Third Party Review/Springhill-Element Marriot Hotel: (Developer’s responses to questions in Bold)

Thank you again for taking the time to speak with us about the dual branded SpringHill Suites and
Element project on South Tejon. As we discussed on the call today, we are not surprised that the
developer is seeking additional assistance for the project. While many limited service hotels can get
financed without any public assistance {TIF contributions) across the county, the Colorado Springs hotel
market has historically had pressure on room rates. This pressure has been driven largely by the
number of government employees staying at the properties who have relatively low per diem limits on
room charges. In addition, the proposed project has a parking structure, which increased cost makes
the hotel property less favorable from an economic return perspective. We do have a few comments
below regarding the application dated February 2018 to the Colorado Springs Urban Renewal Authority
by JKV Holdings.
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6 The budget has a $2.4 million line item for a guaranteed equity return. This is included in the
$4,837,500 Loan Expenses. We typically don’t see a guaranteed equity return in a debt sources and
uses. Also, you should get confirmation that their IRR calculations include this amount.

The equity return is similar to an interest expense while the project is being constructed. To
begin the process, we will need to raise in this case, $15,000,000. While the project is being
built and before it is open, we anticipate that there will be a requirement of 8% on that
equity. The returns in the IRR calculation begin essentially with the day the project opens and
calculates IRR based on that date and the returns thereafter. The 8% essentially serves to
reduce the IRR’s to the extent that they are over 8%.

8 Clarity the “(after fees 30%)” for the TIF Bonds. Is this the debt service coverage ratio
mislabeled? Fees are typically 2-3% for a bond issue.

The “after fees 30%” anticipates the costs of bonding with interest hold-backs and all of the
fees associated with this. We tried to be conservative with the extent of those fees.

9 The total debt number of $48,570,815 Project Debt is higher than $47,920,815 Debt Service
(65%) on pages 11-13. What is the difference between these numbers? The proforma numbers are also
inconsistent throughout the document. Also, it would be helpful to get their assumption on cap rates.
They are using a holding period of seven years, which is two years longer than most projects we see.

You are correct that they are different. This is unintentional. The $47,920,815 is the latest
and most accurate. The differences in pro forma numbers are addressed on page 10 stated
that there were some last minute clarifications that came up after most of the book was
published. In the interest of time, we decided to not make the changes.

11-13 Cash-on-cash (leveraged) does not include the $1mm Key Money reduction to Equity. This along
with the $2.4 million guaranteed return (mentioned above) should be included.
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Based on negotiations with Marriott, the key money will come in the form of cash, reduction
in fees and working capital in the first couple of years and will not essentially reduce the
equity needed to be raised or be used in calculating IRR’s. Nor will the $2.4 be included in the
IRR calculations of the project, or they will serve to actually reduce the overall IRR’s as the
original equity money will be invested earlier than used in these calculations.

15 The Managing Member will own and manage the hotel. You may want to have them add back
the 3% hotel management and 1% asset management fees for IRR since they will receive this return.

The managing member is a term used for LLC’s and their membership. This will be JVK. The
management company will be Hotel Equities and will earn 3% for their hotel management
work and the 1% asset management fee manages the Marriott relationship, oversees the
project operations, runs renovations, assures compliance, files tax forms, reviews accounting
records and budgets, and conducts monthly operational meetings. That money does not go to
the managing members but is compensations for these functions.

Other The proforma includes a 5% Reserve for Replacement, which is common for a hotel. However, for

a new construction we usually see a ramp up (2% year 1, 3% year 3, 3% year 4, 4% year 5 and 5%
thereafter). A lower FFE reserve will enhance their IRR in the early years.

We see a ramp up in reserve often in these projects. We have found that when mandatory
renovations are required in year 7, there is not enough money reserved if we don’t start with
5% from the opening year. The partners would then be required to come up with additional
equity and that would lower returns significantly in that year. Many projects use the tactic of

lowering these reserves in early years to boost projected cash flows. We find this historically
to be a mistake.

Thanks again for speaking to us. Please don’t hesitate to contact us with additional questions. We
would be happy to speak to the developer directly about the project. At that point, we could assess the
references to the minimum IRR projections that are solving for and requirements in the market to
obtain those IRR hurdle rates.
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Piper Jaffray is providing the information contained herein for discussion purposes only in anticipation of
being engaged to serve as underwriter or placement agent on a future transaction and not as a financial
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advisor or municipal advisor. in providing the information contained herein, Piper Jaffray is not
recommending an action to you and the information provided herein is not intended to be and should
not be construed as a “recommendation” or “advice” within the meaning of Section 15B of the
Securities Exchange Act of 1934. Piper Jaffray is not acting as an advisor to you and does not owe a
fiduciary duty pursuant to Section 158 of the Exchange Act or under any state law to you with respect to
the information and material contained in this communication. As an underwriter or placement agent,
Piper Jaffray’s primary role is to purchase or arrange for the placement of securities with a view to
distribution in an arm’s-length commercial transaction, is acting for its own interests and has financial
and other interests that differ from your interests. You should discuss any information and material
contained in this communication with any and all internal or external advisors and experts that you
deem appropriate before acting on this information or material.

The information contained herein may include hypothetical interest rates or interest rate savings for a
potential refunding. Interest rates used herein take into consideration conditions in today’s market and
other factual information such as credit rating, geographic location and market sector. Interest rates
described herein should not be viewed as rates that Piper Jaffray expects to achieve for you should we
be selected to act as your underwriter or placement agent. Information about interest rates and terms
for SLGs is based on current publically available information and treasury or agency rates for open-
market escrows are based on current market interest rates for these types of credits and should not be
seen as costs or rates that Piper Jaffray could achieve for you should we be selected to act as your
underwriter or placement agent. More particularized information and analysis may be provided after
you have engaged Piper Jaffray as an underwriter or placement agent or under certain other exceptions
as describe in the Section 158 of the Exchange Act.

Piper Jaffray & Co. Since 1895. Member SIPC and NYSE. Learn more at www.piperjaffray.com. Piper
Jaffray corporate headquarters is located at 800 Nicollet Mall, Minneapolis, MN 55402.Piper Jaffray
outgoing and incoming e-mail is electronically archived and recorded and is subject to review,
monitoring and/or disclosure to someone other than the recipient. This e-mail may be considered an
advertisement or solicitation for purposes of regulation of commercial electronic mail messages. If you
do not wish to receive commercial e-mail communications from Piper Jaffray, go to:
www.piperjaffray.com/do_not_email to review the details and submit your request to be added to the
Piper Jaffray "Do Not E-mail Registry." For additional disclosure information see
www.piperjaffray.com/disclosures



