements”). In our opinion, the consolidated financial statements present fairly, in all
material respects, the financial position of the Company at December 31, 2018 and 2017, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2018, in conformity with
U.S. generally accepted accounting principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States) (PCAOB), the Company’s internal control over financial reporting as of December 31, 2018, based on
criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (2013 framework), and our report dated February 25, 2019 expressed an unqualified
opinion thereon.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on the Company’s financial statements based on our audits. We are a public accounting firm registered
with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, whether due to error or fraud. Our audits included performing procedures to assess the risks of material
misstatement of the financial statements, whether due to error or fraud, and performing procedures that respond to
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in
the financial statements. Our audits also included evaluating the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the financial statements. We believe that our
audits provide a reasonable basis for our opinion.

/s/ Ernst & Young LLP

We have served as the Company’s auditor since 2007.
Richmond, Virginia

February 25, 2019
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Apple Hospitality REIT, Inc.
Consolidated Balance Sheets
(in thousands, except share data)

As of December 31,

2018 2017
Assets
Investment in real estate, net of accumulated depreciation of $909,893 and
$731,284, 1€SPECTIVELY ..vviiiiiiiiiiiiiee e $ 4,816,410 $ 4,793,159
Restricted cash-furniture, fixtures and other €SCrOwWSs .........coovvveveiiiiieeiiinnnnns. 33,632 29,791
Due from third party managers, Net..........ccoeeeeeuuemrmmnrnrnriiriirrrrereeerereeereeeeeeee 29,091 31,457
OthEr @SSES, ML ..o iuueiiiiii e 49,539 47,931
TOtAl ASSOES...uieeiiniiei e $ 4,928,672  §$ 4,902,338
Liabilities
| 1C] o) N0 1 U] S U PR $ 1,412,242  § 1,222,196
Accounts payable and other labilities.........cccoeeeurrriiviiriiiiiiiiiiiiiieeeeeeeeeeeeeeeee, 107,420 109,057
Total Liabilities ... 1,519,662 1,331,253
Shareholders’ Equity
Preferred stock, authorized 30,000,000 shares; none issued and outstanding .. - -
Common stock, no par value, authorized 800,000,000 shares; issued and
outstanding 223,997,348 and 229,961,548 shares, respectively.........cccc...... 4,495,073 4,588,188
Accumulated other comprehensive iNCOME.........coceeuumeeiiiiiiiiiiiiiiiieeeieeeeeeeeeee 10,006 9,778
Distributions greater than Net iNCOME...........uuuuuuiiiiiiiiiiiiiiiiiiiiiiiieieee e eeeeeeann (1,096,069) (1,026,881)
Total Shareholders’ EQUity...........cccoooeiiiiiiiiiiiiiiii e, 3,409,010 3,571,085
Total Liabilities and Shareholders’ Equity ...............ccccccceeiiiiiiiiiiiinininnnnn. $ 4,928,672 §$ 4,902,338

See notes to consolidated financial statements.
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Apple Hospitality REIT, Inc.
Consolidated Statements of Operations and Comprehensive Income
(in thousands, except per share data)

Years Ended December 31,

2018 2017 2016
Revenues:

ROOIM e $ 1,172,331  § 1,143,987 $ 956,119

Food and beverage ...........ooooiieiiiiiiiii 62,600 66,030 59,558

(0111 1S5 R PP 35,624 28,605 25,348
TOtal TEVEIMUEC....covniiiiiii e 1,270,555 1,238,622 1,041,025
Expenses:

Hotel operating expense:

OPCTALING ...ttt e e e e e e e eeeeeeaeeeens 315,363 310,756 262,432

Hotel administrative ........eeeeeeeiiiiiiiiiiiiieeeee e 102,019 99,745 81,099

Sales and marketing .........ccccccvveviiiiiiiiiiieiiniiieeeee 105,834 100,877 82,663

UHHEIES et eeeeeeeeeeeeeeeeeeeaes 42,474 41,909 35,585

Repair and maintenance .............oouvvveeeeeeeeeiieiiiiiiiiieeeeeenes 51,813 48,463 41,249

FranchiSe fEES ....viiiiiiiiiie e 54,494 52,930 44,225

Management fEeS ........oeeeveieieieieieieeec s 43,937 42,722 35,586
Total hotel operating eXpense ..........uvvvvvvvrereeeeeeeeeeeereeeeeeeenns 715,934 697,402 582,839

Property taxes, insurance and other............ccccccuvvvverennnnnns 74,640 69,391 56,860

Ground 1€aSe ......uueeieeiiiiiiiiiiiiee e 11,364 11,313 10,409

General and adminiStrative.........oovviieiiieiiiiieiieeeieeiianns 24,294 26,341 17,032

Transaction and litigation costs (reimbursements) ........... - (2,586) 34,989

Loss on impairment of depreciable real estate assets ....... 3,135 45,875 5,471

Depreciation..........ooeeeeeeieieieieeeeee e 183,482 176,499 148,163
TOtal EXPEINSE ..ttt e e e e e e e e e e e e eaeeaeeeas 1,012,849 1,024,235 855,763

Gain (loss) on sale of real estate............eevvvvvviieiiieiennnn.... 152 16,295 (153)
Operating inCoOme ................c.evviiiiiiiiiiiiiiiiieeeeeeeeeee e 257,858 230,682 185,109

Interest and other expense, net ..........ccccceeeeeeeeeeiieiiininnnnn.. (51,185) (47,343) (40,026)
Income before income taxes.............ccocooovveiiiiiiiiiinneinnnnnn. 206,673 183,339 145,083

INCOME taX EXPENSE ..ceeriiiiiiiiiieieeeeeiieiiiiiieeeeeeeeeeeevaiiennens (587) (847) (431)
NEtINCOME ...t $ 206,086 $ 182,492 § 144,652
Other comprehensive income:

Interest rate derivatives ......ooouevvivniiieiiiie e 228 5,189 6,646
Comprehensive inCOMe.................eooeiiiiiiiiiniiiiiiieeeee $ 206,314 $ 187,681 § 151,298
Basic and diluted net income per common share............. $ 090 $§ 082 § 0.76
Weighted average common shares outstanding -

basic and diluted .........cccoooiiiiiiiiiiiiie e 229,659 223,526 190,856

See notes to consolidated financial statements.
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Apple Hospitality REIT, Inc.
Consolidated Statements of Shareholders’ Equity
(in thousands, except per share data)

Accumulated
Common Stock Other Distributions
Number of Comprehensive Greater Than
Shares Amount Income (Loss) Net Income Total

Balance at December 31, 2015......... 174,368 $ 3,500,584 § (2,057) $ (851,469) $ 2,647,058
Share based compensation, net.......... 284 5,611 - - 5,611
Issuance of common shares, net ........ 48,730 954,879 - - 954,879
Common shares repurchased ............. (443) (7,869) - - (7,869)
Interest rate derivatives..................... - - 6,646 - 6,646
Net INCOME.....uuvviiiiieieiiieeeeiieeeeean - - - 144,652 144,652
Distributions declared to shareholders

($1.20 per share)......ccccvvveeeeeennnnenn. - - - (233,913) (233,913)
Balance at December 31, 2016......... 222,939 4,453,205 4,589 (940,730) 3,517,064
Share based compensation, net.......... 115 2,178 - - 2,178
Issuance of common shares, net ........ 6,908 132,805 - - 132,805
Interest rate derivatives ..................... - - 5,189 - 5,189
Net INCOME.....ovviieniiiieiieiieeeeean, - - - 182,492 182,492
Distributions declared to shareholders

($1.20 per share)......cccccevvvvvvvrnrnnnnns - - - (268,643) (268,643)
Balance at December 31, 2017......... 229,962 4,588,188 9,778 (1,026,881) 3,571,085
Share based compensation, net.......... 362 6,512 - - 6,512
Issuance of common shares, net ........ 243 4,677 - - 4,677
Common shares repurchased ............. (6,570) (104,304) - - (104,304)
Interest rate derivatives ..................... - - 228 - 228
Net iINCOME....eeeiiiiiiiiiiiieeeeeeeeeeeeiiiee, - - - 206,086 206,086
Distributions declared to shareholders

($1.20 per share)......ccccveveeeeennnnnnee. - - - (275,274) (275,274)
Balance at December 31, 2018......... 223,997 $4,495.073 § 10,006 $ (1,096.069) $ 3.409.010

See notes to consolidated financial statements.

54



Apple Hospitality REIT, Inc.
Consolidated Statements of Cash Flows
(in thousands)

Years Ended December 31,

2018 2017 2016
Cash flows from operating activities:
INEE INCOMIE ..ottt et ettt e et e et e et e e aeesaaeeaeens $ 206,086 $ 182,492 § 144,652
Adjustments to reconcile net income to cash provided by operating activities:
DEPIECIATION ...ttt ettt ettt e st e e eseenseeseeseees 183,482 176,499 148,163
Loss on impairment of depreciable real estate assets..........cccvevveerveeneeennne. 3,135 45,875 5,471
(Gain) loss on sale of real eState ..........ccevveereeriieriieieiee e (152) (16,295) 153
Other non-cash EXPenses, NEt.........ccvvieruiriererierieeeese e enas 7,972 7,120 6,747
Changes in operating assets and liabilities, net of amounts acquired or
assumed with acquisitions:
Decrease in due from third party managers, net ...........cccceeveeeeeereeeennnnne. 2,027 17 5,164
(Increase) decrease in other assets, NEt .......ccvvvervieieriieierieeie e (772) 11,235 (10,775)
Increase (decrease) in accounts payable and other liabilities...................... 3,034 (22.872) 31,596
Net cash provided by operating activities ...........ccceeeeererverenencrenennen 404,812 384,071 331,171
Cash flows from investing activities:
Cash consideration in Apple Ten merger, net of restricted cash acquired.......... - - (82,328)
Acquisition of hotel properties, Net..........ccevvieveerieierieiene e (150,746) (162,903) (23,994)
Deposits and other disbursements for potential acquisitions .............cccceeceeneenn. (537) (1,359) (510)
Capital IMPrOVEMENLS. .......ccveeierrieiieeieieetieteetesteeeeesseseesseeaesseessesseessesseessenseens (74,293) (63,305) (65,128)
Net proceeds from sale of real estate..........eceveererieniiniiniieeeee e 15,416 69,311 s
Net cash used in iINVesting aCtiVIties........coverveereeeieriieieneeiese e (210,160) (158,256) (162,200)
Cash flows from financing activities:
Net proceeds (disbursements) related to issuance of common shares................ 4,677 132,993 (1,207)
Repurchases of common Shares ...........c.oceevvieeeriiiienicieecese e (104,304) - (7,869)
Repurchases of common shares to satisfy employee withholding requirements (1,525) (692) (1,459)
Distributions paid to common shareholders...........cccccvevveriivieniecienieieieieis (275,892) (267,917) (229,056)
Net proceeds from existing revolving credit facility.........ccooceveevencencivencnnn. 268,800 - -
Net (payments on) proceeds from extinguished revolving credit facilities........ (106,900) (163,100) 44,100
Proceeds from term LOANS .........coouvviiiiiiiiiiii e 575,000 85,000 150,000
Repayment of term l0ans...........ceecvieieiiirieriieieie e (575,000) - -
Proceeds from mortgage debt...........ccoiiiiiiiieniieeee e 44,000 30,000 94,000
Payments of mortgage debt..........ociririiiieiieee e (12,663) (39,920) (207,694)
FINANCING COSES ...viutiiiiiiiiiiitieieciteteeteet ettt et e e e sae et essessaesbeessesseessesseessenseens (7,004) (1,813) (3,012)
Net cash used in financing activities .........cccceevereereriieneeeneee e (190,811) (225,449) (162,197)
Net change in cash, cash equivalents and restricted cash ............................... 3,841 366 6,774
Cash, cash equivalents and restricted cash, beginning of period .................... 29,791 29.425 22,651
Cash, cash equivalents and restricted cash, end of period.............................. $§ 33632 § 29791 § 29425
Supplemental cash flow information:
INEETESE PAI ...vivieiiieietieetcectc ettt ettt $ 50312 $ 46,885 § 41,884
INCOME tAXES PAIA......vveieieeieececeeeeeeee ettt $ 887 $ 877 $ 1,104
Supplemental disclosure of noncash investing and financing activities:
Accrued distribution to common shareholders.............ooveeveevverieeeeeeeeeeeeeeee. $ 22,400 $ 23,020 $ 22,294
Mortgage debt assumed by buyer upon sale of real estate...........ccccoeevvvrernennene $ - $ 27073 § -
Stock consideration in Apple Ten merger (S€€ NOte 2)....cveveveveevereereneereeeerennen. $ - 3 - $ 956,086
Reconciliation of cash, cash equivalents and restricted cash:
Cash and cash equivalents, beginning of period ...........cccccoevvevievierieciinieienes $ - S - 3 -
Restricted cash-furniture, fixtures and other escrows, beginning of period....... 29.791 29.425 22.651
Cash, cash equivalents and restricted cash, beginning of period ....................... $ 29791 $§ 29425 § 22,651
Cash and cash equivalents, end of period............cccccveeieiieininininininciiecnene $ - 3 - 3 -
Restricted cash-furniture, fixtures and other escrows, end of period................. 33,632 29,791 29,425
Cash, cash equivalents and restricted cash, end of period............cccceevverincincne $ 33632 $§ 29791 $ 29.425

See notes to consolidated financial statements.
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Apple Hospitality REIT, Inc.
Notes to Consolidated Financial Statements

Note 1

Organization and Summary of Significant Accounting Policies
Organization

Apple Hospitality REIT, Inc., formed in November 2007 as a Virginia corporation, together with its wholly-
owned subsidiaries (the “Company”), is a self-advised real estate investment trust (“REIT”) that invests in income-
producing real estate, primarily in the lodging sector, in the United States. The Company’s fiscal year end is
December 31. The Company has no foreign operations or assets and its operating structure includes only one
reportable segment. The consolidated financial statements include the accounts of the Company and its subsidiaries.
All intercompany accounts and transactions have been eliminated. Although the Company has interests in potential
variable interest entities through its purchase commitments, it is not the primary beneficiary as the Company does not
have any elements of power in the decision making process of these entities, and therefore does not consolidate the
entities. As of December 31, 2018, the Company owned 241 hotels with an aggregate of 30,812 rooms located in 34
states. All information related to the number of rooms included in these notes to the consolidated financial statements
and Schedule IIT - Real Estate and Accumulated Depreciation listed in the Index at Item 15(2) has not been audited.
The Company’s common shares are listed on the New York Stock Exchange (“NYSE”) under the ticker symbol
“APLE.”

The Company has elected to be treated as a REIT for federal income tax purposes. The Company has a
wholly-owned taxable REIT subsidiary (or subsidiaries thereof) (collectively, the “Lessee”), which leases all of the
Company’s hotels.

Cash and Cash Equivalents

Cash and cash equivalents consist of highly liquid investments with original maturities of three months or less.
The fair market value of cash and cash equivalents approximates their carrying value. Cash balances may at times
exceed federal depository insurance limits.

Restricted Cash

Restricted cash includes reserves for debt service, real estate taxes, and insurance, and reserves for furniture,
fixtures, and equipment replacements of up to 5% of property revenue for certain hotels, as required by certain
management or mortgage debt agreement restrictions and provisions. The fair market value of restricted cash
approximates its carrying value.

Investment in Real Estate and Related Depreciation

Real estate is stated at cost, net of depreciation. Repair and maintenance costs are expensed as incurred while
significant improvements, renovations, and replacements are capitalized. Depreciation is computed using the straight-
line method over average estimated useful lives of the assets, which are generally 39 years for buildings, 10 to 20
years for franchise fees, 10 years for major improvements and three to seven years for furniture and equipment.

The Company considers expenditures to be capital in nature based on the following criteria: (1) for a single
asset, the cost must be at least $500, including all normal and necessary costs to place the asset in service, and the
useful life must be at least one year; (2) for group purchases of 10 or more identical assets, the unit cost for each asset
must be at least $50, including all normal and necessary costs to place the asset in service, and the useful life must be
at least one year; and (3) for major repairs to a single asset, the repair must be at least $2,500 and the useful life of the
asset must be substantially extended.

Upon acquisition of real estate properties, the Company estimates the fair value of acquired tangible assets
(consisting of land, buildings and improvements, and furniture, fixtures and equipment) and identified intangible
assets and liabilities, including in-place leases, and assumed debt based on the evaluation of information and estimates
available at that date. Fair values for these assets are not directly observable and estimates are based on comparables
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and other information which is subjective in nature. The Company has not assigned any value to management
contracts and franchise agreements as such contracts are generally at current market rates based on the remaining
terms of the contracts and any other value attributable to these contracts is not considered material. On January 1,
2017, the Company adopted Accounting Standards Update (“ASU”) No. 2017-01, Business Combinations (Topic 805),
Clarifying the Definition of a Business, which is intended to add guidance to assist entities with evaluating whether
transactions should be accounted for as acquisitions (or disposals) of assets or businesses. Accordingly, beginning
January 1, 2017, acquisitions of hotel properties have been and will generally be accounted for as acquisitions of a
group of assets, with costs incurred to effect an acquisition, including title, legal, accounting, brokerage commissions
and other related costs, being capitalized as part of the cost of the assets acquired, instead of accounted for separately
as expenses in the period that they are incurred. Prior to January 1, 2017, the Company’s acquisitions of hotel
properties were accounted for as acquisitions of existing businesses, and therefore all transaction costs associated with
the acquisitions were expensed as incurred.

The Company records impairment losses on hotel properties used in operations if indicators of impairment are
present, and the sum of the undiscounted cash flows estimated to be generated by the respective properties over their
estimated remaining useful life, based on historical and industry data, is less than the properties’ carrying amount.
Indicators of impairment include a property with current or potential losses from operations, when it becomes more
likely than not that a property will be sold before the end of its previously estimated useful life or when events,
trends, contingencies or changes in circumstances indicate that a triggering event has occurred and an asset’s
carrying value may not be recoverable. The Company monitors its properties on an ongoing basis by analytically
reviewing financial performance and considers each property individually for purposes of reviewing for indicators
of impairment. As many indicators of impairment are subjective, such as general economic and market declines, the
Company also prepares an annual recoverability analysis for each of its properties to assist with its evaluation of
impairment indicators. The analysis compares each property’s net book value to each property’s estimated operating
income using current operating results for each stabilized property and projected stabilized operating results based
on the property’s market for properties that recently opened, were recently renovated or experienced other short-term
business disruption. The Company’s planned initial hold period for each property is generally 39 years. If events or
circumstances change, such as the Company’s intended hold period for a property or if the operating performance of a
property declines substantially for an extended period of time, the Company’s carrying value for a particular property
may not be recoverable, and an impairment loss will be recorded. Impairment losses are measured as the difference
between the asset’s fair value and its carrying value. The Company’s ongoing analyses and annual recoverability
analyses have not identified any impairment losses other than the losses on impairment of three properties recorded in
2018, three properties recorded in 2017 and one property recorded in 2016 totaling approximately $3.1 million, $45.9
million and $5.5 million, respectively, as discussed in Note 3.

Assets Held for Sale

The Company classifies assets as held for sale when a binding agreement to sell the property has been signed
under which the buyer has committed a significant amount of nonrefundable cash, no significant contingencies exist
which could prevent the transaction from being completed in a timely manner, and the sale is expected to close within
one year. If these criteria are met, the Company will cease recording depreciation and will record an impairment
charge if the fair value less costs to sell is less than the carrying amount of the disposal group. The Company will
generally classify the impairment charge, together with the related operating results, as continuing operations in the
Company’s consolidated statements of operations and classify the assets and related liabilities as held for sale in
the Company’s consolidated balance sheets. If the Company’s plan of sale changes and the Company subsequently
decides not to sell a property that is classified as held for sale, the property will be reclassified as held and used in the
period the change occurs. As of December 31, 2018 and 2017, the Company did not have any assets classified as held
for sale.

Revenue Recognition

Revenues consist of amounts derived from hotel operations, including room sales, food and beverage sales,
and other hotel revenues, and are presented on a disaggregated basis in the Company’s consolidated statements of
operations. The Company recognizes hotel operating revenue when guestrooms are occupied, services have been
provided or fees have been earned. Revenues are recorded net of any sales, occupancy or other taxes collected
from customers on behalf of third parties. Room revenue is recognized when the Company’s hotels satisfy their
performance obligation of providing a hotel room. The hotel reservation defines the terms of the agreement including
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an agreed-upon rate and length of stay. Food and beverage revenue is recognized at the time the food or beverage

is purchased by and provided to the customer. Other operating revenue is recognized at the time when the goods or
services are provided to the customer or when the performance obligation is satisfied. Payment is due at the time that
goods or services are rendered or billed. For room revenue, payment is typically due and paid in full at the end of
the stay with some customers prepaying for their rooms prior to the stay. Payments received from a customer prior to
arrival are recorded as an advance deposit and are recognized as revenue at the time of occupancy. See “Accounting
Standards Recently Adopted” below for further discussion of revenue recognition.

Comprehensive Income

Comprehensive income includes net income and other comprehensive income, which is comprised of unrealized
gains or losses resulting from hedging activity.

Net Income Per Common Share

Basic net income per common share is computed based upon the weighted average number of shares outstanding
during the year. Diluted net income per common share is calculated after giving effect to all potential common shares
that were dilutive and outstanding for the year. Basic and dilutive net income per common share were the same for
each of the years presented.

Income Taxes

The Company is operated as, and has elected to be taxed as, a REIT under Sections 856 to 860 of the Internal
Revenue Code. Earnings and profits, which will determine the taxability of distributions to sharcholders, will differ
from income reported for financial reporting purposes primarily due to the differences for federal income tax purposes
in the carrying value (basis) of the investment in properties and estimated useful lives used to compute depreciation,
transaction and litigation costs (reimbursements), straight-line ground lease expense, amortization of favorable and
unfavorable leases, loss on impairment of depreciable real estate assets and gain (loss) on sale of real estate assets.
The characterization of 2018 paid distributions of $1.20 per share for tax purposes was 84% ordinary income and 16%
return of capital, 2017 paid distributions of $1.20 per share for tax purposes was 94% ordinary income and 6% return
of capital, and 2016 paid distributions of $1.20 per share for tax purposes was 76% ordinary income and 24% return
of capital.

The Lessee, as a taxable REIT subsidiary of the Company, is subject to federal and state income taxes. Due
to historical cumulative operating losses, the taxable REIT subsidiary did not incur federal income tax for the three
years ended December 31, 2018 and recorded a valuation allowance against the entire deferred asset for all periods
presented. The total net operating loss carry forward for federal income tax purposes was approximately $94 million
as of December 31, 2018, $95 million as of December 31, 2017 and $94 million as of December 31, 2016. The net
operating losses expire beginning in 2028. There are no material differences between the book and tax cost basis
of the Company’s assets and liabilities, except for the carrying value (basis) of the investment in properties. The
Company’s income tax expense as shown in the consolidated statements of operations primarily includes franchise
and income taxes at the state jurisdiction level, which do not have any associated material deferred taxes.

As of December 31, 2018, the tax years that remain subject to examination by major tax jurisdictions generally
include 2015-2018.

On December 22, 2017, the Tax Cuts and Jobs Act (the “Act”) was signed into law and became effective as
of January 1, 2018. The legislation significantly changed U.S. federal tax law by, among other things, lowering the
corporate tax rate to a flat rate of 21%, repealing the corporate alternative minimum tax and implementing limitations
on net operating loss carryovers and the deduction of net interest expense. Based on the Company’s 2018 assessment,
none of the changes instituted by the Act had a material impact on the Company’s consolidated financial statements.

Sales and Marketing Costs
Sales and marketing costs are expensed when incurred. These costs represent the expense for franchise

advertising and reservation systems under the terms of the hotel management and franchise agreements and general
and administrative expenses that are directly attributable to advertising and promotion.
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Use of Estimates

The preparation of the financial statements in conformity with United States generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in the
consolidated financial statements and accompanying notes. Actual results could differ from those estimates.

Reclassifications

Certain prior year amounts in the consolidated financial statements have been reclassified to conform to the current
year presentation with no effect on previously reported net income or sharcholders’ equity. Effective November 5, 2018,
the Securities and Exchange Commission (“SEC”) eliminated Rule 3-15(a)(1) of Regulation S-X which had required
REITs to present gains and losses on the sale of real estate outside of operating income in the consolidated statements of
operations. As a result, the Company has included gain (loss) on sale of real estate that is not a discontinued operation as
a component of operating income in accordance with Accounting Standards Codification (“ASC”) Topic 360, Property,
Plant and Equipment.

Accounting Standards Recently Adopted

In May 2014, the Financial Accounting Standards Board (“FASB”) issued ASU No. 2014-09, Revenue from
Contracts with Customers (Topic 606). The core principle of the new standard is that revenue should be recognized to
depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which
the entity expects to be entitled in exchange for those goods or services. The Company adopted this standard as of
January 1, 2018 using the modified retrospective approach. The Company evaluated each of its revenue streams under
the new standard and concluded that the adoption of this standard did not impact the amount or timing of revenue
recognition in the Company’s consolidated financial statements. The Company also considered and determined that
presenting revenue disaggregated by rooms, food and beverage, and other in its consolidated statements of operations
and comprehensive income reflects the nature and timing of its significant revenue streams and has reclassified prior
period amounts to conform to the current period presentation.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230), Classification
of Certain Cash Receipts and Cash Payments, which is intended to reduce diversity in practice in how certain
transactions are classified in the statement of cash flows. The Company adopted this standard as of January 1, 2018,
and the adoption did not have a material impact on the Company’s consolidated financial statements and related
disclosures.

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230), Restricted
Cash, which is intended to reduce diversity in practice in the classification and presentation of changes in restricted
cash in the statement of cash flows. Under this standard, restricted cash and restricted cash equivalents are included
with cash and cash equivalents when reconciling the beginning of period and end of period total amounts shown
in the statements of cash flows. The Company adopted this standard as of January 1, 2018. Amounts included in
restricted cash on the Company’s consolidated balance sheets are now included with cash and cash equivalents in the
Company’s consolidated statements of cash flows for all periods presented. The adoption of this standard required
retrospective revision to the statements of cash flows for the years ended December 31, 2017 and 2016. Other than the
reclassification of restricted cash balances and activity in the statements of cash flows, the adoption of the standard
did not have an impact on the Company’s consolidated financial statements and related disclosures.

In February 2017, the FASB issued ASU No. 2017-05, Other Income—Gains and Losses from the Derecognition
of Nonfinancial Assets (Subtopic 610-20), Clarifying the Scope of Asset Derecognition Guidance and Accounting
for Partial Sales of Nonfinancial Assets, which clarifies the scope of ASC Subtopic 610-20 and adds guidance for
the derecognition of nonfinancial assets, including partial sales. The provisions of this standard must be applied at
the same time as the adoption of ASU No. 2014-09. The Company adopted this standard as of January 1, 2018 using
the modified retrospective approach. The adoption of this standard did not have a material impact on the Company’s
consolidated financial statement and related disclosures.

In August 2017, the FASB issued ASU No. 2017-12, Derivatives and Hedging (Topic 815), Targeted
Improvements to Accounting for Hedging Activities, which amends the hedge accounting model to enable entities
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to better portray their risk management activities in their financial statements and enhance the transparency and
understandability of hedging activity. The standard simplifies the application of hedge accounting and reduces

the administrative burden of hedge documentation requirements and assessing hedge effectiveness. The standard

is effective for annual and interim periods beginning after December 15, 2018 with early adoption permitted. The
Company adopted this standard on January 1, 2018 using the modified retrospective approach. The adoption of this
standard did not have a material impact on the Company’s consolidated financial statements and related disclosures.

Accounting Standards Recently Issued

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which amends the existing
accounting standards for lease accounting, including requiring lessees to recognize most leases on their balance
sheets as right-of-use assets and lease liabilities, as well as making targeted changes to lessor accounting. Leases
will be classified as either finance or operating, with classification affecting the pattern of expense recognition in
the income statement. Leases with a term of 12 months or less will be accounted for similar to the previous guidance
for operating leases. The standard requires a modified retrospective transition approach for all leases existing at,
or entered into after, the date of initial application, with an option to use certain transition relief. In January 2018,
the FASB issued ASU No. 2018-01, Leases (Topic 842), Land Easement Practical Expedient for Transition to Topic
842, which provides further transition relief by including an option to not evaluate land easements that exist or have
expired prior to the date of adoption of Topic 842 and that were not previously accounted for as leases under Topic
840. In July 2018, the FASB issued ASU No. 2018-10, Codification Improvements to Topic 842, Leases, which
includes amendments that affect narrow aspects of the guidance issued in ASU No. 2016-02, and ASU No. 2018-

11, Leases (Topic 842), Targeted Improvements, which gives entities another option for transition and provides lessors
with a practical expedient. Under ASU No. 2018-11, entities are provided an additional (and optional) transition
method, which the Company elected, to adopt Topic 842 by recognizing a cumulative-effect adjustment to the opening
balance of retained earnings for the effects of initially applying Topic 842 in the period of adoption. Consequently, an
entity’s reporting for periods presented prior to adoption of the new lease requirements in the consolidated financial
statements would continue in accordance with current GAAP, Leases (Topic 840), including disclosures. In December
2018, the FASB issued ASU No. 2018-20, Leases (Topic 842), Narrow-Scope Improvements for Lessors, which
clarifies the accounting by lessors for taxes collected from lessees, certain lessor costs either paid by lessees directly
to third parties or paid by the lessor and reimbursed by the lessee, and variable payments received by lessors for
contracts with lease and nonlease components. The standard is effective for annual and interim periods beginning after
December 15, 2018 with early adoption permitted.

The Company adopted this standard effective January 1, 2019, electing to recognize and measure its leases
prospectively at the beginning of the period of adoption through a cumulative-effect adjustment to shareholders’
equity, without restating the presentation of periods prior to the effective date. The Company has elected to apply
certain practical expedients allowed under the standard including (i) to use hindsight in determining the term as well
as assessing the impairment of its existing leases, (ii) to not assess whether existing land easements not previously
accounted for as leases are, or contain leases, and (iii) to not evaluate short-term leases. The Company has elected
not to apply the package of practical expedients under the standard which would have allowed the Company to
not reassess at the date of adoption: (i) whether any existing contracts meet the definition of a lease, (ii) the lease
classification for any existing leases, and (iii) the accounting for initial direct costs of any existing leases. The
Company is the lessee on certain ground leases and hotel equipment leases, which represents a majority of the
Company’s current operating lease payments, and will record right of use assets and lease liabilities for these leases
under the new standard. The Company is also a lessor in certain retail lease agreements related to its real estate,
however, it does not anticipate any material change to the accounting for these leasing arrangements. The Company
expects to record a right of use asset of between $110 million and $125 million in the first quarter of 2019 for the
present value of the remaining minimum lease payments under the leases, and will also reclassify its intangible assets
for below market leases and intangible liabilities for above market leases to the beginning right of use asset. The
Company also expects to classify four of its ground leases as financing leases under Topic 842. The combined right
of use asset for these leases is anticipated to be between $100 million and $110 million as of January 1, 2019, which
is included in the total range shown above. For these finance leases, the Company will recognize depreciation and
amortization expense and interest and other expense, net in the Company’s consolidated statements of operations,
instead of ground lease expense. While the total expense recognized over the life of a lease will be unchanged, the
timing of expense recognition for finance leases will result in higher expense recognition during the earlier years of
the lease and lower expense during the later years of the lease.
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In August 2018, the FASB issued ASU No. 2018-13, Fair Value Measurement (Topic 820), Disclosure
Framework — Changes to the Disclosure Requirements for Fair Value Measurement, which removes, modifies and
adds fair value disclosure requirements, including a new requirement to disclose the range and weighted average of
significant observable inputs used to develop Level 3 fair value measurements. Certain disclosures are required to be
applied retrospectively and others applied prospectively. This standard is effective for annual and interim reporting
periods beginning after December 15, 2019, with early adoption permitted. The Company expects to adopt this
standard on January 1, 2020. Based on the Company’s assessment, the adoption of this standard is not expected to
have a material impact on the Company’s consolidated financial statements.

Note 2

Merger with Apple REIT Ten, Inc.

Effective September 1, 2016, the Company completed its merger with Apple REIT Ten, Inc. (“Apple Ten”) (the
“merger” or “Apple Ten merger”) which added 56 hotels located in 17 states, with an aggregate of 7,209 rooms, to the
Company’s real estate portfolio. For the purpose of accounting for the transaction, the aggregate value of the merger
consideration paid to Apple Ten shareholders was estimated to be approximately $1.0 billion, and was comprised of
approximately $956.1 million for the issuance of approximately 48.7 million common shares of the Company valued
at $19.62 per share, which was the closing price of the Company’s common shares on August 31, 2016 (the date that
the merger was approved by each company’s respective shareholders), and $93.6 million in cash (including $11.3
million of restricted cash acquired), which was funded through borrowings on the Company’s revolving credit facility.
The Company accounted for the merger in accordance with ASC 805, Business Combinations, therefore all costs
(reimbursements) related to the merger were recorded in the period incurred and included in transaction and litigation
costs (reimbursements) in the Company’s consolidated statements of operations. In connection with the merger,
the Company incurred approximately $29.2 million in merger costs for the year ended December 31, 2016, which
included $25.1 million in net costs related to the Apple Ten merger litigation (consisting of $32.0 million funded by
the Company in January 2017 to settle the litigation, plus approximately $3.1 million in legal costs incurred to defend
the litigation, less $10.0 million in proceeds received from its director and officer insurance carriers in January 2017).
In May 2017, the Company received an additional $2.6 million of reimbursements from its directors and officers
insurance carriers which were included as reductions in transaction and litigation costs (reimbursements) for the year
ended December 31, 2017. Further discussion of the merger litigation settlement is included in Note 14.

As contemplated in the Merger Agreement, in connection with the completion of the merger, the advisory and
related party arrangements with respect to the Company, Apple Ten and Apple Ten’s advisors, as described in more

detail in Note 7, were terminated.

Note 3

Investment in Real Estate
The Company’s investment in real estate consisted of the following (in thousands):

December 31, December 31,

2018 2017
Land........ccooiiii s $ 737,822 % 720,465
Building and Improvements ..........ccccceeeuvvvvvnrernnvnnennnnnns 4,503,728 4,362,929
Furniture, Fixtures and Equipment ...........cccccccvvvvvvnnnns 471,399 428,734
FranchiSe FEes....ooooiiviiiiiiiiiiiiiiiee e 13,354 12,315

5,726,303 5,524,443
Less Accumulated Depreciation ...........ccccccuevvvernrnnnnnns (909,893) (731,284)
Investment in Real Estate, net.........ccccoeeeeeiiiiiiiiinnnnnnn... $ 4816410 $ 4.793.159

As of December 31, 2018, the Company owned 241 hotels with an aggregate of 30,812 rooms located in 34
states.

The Company leases all of its hotels to its wholly-owned taxable REIT subsidiary (or a subsidiary thereof) under
master hotel lease agreements.
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2018 and 2017 Acquisitions

During 2018, the Company acquired five hotels. The following table sets forth the location, brand, manager, date
acquired, number of rooms and gross purchase price for each hotel acquired during 2018. All dollar amounts are in
thousands.

Date Gross Purchase
City State Brand Manager Acquired Rooms Price (1)

Atlanta/Downtown ............... GA Hampton McKibbon 2/5/2018 119 $ 24,000
Memphis .........ooeeeeeeeeenennnnn. TN Hampton Crestline 2/5/2018 144 39,000
PhoenixX......cooccuvveeeeieinnnnnnn. AZ Hampton North Central 5/2/2018 210 44,300
Atlanta/Perimeter Dunwoody GA Hampton LBA 6/28/2018 132 29,500
Jacksonville ..................... FL Hyatt Place LBA 12/7/2018 127 15,400
732§ 152,200

(I)  The gross purchase price excludes transaction costs.

During 2017, the Company acquired six hotels. The following table sets forth the location, brand, manager, date
acquired, number of rooms and gross purchase price for each hotel acquired during 2017. All dollar amounts are in
thousands.

Date Gross Purchase
City State Brand Manager Acquired Rooms Price (1)

Fort Worth............................ X Courtyard LBA 2/2/2017 124§ 18,034
Birmingham (2).................... AL Hilton Garden Inn LBA 9/12/2017 104 19,162
Birmingham (2)................... AL Home?2 Suites LBA 9/12/2017 106 19,276
Portland .............c, ME Residence Inn Pyramid 10/13/2017 179 55,750
Salt Lake City .......cvvvvvvvvnnnnns uT Residence Inn Huntington 10/20/2017 136 25,500
Anchorage...............ceeeeenn. AK Home?2 Suites Stonebridge 12/1/2017 135 24,048
784 § 161,770

(1)  The gross purchase price excludes transaction costs.

(2)  The hotels in Birmingham, AL are part of an adjoining dual-branded complex located on the same site.

The Company used borrowings under its revolving credit facility to purchase each of these hotels. The
acquisitions of these hotel properties were accounted for as an acquisition of a group of assets, with costs incurred to
effect the acquisition, which were not significant, capitalized as part of the cost of the assets acquired. For the five
hotels acquired during 2018, the amount of revenue and operating income included in the Company’s consolidated
statement of operations from the date of acquisition through December 31, 2018 was approximately $20.1 million
and $5.3 million, respectively. For the six hotels acquired during 2017, the amount of revenue and operating income
included in the Company’s consolidated statement of operations from the date of acquisition through December 31,
2017 was approximately $8.9 million and $1.4 million, respectively.

Loss on Impairment of Depreciable Real Estate Assets

During the years ended December 31, 2018, 2017 and 2016, the Company recorded impairment losses totaling
approximately $3.1 million, $45.9 million and $5.5 million.

During the second quarter of 2018, the Company identified three properties for potential sale: the Columbus,
Georgia SpringHill Suites and TownePlace Suites (the “two Columbus hotels”) and the Springdale, Arkansas
Residence Inn. In May 2018, the Company entered into separate contracts with the same unrelated party for the sale
of the two Columbus hotels. As a result, the Company recognized an impairment loss of approximately $0.5 million
in the second quarter of 2018, representing the difference between the carrying values of the two Columbus hotels
and the contracted sales prices, net of estimated selling costs, which are Level 1 inputs under the fair value hierarchy.
As further discussed in Note 4, the Company completed the sale of the two Columbus hotels in July 2018. As of
June 30, 2018, the Company had committed to sell the Springdale, Arkansas Residence Inn and received offers from
unrelated parties that it was pursuing at that time. Due to the change in the anticipated hold period for this hotel, the
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Company reviewed the estimated undiscounted cash flows to be generated by the property and determined that the
undiscounted cash flows were less than its carrying value. As a result, the Company recognized an impairment loss
of approximately $2.6 million in the second quarter of 2018 to adjust the basis of this property to its estimated fair
value, which was based on the previous offers received, net of estimated selling costs, which is a Level 2 input under
the fair value hierarchy. As further discussed in Note 4, the Company completed the sale of the Springdale, Arkansas
Residence Inn in November 2018.

The two Columbus hotels were previously identified for potential sale during the first quarter of 2017, at which
time the Company recognized an impairment loss of approximately $7.9 million to adjust the bases of these properties
to their estimated fair values, which were based on the then contracted sales prices, which were terminated in May
2017, net of estimated selling costs, a Level 1 input under the fair value hierarchy.

During the fourth quarter of 2017, upon finalizing its 2018 property level budgets and experiencing delays and
increased costs in leasing the property’s retail rental space, the Company identified indicators of impairment at its
Renaissance hotel in New York, New York, due to declines in the current and forecasted cash flows from the property.
The Company performed a test of recoverability and determined that the carrying value of the hotel exceeded its
estimated undiscounted future cash flows. The shortfall in estimated cash flows were triggered by a combination
of (a) declines in existing and forecasted hotel market conditions in New York, (b) new supply in the market and (c)
the loss of retail tenants and the extended period of time and incremental costs it has taken and is anticipated to take
to re-lease the available retail space. Upon concluding that the carrying cost exceeded the estimated undiscounted
future cash flows, the Company adjusted the carrying value of the hotel (approximately $40 million as of December
31, 2017) to its estimated fair market value (approximately $2 million as of December 31, 2017), resulting in an
impairment loss of approximately $38.0 million. The Company engaged a third party to assist with the analysis of
the fair market value. The fair market value of the hotel was estimated by using the income and market approaches,
as applicable, as outlined under ASC 820, using both observable market data (categorized as Level 2 inputs under the
fair value hierarchy) and unobservable inputs that reflect the Company’s own internal assumptions and calculations
(categorized as Level 3 inputs under the fair value hierarchy). Under the income approach, the fair value estimate
was calculated from discounted cash flow analysis, using expected future cash flows based on stabilized room
revenue growth rates of 0% to 4.5%, estimated discount rates of approximately 8.5% to 10.0% and other market
considerations.

During the third quarter of 2016, the Company identified two properties for potential sale: the Dallas, Texas
Hilton hotel and the Chesapeake, Virginia Marriott hotel. In October 2016, the Company entered into separate
contracts for the sale of these properties. Due to the change in the anticipated hold period for each of these hotels, the
Company reviewed the estimated undiscounted cash flows generated by each property (including its sale price, net of
estimated selling costs) and determined that the Chesapeake, Virginia Marriott’s estimated undiscounted cash flows
were less than its carrying value; therefore the Company recognized an impairment loss of approximately $5.5 million
in the third quarter of 2016 to adjust the basis of this property to its estimated fair value, which was based on the
original contracted sale price, net of broker commissions and other estimated selling costs, a Level 1 input under the
fair value hierarchy. As further discussed in Note 4, the Chesapeake, Virginia Marriott was sold in December 2016
and the Dallas, Texas Hilton was sold in April 2017.

Note 4

Dispositions and Hotel Sale Contracts
2018 Dispositions

In May 2018, the Company entered into separate purchase and sale agreements with the same unrelated party for
the sale of its 89-room SpringHill Suites and its 86-room TownePlace Suites hotels in Columbus, Georgia for a total
combined gross sales price of $10.0 million. As discussed in Note 3, during the second quarter of 2018, the Company
recognized an impairment loss of approximately $0.5 million to adjust the bases of these properties to their estimated
fair values, which were based on the contracted sales prices, net of estimated selling costs. On July 13, 2018, the
Company completed the sale of the hotels. There was no gain or loss on the sale of these hotels.

In September 2018, the Company entered into separate purchase and sale agreements with an unrelated party for
the sale of its 72-room Springdale, Arkansas Residence Inn for a gross sales price of approximately $5.8 million. As
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discussed in Note 3, during the second quarter of 2018, the Company recognized an impairment loss of approximately
$2.6 million to adjust the basis of this property to its estimated fair value, which was based on the offers received

at that time, net of estimated selling costs. On November 29, 2018, the Company completed the sale of the hotel,
resulting in a gain of approximately $0.2 million, which is included in the Company’s consolidated statement of
operations for the year ended December 31, 2018.

2017 Dispositions

In December 2016, the Company entered into a purchase and sale agreement with an unrelated party for the
sale of its 224-room Hilton hotel in Dallas, Texas for a gross sales price of approximately $56.1 million, as amended.
On April 20, 2017, the Company completed the sale resulting in a gain of approximately $16.0 million, which is
included in the Company’s consolidated statement of operations for the year ended December 31, 2017. The hotel had
a carrying value totaling approximately $39.0 million at the date of sale. Under the contract, at closing, the mortgage
loan secured by the Dallas, Texas Hilton hotel was assumed by the buyer with the buyer receiving a credit for the
amount assumed, which was approximately $27.1 million at the date of sale.

In June 2017, the Company entered into a purchase and sale agreement with an unrelated party for the sale of
its 316-room Marriott hotel in Fairfax, Virginia, acquired by the Company in the merger with Apple Ten in September
2016, for a gross sales price of $41.5 million, as amended. On October 5, 2017, the Company completed the sale,
resulting in a gain of approximately $0.3 million, which is included in the Company’s consolidated statement of
operations for the year ended December 31, 2017. The hotel had a carrying value totaling approximately $40.6 million
at the date of sale.

2016 Dispositions

In October 2016, the Company entered into a purchase and sale agreement with an unrelated party for the sale
of its 226-room Marriott hotel in Chesapeake, Virginia, for a gross sales price of approximately $9.9 million, as
amended. As discussed in Note 3, during the third quarter of 2016, the Company recognized an impairment loss of
$5.5 million to adjust the basis of this property to its estimated fair value, which was based on the original contracted
sale price, net of estimated selling costs. On December 6, 2016, the Company completed the sale, resulting in a loss
of approximately $0.2 million, which is included in the Company’s consolidated statement of operations for the year
ended December 31, 2016.

The Company’s consolidated statements of operations include operating loss, excluding gain (loss) on sale

of real estate, of approximately $(2.7) million, $(4.8) million and $(0.8) million for the years ended December 31,
2018, 2017 and 2016, respectively, relating to the results of operations of the six hotels noted above for the period
of ownership. The sale of these properties does not represent a strategic shift that has, or will have, a major effect
on the Company’s operations and financial results, and therefore the operating results for the period of ownership of
these properties are included in income from continuing operations for the three years ended December 31, 2018, as
applicable. The net proceeds from the sales were used to pay down borrowings on the Company’s revolving credit
facility.

Hotel Sale Contracts

In August 2018, the Company entered into a purchase and sale agreement with an unrelated party for the sale
of 16 of its hotels for a gross sales price of $175 million. This contract was terminated in February 2019 and the
Company entered into two purchase and sale agreements with the same unrelated party for the sale of a total of nine
properties for a total combined gross sales price of $95 million. The Company holds a non-refundable deposit of $7
million on these contracts. If the closings occur, these sales are expected to be completed in the first half of 2019. The
net proceeds from the sales will be used to pay down borrowings on the Company’s revolving credit facility.
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Note 5

Debt
Summary
As of December 31, 2018 and 2017, the Company’s debt consisted of the following (in thousands):

December 31, December 31,

2018 2017
Revolving credit facility.........coooeeeioiiiiiiiiiiiiiiiiiiiiis $ 268,800 § 106,900
Term 10ans, Net...........oeeiiiiiieeiiiiiee e 653,382 656,279
Mortgage debt, net .........oooeiiiiiiiiii 490,060 459.017
Debt, Nt .ooeiiiiiiii § 1412242 § 1,222,196

The aggregate amounts of principal payable under the Company’s total debt obligations as of December
31, 2018 (including the revolving credit facility, term loans and mortgage debt), for the five years subsequent to
December 31, 2018 and thereafter are as follows (in thousands):

20T et $ 33,805
2020 ettt et e e 28,349
20271 et 47,586
2022 e e 378,052
2023 e et 295,616
TRETCATTET ...ooiiiiiiiiii e 634,165
1,417,573
Unamortized fair value adjustment of assumed debt..............cccccceenninn 3,428
Unamortized debt issuance costs related to term loans and mortgage debt (8,759)
TOAL. et §  1.412,242

The Company uses interest rate swaps to manage its interest rate risks on a portion of its variable-rate
debt. Throughout the terms of these interest rate swaps, the Company pays a fixed rate of interest and receives
a floating rate of interest equal to the London Inter-Bank Offered Rate for a one-month term (“one-month
LIBOR”). The swaps are designed to effectively fix the interest payments on variable-rate debt instruments. See Note
6 for more information on the interest rate swap agreements. The Company’s total fixed-rate and variable-rate debt,
after giving effect to its interest rate swaps, is set forth below. All dollar amounts are in thousands.

December 31, December 31,
2018 Percentage 2017 Percentage
Fixed-rate debt V... $ 1,046,273 74% $ 1,014,935 83%
Variable-rate debt @................ccccocooiii 371,300 26% 209,400 17%
TOtAL. e $ 1,417,573 $ 1,224,335
Weighted-average interest rate of debt............ 3.74% 3.64%

(I)  Fixed-rate debt includes the portion of variable-rate debt where the interest payments have been effectively
fixed by interest rate swaps as of the respective balance sheet date. See Note 6 for more information on the
interest rate swap agreements.

(2) The Company has three forward interest rate swaps that begin in 2019 and 2020 that will effectively fix
the interest rate on an additional $125 million of the Company's variable rate debt. See Note 6 for more
information on the interest rate swap agreements.

Revolving Credit Facility and Term Loans

$850 Million Credit Facility

Prior to the Company’s refinancing of the facility in July 2018, the Company utilized an unsecured “$965
million credit facility” comprised of (i) a $540 million revolving credit facility with a maturity date of May 18, 2019
and (i) a $425 million term loan facility with a maturity date of May 18, 2020, consisting of three term loans, all
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funded during 2015 (the “$425 million term loans™). On July 27, 2018, the Company entered into an amendment

and restatement of its $965 million credit facility, reducing the borrowing capacity to $850 million and extending

the maturity dates (the “$850 million credit facility””). The $850 million credit facility is comprised of (i) a $425
million revolving credit facility with an initial maturity date of July 27, 2022 and (ii) a $425 million term loan facility
consisting of two term loans: a $200 million term loan with a maturity date of July 27, 2023, and a $225 million term
loan with a maturity date of January 31, 2024, both funded at closing (the “$425 million term loan facility”). At
closing, the Company repaid the outstanding $425 million term loans under the $965 million credit facility with the
proceeds from the $425 million term loan facility under the $850 million credit facility and borrowed approximately
$196 million under the $425 million revolving credit facility to repay the outstanding balance on the $540 million
revolving credit facility and to pay closing costs. Subject to certain conditions including covenant compliance and
additional fees, the $425 million revolving credit facility maturity date may be extended up to one year. The Company
may make voluntary prepayments in whole or in part, at any time. Interest payments on the $850 million credit
facility are due monthly and the interest rate, subject to certain exceptions, is equal to an annual rate of the one-month
LIBOR plus a margin ranging from 1.35% to 2.25%, depending upon the Company’s leverage ratio, as calculated
under the terms of the credit agreement. The Company is also required to pay quarterly an unused facility fee at

an annual rate of 0.20% or 0.25% on the unused portion of the $425 million revolving credit facility, based on the
amount of borrowings outstanding during the quarter.

$225 Million Term Loan Facility

Prior to the Company’s refinancing of the facility in August 2018, the Company utilized an unsecured $150
million term loan facility (the “$150 million term loan facility”) consisting of a $50 million term loan with a maturity
date of April 8, 2021 and a $100 million term loan with a maturity date of April 8, 2023 (the “$150 million term
loans”), both funded during 2016. Net proceeds from the $150 million term loans were used to pay down outstanding
borrowings on the Company’s revolving credit facility. On August 2, 2018, the Company entered into an amendment
and restatement of its $150 million term loan facility, increasing the borrowing capacity to $225 million and extending
the maturity dates (the “$225 million term loan facility”). The $225 million term loan facility is comprised of (i) a
$50 million term loan with a maturity date of August 2, 2023, which was funded at closing, and (ii) a $175 million
term loan with a maturity date of August 2, 2025, of which $100 million was drawn at closing and the remaining
$75 million was drawn on January 29, 2019. At closing, the Company repaid the $150 million term loans under the
$150 million term loan facility. The credit agreement contains requirements and covenants similar to the Company’s
$850 million credit facility. The Company may make voluntary prepayments in whole or in part, at any time, subject
to certain conditions. Interest payments on the $225 million term loan facility are due monthly and the interest rate,
subject to certain exceptions, is equal to an annual rate of the one-month LIBOR plus a margin ranging from 1.35% to
2.50%, depending upon the Company’s leverage ratio, as calculated under the terms of the credit agreement.

$85 Million Term Loan

On July 25, 2017, the Company entered into an unsecured $85 million term loan with a syndicate of commercial
banks, with a maturity date of July 25, 2024 (the “$85 million term loan” and, together with the $850 million credit
facility and the $225 million term loan facility, the “credit facilities”). Net proceeds from the $85 million term loan
were used to pay down outstanding borrowings on the Company’s revolving credit facility. Although no material terms
were changed, the credit agreement was amended and restated in August 2018 as a result of the refinancings noted
above. The amended and restated credit agreement contains requirements and covenants similar to the Company’s
$850 million credit facility. The Company may make voluntary prepayments in whole or in part, at any time, subject
to certain conditions. Interest payments on the $85 million term loan are due monthly and the interest rate is equal to
an annual rate of the one-month LIBOR plus a margin ranging from 1.80% to 2.60%, depending upon the Company’s
leverage ratio, as calculated under the terms of the credit agreement.
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As of December 31, 2018 and 2017, the details of the Company’s revolving credit facility and term loans were
as set forth below. All dollar amounts are in thousands.

December 31, 2018 December 31, 2017
Maturity Outstanding Outstanding
Date Balance Interest Rate Balance Interest Rate
Revolving credit facility ¥ ........... 7/27/2022 $ 268,800 LIBOR +1.40%-225% $ 106,900 LIBOR + 1.55% -2.30%
Term loans
$200 million term loan.............. 7/27/2023 200,000 LIBOR + 1.35% -2.20% - n/a
$225 million term loan 1/31/2024 225,000 LIBOR + 1.35% -2.20% - n/a
$425 million term loans............. repaid 7/27/18 - n/a 425,000 LIBOR +1.50% - 2.25%
$50 million term loan................ 8/2/2023 50,000 LIBOR + 1.35% -2.20% - n/a
$175 million term loan 8/2/2025 100,000 LIBOR + 1.65% - 2.50% - n/a
$50 million term loan................ repaid 8/2/18 - n/a 50,000 LIBOR +1.45% -2.20%
$100 million term loan.............. repaid 8/2/18 - n/a 100,000 LIBOR + 1.80% - 2.60%
$85 million term loan 7/25/2024 85,000 LIBOR + 1.80% - 2.60% 85,000 LIBOR + 1.80% - 2.60%
Term loans at stated value..............cccocoeveeeneenne.. 660,000 660,000
Unamortized debt issuance costs ..................... (6,618) (3,721)
Term loans, Net..........ccoeevviieiiieiiieeieceeeeeee. 653,382 656,279
Revolving credit facility and term loans, net(V®  § 922,182 3.37% $ 763,179 3.14%

(1)  Excludes unamortized debt issuance costs related to the revolving credit facility totaling approximately $3.6
million and $1.7 million as of December 31, 2018 and 2017, respectively, which are included in other assets,
net in the Company's consolidated balance sheets.

(2) Interest rate represents the weighted-average effective annual interest rate at the balance sheet date which
includes the effect of interest rate swaps in effect on $557.5 million of the outstanding variable-rate debt for
each respective year. See Note 6 for more information on the interest rate swap agreements. The one-month
LIBOR at December 31, 2018 was 2.50%.

The credit agreements governing the credit facilities contain mandatory prepayment requirements, customary
affirmative covenants, negative covenants and events of default. The credit agreements require that the Company
comply with various covenants, which include, among others, a minimum tangible net worth, maximum debt limits,
minimum interest and fixed charge coverage ratios and restrictions on certain investments. The credit agreements
contain the following financial and restrictive covenants (capitalized terms are defined in the credit agreements).

*  Aratio of Consolidated Total Indebtedness to Consolidated EBITDA of not more than 6.50 to 1.00 (subject to a
higher amount in certain circumstances);

e Aratio of Consolidated Secured Indebtedness to Consolidated Total Assets of not more than 45%;

* A minimum Consolidated Tangible Net Worth of approximately $3.2 billion (plus an amount equal to 75% of
the Net Cash Proceeds from issuances and sales of Equity Interests occurring after the Closing Date, subject to
adjustment);

*  Aratio of Adjusted Consolidated EBITDA to Consolidated Fixed Charges of not less than 1.50 to 1.00 for the
trailing four full quarters;

*  Aratio of Unencumbered Adjusted NOI to Consolidated Implied Interest Expense for Consolidated Unsecured
Indebtedness of not less than 2.00 to 1.00 for the trailing four full quarters;

*  Aratio of Consolidated Unsecured Indebtedness to Unencumbered Asset Value of not more than 60% (subject
to a higher level in certain circumstances); and

» Aratio of Consolidated Secured Recourse Indebtedness to Consolidated Total Assets of not more than 10%.

The Company was in compliance with the applicable covenants at December 31, 2018.
Mortgage Debt

As of December 31, 2018, the Company had approximately $488.8 million in outstanding mortgage debt secured
by 31 properties, with maturity dates ranging from June 2020 to January 2038, stated interest rates ranging from
3.55% to 6.25% and effective interest rates ranging from 3.55% to 4.97%. The loans generally provide for monthly
payments of principal and interest on an amortized basis and defeasance or prepayment penalties if prepaid. The
following table sets forth the hotel properties securing each loan, the interest rate, loan assumption or origination
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date, maturity date, the principal amount assumed or originated, and the outstanding balance prior to any fair value
adjustments or debt issuance costs as of December 31, 2018 and 2017 for each of the Company’s debt obligations. All
dollar amounts are in thousands.

Loan
Assumption Outstanding  Outstanding
or Principal  balance as of balance as of
Interest Origination  Maturity Assumed or December 31, December 31,
Location Brand Rate (1) Date Date Originated 2018 2017
San Juan Capistrano, CA............. Residence Inn 4.15% 9/1/2016 6/1/2020 $ 16,210 § 15431 $§ 15,774
Colorado Springs, CO................. Hampton 6.25%  9/1/2016  7/6/2021 7,923 7,617 7,754
Franklin, TN .........cccoevvevvrenennen. Courtyard 6.25% 9/1/2016 8/6/2021 14,679 14,115 14,368
Franklin, TN.........cccooviiiiei, Residence Inn 6.25%  9/1/2016 8/6/2021 14,679 14,115 14,368
Grapevine, TX.......coceverenerenenne Hilton Garden Inn  4.89% 8/29/2012  9/1/2022 11,810 10,101 10,412
Collegeville/Philadelphia, PA ..... Courtyard 4.89% 8/30/2012 9/1/2022 12,650 10,820 11,152
Hattiesburg, MS .........cccovvevennne Courtyard 5.00%  3/1/2014  9/1/2022 5,732 5,058 5,212
Rancho Bernardo/San Diego, CA Courtyard 5.00%  3/1/2014 9/1/2022 15,060 13,289 13,692
Kirkland, WA .......cccooovviiee, Courtyard 5.00%  3/1/2014 9/1/2022 12,145 10,717 11,042
Seattle, WA.......ccooeeeieiieieeeiens Residence Inn 4.96% 3/1/2014 9/1/2022 28,269 24,928 25,687
Anchorage, AK ......ccccoovevvniennnne Embassy Suites 4.97% 9/13/2012 10/1/2022 23,230 19,957 20,560
Somerset, NJ .....ooooviiviiiiieeen, Courtyard 4.73%  3/1/2014 10/6/2022 8,750 7,692 7,932
Tukwila, WA ......coooeeieiieeeen Homewood Suites 4.73%  3/1/2014 10/6/2022 9,431 8,291 8,549
Prattville, AL.......ccceeeveeereenene.. Courtyard 4.12%  3/1/2014  2/6/2023 6,596 5,754 5,943
Huntsville, AL......c..ccoevvrenenen. Homewood Suites 4.12%  3/1/2014  2/6/2023 8,306 7,246 7,483
San Diego, CA .....ccoevevveerenne. Residence Inn 3.97%  3/1/2014 3/6/2023 18,600 16,198 16,733
Miami, FL ..o, Homewood Suites 4.02%  3/1/2014  4/1/2023 16,677 14,547 15,022
Syracuse, NY ..cccoevvvierenienne. Courtyard 4.75% 10/16/2015  8/1/2024 (2) 11,199 10,357 10,637
Syracuse, NY ...cccevvviererienne. Residence Inn 4.75% 10/16/2015  8/1/2024 (2) 11,199 10,357 10,637
New Orleans, LA ........ccccvveneenee. Homewood Suites 4.36% 7/17/2014 8/11/2024 27,000 24,232 24919
Westford, MA.......cc.oovvvveenene. Residence Inn 4.28% 3/18/2015 4/11/2025 10,000 9,137 9,386
Denver, CO .....coooovvviiiiieeee, Hilton Garden Inn  4.46%  9/1/2016 6/11/2025 34,118 32,198 33,046
Oceanside, CA........ccceeevveeveennn. Courtyard 4.28% 9/1/2016 10/1/2025 13,655 13,077 13,332
Omaha, NE.........cccooovieiieeen, Hilton Garden Inn  4.28%  9/1/2016 10/1/2025 22,682 21,722 22,145
Boise, ID ....ooovviiiieeceeeeeee, Hampton 4.37% 5/26/2016 6/11/2026 24,000 23,015 23,422
Burbank, CA ......ccocovvievieieee Courtyard 3.55% 11/3/2016 12/1/2026 25,564 24,247 24917
San Diego, CA ......cceeveveerennne. Courtyard 3.55% 11/3/2016 12/1/2026 25,473 24,161 24,828
San Diego, CA .....ccvvvevvverenne. Hampton 3.55% 11/3/2016 12/1/2026 18,963 17,986 18,483
Burbank, CA .......ccoveeevveieeene. SpringHill Suites  3.94%  3/9/2018 4/1/2028 28,470 28,018 -
Santa Ana, CA.......ccooeeevveevveennn, Courtyard 3.94%  3/9/2018 4/1/2028 15,530 15,283 -
San Jose, CA .....ccoevvveevvecieeen, Homewood Suites 4.22% 12/22/2017  1/1/2038 30,000 29,107 30,000
$ 528,600 488,773 457,435
Unamortized fair value adjustment of assumed debt 3,428 4,330
Unamortized debt iSSUance Costs ........cccoovvvvevvveeennns (2,141) (2,748)
TOtal ..o $ 490,060 $ 459,017

(1) Interest rates are the rates per the loan agreement. For loans assumed, the Company adjusted the interest rates
per the loan agreement to market rates and is amortizing the adjustments to interest expense over the life of the
loan.

(2) Outstanding principal balance is callable by lender or prepayable by the Company on August 1, 2019.

The total fair value, net premium adjustment for all of the Company’s debt assumptions is being amortized as
a reduction to interest expense over the remaining term of the respective mortgages using a method approximating
the effective interest rate method, and totaled approximately $0.9 million, $0.9 million and $2.3 million for the years
ended December 31, 2018, 2017 and 2016, respectively.

Debt issuance costs related to the assumption or origination of debt are amortized over the period to maturity of
the applicable debt instrument, as an addition to interest expense, and totaled approximately $2.8 million, $2.8 million
and $2.9 million for the years ended December 31, 2018, 2017 and 2016, respectively.

The Company’s interest expense in 2018, 2017 and 2016 is net of interest capitalized in conjunction with hotel
renovations totaling approximately $1.0 million, $1.3 million and $1.6 million, respectively.
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Note 6

Fair Value of Financial Instruments

Except as described below, the carrying value of the Company’s financial instruments approximates fair value
due to the short-term nature of these financial instruments.

Debt

The Company estimates the fair value of its debt by discounting the future cash flows of each instrument
at estimated market rates consistent with the maturity of a debt obligation with similar credit terms and credit
characteristics, which are Level 3 inputs under the fair value hierarchy. Market rates take into consideration general
market conditions and maturity. As of December 31, 2018, both the carrying value and estimated fair value of the
Company’s debt were approximately $1.4 billion. As of December 31, 2017, both the carrying value and estimated
fair value of the Company’s debt were approximately $1.2 billion. Both the carrying value and estimated fair value of
the Company’s debt (as discussed above) is net of unamortized debt issuance costs related to term loans and mortgage
debt for each specific year.

Derivative Instruments

Currently, the Company uses interest rate swaps to manage its interest rate risks on variable-rate debt.
Throughout the terms of these interest rate swaps, the Company pays a fixed rate of interest and receives a floating
rate of interest equal to the one-month LIBOR. The swaps are designed to effectively fix the interest payments on
variable-rate debt instruments. These swap instruments are recorded at fair value and, if in an asset position, are
included in other assets, net, and, if in a liability position, are included in accounts payable and other liabilities
in the Company’s consolidated balance sheets. The fair values of the Company’s interest rate swap agreements
are determined using the market standard methodology of netting the discounted future fixed cash payments and
the discounted expected variable cash receipts, which is considered a Level 2 measurement under the fair value
hierarchy. The variable cash receipts are based on an expectation of future interest rates (forward curves) derived from
observable market interest rate curves. The following table sets forth information for each of the Company’s interest
rate swap agreements outstanding as of December 31, 2018 and 2017. All dollar amounts are in thousands.

Notional
Amount at Swap Fixed Fair Value Asset (Liability)
December 31, Origination Maturity Interest December 31, December 31,
Hedge Type 2018 Date Date Rate 2018 2017

Cash flow hedge............. $ 212,500 5/21/2015  5/18/2020 1.58% $ 2,744 $ 2,033
Cash flow hedge............. 110,000  7/2/2015  5/18/2020 1.62% 1,361 951
Cash flow hedge............. 50,000 4/7/2016  3/31/2021 1.09% 1,519 1,544
Cash flow hedge............. 100,000 4/7/2016  3/31/2023 1.33% 4,477 4,098
Cash flow hedge............. 75,000 5/31/2017  6/30/2024 1.96% 1,905 1,043
Cash flow hedge............. 10,000 8/10/2017  6/30/2024 2.01% 226 109
Cash flow hedge " ........ 50,000 6/1/2018  6/30/2025 2.89% (1,276) -
Cash flow hedge ? ........ 25,000 12/6/2018  6/30/2025 2.75% (379) -
Cash flow hedge @ ........ 50,000 12/7/2018  1/31/2024 2.72% (571) -

$ 682,500 $ 10,006 $ 9,778

(1)  InJune 2018 the Company entered into a forward interest rate swap agreement with a commercial bank, which
beginning January 31, 2019 effectively fixes the interest rate on $50 million of the Company's variable-rate
debt.

(2)  In December 2018 the Company entered into a forward interest rate swap agreement with a commercial
bank, which beginning January 31, 2020 will effectively fix the interest rate on $25 million of the Company's
variable-rate debt.

(3) In December 2018 the Company entered into a forward interest rate swap agreement with a commercial bank,
which beginning May 18, 2020 will effectively fix the interest rate on $50 million of the Company's variable-
rate debt.

69



The Company assesses, both at inception and on an ongoing basis, the effectiveness of its qualifying cash flow
hedges. The Company elected to early adopt ASU No. 2017-12, Derivatives and Hedging (Topic 815), Targeted
Improvements to Accounting for Hedging Activities, on January 1, 2018, using the modified retrospective approach
for all of its hedging relationships that existed as of that date. As a result, effective January 1, 2018, the entire change
in the fair value of the Company’s designated cash flow hedges is recorded to accumulated other comprehensive
income, a component of shareholders’ equity in the Company’s consolidated balance sheets. Prior to January 1, 2018,
changes in fair value on the effective portion of all designated cash flow hedges were recorded to accumulated other
comprehensive income, while changes in fair value on the ineffective portion of all designated cash flow hedges
were recorded to interest and other expense, net in the Company’s consolidated statements of operations. Since
prior to January 1, 2018 there was no material ineffectiveness related to the Company’s outstanding designated cash
flow hedges, the adoption of this standard did not have a material impact on the Company’s consolidated financial
statements.

The following tables present the effect of derivative instruments in cash flow hedging relationships in the
Company’s consolidated statements of operations and comprehensive income for the years ended December 31, 2018,
2017 and 2016 (in thousands):

Net Unrealized Gain Recognized in Other
Comprehensive Income
2018 2017 2016
Interest rate derivatives in cash flow hedging relationships......... $ 2,608 $ 3,021 $ 2,685

Net Unrealized Gain (Loss) Reclassified from
Accumulated Other Comprehensive Income to
Interest and Other Expense, net
2018 2017 2016
Interest rate derivatives in cash flow hedging relationships.......... $ 2,380 $ (2.168) $ (3,961)

Amounts reported in accumulated other comprehensive income will be reclassified to interest and other expense,
net as interest payments are made or received on the Company’s variable-rate derivatives. The Company estimates that
approximately $5.3 million of net unrealized gains included in accumulated other comprehensive income at December
31, 2018 will be reclassified as a decrease to interest and other expense, net within the next 12 months.

Note 7

Related Parties

The Company has, and is expected to continue to engage in, transactions with related parties. These transactions
cannot be construed to be at arm’s length and the results of the Company’s operations may be different if these
transactions were conducted with non-related parties. The Company’s independent members of the Board of Directors
oversee and annually review the Company’s related party relationships (including the relationships discussed in this
section) and are required to approve any significant modifications to the existing relationships, as well as any new
significant related party transactions. The Board of Directors is not required to approve each individual transaction
that falls under the related party relationships. However, under the direction of the Board of Directors, at least one
member of the Company’s senior management team approves each related party transaction. Below is a summary of
the significant related party relationships in effect and transactions that occurred during each of the three years in the
period ended December 31, 2018.

Prior to the Apple Ten merger, Glade M. Knight, Executive Chairman of the Company, was Chairman and Chief
Executive Officer of Apple Ten. Apple Ten’s advisors, Apple Ten Advisors, Inc. (“A10A”) and Apple Realty Group,
Inc. (“ARG”), were wholly owned by Mr. Knight. Mr. Knight is also currently a partner and Chief Executive Officer
of Energy 11 GP, LLC and Energy Resources 12 GP, LLC, which are the respective general partners of Energy 11, L.P.
and Energy Resources 12, L.P. Justin G. Knight, the Company’s President and Chief Executive Officer, and a member
of the Company’s Board of Directors, also served as President of Apple Ten prior to the merger. Mr. Glade M. Knight
is the only member of the Company’s Board of Directors that was also on the Board of Directors of Apple Ten. As
part of the Apple Ten merger transaction, the officers and Executive Chairman of the Company received a combined
3.1 million common shares of the Company and $6.0 million in exchange for their ownership interests in Apple Ten,
including amounts assigned to others.
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Cost Sharing with Related Entities Prior to and After the Apple Ten Merger

Effective September 1, 2016, the Company completed its merger with Apple Ten. In connection with the
completion of the merger, the advisory and related party agreements with respect to the Company, Apple Ten and
Apple Ten’s advisors, A10A and ARG, were terminated effective immediately after the effective time of the merger
on September 1, 2016, and no fees were paid as a result of the termination of these agreements. As a result, effective
September 1, 2016, the Company (including Apple Ten) no longer has any advisory contracts with A10A or ARG.
Prior to the merger, both the advisory fees and reimbursed costs received by the Company from Apple Ten were
recorded as general and administrative expense by Apple Ten and reductions to general and administrative expense by
the Company and, therefore, the termination of the subcontract agreement had no financial impact on the combined
company after the effective time of the merger.

Prior to the merger, A10A subcontracted its obligations under its advisory agreement between A10A and
Apple Ten to the Company. The Company provided to Apple Ten the advisory services contemplated under the
A10A advisory agreement and received an annual advisory fee, and was reimbursed by Apple Ten for the use of
the Company’s employees and corporate office and other costs associated with the advisory agreement. Advisory
fees earned by the Company from Apple Ten totaled approximately $1.6 million for the eight months ended August
31, 2016, and were recorded as a reduction to general and administrative expenses in the Company’s consolidated
statements of operations. Prior to the merger, the Company provided support services to Apple Ten and its advisors,
A10A and ARG, which agreed to reimburse the Company for its costs in providing these services. After the merger,
the Company has continued and will continue to provide support services to ARG for activities unrelated to
Apple Ten. Under this cost sharing structure, amounts reimbursed to the Company include both compensation for
personnel and office related costs (including office rent, utilities, office supplies, etc.) used by each company during
these periods. The amounts reimbursed to the Company are based on the actual costs of the services and a good
faith estimate of the proportionate amount of time incurred by the Company’s employees on behalf of ARG. Total
reimbursed costs allocated by the Company to these entities for the years ended December 31, 2018, 2017 and 2016
(including Apple Ten, A10A and ARG prior to September 1, 2016 and ARG thereafter) totaled approximately $1.1
million, $0.7 million and $2.5 million, respectively, and are recorded as a reduction to general and administrative
expenses in the Company’s consolidated statements of operations.

As part of the cost sharing arrangement, certain day-to-day transactions may result in amounts due to or from
the Company and ARG. To efficiently manage cash disbursements, the Company or ARG may make payments for the
other company. Under this cash management process, each company may advance or defer up to $1 million at any
time. Each quarter, any outstanding amounts are settled between the companies. This process allows each company
to minimize its cash on hand and reduces the cost for each company. The amounts outstanding at any point in time
are not significant to either of the companies. As of December 31, 2018 and 2017, total amounts due from ARG for
reimbursements under the cost sharing structure totaled approximately $0.4 million and $0.3 million, respectively, and
are included in other assets, net in the Company’s consolidated balance sheets.

The Company, through its wholly-owned subsidiary, Apple Air Holding, LLC (“Apple Air”), owns a Learjet
used primarily for acquisition, asset management, renovation and public relations purposes. The aircraft is also leased
to affiliates of the Company based on third party rates. Leasing activity to affiliates was not significant during the
reporting periods. Prior to the merger, Apple Air was jointly owned by the Company (74%) and Apple Ten (26%),
with Apple Ten’s ownership interest accounted for as a minority interest. Apple Ten’s portion of Apple Air’s loss was
approximately $0.2 million for the eight months ended August 31, 2016, and was recorded as a reduction to general
and administrative expenses in the Company’s consolidated statement of operations. Effective September 1, 2016,
with the completion of the merger, the Company acquired Apple Ten’s 26% equity interest in Apple Air for a total
allocated purchase price of approximately $0.7 million, which approximated the fair market value at the time of
acquisition based on third party market comparisons, resulting in a 100% equity ownership interest in Apple Air and
the elimination of Apple Ten’s minority interest.

The Company also utilizes aircraft, owned through two entities, one of which is owned by the Company’s
Executive Chairman, and the other, its President and Chief Executive Officer, for acquisition, asset management,
renovation and public relations purposes, and reimburses these entities at third party rates. Total costs incurred for
the use of these aircraft during 2018, 2017 and 2016 were approximately $0.1 million, $0.1 million and $0.2 million
in each respective year, and are included in general and administrative expenses in the Company’s consolidated
statements of operations.
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Note 8

Shareholders’ Equity
Distributions

The Company’s current annual distribution rate, payable monthly, is $1.20 per common share. For each of
the three years ended December 31, 2018, the Company paid distributions of $1.20 per common share for a total of
approximately $275.9 million, $267.9 million and $229.1 million, respectively. Additionally, in December 2018, the
Company declared a monthly distribution of $0.10 per common share, totaling $22.4 million, which was recorded as
a payable as of December 31, 2018 and paid in January 2019. As of December 31, 2017, a monthly distribution of
$0.10 per common share, totaling $23.0 million, was recorded as a payable and paid in January 2018. These accrued
distributions were included in accounts payable and other liabilities in the Company’s consolidated balance sheets.

Issuance of Shares

On February 28, 2017, the Company entered into an equity distribution agreement with Robert W. Baird & Co.
Incorporated, Merrill Lynch, Pierce, Fenner & Smith Incorporated, Canaccord Genuity Inc., FBR Capital Markets &
Co., Jefferies LLC, KeyBanc Capital Markets Inc. and Scotia Capital (USA) Inc. (collectively, the “Sales Agents”),
pursuant to which the Company may sell, from time to time, up to an aggregate of $300 million of its common
shares through the Sales Agents under an at-the-market offering program (the “ATM Program”). Since inception of
the ATM Program in February 2017 through December 31, 2018, the Company has sold approximately 7.2 million
common shares at a weighted-average market sales price of approximately $19.56 per common share and received
aggregate gross proceeds of approximately $139.8 million before commission and issuance costs, including the sale
of approximately 0.2 million common shares during the first quarter of 2018 at a weighted-average market sales price
of approximately $19.73 per common share and receipt of aggregate gross proceeds of approximately $4.8 million
before commissions and issuance costs, and approximately 6.9 million common shares in the fourth quarter of 2017
at a weighted-average market sales price of approximately $19.55 per common share and receipt of aggregate gross
proceeds of approximately $135.1 million before commissions and issuance costs. The Company used the proceeds
from the sale of these shares to pay down borrowings on its revolving credit facility.

Share Repurchases

In May 2018, the Company’s Board of Directors approved an extension of its existing share repurchase program
(the “Share Repurchase Program”), authorizing share repurchases up to an aggregate of $464 million. The Share
Repurchase Program may be suspended or terminated at any time by the Company and will end in July 2019 if not
terminated earlier. As part of the implementation of the Share Repurchase Program, the Company has utilized written
trading plans that provide for share repurchases in open market transactions that are intended to comply with Rule
10b5-1 under the Securities Exchange Act of 1934, as amended, the most recent of which was established in March
2018. Since inception of the Share Repurchase Program in July 2015 through December 31, 2018, the Company
has purchased approximately 8.3 million of its common shares at a weighted-average market purchase price of
approximately $16.23 per common share for an aggregate purchase price, including commissions, of approximately
$134.2 million, including the purchase of approximately 6.6 million of its common shares in 2018, at a weighted-
average market purchase price of approximately $15.87 per common share for an aggregate purchase price, including
commissions, of approximately $104.3 million, and approximately 0.4 million of its common shares in 2016, at a
weighted-average market purchase price of approximately $17.72 per common share for an aggregate purchase price,
including commissions, of approximately $7.9 million. The Company did not repurchase any common shares under
its Share Repurchase Program during 2017. Repurchases under the Share Repurchase Program have been funded, and
the Company intends to fund future repurchases, with availability under its credit facilities. As of December 31, 2018,
approximately $364.0 million remained available for purchase under the Share Repurchase Program.

Preferred Shares

No preferred shares of the Company are issued and outstanding. The Company’s amended and restated articles
of incorporation authorize issuance of up to 30 million preferred shares. The Company believes that the authorization
to issue preferred shares benefits the Company and its shareholders by permitting flexibility in financing additional
growth, giving the Company additional financing options in corporate planning and in responding to developments in
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its business, including financing of additional acquisitions and other general corporate purposes. Having authorized
preferred shares available for issuance in the future gives the Company the ability to respond to future developments
and allows preferred shares to be issued without the expense and delay of a special shareholders’ meeting. At
present, the Company has no specific financing or acquisition plans involving the issuance of preferred shares and
the Company does not propose to fix the characteristics of any series of preferred shares in anticipation of issuing
preferred shares. The Company cannot now predict whether or to what extent, if any, preferred shares will be used
or if so used what the characteristics of a particular series may be. A series of preferred shares could be given rights
that are superior to rights of holders of common shares and a series having preferential distribution rights could limit
common share distributions and reduce the amount holders of common shares would otherwise receive on dissolution.
Unless otherwise required by applicable law or regulation, the preferred shares would be issuable without further
authorization by holders of the common shares and on such terms and for such consideration as may be determined
by the Board of Directors. The preferred shares could be issued in one or more series having varying voting rights,
redemption and conversion features, distribution (including liquidating distribution) rights and preferences, and
other rights, including rights of approval of specified transactions. The voting rights and rights to distributions of the
holders of common shares will be subject to the priority rights of the holders of any subsequently-issued preferred
shares.

Note 9

Compensation Plans

In May 2014, the Board of Directors adopted the Company’s 2014 Omnibus Incentive Plan (the “Omnibus
Plan”), and in May 2015, the Company’s shareholders approved the Omnibus Plan. The Omnibus Plan permits
the grant of awards of stock options, stock appreciation rights, restricted stock, stock units, deferred stock units,
unrestricted stock, dividend equivalent rights, performance shares and other performance-based awards, other equity-
based awards, and cash bonus awards to any employee, officer, or director of the Company or an affiliate of the
Company, a consultant or adviser currently providing services to the Company or an affiliate of the Company, or any
other person whose participation in the Omnibus Plan is determined by the Compensation Committee of the Board of
Directors (the “Compensation Committee”) to be in the best interests of the Company. The maximum number of the
Company’s common shares available for issuance under the Omnibus Plan is 10 million. As of December 31, 2018,
there were approximately 9.0 million common shares not reserved and available for issuance under the Omnibus Plan.

Each year, the Company establishes an incentive plan for its executive management, which is approved by the
Compensation Committee. Under the incentive plan for 2018 (the “2018 Incentive Plan”), participants are eligible
to receive a bonus based on the achievement of certain 2018 performance measures, consisting of operational
performance metrics (including targeted Modified Funds from Operations per share, Comparable Hotels revenue
per available room growth and Adjusted Hotel EBITDA Margin growth) and shareholder return metrics (including
shareholder return relative to a peer group and total shareholder return over one-year, two-year and three-year
periods). The components of the operational performance metrics and shareholder return metrics are equally weighted
and the two metrics each account for 50% of the total target incentive compensation. The range of potential aggregate
payouts under the 2018 Incentive Plan was $0 - $20 million. Based on performance during 2018, the Company has
accrued approximately $4.3 million as a liability for executive bonus payments under the 2018 Incentive Plan, which
is included in accounts payable and other liabilities in the Company’s consolidated balance sheet as of December 31,
2018 and in general and administrative expenses in the Company’s consolidated statement of operations for the year
ended December 31, 2018. Additionally, approximately $0.2 million, which is subject to vesting on December 13,
2019, will be recognized proportionally throughout 2019. Assuming the portion subject to vesting in 2019 vests for all
participants, approximately 40% of awards under the 2018 Incentive Plan will be paid in cash and 60% will be issued
in stock under the Company’s 2014 Omnibus Incentive Plan in the first quarter of 2019, approximately 80% of which
will be unrestricted and 20% of which will be restricted and is subject to vesting on December 13, 2019.

Under the incentive plan for 2017 (the “2017 Incentive Plan”), the Company accrued approximately $8.4
million, including $5.8 million in share-based compensation as noted below, as a liability for executive bonus
payments, which was included in accounts payable and other liabilities in the Company’s consolidated balance sheet
as of December 31, 2017 and in general and administrative expenses in the Company’s consolidated statement of
operations for the year ended December 31, 2017. Under the incentive plan for 2016 (the “2016 Incentive Plan”), the
Company accrued approximately $2.8 million, including $1.9 million in share-based compensation as noted below, as
a liability for executive bonus payments, which was included in general and administrative expenses in the Company’s
consolidated statement of operations for the year ended December 31, 2016.
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Share-Based Compensation Awards

The following table sets forth information pertaining to the share-based compensation issued under the 2017
Incentive Plan, the 2016 Incentive Plan and the incentive plan for 2015 (the “2015 Incentive Plan”):

2017 Incentive 2016 Incentive 2015 Incentive
Plan Plan Plan

Period common shares issued............ccceeveeevienrieennenne. First Quarter 2018 First Quarter 2017 First Quarter 2016
Common shares earned under each incentive plan........ 415,866 120,972 316,132
Common shares surrendered on issuance date to

satisfy tax withholding obligations ..........ccccccceeeuennee. 48,533 19,667 11,787
Common shares earned and issued under each

incentive plan, net of common shares surrendered on

issuance date to satisfy tax withholding obligations .. 367,333 101,305 304,345
Closing stock price on issuance date .............c.ccoceevnne. $ 1692  $ 19.10 % 19.87
Total share-based compensation earned, including the

surrendered shares (in millions) ..........cccoceeevereevennnns $ 70 $ 2312)$ 6.3 (3)
Of the total common shares earned and issued, total

common shares unrestricted at time of issuance......... 223,421 60,028 146,279
Of the total common shares earned and issued, total

common shares restricted at time of issuance............. 143,912 41,277 158,066
Restricted common shares vesting date...............c......... December 14, 2018 December 15, 2017 December 31, 2016
Common shares surrendered on vesting date to satisfy

tax withholding requirements resulting from vesting

of restricted common shares............cocovvvveeivevneeeeenn. 41,389 13,129 50,044

(1)  Of the total 2017 share-based compensation, approximately $5.8 million was recognized as share-based
compensation expense during the year ended December 31, 2017, and included in the liability recorded as of
December 31, 2017, and the remaining $1.2 million, which vested on December 14, 2018, was recognized as
compensation expense during the year ended December 31, 2018.

(2)  Of the total 2016 share-based compensation, approximately $1.9 million was recognized as share-based
compensation expense during the year ended December 31, 2016, and the remaining $0.4 million, which
vested on December 15, 2017, was recognized as share-based compensation expense during the year ended
December 31, 2017.

(3) Of the total 2015 share-based compensation, approximately $1.6 million, which vested on December 31, 2016,
was recognized as share-based compensation expense during the year ended December 31, 2016.

Non-Employee Director Deferral Program

In 2018, effective June 1, 2018, the Board of Directors adopted the Non-Employee Director Deferral Program
(the “Director Deferral Program”) under the Omnibus Plan for the purpose of providing non-employee members of
the Board the opportunity to elect to defer receipt of all or a portion of the annual retainer payable to them for their
service on the Board, including amounts payable in both cash and fully vested shares of the Company’s common
stock, in the form of deferred cash fees and/or deferred stock units (“DSUs”). During 2018, all of the non-employee
directors who elected to participate in the Director Deferral Program elected to defer all or a portion of their annual
retainer fees in the form of DSUs. DSUs that are issued to the Company’s non-employee directors are fully vested
and non-forfeitable on the grant date. The grant date fair values of DSUs are equal to the fair market value of the
Company’s common stock on the grant date. DSUs are settled for shares of the Company's common stock, which are
deliverable upon either: i) termination of the director’s service from the Board, ii) a date previously elected by the
director, or iii) the earlier of the two dates, as determined by the director at the time he or she makes the election. The
deferred amounts will also be paid if prior to the date specified by the director, the Company experiences a change in
control or upon death of the director. During the year ended December 31, 2018, non-employee directors participating
in the Director Deferral Program deferred approximately $0.3 million for 18,397 DSUs, with a weighted-average
grant date fair value of $16.71, which is recorded as deferred compensation expense and included in common stock,
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a component of sharcholders’ equity in the Company’s consolidated balance sheet as of December 31, 2018 and in
general and administrative expenses in the Company’s consolidated statement of operations for the year then ended.

Note 10
Management and Franchise Agreements

Each of the Company’s 241 hotels owned as of December 31, 2018 is operated and managed under a separate
management agreement with one of the following management companies or one of their affiliates, none of which are
affiliated with the Company:

Number of
Manager Hotels

LBAM-Investor Group, LLC (“LBA”) ...cceviiiiiiiiiiiiieiiiiiieeeeeees 42
White Lodging Services Corporation (“White Lodging”) ................ 28
Dimension Development Two, LLC (“Dimension”).........ccccccceeeennes 24
MHH Management, LLC (“McKibbon™) .............euveevieieiiiiiiiiieennnnnn. 19
Texas Western Management Partners, LP (“Western™).................... 17
Marriott International, Inc. (“Marriott™) ........ccccvveiereeririiiiiiieennnn. 14
Raymond Management Company, Inc. (“Raymond”)....................... 14
North Central Hospitality, LLC (“North Central™).......cccccoeuuineeeen. 10
Crestline Hotels & Resorts, LLC (“Crestline”)............ccceeeeeeeennennnn. 9
Newport Hospitality Group, Inc. (“Newport™) ........cceeeeeeeivrrrrnnnnnnns 9
Vista Host, Inc. (“Vista HOSt™) ..ccoooiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeee 9
InnVentures IVI, LP (“InnVentures™) ......cccccvvvviiiiiiiiiiiieeeieeeeeeeeeee, 8
True North Hotel Group, Inc. (“True North™) .............., 7
Aimbridge Hospitality, LLC (“Aimbridge”) ........cccccovvririrereeeeeeennn. 5
Chartwell Hospitality, LLC (“Chartwell”) ......ccccccoeveiiiiiiiiiiinnnn, 5
Interstate Gateway Management LLC (“Interstate) ..............couvueen. 5
Schulte Hospitality Group, Inc. (“Schulte™).........cccceeeveeiiiiiinnnnnnnnnn. 4
Huntington Hotel Group, LP (“Huntington™) ...........ccccceevvvveveeeennnnnn. 3
Stonebridge Realty Advisors, Inc. (“Stonebridge”)........ccccceevvnnnnnen 3
Hilton Worldwide Holdings Inc. (“Hilton™) ..........cccccovvviiiiiiiieennnnnn. 2
New Castle Hotels & Resorts (“New Castle™) ......coovvveviviiiiiieeeennnnns 2
Highgate Hotels, L.P. (“Highgate™) ........cccccuuiiiiiiiiiiiiiiiiiiiiiiiiieeenee, 1
Pyramid Advisors Limited Partnership (“Pyramid”) .........cccccccoeee.... 1

TOTAL ..ttt 241

The management agreements generally provide for initial terms of one to 30 years. The Company has the option
to terminate the management agreements if specified performance thresholds are not satisfied. As of December
31, 2018, over 80% of the Company’s hotels operate under a variable management fee agreement, with an average
initial term of two years, which the Company believes better aligns incentives for each hotel manager to maximize
each property’s performance than a base-plus-incentive management fee structure, as described below, which is
more common throughout the industry. Under the variable fee structure, the management fee earned for each hotel is
generally within a range of 2.5% to 3.5% of gross revenues based on each hotel’s performance relative to other hotels
owned by the Company. The performance measures are based on various financial and quality performance metrics.
The Company’s remaining hotels operate under a management fee structure which generally includes the payment of
base management fees and an opportunity for incentive management fees. Under this structure, base management fees
are calculated as a percentage of gross revenues and the incentive management fees are calculated as a percentage of
operating profit in excess of a priority return to the Company, as defined in the management agreements. In addition
to the above, management fees for all of the Company’s hotels generally include accounting fees and other fees for
centralized services, which are allocated among all of the hotels that receive the benefit of such services. For the years
ended December 31, 2018, 2017 and 2016, the Company incurred approximately $43.9 million, $42.7 million and
$35.6 million, respectively, in management fees.

Sixteen of the Company’s hotels are managed by affiliates of Marriott or Hilton. The remainder of the
Company’s hotels are managed by companies that are not affiliated with either Marriott, Hilton or Hyatt, and as a
result, the hotels they manage were required to obtain separate franchise agreements with each respective franchisor.
The franchise agreements generally provide for initial terms of approximately 10 to 30 years and generally provide
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for renewals subject to franchise requirements at the time of renewal. The Company pays various fees under these
agreements, including the payment of royalty fees, marketing fees, reservation fees, a communications support fee,
brand loyalty program fees and other similar fees based on room revenues. For the years ended December 31, 2018,
2017 and 2016, the Company incurred approximately $54.5 million, $52.9 million and $44.2 million, respectively, in
franchise royalty fees.

Note 11

Lease Commitments

As of December 31, 2018, the Company had 13 hotels subject to ground leases and three parking lot leases. In
addition, the Columbus, Georgia TownePlace Suites was subject to a ground lease which, upon the sale of the hotel in
July 2018, was assumed by the buyer at closing. At the time of acquisition, the Company recorded initial intangible
assets for leases assumed that were below market leases, which at December 31, 2018 and 2017 totaled approximately
$26.2 million and $27.3 million, respectively, and are included in other assets, net in the Company’s consolidated
balance sheets. The Company recorded initial intangible liabilities for leases assumed that were above market leases,
which as of December 31, 2018 and 2017 totaled approximately $6.0 million and $6.2 million, respectively, and are
included in accounts payable and other liabilities in the Company’s consolidated balance sheets. The value of each
lease intangible is amortized over the term of the respective lease and the amortization is included in ground lease
expense in the Company’s consolidated statements of operations, resulting in a net increase of approximately $0.8
million, $0.8 million and $0.7 million to ground lease expense for the years ended December 31, 2018, 2017 and
2016.

The Company’s leases have remaining terms ranging from approximately five to 87 years, excluding any option
periods to extend the initial lease term. The Company has options to extend certain leases beyond the initial lease
term by periods ranging from five to 120 years. The leases are classified as operating leases. The leases generally
have fixed scheduled rent increases, and lease expense is recognized on a straight-line basis over the remaining term
of the respective leases. Ground lease expense includes approximately $3.5 million, $3.7 million and $3.4 million of
adjustments to record rent on a straight-line basis for the years ended December 31, 2018, 2017 and 2016. The accrued
straight-line lease liability balance as of December 31, 2018 and 2017 was approximately $16.9 million and $13.3
million, respectively, and is included in accounts payable and other liabilities in the Company’s consolidated balance
sheets.

At December 31, 2018, the aggregate amounts of the estimated minimum future lease payments (without
reflecting future applicable Consumer Price Index increases) for the Company’s ground leases for the next five years
and thereafter are as follows (in thousands):

Total

20019 e $ 7,594
2020 .. 7,975
2021 e 8,160
2022 e 8,319
2023 e 8,681
Thereafter .....ooovvvniiiii e 396,021

TOTAL e $ 436,750

Note 12

Industry Segments

The Company owns hotel properties throughout the United States that generate rental, food and beverage, and
other property-related income. The Company separately evaluates the performance of each of its hotel properties.
However, because each of the hotels has similar economic characteristics, facilities, and services, and each hotel is not
individually significant, the properties have been aggregated into a single reportable segment. All segment disclosures
are included in, or can be derived from the Company’s consolidated financial statements.
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Note 13

Hotel Purchase Contract Commitments

As of December 31, 2018, the Company had outstanding contracts for the potential purchase of five hotels for a
total purchase price of approximately $130.8 million, which are under development and are planned to be completed
and opened for business over the next three to 24 months from December 31, 2018, at which time closings on these
hotels are expected to occur. Although the Company is working towards acquiring these hotels, there are many
conditions to closing that have not yet been satisfied and there can be no assurance that a closing on these hotels will
occur under the outstanding purchase contracts. The following table summarizes the location, brand, date of purchase
contract, expected number of rooms, refundable (if the seller does not meet its obligations under the contract) contract
deposits paid, and gross purchase price for each of the contracts outstanding at December 31, 2018. All dollar amounts
are in thousands.

Date of Gross
Purchase Refundable Purchase
Location (1) Brands Contract Rooms Deposits Price
Orlando, FL........................ Home?2 Suites 1/18/2017 128 % 39 20,736
Cape Canaveral, FL (2) ...... Hampton and Home2 Suites 4/11/2018 224 3 46,704
Tempe, AZ (3)ccceeeeeiiiiiinane Hyatt House and Hyatt Place  6/13/2018 254 360 63,341
606 $ 366 $ 130,781

(1)  These hotels are currently under development. The table shows the expected number of rooms upon hotel
completion and the expected franchise brands. Assuming all conditions to closing are met, the purchases of
these hotels are expected to occur over the next three to 24 months from December 31, 2018. If the seller
meets all of the conditions to closing, the Company is obligated to specifically perform under the contract. As
the properties are under development, at this time, the seller has not met all of the conditions to closing.

(2)  These hotels are part of an adjoining combined 224-room, dual-branded complex that will be located on the
same site.

(3)  These hotels are part of an adjoining combined 254-room, dual-branded complex that will be located on the
same site.

The Company intends to use borrowings under its credit facilities to purchase the hotels under contract if a
closing occurs.

Note 14

Legal Proceedings
Quinn v. Knight, et al.

On July 19, 2016, a purported shareholder of Apple Ten, now part of the Company, commenced a derivative
action in the United States District Court for the Eastern District of Virginia regarding the merger with Apple
Ten. The Complaint named as defendants the members of Apple Ten’s board of directors, certain officers of Apple
Ten and the Company, the Company and, as a nominal defendant, Apple Ten. On November 2, 2016, the parties
reached an agreement in principle to settle the litigation, which the Court approved by order dated March 16, 2017.
In January 2017, the Company funded the settlement amount of $32 million and received $10 million of proceeds
from its director and officer insurance carriers; the net $22 million was included in transaction and litigation costs
(reimbursements) in the Company’s consolidated statement of operations for the year ended December 31, 2016.
In May 2017, the Company received an additional $2.6 million of proceeds from its director and officer insurance
carriers, which was included as a reduction in transaction and litigation costs (reimbursements) in the Company’s
consolidated statement of operations for the year ended December 31, 2017.

Moses, et al. v. Apple Hospitality REIT, Inc., et al.
On April 22, 2014, Plaintiff Susan Moses, purportedly a shareholder of Apple REIT Seven, Inc. (“Apple Seven”)

and Apple REIT Eight, Inc. (“Apple Eight”), filed a class action against the Company and several individual directors
on behalf of all then-existing shareholders and former shareholders of Apple Seven and Apple Eight, who purchased
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additional shares under the Dividend Reinvestment Plans (“DRIP”) of Apple Seven, Apple Eight and the Company
between July 17, 2007 and February 12, 2014. In January 2017, the parties reached an agreement in principle to settle
the litigation, which the Court approved by order dated March 27, 2018. In January 2018, the Company funded the
settlement amount of $5.5 million, which was included in accounts payable and other liabilities in the Company’s
consolidated balance sheet as of December 31, 2017, and in transaction and litigation costs (reimbursements) in the
Company’s consolidated statement of operations for the year ended December 31, 2016.

Wilchfort, et al. v. Apple Hospitality REIT, Inc., et al.

On February 24, 2017, Plaintiff Marsha Wilchfort, purportedly a shareholder of Apple REIT Six, Inc. (“Apple
Six”), Apple Seven and Apple Eight, filed a class action against, among others, the Company and the former
individual directors of Apple Six, Apple Seven and Apple Eight, including Mr. Glade Knight (“the Apple REIT
Defendants”), on behalf of all then-existing shareholders and former shareholders of Apple Six, Apple Seven and
Apple Eight, who purchased additional shares under Apple Six’s, Apple Seven’s and Apple Eight’s DRIP between July
17,2007 and December 2012 (in the case of Apple Six shareholders) or June 30, 2013 (in the case of Apple Seven and
Apple Eight shareholders). On May 1, 2018, all of the Apple REIT Defendants were dismissed from the complaint
without prejudice by the plaintiff.

Note 15

Quarterly Financial Data (Unaudited)

The following is a summary of quarterly results of operations for the years ended December 31, 2018 and 2017
(in thousands, except per share data):

2018
First Second Third Fourth
Quarter Quarter Quarter Quarter
TOtAl TEVENMUE. ... eeeeeeeeeas $ 298,380 $ 344,714 $§ 332,197 $ 295,255
NEE TICOME -+ $ 42,182 $ 67,630 $ 62,122 $ 34,152
Comprehensive INCOME ......cc.vvvviiiieeeiiiiiiiiee e e e $ 48,474 $ 69,370 $ 63,779 $ 24,691
Basic and diluted net income per common share" ........... $ 0.18 $ 029 $ 027 $ 0.15
2017
First Second Third Fourth
Quarter Quarter(3) Quarter Quarter(4)
Total TEVENUE. ......coeiiiiiiiiiee e $ 292925 § 331,704 $ 324926 § 289,067
Net iNCOmME (10SS) uvviiiiuiiieiiiiie e e $ 34,365 $ 87,606 $ 62,824 $ (2,303)
Comprehensive iNCOME ........cceveeieeuiiieeciiiee e e, $ 35,910 $ 86,431 $ 63,083 $ 2,257
Basic and diluted net income (loss) per common share®.. $ 0.15 $ 0.39 % 028 $ (0.01)

(1)  Net income per common share for the four quarters of 2018 are non-additive in comparison to net income
per common share for the year ended December 31, 2018 due to the equity repurchased in the first and fourth
quarters of 2018 under the Share Repurchase Program.

(2) Net income (loss) per common share for the four quarters of 2017 are non-additive in comparison to net
income per common share for the year ended December 31, 2017 due to the equity issued in the fourth quarter
0of 2017 under the ATM Program.

(3) Net income for the second quarter of 2017 includes a gain on sale of real estate of $16.1 million, representing
net income of $0.07 per basic and diluted common share.

(4) Net loss for the fourth quarter of 2017 includes a loss on impairment of depreciable assets of $38.0 million,
representing a net loss of $(0.17) per basic and diluted common share.

Note 16

Subsequent Events

In both January 2019 and February 2019, the Company paid approximately $22.4 million, or $0.10 per
outstanding common share, in distributions to its common shareholders.
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In February 2019, the Company declared a regular monthly cash distribution of $0.10 per common share for the
month of March 2019. The distribution is payable on March 18, 2019.

In January 2019, the Company entered into a contract to purchase an existing 160-room Hampton Inn & Suites
in St. Paul, Minnesota, for a gross purchase price of $31.7 million. Although the Company is working towards
acquiring this hotel, there are many conditions to closing that have not yet been satisfied, and there can be no
assurance that a closing on this hotel will occur.

During the month of January 2019, the Company purchased, under its Share Repurchase Program, approximately

0.2 million of its common shares, at a weighted-average market purchase price of approximately $14.81 per common
share, for an aggregate purchase price of approximately $3.6 million.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Senior management, including the Chief Executive Officer and Chief Financial Officer, evaluated the
effectiveness of the Company’s disclosure controls and procedures as of the end of the period covered by this
report. Based on this evaluation process, the Chief Executive Officer and Chief Financial Officer have concluded
that the Company’s disclosure controls and procedures were effective as of December 31, 2018. There have been no
changes in the Company’s internal control over financial reporting that occurred during the last fiscal quarter that
have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting.

See Item 8 for the Report of Management on Internal Control over Financial Reporting and the Company’s
Independent Registered Public Accounting Firm’s attestation report regarding internal control over financial reporting,

which are incorporated herein by reference.

Item 9B. Other Information

None.

80



PART III

Item 10. Directors, Executive Officers and Corporate Governance

As of February 25, 2019, the Board of Directors of the Company were as follows:

Glade M. Knight * Bruce H. Matson *~

Executive Chairman and Founder, Apple Hospitality Director, Chief Administrative Officer and General Counsel,
REIT, Inc. Randolph Square IP, LLC and Partner, LeClairRyan

Glenn W. Bunting *™ Blythe J. McGarvie *~

President, GB Corporation Founder and Former Chief Executive Officer, Leadership for

International Finance

Jon A. Fosheim “~# Daryl A. Nickel */~
Co-founder, Green Street Advisors Former Executive Vice President Lodging Development,
Marriott International

Justin G. Knight * L. Hugh Redd "
President and Chief Executive Officer, Apple Former Senior Vice President and Chief Financial Officer,
Hospitality REIT, Inc. General Dynamics

* Executive Committee  ~Audit Committee  ” Compensation Committee ~Nominating and Governance Committee
t Lead Independent Director

As of February 25, 2019, the Executive Officers of the Company were as follows:

Glade M. Knight Kristian M. Gathright

Executive Chairman Executive Vice President and Chief Operating Officer
Justin G. Knight Nelson G. Knight

President and Chief Executive Officer Executive Vice President and Chief Investment Officer
David P. Buckley Bryan F. Peery

Executive Vice President and Chief Legal Officer Executive Vice President and Chief Financial Officer

Other information required by Items 401, 405, 406 and 407(c)(3), (d)(4) and (d)(5) of Regulation S-K will be
set forth in the Company’s definitive proxy statement for its 2019 Annual Meeting of Shareholders (the “2019 Proxy
Statement”). For the limited purpose of providing the information necessary to comply with this Item 10, the 2019
Proxy Statement is incorporated herein by this reference.

Item 11. Executive Compensation

The information required by Items 402 and 407(¢)(4) and (e)(5) of Regulation S-K will be set forth in the
Company’s 2019 Proxy Statement. For the limited purpose of providing the information necessary to comply with this
Item 11, the 2019 Proxy Statement is incorporated herein by this reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters

The information required by Items 201(d) and 403 of Regulation S-K will be set forth in the Company’s 2019
Proxy Statement. For the limited purpose of providing the information necessary to comply with this Item 12, the
2019 Proxy Statement is incorporated herein by this reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by Items 404 and 407(a) of Regulation S-K will be set forth in the Company’s 2019
Proxy Statement. For the limited purpose of providing the information necessary to comply with this Item 13, the
2019 Proxy Statement is incorporated herein by this reference.

Item 14. Principal Accounting Fees and Services

The information required by Item 9(e) of Schedule 14A will be set forth in the Company’s 2019 Proxy
Statement. For the limited purpose of providing the information necessary to comply with this Item 14, the 2019
Proxy Statement is incorporated herein by this reference.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

1. Financial Statements of Apple Hospitality REIT, Inc.

Report of Management on Internal Control over Financial Reporting

Report of Independent Registered Public Accounting Firm—Ernst & Young LLP

Report of Independent Registered Public Accounting Firm—Ernst & Young LLP

Consolidated Balance Sheets as of December 31, 2018 and 2017

Consolidated Statements of Operations and Comprehensive Income for the years ended December 31, 2018,
2017 and 2016

Consolidated Statements of Shareholders’ Equity for the years ended December 31, 2018, 2017 and 2016

Consolidated Statements of Cash Flows for the years ended December 31, 2018, 2017 and 2016

Notes to Consolidated Financial Statements

These financial statements are set forth in Item 8 of this report and are hereby incorporated by reference.

2. Financial Statement Schedules

Schedule III—Real Estate and Accumulated Depreciation (Included at the end of this Part IV of this report.)

Financial statement schedules not listed are either omitted because they are not applicable or the required
information is shown in the consolidated financial statements or notes thereto.

3. Exhibit Listing

Copies of the following Exhibits may be obtained electronically through the EDGAR system of the Securities
and Exchange Commission at www.sec.gov.

Exhibit
Number

2.1

2.2

3.1

3.2

10.1%*

10.2

Description of Documents

Agreement and Plan of Merger, dated as of April 13, 2016, among Apple REIT Ten, Inc., the Company
and 34 Consolidated, Inc. (Incorporated by reference to Exhibit 2.1 to the Company’s current report on
Form 8-K (SEC File No. 001-37389) filed April 14, 2016)

First Amendment to Agreement and Plan of Merger, dated as of July 13, 2016, among Apple REIT
Ten, Inc., the Company and 34 Consolidated, Inc. (Incorporated by reference to Exhibit 2.1 to the
Company’s current report on Form 8-K (SEC File No. 001-37389) filed July 13, 2016)

Amended and Restated Articles of Incorporation of the Company, as amended (Incorporated by
reference to Exhibit 3.1 to the Company’s quarterly report on Form 10-Q (SEC File No. 001-37389)
filed August 6, 2018)

Second Amended and Restated Bylaws of the Company (Incorporated by reference to Exhibit 3.1 to the
Company’s current report on Form 8-K (SEC File No. 001-37389) filed February 18, 2016)

The Company’s 2008 Non-Employee Directors Stock Option Plan (Incorporated by reference to Exhibit
10.4 to the Company’s quarterly report on Form 10-Q (SEC File No. 333-147414) filed May 8, 2008)

Subcontract Agreement, dated as of August 7, 2013, as amended, between the Company and Apple Ten
Advisors, Inc. (Incorporated by reference to Annex H to the joint proxy statement/prospectus included
in the Company’s registration statement on Form S-4 (SEC File No. 333-191084) originally filed
September 11, 2013)
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Exhibit
Number
10.3*
10.4*

10.5

10.6

10.7

10.8%*

10.9

21.1
23.1
31.1

31.2

321

101

Description of Documents

The Company’s Executive Severance Pay Plan (Incorporated by reference to Exhibit 10.1 to the
Company’s current report on Form 8-K (SEC File No. 000-53603) filed June 4, 2014)

The Company’s 2014 Omnibus Incentive Plan (Incorporated by reference to Exhibit 10.2 to the
Company’s current report on Form 8-K (SEC File No. 000-53603) filed June 4, 2014)

Form of Restricted Stock Agreement (Incorporated by reference to Exhibit 10.1 to the Company’s
current report on Form 8-K (SEC File No. 001-37389) filed February 18, 2016)

Voting Agreement, dated as of April 13, 2016, among Apple REIT Ten, Inc., the Company and Glade
M. Knight (Incorporated by reference to Exhibit 10.1 to the Company’s current report on Form 8-K
(SEC File No. 001-37389) filed April 14, 2016)

Termination Agreement, dated as of April 13, 2016, among Apple Ten Advisors, Inc., Apple Suites
Realty Group, Inc., Apple REIT Ten, Inc. and the Company. (Incorporated by reference to Exhibit 10.2
to the Company’s current report on Form 8-K (SEC File No. 001-37389) filed April 14, 2016)

Non-Employee Director Deferral Program Under the Company’s 2014 Omnibus Incentive Plan
(Incorporated by reference to Exhibit 10.1 to the Company’s quarterly report on Form 10-Q (SEC File
No. 001-37389) filed August 6, 2018)

Second Amended and Restated Credit Agreement dated as of July 27, 2018, among the Company, as
borrower, certain subsidiaries of the Company, as guarantors, Bank of America, N.A., as Administrative
Agent, KeyBank National Association and Wells Fargo Bank, National Association, as Co-Syndication
Agents, U.S. Bank National Association, as Documentation Agent, Regions Bank as Managing

Agent, the Lenders and Letter of Credit Issuers party thereto, and Merrill Lynch, Pierce, Fenner &
Smith Incorporated, KeyBanc Capital Markets, Wells Fargo Securities, LLC and U.S. Bank National
Association, as Joint Lead Arrangers, and Merrill Lynch, Pierce, Fenner & Smith Incorporated,
KeyBanc Capital Markets and Wells Fargo Securities, LLC, as Joint Bookrunners (Incorporated by
reference to Exhibit 10.1 to the Company’s current report on Form 8-K (SEC File No. 001-37389) filed
August 1, 2018)

Subsidiaries of the Company (FILED HEREWITH)
Consent of Ernst & Young LLP (FILED HEREWITH)

Certification of the Company’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act 0of 2002 (FILED HEREWITH)

Certification of the Company’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002 (FILED HEREWITH)

Certification of the Company’s Chief Executive Officer and Chief Financial Officer pursuant to
18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
(FURNISHED HEREWITH)

The following materials from Apple Hospitality REIT, Inc.’s Annual Report on Form 10-K for the
year ended December 31, 2018 formatted in XBRL (eXtensible Business Reporting Language): (i)

the Consolidated Balance Sheets, (ii) the Consolidated Statements of Operations and Comprehensive
Income, (iii) the Consolidated Statements of Sharcholders’ Equity, (iv) the Consolidated Statements of
Cash Flows, and (v) related notes to these financial statements, tagged as blocks of text and in detail
(FILED HEREWITH)

* Denotes Compensation Plan.

Item 16. Form 10-K Summary

None.
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SCHEDULE III
Real Estate and Accumulated Depreciation
As of December 31, 2018
(dollars in thousands)

Subsequently
Capitalized
Initial Cost Bldg. Total
Bldg./ Imp. & Gross Acc. Date of Date Depreciable  # of

City m Description Encumbrances Land (1) FF&E /Other FF&E Cost (2) Deprec. Construction Acquired Life Rooms

Anchorage AK  Embassy Suites $ 19,957 §$ 2955 § 39,053 §$ 4,302 $ 46,310 $ (12,454) 2008 Apr-10 3-39yrs. 169
Anchorage AK  Home?2 Suites - 2,683 21,606 17 24,306 (8406) 2015 Dec-17 3 -39 yrs. 135
AL Hilton Garden Inn - 1,580 9,659 392 11,631 (2,034) 2001 Mar-14 3-39yrs. 101

Birmingham AL Courtyard - 2,310 6,425 1,213 9,948 (1,384) 2007 Mar-14 3-39yrs. 84
Birmingham AL  Hilton Garden Inn - 3,425 15,555 9 18,989 (810) 2017 Sep-17 3-39yrs. 104
Birmingham AL Home2 Suites - 3,491 15,603 9 19,103 (777) 2017 Sep-17 3-39yrs. 106
Birmingham AL  Homewood Suites - 1,010 12,981 1,796 15,787 (2,696) 2005 Mar-14 3-39yrs. 95
Dothan.. AL  Hilton Garden Inn - 1,037 10,581 1,016 12,634 (3,669) 2009 Jun-09 3-39yrs. 104
Dothan.. AL  Residence Inn - 970 13,185 976 15,131 (2,141) 2008 Mar-14 3-39yrs. 84
Huntsville. AL Hampton - 550 11,962 53 12,565 (980) 2013 Sep-16 3-39yrs. 98
Huntsville. AL  Hilton Garden Inn - 890 11,227 403 12,520 (2,091) 2005 Mar-14 3-39yrs. 101
Huntsville. AL Home2 Suites - 490 10,840 46 11,376 (876) 2013 Sep-16 3-39yrs. 77
Huntsville. AL  Homewood Suites 7,246 210 15,654 1,930 17,794 (3,013) 2006 Mar-14 3-39yrs. 107
Mobile......... AL  Hampton - - 11,452 340 11,792 (954) 2006 Sep-16 3-39yrs. 101
AL  Hilton Garden Inn - 2,640 12,315 372 15,327 (2,370) 2003 Mar-14 3-39yrs. 97

AL  Homewood Suites - 1,760 10,818 421 12,999 (2,336) 2004 Mar-14 3-39yrs. 91

Prattville...... AL  Courtyard 5,754 2,050 9,101 951 12,102 (1,884) 2007 Mar-14 3-39yrs. 84
Rogers .. AR Hampton - 961 8,483 969 10,413 (2,877) 1998 Aug-10 3-39yrs. 122
AR Homewood Suites - 1,375 9,514 2,281 13,170 (4,295) 2006 Apr-10 3-39yrs. 126

AR Residence Inn - 1,130 12,417 346 13,893 (2,334) 2003 Mar-14 3-39yrs. 88

AZ  Courtyard - 1,061 16,008 1,598 18,667 (4,786) 2009 Nov-10 3-39yrs. 150

AZ  Fairfield - 778 11,272 1,071 13,121 (3,271) 2009 Nov-10 3-39yrs. 110

AZ  Courtyard - 1,413 14,669 2,241 18,323 (5,203) 2007 Nov-10 3-39yrs. 164

AZ  Courtyard - 1,730 17,401 209 19,340 (1,416) 2008 Sep-16 3-39yrs. 127

AZ  Hampton - - 15,209 181 15,390 (1,312) 2008 Sep-16 3-39yrs. 125

AZ  Hampton - 3,406 41,174 - 44,580 (969) 2018 May-18 3-39yrs. 210

AZ  Homewood Suites - - 18,907 120 19,027 (1,677) 2008 Sep-16 3-39yrs. 134

Phoenix AZ  Residence Inn - 1,111 12,953 1,772 15,836 (4,317) 2008 Nov-10 3-39yrs. 129
Scottsdale . AZ  Hilton Garden Inn - 6,000 26,861 323 33,184 (1,932) 2005 Sep-16 3-39yrs. 122
Tucson AZ  Hilton Garden Inn - 1,005 17,925 1,989 20,919 (6,455) 2008 Jul-08 3-39yrs. 125
Tucson... AZ  Residence Inn - 2,080 12,424 1,588 16,092 (2,405) 2008 Mar-14 3-39yrs. 124
Tucson.. AZ  TownePlace Suites - 992 14,543 184 15,719 (3,718) 2011 Oct-11 3-39yrs. 124
Agoura Hills CA  Homewood Suites - 3,430 21,290 2,313 27,033 (4,206) 2007 Mar-14 3 -39 yrs. 125
Burbank.... CA  Courtyard 24,247 12,916 41,218 614 54,748 (4,712) 2002 Aug-15 3-39yrs. 190
Burbank.... CA  Residence Inn - 32,270 41,559 2,636 76,465 (7,134) 2007 Mar-14 3-39yrs. 166
Burbank.... CA  SpringHill Suites 28,018 10,734 49,181 65 59,980 (5,387) 2015 Jul-15 3-39yrs. 170
CA  Hampton - 1,287 9,888 1,137 12,312 (3,300) 2009 Jul-09 3-39yrs. 86

CA  Homewood Suites - 1,500 10,970 1,183 13,653 (3,348) 2010 Feb-10 3-39yrs. 83

CA  Courtyard - 4,410 35,033 1,006 40,449 (6,166) 1988 Mar-14 3-39yrs. 180

CA  Hampton - 3,209 16,749 2,153 22,111 (2,370) 2006 Jun-15 3-39yrs. 110

Oceanside. CA  Courtyard 13,077 3,080 25,769 270 29,119 (1,860) 2011 Sep-16 3-39yrs. 142
Oceanside. CA  Residence Inn - 7,790 24,048 2,037 33,875 (4,218) 2007 Mar-14 3-39yrs. 125
Rancho Bernardo/San Diego CA  Courtyard 13,289 16,380 28,952 672 46,004 (5,240) 1987 Mar-14 3-39yrs. 210
Sacramento...... CA  Hilton Garden Inn - 5,920 21,515 3,454 30,889 (4,585) 1999 Mar-14 3 -39 yrs. 153
CA  Residence Inn - 1,490 13,662 1,839 16,991 (4,228) 2006 Feb-11 3-39yrs. 95

CA  Courtyard 24,161 11,268 44,851 799 56,918 (5,230) 2002 Sep-15 3-39yrs. 245

CA  Hampton 17,986 13,570 36,644 2,818 53,032 (6,187) 2001 Mar-14 3-39yrs. 177

CA  Hilton Garden Inn - 8,020 29,151 466 37,637 (5,115) 2004 Mar-14 3-39yrs. 200

CA  Residence Inn 16,198 22,400 20,640 457 43,497 (4,124) 1999 Mar-14 3-39yrs. 121

CA  Homewood Suites 29,107 12,860 28,084 5,142 46,086 (6,997) 1991 Mar-14 3-39yrs. 140

CA  Residence Inn 15,431 - 32,292 85 32,377 (2,426) 2012 Sep-16 3-39 yrs. 130

Santa Ana..... CA  Courtyard 15,283 3,082 21,051 336 24,469 (5,504) 2011 May-11 3-39yrs. 155
Santa Clarita CA  Courtyard - 4,568 18,721 2,463 25,752 (7,313) 2007 Sep-08 3-39yrs. 140
Santa Clarita CA  Fairfield - 1,864 7,753 1,930 11,547 (3,492) 1997 Oct-08 3-39yrs. 66
Santa Clarita CA  Hampton - 1,812 15,761 3,208 20,781 (6,559) 1988 Oct-08 3-39yrs. 128
Santa Clarita CA  Residence Inn - 2,539 14,493 4,087 21,119 (6,951) 1997 Oct-08 3-39yrs. 90
Tulare ... CA  Hampton - 400 9,194 1,149 10,743 (1,887) 2008 Mar-14 3-39yrs. 86
Tustin CA  Fairfield - 7,700 26,580 144 34,424 (1,994) 2013 Sep-16 3-39yrs. 145
Tustin CA  Residence Inn - 11,680 33,645 134 45,459 (2,595) 2013 Sep-16 3-39yrs. 149
Colorado Springs CO  Hampton 7,617 1,780 15,860 160 17,800 (1,306) 2008 Sep-16 3-39yrs. 101
Denver............. CO  Hilton Garden Inn 32,198 9,940 57,595 378 67,913 (4,603) 2007 Sep-16 3-39yrs. 221
Highlands Ranch CO  Hilton Garden Inn - 5,480 20,465 353 26,298 (3,372) 2006 Mar-14 3-39yrs. 128
Highlands Ranch CO  Residence Inn - 5,350 19,167 3,000 27,517 (4,350) 1996 Mar-14 3 -39 yrs. 117
Boca Raton FL  Hilton Garden Inn - 7,220 22,177 404 29,801 (1,801) 2002 Sep-16 3-39yrs. 149
Cape Canaveral .. FL  Homewood Suites - 2,780 23,967 33 26,780 (2,135) 2016 Sep-16 3 -39 yrs. 153
Fort Lauderdale.. FL Hampton - 2,235 17,590 2,954 22,779 (6,550) 2001 Dec-08 3-39yrs. 109
Fort Lauderdale.. FL  Hampton - 1,793 21,357 4,641 27,791 (3,639) 2002 Jun-15 3-39yrs. 156
Fort Lauderdale.. FL  Residence Inn - 5,760 26,727 67 32,554 (2,154) 2014 Sep-16 3-39yrs. 156
Gainesville .. FL  Hilton Garden Inn - 1,300 17,322 319 18,941 (1,351) 2007 Sep-16 3-39yrs. 104
Gainesville FL  Homewood Suites - 1,740 16,329 201 18,270 (1,371) 2005 Sep-16 3-39yrs. 103
Jacksonville. FL  Homewood Suites - 9,480 21,247 2,154 32,881 (4,774) 2005 Mar-14 3-39yrs. 119
Jacksonville. FL  Hyatt Place - 2,013 13,531 - 15,544 (43) 2009 Dec-18 3-39yrs. 127
FL  Courtyard - 3,740 10,813 1,337 15,890 (2,147) 2000 Mar-14 3-39yrs. 78

FL  Courtyard - - 31,488 1,741 33,229 (5,133) 2008 Mar-14 3-39yrs. 118
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Real Estate and Accumulated Depreciation - (continued)
As of December 31, 2018

SCHEDULE III

(dollars in thousands)

Subsequently
Capitalized
Initial Cost Bldg. Total
Bldg./ Imp. & Gross Acc. Date of Date Depreciable  # of
City m Description Encumbrances Land (1) FF&E /Other FF&E Cost (2) Deprec.  Construction Acquired Life Rooms
Miami FL  Hampton $ -8 1,972 $ 9,987 $ 4,934 $ 16,893 § (4,939) 2000 Apr-10 3-39yrs. 121
Miami FL  Homewood Suites 14,547 18,820 25,375 3,798 47,993 (5.815) 2000 Mar-14 3-39yrs. 162
Orlando ... FL  Fairfield - 3,140 22,580 2,543 28,263 (7,344) 2009 Jul-09 3-39yrs. 200
Orlando ... FL  SpringHill Suites - 3,141 25,779 2,429 31,349 (8,535) 2009 Jul-09 3-39yrs. 200
Panama City FL  Hampton - 1,605 9,995 1,240 12,840 (3,557) 2009 Mar-09 3-39yrs. 95
Panama City FL  TownePlace Suites - 908 9,549 313 10,770 (3,003) 2010 Jan-10 3 -39 yrs. 103
Pensacola.. FL  TownePlace Suites - 1,770 12,562 168 14,500 (1,013) 2008 Sep-16 3 -39 yrs. 97
Sanford. FL  SpringHill Suites - 1,050 12,830 1,852 15,732 (3,071) 2000 Mar-14 3-39yrs. 105
Sarasota.... FL  Homewood Suites - 480 14,120 725 15,325 (2,913) 2005 Mar-14 3 -39 yrs. 100
Tallahassee .. FL  Fairfield - 960 11,734 42 12,736 (867) 2011 Sep-16 3-39yrs. 97
Tallahassee .. FL  Hilton Garden Inn - - 10,938 342 11,280 (1,995) 2006 Mar-14 3-39yrs. 85
Tampa... FL  Embassy Suites - 1,824 20,034 3,195 25,053 (6,518) 2007 Nov-10 3-39yrs. 147
Tampa... FL  TownePlace Suites - 1,430 9,015 469 10,914 (2,119) 1999 Mar-14 3-39yrs. 94
GA  Fairfield - 899 7,263 166 8,328 (2,328) 2010 Jan-10 3-39yrs. 87
Atlanta/Downtown. GA  Hampton - 7,861 16,374 281 24,516 (459) 1999 Feb-18 3-39yrs. 119
Atlanta/Perimeter Dunwoody GA  Hampton - 3,228 26,498 6 29,732 (516) 2016 Jun-18 3-39yrs. 132
Atlanta.........ccovevccnininienns GA  Home?2 Suites - 740 23,819 43 24,602 (2,050) 2016 Jul-16 3-39yrs. 128
Hilton Garden Inn - - 15,043 528 15,571 (2,625) 2007 Mar-14 3-39yrs. 101
Hilton Garden Inn - - 14,716 1,789 16,505 (2,510) 2004 Mar-14 3-39yrs. 105
Cedar Rapids Hampton - 1,590 11,364 120 13,074 (1,048) 2009 Sep-16 3-39yrs. 103
Cedar Rapids Homewood Suites - 1,770 13,116 1,310 16,196 976) 2010 Sep-16 3-39yrs. 95
Hampton - 400 16,915 255 17,570 (1,387) 2007 Sep-16 3-39yrs. 103
Hampton 23,015 1,335 21,114 2,745 25,194 (7,344) 2007 Apr-10 3-39yrs. 186
SpringHill Suites - 2,120 24,112 4,243 30,475 (5,464) 1992 Mar-14 3-39yrs. 230
Hilton Garden Inn - 10,000 38,186 516 48,702 (2,854) 2005 Sep-16 3-39yrs. 252
Hilton Garden Inn - 1,770 14,373 753 16,896 (1,274) 2000 Sep-16 3-39yrs. 184
Mettawa.... Hilton Garden Inn - 2,246 28,328 2,525 33,099 (7,844) 2008 Nov-10 3-39yrs. 170
Mettawa.... Residence Inn - 1,722 21,843 1,614 25,179 (6,010) 2008 Nov-10 3-39yrs. 130
Rosemont .... Hampton - 3,410 23,594 37 27,041 (2,003) 2015 Sep-16 3-39yrs. 158
Schaumburg Hilton Garden Inn - 1,450 19,122 2,486 23,058 (6,050) 2008 Nov-10 3-39yrs. 166
Hampton - 2,650 31,284 1,248 35,182 (2,420) 2000 Sep-16 3-39yrs. 225
Hilton Garden Inn - 1,171 20,894 2,279 24,344 (5,960) 2008 Nov-10 3-39yrs. 135
Indianapolis. SpringHill Suites - 1,310 11,542 1,893 14,745 (3,715) 2007 Nov-10 3-39yrs. 130
Merrillville... Hilton Garden Inn - 1,860 17,755 595 20,210 (1,466) 2008 Sep-16 3-39yrs. 124
Mishawaka.. Residence Inn - 898 12,862 1,460 15,220 (3,759) 2007 Nov-10 3-39yrs. 106
South Bend.. Fairfield - 2,090 23,361 989 26,440 (1,649) 2010 Sep-16 3-39yrs. 119
Overland Park . Fairfield - 1,230 11,713 939 13,882 (1,869) 2008 Mar-14 3-39yrs. 110
Overland Park . KS  Residence Inn - 1,790 20,633 2,523 24,946 (4,588) 2000 Mar-14 3-39yrs. 120
Overland Park . KS  SpringHill Suites - 1,060 8,263 469 9,792 (2,275) 1998 Mar-14 3-39yrs. 102
Wichita..... Courtyard - 1,940 9,739 998 12,677 (2,514) 2000 Mar-14 3-39yrs. 90
Baton Rouge SpringHill Suites - 1,280 13,870 (3,405) (3) 11,745 (3,980) 2009 Sep-09 3-39yrs. 119
Lafayette .. Hilton Garden Inn - - 17,898 3,047 20,945 (6,438) 2006 Jul-10 3-39yrs. 153
Lafayette .. SpringHill Suites - 709 9,400 119 10,228 (2,631) 2011 Jun-11 3-39yrs. 103
New Orleans. Homewood Suites 24,232 4,150 52,258 4,586 60,994 (9,256) 2002 Mar-14 3-39yrs. 166
Andover SpringHill Suites - 702 5,799 2,595 9,096 (3,182) 2001 Nov-10 3-39yrs. 136
Marlborough Residence Inn - 3,480 17,341 1,757 22,578 (3,481) 2006 Mar-14 3-39yrs. 112
Westford Hampton - 3,410 16,320 1,443 21,173 (2,978) 2007 Mar-14 3-39yrs. 110
Westford... Residence Inn 9,137 1,760 20,791 2,204 24,755 (3,319) 2001 Mar-14 3-39yrs. 108
Annapol Hilton Garden Inn - 4,350 13,974 1,821 20,145 (3,019) 2007 Mar-14 3-39yrs. 126
Silver Spring Hilton Garden Inn - 1,361 16,094 483 17,938 (4,605) 2010 Jul-10 3-39yrs. 107
Portland Residence Inn - 4,440 51,534 499 56,473 (1,962) 2009 Oct-17 3-39yrs. 179
Hilton Garden Inn - 1,213 15,052 2,031 18,296 (4,816) 2008 Nov-10 3-39yrs. 148
Maple Grove Hilton Garden Inn - 1,560 13,717 318 15,595 (1,137) 2003 Sep-16 3-39yrs. 120
Rochester.. Hampton - 916 13,225 2,004 16,145 (4,529) 2009 Aug-09 3-39yrs. 124
Kansas City . Hampton - 727 9,363 1,437 11,527 (3,230) 1999 Aug-10 3-39yrs. 122
Kansas City . Residence Inn - 2,000 20,818 3,305 26,123 (3,699) 2002 Mar-14 3-39yrs. 106
St. Louis Hampton - 1,758 20,954 7,843 30,555 (7,845) 2003 Aug-10 3-39yrs. 190
St. Louis Hampton - 758 15,287 2,044 18,089 (5,121) 2006 Apr-10 3-39yrs. 126
Hattiesburg Courtyard 5,058 1,390 11,324 1,256 13,970 (1,982) 2006 Mar-14 3-39yrs. 84
Hattiesburg.. Residence Inn - 906 9,151 1,042 11,099 (3,370) 2008 Dec-08 3-39yrs. 84
Carolina Beach Courtyard - 7,490 31,588 3,610 42,688 (5.210) 2003 Mar-14 3-39yrs. 144
Charlotte.......... Fairfield - 1,030 11,111 712 12,853 (869) 2010 Sep-16 3-39yrs. 94
Charlotte... Homewood Suites - 1,031 4,937 6,900 12,868 (6,451) 1990 Sep-08 3-39yrs. 118
Durham .... Homewood Suites - 1,232 18,343 4,993 24,568 (8,271) 1999 Dec-08 3-39yrs. 122
Fayetteville.. Home?2 Suites - 746 10,563 931 12,240 (3,223) 2011 Feb-11 3-39yrs. 118
Fayetteville.. Residence Inn - 3,530 19,799 520 23,849 (3,557) 2006 Mar-14 3-39yrs. 92
Greensboro SpringHill Suites - 1,850 10,157 397 12,404 (1,942) 2004 Mar-14 3-39yrs. 82
Holly Springs .. Hampton - 1,620 13,260 371 15,251 (3,962) 2010 Nov-10 3-39yrs. 124
Jacksonville. Home?2 Suites - 910 12,527 97 13,534 (1,000) 2012 Sep-16 3-39yrs. 105
Wilmington . Fairfield - 1,310 13,034 1,103 15,447 (2,206) 2008 Mar-14 3-39yrs. 122
‘Winston-Salem NC  Courtyard - 3,860 11,585 329 15,774 (2,438) 1998 Mar-14 3-39yrs. 122
Winston-Salem NC Hampton - 2,170 14,268 54 16,492 973) 2010 Sep-16 3 -39 yrs. 94
Omaha Courtyard - 6,700 36,829 5,215 48,744 (6,167) 1999 Mar-14 3-39yrs. 181
Omaha.. Hampton - 1,710 22,636 196 24,542 (1,794) 2007 Sep-16 3-39yrs. 139
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SCHEDULE III

Real Estate and Accumulated Depreciation - (continued)

As of December 31, 2018
(dollars in thousands)

Subsequently
Capitalized
Initial Cost Bldg. Total
Bldg./ Imp. & Gross Acc. Date of Date Depreciable  # of

City State Description Encumbrances Land (1) FF&E /Other FF&E Cost (2) Deprec. Construction Acquired Life Rooms

Omaha.. NE _ Hilton Garden Inn § 21,722 § 1,620 § 35962 $ 548 $ 38,130 $ (2,736) 2001 Sep-16 3-39yrs. 178
Omaha.. NE  Homewood Suites - 1,890 22,014 121 24,025 (1,884) 2008 Sep-16 3-39yrs. 123
Cranford... NJ Homewood Suites - 4,550 23,828 3,784 32,162 (5,084) 2000 Mar-14 3-39yrs. 108
Mahwah.... NJ  Homewood Suites - 3,220 22,742 4,219 30,181 (4,749) 2001 Mar-14 3-39yrs. 110
Mount Laurel NJ Homewood Suites - 1,589 13,476 2,215 17,280 (4,644) 2006 Jan-11 3-39yrs. 118
Somerset... NI Courtyard 7,692 - 27,133 3,461 30,594 (6,341) 2002 Mar-14 3-25yrs. 162
West Orange NJ  Courtyard - 2,054 19,513 2,348 23,915 (5,783) 2005 Jan-11 3-39yrs. 131
Islip/Ronkonkom: NY  Hilton Garden Inn - 6,510 28,718 1,165 36,393 (4,801) 2003 Mar-14 3-39yrs. 165
New York . NY Renaissance - - 102,832 (73,409) (3) 29,423 (13,210) 1916 Mar-14 3-32yrs. 208
Syracuse NY  Courtyard 10,357 812 23,278 84 24,174 (2,456) 2013 Oct-15 3-39yrs. 102
Syracuse NY  Residence Inn 10,357 621 17,589 79 18,289 (1,933) 2013 Oct-15 3-39yrs. 78
OH  Hilton Garden Inn - 1,120 16,770 1,068 18,958 (1,500) 2010 Sep-16 3-39yrs. 110

Twinsburg. OH  Hilton Garden Inn - 1,419 16,614 3,643 21,676 (7,370) 1999 Oct-08 3-39yrs. 142
Oklahoma City OK  Hampton - 1,430 31,327 2,145 34,902 (8,877) 2009 May-10 3-39yrs. 200
Oklahoma City OK  Hilton Garden Inn - 1,270 32,700 29 33,999 (2,463) 2014 Sep-16 3-39yrs. 155
Oklahoma City OK  Homewood Suites - 760 20,056 9 20,825 (1,575) 2014 Sep-16 3-39yrs. 100
Oklahoma City (West) OK  Homewood Suites - 1,280 13,340 93 14,713 (1,297) 2008 Sep-16 3-39yrs. 90
Collegeville/Philadelphia..... PA  Courtyard 10,820 2,115 17,953 2,766 22,834 (5,699) 2005 Nov-10 3-39yrs. 132
Malvern/Philadelphia......... PA Courtyard - 996 20,374 1,989 23,359 (5,933) 2007 Nov-10 3-39yrs. 127
Pittsburgh .... PA  Hampton - 2,503 18,537 4,700 25,740 (7,390) 1991 Dec-08 3-39yrs. 132
Charleston SC  Home2 Suites - 3,250 16,778 151 20,179 (1,260) 2011 Sep-16 3-39yrs. 122
SC  Hilton Garden Inn - 3,540 16,399 590 20,529 (3,332) 2006 Mar-14 3-39yrs. 143

SC  TownePlace Suites - 1,330 10,839 1,048 13,217 (1,014) 2009 Sep-16 3-39yrs. 91

Greenville. SC  Residence Inn - 900 9,778 364 11,042 (1,995) 1998 Mar-14 3-39yrs. 78
Hilton Head. SC  Hilton Garden Inn - 3,600 11,386 2,178 17,164 (2,173) 2001 Mar-14 3-39yrs. 104
Chattanooga TN  Homewood Suites - 1,410 9,361 2,755 13,526 (2,538) 1997 Mar-14 3-39yrs. 76
Franklin TN  Courtyard 14,115 2,510 31,341 167 34,018 (2,318) 2008 Sep-16 3-39yrs. 126
Franklin.... TN  Residence Inn 14,115 2,970 29,208 1,322 33,500 (2,359) 2009 Sep-16 3-39yrs. 124
Jackson..... TN Hampton - 692 12,281 1,402 14,375 (4,157) 2007 Dec-08 3-39yrs. 85
Johnson City. TN  Courtyard - 1,105 8,632 231 9,968 (2,897) 2009 Sep-09 3-39yrs. 90
Knoxville.. TN  Homewood Suites - 2,160 14,704 149 17,013 (1,269) 2005 Sep-16 3-39yrs. 103
Knoxville.. TN SpringHill Suites - 1,840 12,441 211 14,492 (1,059) 2006 Sep-16 3-39yrs. 103
Knoxville.. TN  TownePlace Suites - 1,190 7,920 1,427 10,537 (958) 2003 Sep-16 3-39yrs. 97
Memphis .. TN  Hampton - 2,449 37,097 906 40,452 (1,022) 2000 Feb-18 3-39yrs. 144
Memphis .. TN  Homewood Suites - 1,930 13,028 3,142 18,100 (3,760) 1989 Mar-14 3-39yrs. 140
Nashville .. TN  Hilton Garden Inn - 2,754 39,997 3,990 46,741 (11,478) 2009 Sep-10 3-39yrs. 194
Nashville .. TN  Home2 Suites - 1,153 15,206 170 16,529 (3,766) 2012 May-12 3-39yrs. 119
TN  TownePlace Suites - 7,390 13,929 100 21,419 (1,037) 2012 Sep-16 3-39yrs. 101

TX  SpringHill Suites - 1,210 19,700 1,340 22,250 (3,765) 2003 Mar-14 3-39yrs. 159

TX  Hampton - 1,442 11,456 1,616 14,514 (5,046) 2006 Sep-08 3-39yrs. 103

TX  Hilton Garden Inn - 2,130 16,731 5,287 24,148 (8,334) 2002 Oct-08 3-39yrs. 150

TX  Hampton - 1,217 8,738 1,589 11,544 (2,869) 2007 Dec-10 3-39yrs. 98

Austin....... TX  Courtyard - 1,579 18,487 627 20,693 (5,045) 2009 Nov-10 3-39yrs. 145
Austin TX  Fairfield - 1,306 16,504 1,454 19,264 (4,503) 2009 Nov-10 3-39yrs. 150
Austin TX  Hampton - 1,459 17,184 3,842 22,485 (6,571) 1996 Apr-09 3-39yrs. 124
Austin TX  Hilton Garden Inn - 1,614 14,451 2,012 18,077 (4,594) 2008 Nov-10 3-39yrs. 117
Austin TX  Homewood Suites - 1,898 16,462 3,108 21,468 (6,691) 1997 Apr-09 3-39yrs. 97
Austin/Round Rock TX  Homewood Suites - 2,180 25,644 101 27,925 (1,783) 2010 Sep-16 3-39yrs. 115
Beaumont............ TX  Residence Inn - 1,177 16,180 1,560 18,917 (6,087) 2008 Oct-08 3-39yrs. 133
Burleson/Fort Worth TX  Hampton - 557 6,601 1,380 8,538 (1,467) 2008 Oct-14 3-39yrs. 88
Dallas ........ccoeveveenane TX  Homewood Suites - 4,920 29,427 162 34,509 (2,251) 2013 Sep-16 3-39yrs. 130
TX  Homewood Suites - 990 14,895 133 16,018 (1,403) 2009 Sep-16 3-39yrs. 107

Duncanville. TX  Hilton Garden Inn - 2,378 15,935 3,056 21,369 (7,662) 2005 Oct-08 3-39yrs. 142
El Paso . TX  Hilton Garden Inn - 1,244 18,300 254 19,798 (4,850) 2011 Dec-11 3-39yrs. 145
El Paso . TX  Homewood Suites - 2,800 16,657 1,867 21,324 (3,029) 2008 Mar-14 3-39yrs. 114
Fort Worth TX  Courtyard - 2,313 15,825 101 18,239 (1,189) 2017 Feb-17 3-39yrs. 124
Fort Worth TX  TownePlace Suites - 2,104 16,311 1,087 19,502 (4,579) 2010 Jul-10 3-39yrs. 140
Frisco, TX  Hilton Garden Inn - 2,507 12,981 1,499 16,987 (4,798) 2008 Dec-08 3-39yrs. 102
Grapevine. TX  Hilton Garden Inn 10,101 1,522 15,543 1,310 18,375 (4,446) 2009 Sep-10 3-39yrs. 110
Houston.... TX  Courtyard - 2,080 21,836 61 23,977 (1,763) 2012 Sep-16 3-39yrs. 124
Houston.... TX  Marriott - 4,143 46,623 753 51,519 (13,625) 2010 Jan-10 3-39yrs. 206
Houston.... TX  Residence Inn - 12,070 19,769 546 32,385 (4,067) 2006 Mar-14 3-39yrs. 129
Houston TX  Residence Inn - 2,070 11,186 62 13,318 (1,017) 2012 Sep-16 3-39yrs. 120
Irving. TX  Homewood Suites - 705 9,610 1,457 11,772 (3,417) 2006 Dec-10 3-39yrs. 77
Lewisville.... TX  Hilton Garden Inn - 3,361 23,919 2,451 29,731 (9,665) 2007 Oct-08 3-39yrs. 165
Round Rock TX  Hampton - 865 10,999 3,084 14,948 (4,391) 2001 Mar-09 3-39yrs. 94
San Antonio. TX  TownePlace Suites - 2,220 9,610 1,104 12,934 (2,070) 2007 Mar-14 3 -39 yrs. 106
Shenandoah. TX  Courtyard - 3,350 17,256 8 20,614 (1,419) 2014 Sep-16 3-39yrs. 124
Stafford. TX  Homewood Suites - 1,880 10,969 325 13,174 (2,424) 2006 Mar-14 3-39yrs. 78
Texarkana. TX  Courtyard - 590 7,208 687 8,485 (1,500) 2003 Mar-14 3-39yrs. 90
Texarkana. TX  Hampton - 636 8,723 1,307 10,666 (2,898) 2004 Jan-11 3-39yrs. 81
Texarkana. TX  TownePlace Suites - 430 6,571 (2,183) (3) 4,818 (1,085) 2006 Mar-14 3-39yrs. 85
Provo. UT  Residence Inn - 1,150 18,277 3,079 22,506 (3,650) 1996 Mar-14 3-39yrs. 114
Salt Lake City . UT  Residence Inn - 1,515 24,214 96 25,825 (988) 2014 Oct-17 3-39yrs. 136
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SCHEDULE III

Real Estate and Accumulated Depreciation - (continued)

As of December 31, 2018
(dollars in thousands)

Subsequently
Capitalized
Initial Cost Bldg. Total
Bldg./ Imp. & Gross Acc. Date of Date Depreciable  # of
City State Description Encumbrances Land (1) FF&E /Other FF&E Cost (2) Deprec. Construction Acquired Life Rooms
Salt Lake City UT  SpringHill Suites  $ -3 1092 § 16465 § 1623 $ 19180 §  (4.634) 2009 Nov-10 3 -39 yrs. 143
Alexandria .. VA Courtyard - 6,860 19,681 3,743 30,284 (4,556) 1987 Mar-14 3-39yrs. 178
Alexandria . VA SpringHill Suites - 5,968 - 19,168 25,136 (5,757) 2011 Mar-09 3-39yrs. 155
Bristol..... VA  Courtyard - 1,723 19,162 1,921 22,806 (7.421) 2004 Nov-08  3-39 yrs. 175
Charlottesville VA  Courtyard - 21,130 27,737 644 49,511 (4,740) 2000 Mar-14  3-39yrs. 139
Harrisonburg .. VA Courtyard - 2,480 12,757 458 15,695 (2,310) 1999 Mar-14 3-39yrs. 125
Manassas ... VA Residence Inn - 1,395 14,962 1,810 18,167 (4.497) 2006 Feb-11 3 -39 yrs. 107
Richmond.... . VA Courtyard - 2,003 - 23,043 25,046 (3,621) 2014 Jul-12 3-39yrs. 135
VA Marriott - - 83,698 7,165 90,863 (15,717) 1984 Mar-14  3-39yrs. 410
VA Residence Inn - 1,113 - 12,718 13,831 (2,002) 2014 Jul-12 3-39yrs. 75
VA SpringHill Suites - 1,930 10726 81 12,737 (1,037) 2008 Sep-16  3-39yrs. 103
.. VA Courtyard - 940 5,186 1,281 7,407 (1,469) 2007 Mar-14  3-39yrs. 92
.. VA TownePlace Suites - 710 5,241 699 6,650 (1230) 2007 Mar-14  3-39yrs. 72
Virginia Beach. .. VA Courtyard - 10,580 29,140 3,417 43,137 (4,889) 1999 Mar-14 3-39yrs. 141
Virginia Beach . VA  Courtyard - 12,000 40,556 3,799 56,355 (6,755) 2002 Mar-14 3-39yrs. 160
Kirkland .. WA Courtyard 10,717 18,950 25,028 530 44,508 (4.683) 2006 Mar-14  3-39yrs. 150
Seattle.. ... WA Residence Inn 24,928 - 92,786 5,103 97,889 (17,117) 1991 Mar-14 3-35yrs. 234
Tukwila ... ... WA Homewood Suites 8,291 8,130 16,659 4,505 29,294 (4,100) 1992 Mar-14 3-39yrs. 106
Vancouver . WA SpringHill Suites - 3,010 16,162 1,565 20,737 (3.166) 2007 Mar-14  3-39yrs. 119
Richmond................ccce.o...... VA Corporate Office - 682 3,723 683 5,088 (1,706) 1893 May-13 3-39yrs. N/A
$ 488773 $ 737,822 $ 4,660,769 S 327,712 $ 5726303 S (909,893) 30,812
Real estate owned: 2018 2017 2016
Balance as of January 1............ocoeoviiiiiiiiiiece, $ 5524443 § 5381,086 $ 4,064,824
ACQUISITIONS 1eeeiiiiiiietee e e e e ee e e e e e e eieaeeeeeeas 153,034 162,734 1,319,986
IMpProvements ..........ooeeeeeeeeiiiniiiiiiiiiie 71,058 69,081 63,364
DiSPOSILIONS 1oeeeeiiiiiiiiiieeeeeeeeiiiieeee e e e e e e (19,097) (42,583) (11,951)
Assets Held for Sale (4) ..ovvveeeeeiiiiiiiiiieieeeeeeeeiiis - - (49,6606)
Impairment of Depreciable Assets..........coccuvvvveeene. (3,135) (45,875) (5,471)
Balance at December 31.......cccovvvviiiiieiiiiiiiiinnne.. $ 5726303 $§ 5524443 $§ 5,381,086
Accumulated depreciation: 2018 2017 2016
Balance as of January 1 .. $ (731,284) $ (557,597) $ (423,057)
Depreciation Expense.................. (182,527) (175,581) (147,244)
Accumulated Depreciation 3,918 1,894 2,038
Assets Held for Sale (4) ..ooeveveeiiiiiiiiiiiiiiiieeeiiiis - - 10,666
Balance at December 31 ......cooooiiiiiiiiiiiiiiiein. $ (909.893) $ (731,284) § (557,597)
(1) Land is owned fee simple unless cost is $0, which means the property is subject to a ground lease.
2) The aggregate cost for federal income tax purposes is approximately $5.4 billion at December 31, 2018 (unaudited).
(3)  Amount includes a reduction in cost due to recognition of an impairment loss.
(4)  As of December 31, 2016, the Company had one hotel classified as held for sale, which was not included in this schedule,

and was sold during 2017.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Apple Hospitality REIT, Inc.

By: /s/__Justin G. Knight Date: February 25, 2019
Justin G. Knight,
President and Chief Executive Officer
(Principal Executive Officer)

By: /s/ Bryan Peery Date: February 25, 2019
Bryan Peery,
Chief Financial Officer
(Principal Financial and Principal Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the date indicated.

By: /s/ __Glade M. Knight Date: February 25, 2019
Glade M. Knight, Executive Chairman and Director

By: /s/ Justin G. Knight Date: February 25, 2019
Justin G. Knight,
President and Chief Executive Officer and Director
(Principal Executive Officer)

By: /s/ Bryan Peery Date: February 25, 2019
Bryan Peery,
Chief Financial Officer
(Principal Financial and Principal Accounting Officer)

By: /s/  Glenn W. Bunting, Jr. Date: February 25, 2019
Glenn W. Bunting, Jr., Director

By: /s/ __Jon A. Fosheim Date: February 25, 2019
Jon A. Fosheim, Director

By: /s/ __Bruce H. Matson Date: February 25, 2019
Bruce H. Matson, Director

By: /s/__Blythe J. McGarvie Date: February 25, 2019
Blythe J. McGarvie, Director

By: /s/__Daryl A. Nickel Date: February 25, 2019
Daryl A. Nickel, Director

By: /s/ L. Hugh Redd Date: February 25, 2019
L. Hugh Redd, Director
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The number of common shares outstanding on February 15, 2019 was 223,724,569.
Documents Incorporated by Reference

The information required by Part III of this report, to the extent not set forth herein, is incorporated by reference from the Company’s
definitive proxy statement to be filed with the Securities and Exchange Commission in connection with the Company’s annual meeting of
shareholders to be held on May 16, 2019.




EXPLANATORY NOTE

This Amendment No. 1 (“Amendment No. 17) to the Annual Report on Form 10-K of Apple Hospitality REIT, Inc. (the
“Company”) for the year ended December 31, 2018 as filed with the Securities and Exchange Commission on February
25,2019 (the “Original Form 10-K”) is being filed for the sole purpose of updating Part III, Item 10 of the Original Form
10-K to reflect the appointment of a new director. In accordance with Rule 12b-15 under the Securities Exchange Act of
1934, as amended (the “Exchange Act”), Part III, Item 10 of the Original Form 10-K is hereby amended and restated in
its entirety, and Part IV, Item 15 of the Original Form 10-K is hereby amended and restated in its entirety, with the only
changes being the addition of Exhibits 31.3 and 31.4 filed herewith and related footnote.

PART III

Item 10. Directors, Executive Officers and Corporate Governance

As of March 22, 2019, the Board of Directors of the Company were as follows:

Glade M. Knight * Bruce H. Matson *~

Executive Chairman and Founder, Apple Hospitality Director, Chief Administrative Officer and General Counsel,
REIT, Inc. Randolph Square IP, LLC and Partner, LeClairRyan

Glenn W. Bunting *™ Blythe J. McGarvie *~

President, GB Corporation Founder and Former Chief Executive Officer, Leadership

for International Finance

Jon A. Fosheim “~# Daryl A. Nickel */~

Co-founder, Green Street Advisors Former Executive Vice President Lodging Development,
Marriott International

Kristian M. Gathright L. Hugh Redd "

Executive Vice President and Chief Operating Officer,  Former Senior Vice President and Chief Financial Officer,

Apple Hospitality REIT, Inc. General Dynamics

Justin G. Knight *
President and Chief Executive Officer, Apple
Hospitality REIT, Inc.

* Executive Committee  ~Audit Committee  ” Compensation Committee ~Nominating and Governance Committee
t Lead Independent Director

As of March 22, 2019, the Executive Officers of the Company were as follows:

Glade M. Knight Kristian M. Gathright

Executive Chairman Executive Vice President and Chief Operating Officer
Justin G. Knight Nelson G. Knight

President and Chief Executive Officer Executive Vice President and Chief Investment Officer
David P. Buckley Bryan F. Peery

Executive Vice President and Chief Legal Officer Executive Vice President and Chief Financial Officer

Other information required by Items 401, 405, 406 and 407(c)(3), (d)(4) and (d)(5) of Regulation S-K will be
set forth in the Company’s definitive proxy statement for its 2019 Annual Meeting of Shareholders (the “2019 Proxy
Statement”). For the limited purpose of providing the information necessary to comply with this Item 10, the 2019
Proxy Statement is incorporated herein by this reference.



PART IV

Item 15. Exhibits, Financial Statement Schedules

1. Finan

cial Statements of Apple Hospitality REIT, Inc.

Report of Management on Internal Control over Financial Reporting

Report of Independent Registered Public Accounting Firm—Ernst & Young LLP
Report of Independent Registered Public Accounting Firm—Ernst & Young LLP
Consolidated Balance Sheets as of December 31, 2018 and 2017

Consolidated Statements of Operations and Comprehensive Income for the years ended December 31, 2018,
2017 and 2016

Consolidated Statements of Shareholders’ Equity for the years ended December 31, 2018, 2017 and 2016
Consolidated Statements of Cash Flows for the years ended December 31, 2018, 2017 and 2016
Notes to Consolidated Financial Statements

These financial statements are set forth in Item 8 of the Original Form 10-K.

2. Financial Statement Schedules

3. Exhib

Schedule I1I—Real Estate and Accumulated Depreciation (Included at the end of this Part IV of the Original
Form 10-K.)

Financial statement schedules not listed are either omitted because they are not applicable or the required
information is shown in the consolidated financial statements or notes thereto.

it Listing

Copies of the following Exhibits may be obtained electronically through the EDGAR system of the Securities
and Exchange Commission at www.sec.gov.

Exhibit
Number Description of Documents
2.1 Agreement and Plan of Merger, dated as of April 13, 2016, among Apple REIT Ten, Inc., the Company
and 34 Consolidated, Inc. (Incorporated by reference to Exhibit 2.1 to the Company’s current report on
Form 8-K (SEC File No. 001-37389) filed April 14, 2016)
2.2 First Amendment to Agreement and Plan of Merger, dated as of July 13, 2016, among Apple REIT
Ten, Inc., the Company and 34 Consolidated, Inc. (Incorporated by reference to Exhibit 2.1 to the
Company’s current report on Form §8-K (SEC File No. 001-37389) filed July 13, 2016)
3.1 Amended and Restated Articles of Incorporation of the Company, as amended (Incorporated by
reference to Exhibit 3.1 to the Company’s quarterly report on Form 10-Q (SEC File No. 001-37389)
filed August 6, 2018)
32 Second Amended and Restated Bylaws of the Company (Incorporated by reference to Exhibit 3.1 to the
Company’s current report on Form 8-K (SEC File No. 001-37389) filed February 18, 2016)
10.1%* The Company’s 2008 Non-Employee Directors Stock Option Plan (Incorporated by reference to Exhibit

10.4 to the Company’s quarterly report on Form 10-Q (SEC File No. 333-147414) filed May 8, 2008)

10.2 Subcontract Agreement, dated as of August 7, 2013, as amended, between the Company and Apple Ten

Advisors, Inc. (Incorporated by reference to Annex H to the joint proxy statement/prospectus included
in the Company’s registration statement on Form S-4 (SEC File No. 333-191084) originally filed
September 11, 2013)



Exhibit
Number
10.3*
10.4*

10.5

10.6

10.7

10.8%*

10.9

21.1%*
23.1%**
31.1%*

31.2%%*

31.3

31.4

32.1%*

101**

Description of Documents

The Company’s Executive Severance Pay Plan (Incorporated by reference to Exhibit 10.1 to the
Company’s current report on Form 8-K (SEC File No. 000-53603) filed June 4, 2014)

The Company’s 2014 Omnibus Incentive Plan (Incorporated by reference to Exhibit 10.2 to the
Company’s current report on Form 8-K (SEC File No. 000-53603) filed June 4, 2014)

Form of Restricted Stock Agreement (Incorporated by reference to Exhibit 10.1 to the Company’s
current report on Form 8-K (SEC File No. 001-37389) filed February 18, 2016)

Voting Agreement, dated as of April 13, 2016, among Apple REIT Ten, Inc., the Company and Glade
M. Knight (Incorporated by reference to Exhibit 10.1 to the Company’s current report on Form 8-K
(SEC File No. 001-37389) filed April 14, 2016)

Termination Agreement, dated as of April 13, 2016, among Apple Ten Advisors, Inc., Apple Suites
Realty Group, Inc., Apple REIT Ten, Inc. and the Company. (Incorporated by reference to Exhibit 10.2
to the Company’s current report on Form 8-K (SEC File No. 001-37389) filed April 14, 2016)

Non-Employee Director Deferral Program Under the Company’s 2014 Omnibus Incentive Plan
(Incorporated by reference to Exhibit 10.1 to the Company’s quarterly report on Form 10-Q (SEC File
No. 001-37389) filed August 6, 2018)

Second Amended and Restated Credit Agreement dated as of July 27, 2018, among the Company, as
borrower, certain subsidiaries of the Company, as guarantors, Bank of America, N.A., as Administrative
Agent, KeyBank National Association and Wells Fargo Bank, National Association, as Co-Syndication
Agents, U.S. Bank National Association, as Documentation Agent, Regions Bank as Managing

Agent, the Lenders and Letter of Credit Issuers party thereto, and Merrill Lynch, Pierce, Fenner &
Smith Incorporated, KeyBanc Capital Markets, Wells Fargo Securities, LLC and U.S. Bank National
Association, as Joint Lead Arrangers, and Merrill Lynch, Pierce, Fenner & Smith Incorporated,
KeyBanc Capital Markets and Wells Fargo Securities, LLC, as Joint Bookrunners (Incorporated by
reference to Exhibit 10.1 to the Company’s current report on Form 8-K (SEC File No. 001-37389) filed
August 1, 2018)

Subsidiaries of the Company
Consent of Ernst & Young LLP

Certification of the Company’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act 0f 2002

Certification of the Company’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act 0of 2002

Certification of the Company’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley
Act 0of 2002 (FILED HEREWITH)

Certification of the Company’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act 0f 2002 (FILED HEREWITH)

Certification of the Company’s Chief Executive Officer and Chief Financial Officer pursuant to 18
U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

The following materials from Apple Hospitality REIT, Inc.’s Annual Report on Form 10-K for the
year ended December 31, 2018 formatted in XBRL (eXtensible Business Reporting Language): (i)

the Consolidated Balance Sheets, (ii) the Consolidated Statements of Operations and Comprehensive
Income, (iii) the Consolidated Statements of Shareholders’ Equity, (iv) the Consolidated Statements of
Cash Flows, and (v) related notes to these financial statements, tagged as blocks of text and in detail

* Denotes Compensation Plan.
** Previously filed or furnished with the Original Form 10-K, which is being amended hereby.



SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Apple Hospitality REIT, Inc.

By: /s/__Justin G. Knight
Justin G. Knight,
President and Chief Executive Officer
(Principal Executive Officer)

Date: March 26, 2019

By: /s/ Bryan Peery
Bryan Peery,
Chief Financial Officer
(Principal Financial and Principal Accounting Officer)

Date: March 26, 2019



	Apple Hospitality REIT 10-K 12-31-18 PRINT Review v5
	Apple Hospitality REIT 10-KA 12-31-18 PRINT Review v1

