Edgar Filing: ASHFORD HOSPITALITY TRUST INC - Form 10-K

ASHFORD HOSPITALITY TRUST INC
Form 10-K

March 03, 2014

Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended December 31, 2013

OR
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission file number: 001-31775

ASHFORD HOSPITALITY TRUST, INC.

(Exact name of registrant as specified in its charter)

Maryland 86-1062192
(State or other jurisdiction of incorporation or organization) (IRS employer identification number)
14185 Dallas Parkway, Suite 1100 75254
Dallas, Texas

(Address of principal executive offices) (Zip code)
(972) 490-9600

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered

Common Stock New York Stock Exchange

Preferred Stock, Series A New York Stock Exchange

Preferred Stock, Series D New York Stock Exchange

Preferred Stock, Series E New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
p Yes " No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.” Yes p No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90

days. b Yes " No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files) p Yes = No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form

10-K.



Edgar Filing: ASHFORD HOSPITALITY TRUST INC - Form 10-K

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company (as defined in Rule 12b-2 of the Exchange Act):
Large accelerated filer p Accelerated filer o

Non-accelerated filer o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). " Yes p No

As of June 28, 2013, the aggregate market value of 74,467,843 shares of the registrant’s common stock held by
non-affiliates was approximately $852,657,000.

As of February 27, 2014, the registrant had 80,565,563 shares of common stock issued and outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive Proxy Statement pertaining to the 2014 Annual Meeting of Shareholders are
incorporated herein by reference into Part III of this Form 10-K.




Edgar Filing: ASHFORD HOSPITALITY TRUST INC - Form 10-K

Table of Contents

ASHFORD HOSPITALITY TRUST, INC.
YEAR ENDED DECEMBER 31, 2013
INDEX TO FORM 10-K

Page
PART I
Item 1. Business 3
Item 1A. Risk Factors 11
Item 1B. Unresolved Staff Comments 30
Item 2. Properties 30
Item 3. Legal Proceedings 32
Item 4. Mine Safety Disclosures 32
PART II
Ttem S. Mar.ket for R.eg‘ istrant’s Common Equity. Related Stockholder Matters and Issuer Purchases of )
Equity Securities
Item 6. Selected Financial Data 36
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 37
Item 7A. Quantitative and Qualitative Disclosures About Market Risk 55
Item 8. Financial Statements and Supplementary Data 57
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 103
Item 9A. Controls and Procedures 103
Item 9B. Other Information 105
PART III
Item 10. Directors. Executive Officers and Corporate Governance 105
Item 11. Executive Compensation 105
Ttem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 105
Matters
Item 13. Certain Relationships and Related Transactions. and Director Independence 105



Edgar Filing: ASHFORD HOSPITALITY TRUST INC - Form 10-K

Item 14. Principal Accounting Fees and Services
PART IV
Item 15. Financial Statement Schedules and Exhibits

SIGNATURES

—
N

—
o)




Edgar Filing: ASHFORD HOSPITALITY TRUST INC - Form 10-K

Table of Contents

This Annual Report is filed by Ashford Hospitality Trust, Inc., a Maryland corporation (the “Company”). Unless the
context otherwise requires, all references to the Company include those entities owned or controlled by the Company.
In this report, the terms “the Company,” “we,” “us” or “our” mean Ashford Hospitality Trust, Inc. and all entities included in
its consolidated financial statements.

FORWARD-LOOKING STATEMENTS

Throughout this Form 10-K and documents incorporated herein by reference, we make forward-looking statements
that are subject to risks and uncertainties. These forward-looking statements include information about possible,
estimated or assumed future results of our business, financial condition and liquidity, results of operations, plans, and
objectives. Statements regarding the following subjects are forward-looking by their nature:

our business and investment strategy;

anticipated or expected purchases or sales of assets;

our projected operating results;

completion of any pending transactions;

our ability to obtain future financing arrangements;

our understanding of our competition;

market trends;

projected capital expenditures; and

the impact of technology on our operations and business.

Such forward-looking statements are based on our beliefs, assumptions, and expectations of our future performance
taking into account all information currently known to us. These beliefs, assumptions, and expectations can change as

a result of many potential events or factors, not all of which are known to us. If a change occurs, our business,

financial condition, liquidity, results of operations, plans, and other objectives may vary materially from those

expressed in our forward-looking statements. Additionally, the following factors could cause actual results to vary

from our forward-looking statements:

.factors discussed in this Form 10-K, including those set forth under the sections titled “Risk Factors,” “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” “Business,” and ‘“Properties;”

eeneral volatility of the capital markets and the market price of our common and preferred stock;

changes in our business or investment strategy;

availability, terms, and deployment of capital;

availability of qualified personnel;

changes in our industry and the market in which we operate, interest rates, or the general economy; and

the degree and nature of our competition.

When we use words or phrases such as “will likely result,” “may,” “anticipate,” “estimate,” “should,” “expect,” “believe,
similar expressions, we intend to identify forward-looking statements. You should not place undue reliance on these
forward-looking statements. We are not obligated to publicly update or revise any forward-looking statements,
whether as a result of new information, future events, or otherwise.
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PART 1

Item 1. Business

GENERAL

Ashford Hospitality Trust, Inc., together with its subsidiaries, is a self-administered real estate investment trust (“REIT”)
focused on investing in the hospitality industry across all segments and in all methods including direct real estate,
equity and debt. Additional information can be found on our website at www.ahtreit.com. We were formed as a
Maryland corporation in May 2003 and commenced operations in August 2003 with the acquisition of six hotel
properties in connection with our initial public offering. We own our lodging investments and conduct our business
through Ashford Hospitality Limited Partnership, our operating partnership. Ashford OP General Partner LLC, a
wholly-owned subsidiary of the Company, serves as the sole general partner of our operating partnership.

Our hotels are primarily operated under the widely recognized upscale and upper upscale brands of Hilton, Hyatt,
Marriott, Starwood and Intercontinental Hotels Group. Currently, all of our hotels are located in the United States. As
of December 31, 2013, we owned interests in the following hotel properties and notes receivable:

87 consolidated hotel properties (“legacy hotel properties™), including 85 directly owned and two owned through
majority-owned investments in consolidated entities, which represent 17,030 total rooms (or 17,003 net rooms
excluding those attributable to our partners),

28 hotel properties owned through a 71.74% common equity interest and a 50.0% preferred equity interest in an
unconsolidated joint venture (“PIM Highland JV”’), which represent 8,084 total rooms (or 5,800 net rooms excluding
those attributable to our joint venture partner),

90 hotel condominium units at WorldQuest Resort in Orlando, Florida, and

& mezzanine loan with a carrying value of $3.4 million.

The following briefly summarizes certain acquisitions and transactions that we have completed since our inception:
Effective December 2, 2011, one of our partners assigned to us its 11% ownership interest in an entity, in which we
previously had an 89% ownership interest.

In March 2011, in connection with the foreclosure on a mezzanine loan held in a joint venture with Prudential Real
Estate Investors (“PREI”), we and PREI each invested additional funds and each contributed an existing mezzanine loan
to form a new joint venture, the PIM Highland JV, which acquired the 28-hotel property portfolio (the “Highland
Portfolio”) securing the two mezzanine loans. Our investment was $150.0 million. We have an ownership interest of
71.74% in PIM Highland JV’s common equity and a $25.0 million preferred equity interest. Although we have the
majority ownership interest and can exercise significant influence over the joint venture, we do not control the
activities that most significantly impact the PIM Highland JV’s economic performance. All the major decisions related
to the joint venture, including establishment of policies and operating procedures with respect to business affairs,
incurring obligations and expenditures, are subject to the approval of an executive committee, which is comprised of
four persons, of which we and our joint venture partner each designate two persons. As a result, we are not the
primary beneficiary of PIM Highland JV and therefore it is not consolidated. Our investment in the joint venture is
accounted for using the equity method. The Highland Portfolio consists of high quality full-service and select-service
hotel properties with 8,084 total rooms, or 5,800 net rooms excluding those attributable to our joint venture partner.
Additionally, in March 2011, we acquired 96 hotel condominiums units at WorldQuest Resort in Orlando, Florida
.(”WorldQuest”) for $12.0 million and subsequently sold two units in 2011 and four units in 2013. At December 31,
2013, we owned 90 units. At December 31, 2013, we also wholly owned one mezzanine loan with a net carrying
value of $3.4 million.

Beginning in March 2008, we entered into various derivative transactions with financial institutions to hedge our debt,
to improve cash flows, and to capitalize on the historical correlation between changes in London Interbank
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Offered Rate ("LIBOR") and Revenue Per Available Room ("RevPAR"). The derivative instruments associated with
these transactions had all expired by March 2013. Through December 31, 2013, we recorded cash and accrued income
of $234.4 million from the derivative transactions.

For federal income tax purposes, we have elected to be treated as a REIT, which imposes limitations related to
operating hotels. As of December 31, 2013, all of our 87 legacy hotel properties were leased or owned by our
wholly-owned subsidiaries that are treated as taxable REIT subsidiaries for federal income tax purposes (collectively,
these subsidiaries are referred to as “Ashford TRS”). Ashford TRS then engages third-party or affiliated hotel
management companies to operate the hotels under management contracts. Hotel operating results related to these
properties are included in the consolidated statements of operations. With respect to our unconsolidated joint venture,
PIM Highland JV, the 28 hotels are leased to PIM Highland JV’s wholly-owned subsidiary, which is treated as a
taxable REIT subsidiary for federal income tax purposes.

We do not operate any of our hotels directly; instead we employ hotel management companies to operate them for us
under management contracts. Remington Lodging & Hospitality, LLC, together with its affiliates (“Remington
Lodging”), is our primary property manager, and is beneficially wholly-owned by Mr. Monty J. Bennett, our Chairman
and Chief Executive Officer, and Mr. Archie Bennett, Jr., our Chairman Emeritus. As of December 31, 2013,
Remington Lodging managed 54 of our 87 legacy hotel properties, while third-party management companies managed
the remaining 33 hotel properties. In addition, as of December 31, 2013, Remington Lodging managed 21 of the 28
PIM Highland JV hotel properties and the WorldQuest condominium properties.

SIGNIFICANT TRANSACTIONS IN 2013 AND RECENT DEVELOPMENTS

Refinanced our $141.7 Million Mortgage Loan - On February 26, 2013, we refinanced our $141.7 million loan due
August 2013, which had an outstanding balance of $141.0 million, with a $199.9 million loan due February 2018. The
new loan provides for an interest rate of LIBOR + 3.50%, with no LIBOR floor. The new loan continues to be secured
by the Capital Hilton in Washington, DC and the Hilton La Jolla Torrey Pines in La Jolla, California. We had a 75%
ownership interest in the properties, with Hilton holding the remaining 25%. The excess loan proceeds above closing
costs and reserves were distributed to the partners on a pro rata basis. Our share of the excess loan proceeds was
approximately $40.5 million, which was added to our unrestricted cash balance. These properties were included in the
spin-off of Ashford Hospitality Prime, Inc. discussed below.

Acquisition of the Pier House Resort - On May 14, 2013, we acquired a 100% interest in the Pier House Resort in Key
West, Florida, for a contractual purchase price of $90.0 million in cash. In connection with the acquisition, we
incurred transaction costs of $901,000, which are included in transaction costs on the consolidated statement of
operations. The purchase price has been allocated to the assets acquired and liabilities assumed using the estimated
fair value at the date of acquisition based on a third party appraisal.

Common Stock Offering - On June 20, 2013, we commenced a follow-on public offering of 11.0 million shares of our
common stock at $12.00 per share for gross proceeds of $132.0 million. The aggregate proceeds, net of the 4.25%
underwriting discount and other expenses of $500,000, were approximately $125.9 million. The offering settled on
June 26, 2013. We granted the underwriters a 30-day option to purchase up to an additional 1.65 million shares of our
common stock. On July 24, 2013, the underwriters partially exercised their option and purchased an additional 1.25
million shares of our common stock at a price of $12.00 per share less the underwriting discount resulting in
additional proceeds of approximately $14.2 million.

$69.0 Million Pier House Financing - On September 10, 2013, we completed the financing for a $69.0 million loan
due September 2015 and secured by the Pier House Resort. The new financing has a two-year term and three,
one-year extension options with no test requirements for the first two extensions. The loan provides for a floating
interest rate of LIBOR + 4.90%, with no LIBOR Floor. The loan proceeds, net of typical closing costs and reserves,
were added to our unrestricted cash balance.

Spin-off of an 8-hotel Portfolio - On June 17, 2013, we announced that our Board of Directors had approved a plan to
spin-off an 80% ownership interest in an 8-hotel portfolio, totaling 3,146 rooms (2,912 net rooms excluding those
attributable to our partners), to holders of our common stock in the form of a taxable special distribution. This
distribution was comprised of common stock in Ashford Hospitality Prime, Inc. (“Ashford Prime”), a newly formed
company. We contributed the portfolio interests into Ashford Hospitality Prime Limited Partnership ("Ashford Prime

7



Edgar Filing: ASHFORD HOSPITALITY TRUST INC - Form 10-K

OP"), Ashford Prime's operating partnership. The distribution was made on November 19, 2013, on a pro rata basis to
holders of our common stock as of November 8, 2013, with each of our shareholders receiving one share of Ashford
Prime common stock for every five shares of our common stock held by such shareholder as of the close of business

on November 8, 2013. Ashford Prime is expected to qualify as a REIT for federal income tax purposes, and is listed

on the New York Stock Exchange, under the symbol “AHP.” The transaction also includes options for Ashford Prime to
purchase the Crystal Gateway Marriott in Arlington, Virginia and the Pier House Resort in Key West, Florida.

Ashford Hospitality Advisors LLC, our subsidiary acts as external advisor to Ashford Prime.
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$18.2 Million Loan Financings - On December 20, 2013, we refinanced a $6.5 million loan due April 2034, with a
$10.8 million loan due January 2024. The new loan provides for a fixed interest rate of 5.49%. The new loan
continues to be secured by the Residence Inn Jacksonville. Additionally, we completed the financing for a $7.4
million loan due January 2024. The new loan provides for a fixed interest rate of 5.49% and is secured by the
Residence Inn Manchester. We have an 85% ownership interest in the property, with Interstate Hotels & Resorts
holding the remaining 15%. Our share of the excess loan proceeds were added to our unrestricted cash balance.
Proposed Spin-off of Asset Management Business - On February 27, 2014, we announced that our Board of Directors
has unanimously approved a plan to spin-off its asset management business into a separate publicly traded company in
the form of a taxable distribution. The distribution is expected to be completed in the third quarter of 2014, and we
anticipate that the distribution will be comprised of common stock in Ashford, Inc. (“Ashford Inc.”), a newly formed or
successor company of our current subsidiary Ashford Hospitality Advisors LLC. We also expect that Ashford Inc.
will file an application to list its shares on the NYSE or NYSE MKT Exchanges. In connection with the proposed
spin-off, we expect that Ashford Inc. will enter into a 20-year advisory agreement to externally advise the Company.
Ashford Inc. will continue to externally advise Ashford Prime. This distribution is anticipated to be declared during
the third quarter of 2014; however, it remains subject to the filing of the required registration statement with the
Securities and Exchange Commission ("SEC"), the review of the registration statement by the SEC, the approval of
the listing of shares by the applicable exchange, and other legal requirements. The Company cannot be certain this
distribution will proceed or proceed in the manner as currently anticipated.
Sale of Pier House Resort - On March 1, 2014, we closed on the sale of the Pier House Resort to Ashford Prime. The
sales price was $92.7 million. Ashford Prime assumed the $69 million mortgage and paid the balance of the purchase
price in cash.
BUSINESS STRATEGIES
Following the recession that commenced in 2008, the lodging industry has experienced improvement in fundamentals,
which continued through 2013. Room rates, measured by the average daily rate ("ADR"), which typically lags
occupancy growth in the early stage of a recovery, have shown upward growth. We believe improvements in the
economy will continue to positively impact the lodging industry and hotel operating results for several years to come,
and we will continue to seek ways to benefit from the cyclical nature of the hotel industry. We believe that in the
prior cycle, hotel values and cash flows, for the most part, peaked in 2007, and we believe the hotel industry may
exceed these cash flows and values during the next cyclical peak.
Based on our primary business objectives and forecasted operating conditions, our current key priorities and financial
strategies include, among other things:
acquisition of hotel properties;
disposition of non-core hotel properties;
tnvesting in securities;
pursuing capital market activities to enhance long-term shareholder value;
preserving capital, enhancing liquidity, and continuing current cost saving measures;

implementing selective capital improvements designed to increase

profitability;
tmplementing effective asset management strategies to minimize operating costs and increase revenues;
financing or refinancing hotels on competitive terms;
atilizing hedges and derivatives to mitigate risks; and
making other investments or divestitures that our Board of Directors deems appropriate.
Our investment strategies continue to focus on the full-service and select-service hotels in the upscale and
upper-upscale segments within the lodging industry that have RevPAR generally less than twice the national average.
We believe that as supply, demand, and capital market cycles change, we will be able to shift our investment
strategies to take advantage of new lodging-
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related investment opportunities as they may develop. Our Board of Directors may change our investment strategies at
any time without shareholder approval or notice.

As the business cycle changes and the hotel markets continue to improve, we intend to continue to invest in a variety
of lodging-related assets based upon our evaluation of diverse market conditions including our cost of capital and the
expected returns from those investments. Our investments may include: (i) direct hotel investments; (ii) mezzanine
financing through origination or acquisition; (iii) first-lien mortgage financing through origination or acquisition; and
(iv) sale-leaseback transactions.

Our strategy is designed to take advantage of lodging industry conditions and adjust to changes in market
circumstances over time. Our assessment of market conditions will determine asset reallocation strategies. While we
seek to capitalize on favorable market fundamentals, conditions beyond our control may have an impact on overall
profitability and our investment returns.

Our strategy of combining lodging-related equity and debt investments seeks, among other things, to:

capitalize on both current yield and price appreciation, while simultaneously offering diversification of types of assets
within the hospitality industry; and

vary investments across an array of hospitality assets to take advantage of market cycles for each asset class.

To take full advantage of future investment opportunities in the lodging industry, we intend to invest according to the
asset allocation strategies described below. However, due to ongoing changes in market conditions, we will
continually evaluate the appropriateness of our investment strategies. Our Board of Directors may change any or all of
these strategies at any time without shareholder approval or notice.

Direct Hotel Investments — In selecting hotels to acquire, we target hotels that offer either a high current return or the
opportunity to increase in value through repositioning, capital investments, market-based recovery, or improved
management practices. Our direct hotel acquisition strategy primarily targets full-service and select-service hotels in
primary, secondary, and resort markets, typically throughout the United States and will seek to achieve both current
income and appreciation. In addition, we will continue to assess our existing hotel portfolio and make strategic
decisions to sell certain under-performing or non-strategic hotels that do not fit our investment strategy or criteria due
to micro or macro market changes or other reasons.

Mezzanine Financing — Subordinated loans, or mezzanine loans, that we acquire or originate may relate to a diverse
segment of hotels that are located across the U.S. These mezzanine loans are secured by junior mortgages on hotels or
pledges of equity interests in entities owning hotels. As the global economic environment improves and the hotel
industry stabilizes, we may refocus our efforts on the acquisition or origination of mezzanine loans. Given the greater
repayment risks of these types of loans, to the extent we acquire or originate them in the future, we will have a more
conservative approach in underwriting these assets. Mezzanine loans that we acquire in the future may be secured by
individual assets as well as cross-collateralized portfolios of assets.

First Mortgage Financing — From time to time, we may acquire or originate first mortgages. As the dynamics in the
capital markets and the hotel industry make first-mortgage investments more attractive, we may acquire, potentially at
a discount to par, or originate loans secured by first priority mortgages on hotels. We may be subject to certain
state-imposed licensing regulations related to commercial mortgage lenders, with which we intend to comply.
However, because we are not a bank or a federally chartered lending institution, we are not subject to state and federal
regulatory constraints imposed on such entities.

Sale-Leaseback Transactions — To date, we have not participated in any sale-leaseback transactions. However, if the
lodging industry fundamentals shift such that sale-leaseback transactions become more attractive investments, we
intend to purchase hotels and lease them back to their existing hotel owners.

Other Transactions - We may also invest in other lodging related assets or businesses that offer diversification,
attractive risk adjusted returns, and/or capital allocation benefits.

BUSINESS SEGMENTS

We currently operate in two business segments within the hotel lodging industry: direct hotel investments and hotel
financing. A discussion of each operating segment is incorporated by reference to Note 22 of Notes to Consolidated
Financial Statements set forth in Part II, Item 8. Financial Statements and Supplementary Data.

FINANCING STRATEGY
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regarding the incurrence of indebtedness, our Board of Directors considers a number of factors, including:
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our leverage levels across the portfolio;
the purchase price of our investments to be acquired with debt financing;
tmpact on financial covenants;
cost of debt;

{oan maturity schedule;
the estimated market value of our investments upon refinancing;
the ability of particular investments, and our Company as a whole, to generate cash flow to cover expected debt
service; and.
trailing twelve months net operating income of the hotel to be financed.

We may incur debt in the form of purchase money obligations to the sellers of properties, publicly or privately placed
debt instruments, or financing from banks, institutional investors, or other lenders. Any such indebtedness may be
secured or unsecured by mortgages or other interests in our properties. This indebtedness may be recourse,
non-recourse, or cross-collateralized. If recourse, such recourse may include our general assets or be limited to the
particular investment to which the indebtedness relates. In addition, we may invest in properties or loans subject to
existing loans secured by mortgages or similar liens on the properties, or we may refinance properties acquired on a
leveraged basis.

We may use the proceeds from any borrowings for working capital to:

purchase interests in partnerships or joint ventures;
finance the origination or purchase of debt investments; or
finance acquisitions, expand, redevelop or improve existing properties, or develop new properties or other uses.

In addition, if we do not have sufficient cash available, we may need to borrow to meet taxable income distribution
requirements under the Internal Revenue Code of 1986, as amended (the "Internal Revenue Code"). No assurances can
be given that we will obtain additional financings or, if we do, what the amount and terms will be. Our failure to
obtain future financing under favorable terms could adversely impact our ability to execute our business strategy. In
addition, we may selectively pursue debt financing on our individual properties and debt investments.

DISTRIBUTION POLICY
In December 2012, the Board of Directors approved our dividend policy for 2013 with an annualized target of $0.48
per share. For the year ended December 31, 2013, we have declared dividends of $0.48 per share. We may incur
indebtedness to meet distribution requirements imposed on REITs under the Internal Revenue Code to the extent that
working capital and cash flow from our investments are insufficient to fund required distributions. We may elect to
pay dividends on our common stock in cash or a combination of cash and shares of securities as permitted under
federal income tax laws governing REIT distribution requirements. We may pay dividends in excess of our cash flow.
Distributions are authorized by our Board of Directors and declared by us based upon a variety of factors deemed
relevant by our directors. No assurance can be given that our dividend policy will not change in the future. In
December 2013, the Board of Directors approved our dividend policy for 2014 and we expect to pay a quarterly
dividend of $0.12 per share during 2014. The adoption of a dividend policy does not commit our Board of Directors to
declare future dividends or the amount thereof. The Board of Directors will continue to review our dividend policy on
a quarterly basis. Our ability to pay distributions to our shareholders will depend, in part, upon our receipt of
distributions from our operating partnership. This, in turn, may depend upon receipt of lease payments with respect to
our properties from indirect, wholly-owned subsidiaries of our operating partnership and the management of our
properties by our property managers. Distributions to our shareholders are generally taxable to our shareholders as
ordinary income. However, since a portion of our investments are equity ownership interests in hotels, which result in
depreciation and non-cash charges against our income, a portion of our distributions may constitute a non-taxable
return
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of capital, to the extent of a shareholder’s tax basis in the stock. To the extent that it is consistent with maintaining our
REIT status, we may maintain accumulated earnings of Ashford TRS in that entity.

Our charter allows us to issue preferred stock with a preference on distributions, such as our Series A, Series D and
Series E preferred stock. The partnership agreement of our operating partnership also allows the operating partnership
to issue units with a preference on distributions, such as our class B common units. The issuance of these series of
preferred stock and units together with any similar issuance in the future, given the dividend preference on such stock
or units, could limit our ability to make a dividend distribution to our common shareholders.

COMPETITION

The hotel industry is highly competitive and the hotels in which we invest are subject to competition from other hotels
for guests. Competition is based on a number of factors, most notably convenience of location, availability of rooms,
brand affiliation, price, range of services, guest amenities or accommodations offered and quality of customer service.
Competition is often specific to the individual markets in which our properties are located and includes competition
from existing and new hotels. Increased competition could have a material adverse effect on the occupancy rate,
average daily room rate and room revenue per available room of our hotels or may require us to make capital
improvements that we otherwise would not have to make, which may result in decreases in our profitability.

Our principal competitors include other hotel operating companies, ownership companies (including hotel REITs) and
national and international hotel brands. We face increased competition from providers of less expensive
accommodations, such as select-service hotels or independent owner-managed hotels, during periods of economic
downturn when leisure and business travelers become more sensitive to room rates.

EMPLOYEES

At December 31, 2013, we had 83 full-time employees. These employees directly or indirectly perform various
acquisition, development, asset management, capital markets, accounting, tax, risk management, legal,
redevelopment, and corporate management functions. None of our corporate employees are unionized. All persons
employed in day-to-day hotel operations are employees of the management companies and not the Company, and
some of the management company employees are unionized. Occasionally, we hire temporary employees to assist in
tasks. We also hire numerous third parties to provide various professional services. In addition, certain employees of a
related party provide services to us or split their time between us and the related party. Costs for these services are
included in the corporate general and administrative expense reimbursements to the related party.
ENVIRONMENTAL MATTERS

Under various federal, state, and local laws and regulations, an owner or operator of real estate may be liable for the
costs of removal or remediation of certain hazardous or toxic substances on such property. These laws often impose
liability without regard to whether the owner knew of, or was responsible for, the presence of hazardous or toxic
substances. Furthermore, a person who arranges for the disposal of a hazardous substance or transports a hazardous
substance for disposal or treatment from property owned by another may be liable for the costs of removal or
remediation of hazardous substances released into the environment at that property. The costs of remediation or
removal of such substances may be substantial, and the presence of such substances, or the failure to promptly
remediate such substances, may adversely affect the owner’s ability to sell the affected property or to borrow using the
affected property as collateral. In connection with the ownership and operation of our properties, we, our operating
partnership, or Ashford TRS may be potentially liable for any such costs. In addition, the value of any lodging
property loan we originate or acquire would be adversely affected if the underlying property contained hazardous or
toxic substances.

Phase I environmental assessments, which are intended to identify potential environmental contamination for which
our properties may be responsible, have been obtained on substantially all of our properties. Such Phase I
environmental assessments included:

historical reviews of the properties;

reviews of certain public records;

preliminary investigations of the sites and surrounding properties;

screening for the presence of hazardous substances, toxic substances, and underground storage tanks; and

the preparation and issuance of a written report.
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Such Phase I environmental assessments did not include invasive procedures, such as soil sampling or ground water
analysis. Such Phase I environmental assessments have not revealed any environmental liability that we believe would
have a material adverse effect on our business, assets, results of operations, or liquidity, and we are not aware of any
such liability. To the extent Phase I environmental assessments reveal facts that require further investigation, we
would perform a Phase II environmental assessment. However, it is possible that these environmental assessments will
not reveal all environmental liabilities. There may be material environmental liabilities of which we are unaware,
including environmental liabilities that may have arisen since the environmental assessments were completed or
updated. No assurances can be given that (i) future laws, ordinances, or regulations will not impose any material
environmental liability, or (ii) the current environmental condition of our properties will not be affected by the
condition of properties in the vicinity (such as the presence of leaking underground storage tanks) or by third parties
unrelated to us.

We believe our properties are in compliance in all material respects with all federal, state, and local ordinances and
regulations regarding hazardous or toxic substances and other environmental matters. Neither we nor, to our
knowledge, any of the former owners of our properties have been notified by any governmental authority of any
material noncompliance, liability, or claim relating to hazardous or toxic substances or other environmental matters in
connection with any of our properties.

INSURANCE

We maintain comprehensive insurance, including liability, property, workers’ compensation, rental loss,
environmental, terrorism, and, when available on commercially reasonable terms, flood and earthquake insurance,
with policy specifications, limits, and deductibles customarily carried for similar properties. Certain types of losses
(for example, matters of a catastrophic nature such as acts of war or substantial known environmental liabilities) are
either uninsurable or require substantial premiums that are not economically feasible to maintain. Certain types of
losses, such as those arising from subsidence activity, are insurable only to the extent that certain standard policy
exceptions to insurability are waived by agreement with the insurer. We believe, however, that our properties are
adequately insured, consistent with industry standards.

FRANCHISE LICENSES

We believe that the public’s perception of quality associated with a franchisor can be an important feature in the
operation of a hotel. Franchisors provide a variety of benefits for franchisees, which include national advertising,
publicity, and other marketing programs designed to increase brand awareness, training of personnel, continuous
review of quality standards, and centralized reservation systems.

As of December 31, 2013, we owned interests in 123 hotels, 118 of which operated under the following franchise
licenses or brand management agreements:

Embassy Suites is a registered trademark of Hilton Hospitality, Inc.

Hilton is a registered trademark of Hilton Hospitality, Inc.

Hilton Garden Inn is a registered trademark of Hilton Hospitality, Inc.

Homewood Suites by Hilton is a registered trademark of Hilton Hospitality, Inc.

Hampton Inn is a registered trademark of Hilton Hospitality, Inc.

Marriott is a registered trademark of Marriott International, Inc.

SpringHill Suites is a registered trademark of Marriott International, Inc.

Residence Inn by Marriott is a registered trademark of Marriott International, Inc.

Courtyard by Marriott is a registered trademark of Marriott International, Inc.

Fairfield Inn by Marriott is a registered trademark of Marriott International, Inc.

TownePlace Suites is a registered trademark of Marriott International, Inc.

Renaissance is a registered trademark of Marriott International, Inc.

Ritz Carlton is a registered trademark of Marriott International, Inc.

Hyatt Regency is a registered trademark of Hyatt Corporation.
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Sheraton is a registered trademark of Sheraton Hotels and Resorts, a division of Starwood Hotels and Resorts
Worldwide, Inc.

Westin is a registered trademark of Westin Hotels and Resorts, a division of Starwood Hotels and Resorts Worldwide,
Inc.

Crowne Plaza is a registered trademark of InterContinental Hotels Group.

One Ocean is a registered trademark of Remington Hotels LP.

Our management companies, including our affiliate Remington Lodging, must operate each hotel pursuant to the
terms of the related franchise or brand management agreement and must use their best efforts to maintain the right to
operate each hotel pursuant to such terms. In the event of termination of a particular franchise or brand management
agreement, our management companies must operate any affected hotels under another franchise or brand
management agreement, if any, that we enter into. We anticipate that many of the additional hotels we acquire could
be operated under franchise licenses or brand management agreements as well.

Our franchise licenses and brand management agreements generally specify certain management, operational,
recordkeeping, accounting, reporting, and marketing standards and procedures with which the franchisee or brand
operator must comply, including requirements related to:

training of operational personnel;

safety;

maintaining specified insurance;

types of services and products ancillary to guestroom services that may be provided;

display of signage; and

type, quality, and age of furniture, fixtures, and equipment included in guestrooms, lobbies, and other common areas.
SEASONALITY

Our properties’ operations historically have been seasonal as certain properties maintain higher occupancy rates during
the summer months, while certain other properties maintain higher occupancy rates during the winter months. This
seasonality pattern can cause fluctuations in our quarterly lease revenue under our percentage leases. We anticipate
that our cash flows from the operations of our properties will be sufficient to enable us to make quarterly distributions
to maintain our REIT status. To the extent that cash flows from operations are insufficient during any quarter due to
temporary or seasonal fluctuations in lease revenue, we expect to utilize other cash on hand or borrowings to fund
required distributions. However, we cannot make any assurances that we will make distributions in the future.
ACCESS TO REPORTS AND OTHER INFORMATION

We maintain a website at www.ahtreit.com. On our website, we make available free-of-charge our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and other reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the "Exchange Act"), as soon
as reasonably practicable after we electronically file such material with the SEC. In addition, our Code of Business
Conduct and Ethics, Code of Ethics for the Chief Executive Officer, Chief Financial Officer, and Chief Accounting
Officer, Corporate Governance Guidelines, and Board Committee Charters are also available free-of-charge on our
website or can be made available in print upon request.

All reports filed with the SEC may also be read and copied at the SEC’s Public Reference Room at 100 F Street, N.E.
Washington, DC 20549-1090. Further information regarding the operation of the Public Reference Room may be
obtained by calling 1-800-SEC-0330. In addition, all of our filed reports can be obtained at the SEC’s website at
WWW.SEC.gov.
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Item 1A. Risk Factors

RISKS RELATED TO OUR BUSINESS

The financial crisis and general economic slowdown, which began in late 2007, harmed the operating performance of
the hotel industry generally. If these or similar events recur, we may be harmed by declines in occupancy, average
daily room rates and/or other operating revenues.

The performance of the lodging industry has been closely linked with the performance of the general economy and,
specifically, growth in the U.S. gross domestic product. A majority of our hotels are classified as upscale and
upper-upscale. In an economic downturn, these types of hotels may be more susceptible to a decrease in revenue, as
compared to hotels in other categories that have lower room rates. This characteristic may result from the fact that
upscale and upper-upscale hotels generally target business and high-end leisure travelers. In periods of economic
difficulties, business and leisure travelers may seek to reduce travel costs by limiting travel or seeking to reduce costs
on their trips. Any economic recession will likely have an adverse effect on us.

Failure of the hotel industry to exhibit sustained improvement or to improve as expected may adversely affect us.

A substantial part of our business plan is based on our belief that the lodging markets in which we invest will
experience improving economic fundamentals in the future, despite that fundamentals have already substantially
improved over the last several years. In particular, our business strategy is dependent on our expectation that key
industry performance indicators, especially RevPAR, will continue to improve. There can be no assurance as to
whether or to what extent, hotel industry fundamentals will continue to improve. In the event conditions in the
industry do not sustain improvement or improve as we expect, or deteriorate, we may be adversely affected.

We are subject to various risks related to our use of, and dependence on, debt.

As of December 31, 2013, we had aggregated borrowings of approximately $1.8 billion outstanding, including $579.4
million of variable interest rate debt. The interest we pay on variable-rate debt increases as interest rates increase
above any floor rates, which may decrease cash available for distribution to our shareholders. We are also subject to
the risk that we may not be able to meet our debt service obligations or refinance our debt as it becomes due. If we do
not meet our debt service obligations, we risk the loss of some or all of our assets to foreclosure. Changes in economic
conditions or our financial results or prospects could (i) result in higher interest rates on variable-rate debt, (ii) reduce
the availability of debt financing generally or debt financing at favorable rates, (iii) reduce cash available for
distribution to our shareholders, (iv) increase the risk that we could be forced to liquidate assets or repay debt, either
of which could have a material adverse effect on us, and (v) create other challenging situations for us.

Some of our debt agreements contain financial and other covenants. If we violate covenants in any debt agreements,
including as a result of impairments of our hotel or mezzanine loan assets, we could be required to repay all or a
portion of our indebtedness before maturity at a time when we might be unable to arrange financing for such
repayment on attractive terms, if at all. Violations of certain debt covenants may also prohibit us from borrowing
unused amounts under our lines of credit, even if repayment of some or all the borrowings is not required. In any
event, financial covenants under our current or future debt obligations could impair our planned business strategies by
limiting our ability to borrow beyond certain amounts or for certain purposes. Our governing instruments do not
contain any limitation on our ability to incur indebtedness.

We voluntarily elected to cease making payments on the mortgages securing four of our hotels during the recent
economic downturn, and we may voluntarily elect to cease making payments on additional mortgages in the future,
which could reduce the number of hotels we own as well as our revenues and could affect our ability to raise equity or
debt financing in the future or violate covenants in our debt agreements.

During the past economic crisis, we undertook a series of actions to manage the sources and uses of our funds in an
effort to navigate through challenging market conditions while still pursuing opportunities to create long-term
shareholder value. In this effort, we attempted to proactively address value and cash flow deficits among certain of our
mortgaged hotels, with a goal of enhancing shareholder value through loan amendments, or in certain instances,
consensual transfers of hotel properties to the lenders in satisfaction of the related debt, some of which resulted in
impairment charges. The loans secured by these hotels, subject to certain customary exceptions, were non-recourse to
us. We may continue to proactively address value and cash flow deficits in a similar manner as necessary and
appropriate.
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We had approximately $1.8 billion of mortgage debt outstanding as of December 31, 2013. We may face issues with
these loans or with other loans or borrowings that we incur in the future, some of which issues may be beyond our

control, including our ability to service payment obligations from the cash flow of the applicable hotel, or the inability
to refinance existing debt at
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the applicable maturity date. In such event, we may elect to default on the applicable loan and, as a result, the lenders
would have the right to exercise various remedies under the loan documents, which would include foreclosure on the
applicable hotels. Any such defaults, whether voluntary or involuntary, could result in a default under our other debt
agreements, could have an adverse effect on our ability to raise equity or debt capital, could increase the cost of such
capital or could otherwise have an adverse effect on our business, results of operations or financial condition.

Our joint venture investments could be adversely affected by our lack of sole decision-making authority, our reliance
on a co-venturer’s financial condition and disputes between us and our co-venturers.

We have in the past and may continue to co-invest with third parties through partnerships, joint ventures or other
entities, acquiring controlling or non-controlling interests in, or sharing responsibility for, managing the affairs of a
property, partnership, joint venture or other entity. In such event, we may not be in a position to exercise sole
decision-making authority regarding the property, partnership, joint venture or other entity. Investments in
partnerships, joint ventures or other entities may, under certain circumstances, involve risks not present were a third
party not involved, including the possibility that partners or co-venturers might become bankrupt, suffer a
deterioration in their financial condition or fail to fund their share of required capital contributions. Partners or
co-venturers may have economic or other business interests or goals which are inconsistent with our business interests
or goals, and may be in a position to take actions contrary to our policies or objectives. Such investments may also
have the potential risk of impasses on decisions, such as a sale, budgets, or financing, because neither we nor the
partner or co-venturer would have full control over the partnership or joint venture. Disputes between us and partners
or co-venturers may result in litigation or arbitration that would increase our expenses and prevent our officers and/or
directors from focusing their time and effort on our business. Consequently, actions by, or disputes with, partners or
co-venturers might result in subjecting properties owned by the partnership or joint venture to additional risk. In
addition, we may in certain circumstances be liable for the actions of our third-party partners or co-venturers.

Our business strategy depends on our continued growth. We may fail to integrate recent and additional investments
into our operations or otherwise manage our planned growth, which may adversely affect our operating results.

Our business plan contemplates a period of growth in the next several years. We cannot assure you that we will be
able to adapt our management, administrative, accounting, and operational systems, or hire and retain sufficient
operational staff to successfully integrate and manage any future acquisitions of additional assets without operating
disruptions or unanticipated costs. Acquisitions of any additional portfolios of properties or mortgages would generate
additional operating expenses that we will be required to pay. As we acquire additional assets, we will be subject to
the operational risks associated with owning those assets. Our failure to successfully integrate any future acquisitions
into our portfolio could have a material adverse effect on our results of operations and financial condition and our
ability to pay dividends to our shareholders.

We may be unable to identify additional investments that meet our investment criteria or to acquire the properties we
have under contract.

We cannot assure you that we will be able to identify real estate investments that meet our investment criteria, that we
will be successful in completing any investment we identify, or that any investment we complete will produce a return
on our investment. Moreover, we have broad authority to invest in any real estate investments that we may identify in
the future. We also cannot assure you that we will acquire properties we currently have under firm purchase contracts,
if any, or that the acquisition terms we have negotiated will not change.

Conlflicts of interest could result in our management acting other than in our shareholders’ best interest.

Conlflicts of interest in general and specifically relating to Remington Lodging may lead to management decisions that
are not in the shareholders’ best interest. The Chairman of our Board of Directors and Chief Executive Officer,

Mr. Monty J. Bennett, serves as the Chief Executive Officer of Remington Lodging and Mr. Archie Bennett, Jr., who
is our Chairman Emeritus, serves as Chairman of the Board of Directors of Remington Lodging. Messrs. Archie and
Monty J. Bennett beneficially own 100% of Remington Lodging, which, as of December 31, 2013, managed 54 of our
87 legacy properties, 21 of the 28 PIM Highland JV hotel properties and the WorldQuest condominium properties;
and provides related services, including property management services and project management services.

Messrs. Archie and Monty J. Bennett’s ownership interests in and management obligations to Remington Lodging
present them with conflicts of interest in making management decisions related to the commercial arrangements
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between us and Remington Lodging, and Mr. Monty J. Bennett's management obligations to Remington Lodging
reduces the time and effort he spends managing Ashford. Our Board of Directors has adopted a policy that requires all
material approvals, actions or decisions to which we have the right to make under the management agreements with
Remington Lodging be approved by a majority or, in certain circumstances, all of our independent directors.
However, given the authority and/or operational latitude to Remington Lodging under the management agreements to
which we are a party, Messrs. Archie and Monty J. Bennett, as officers of Remington Lodging,
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could take actions or make decisions that are not in our shareholders’ best interest or that are otherwise inconsistent
with their obligations under the management agreement or our obligations under the applicable franchise agreements.
Holders of units in our operating partnership, including members of our management team, may suffer adverse tax
consequences upon our sale of certain properties. Therefore, holders of units, either directly or indirectly, including
Messrs. Archie and Monty J. Bennett, Mr. David Brooks, our Chief Operating Officer and General Counsel,

Mr. David Kimichik, our Chief Financial Officer, Mr. Mark Nunneley, our Chief Accounting Officer and Mr. Martin
L. Edelman (or his family members), one of our directors, may have different objectives regarding the appropriate
pricing and timing of a particular property’s sale. These officers and directors of ours may influence us to sell, not sell,
or refinance certain properties, even if such actions or inactions might be financially advantageous to our shareholders,
or to enter into tax deferred exchanges with the proceeds of such sales when such a reinvestment might not otherwise
be in our best interest.

In addition, we have agreed to indemnify for a period of time contributors of properties contributed to us in exchange
for operating partnership units, including (indirectly) Messrs. Archie and Monty J. Bennett, Brooks, Kimichik,
Nunneley, and Edelman (or his family members), against the income tax they may incur if we dispose of the specified
contributed properties. Because of this indemnification, our indemnified management team members may make
decisions about selling any of these properties that are not in our shareholders’ best interest.

We are a party to a master hotel management agreement and an exclusivity agreement with Remington Lodging,
which describes the terms of Remington Lodging’s services to our hotels, as well as any future hotels we may acquire
that may or may not be managed by Remington Lodging. The exclusivity agreement requires us to engage Remington
Lodging, unless our independent directors either (i) unanimously vote to hire a different manager or developer, or

(i1) by a majority vote, elect not to engage Remington Lodging because they have determined that special
circumstances exist or that, based on Remington Lodging’s prior performance, another manager or developer could
perform the duties materially better. As the sole owners of Remington Lodging, which would receive any
development, management, and management termination fees payable by us under the management agreement, Mr.
Monty Bennett, and to a lesser extent, Mr. Archie Bennett, Jr., in his role as Chairman Emeritus, may influence our
decisions to sell, acquire, or develop hotels when it is not in the best interests of our shareholders to do so.

Tax indemnification obligations that apply in the event that we sell certain properties could limit our operating
flexibility.

We have acquired certain of our properties in exchange transactions in which we issued units in our operating
partnership in exchange for hotel properties. In certain of these transactions, we agreed to ongoing indemnification
obligations in the event we sell or transfer the related property and in some instances in the event we refinance the
related property. Accordingly, we may be obligated to indemnify the contributors, including Messrs. Archie and
Monty J. Bennett whom have substantial ownership interests, against the tax consequences of such transactions.

In general, our tax indemnities will be equal to the amount of the federal, state, and local income tax liability the
contributor or its specified assignee incurs with respect to the gain allocated to the contributor. The terms of the
contribution agreements also generally require us to gross up tax indemnity payments for the amount of income taxes
due as a result of the tax indemnity and this additional payment.

While the tax indemnities generally do not contractually limit our ability to conduct our business in the way we desire,
we are less likely to sell any of the contributed properties for which we have agreed to the tax indemnities described
above in a taxable transaction during the applicable indemnity period. Instead, we would likely either hold the
property for the entire indemnity period or seek to transfer the property in a tax-deferred like-kind exchange. In
addition, a condemnation of one of our properties could trigger our tax indemnification obligations.

Hotel franchise requirements could adversely affect distributions to our shareholders.

We must comply with operating standards, terms, and conditions imposed by the franchisors of the hotel brands under
which our hotels operate. Franchisors periodically inspect their licensed hotels to confirm adherence to their operating
standards. The failure of a hotel to maintain standards could result in the loss or cancellation of a franchise license.
With respect to operational standards, we rely on our property managers to conform to such standards. Franchisors
may also require us to make certain capital improvements to maintain the hotel in accordance with system standards,
the cost of which can be substantial. It is possible that a franchisor could condition the continuation of a franchise
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based on the completion of capital improvements that our management or Board of Directors determines is too
expensive or otherwise not economically feasible in light of general economic conditions or the operating results or
prospects of the affected hotel. In that event, our management or Board of Directors may elect to allow the franchise
to lapse or be terminated, which could result in a termination charge as well as a change in brand franchising or
operation of the hotel as an independent hotel.
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In addition, when the term of a franchise expires, the franchisor has no obligation to issue a new franchise. The loss of
a franchise could have a material adverse effect on the operations and/or the underlying value of the affected hotel
because of the loss of associated name recognition, marketing support, and centralized reservation systems provided
by the franchisor. The loss of a franchise could also have a material adverse effect on cash available for distribution to
our shareholders.

Our investments are concentrated in particular segments of a single industry.

Nearly all of our business is hotel related. Our current long-term investment strategy is to acquire or develop upscale
to upper-upscale hotels, acquire first mortgages on hotel properties, invest in other mortgage-related instruments such
as mezzanine loans to hotel owners and operators, and participate in hotel sale-leaseback transactions. Adverse
conditions in the hotel industry will have a material adverse effect on our operating and investment revenues and cash
available for distribution to our shareholders.

Our reliance on third party property managers, including Remington Lodging, to operate our hotels and for a
substantial majority of our cash flow may adversely affect us.

Because federal income tax laws restrict REITs and their subsidiaries from operating or managing hotels, third parties
must operate our hotels. A REIT may lease its hotels to taxable REIT subsidiaries in which the REIT can own up to a
100% interest. A taxable REIT subsidiary (“TRS”) pays corporate-level income tax and may retain any after-tax income.
A REIT must satisfy certain conditions to use the TRS structure. One of those conditions is that the TRS must hire, to
manage the hotels, an “eligible independent contractor” (“EIC”) that is actively engaged in the trade or business of
managing hotels for parties other than the REIT. An EIC cannot (i) own more than 35% of the REIT, (ii) be owned
more than 35% by persons owning more than 35% of the REIT, or (iii) provide any income to the REIT (i.e., the EIC
cannot pay fees to the REIT, and the REIT cannot own any debt or equity securities of the EIC).

Accordingly, while we may lease hotels to a TRS that we own, the TRS must engage a third-party operator to manage
the hotels. Thus, our ability to direct and control how our hotels are operated is less than if we were able to manage
our hotels directly. We have entered into management agreements with Remington Lodging, which is owned 100% by
Messrs. Archie and Monty J. Bennett, to manage 54 of our 87 legacy hotel properties, 21 of the 28 PIM Highland JV
hotel properties, and the WorldQuest condominium properties as of December 31, 2013. We have hired unaffiliated
third—party property managers to manage our remaining properties. We do not supervise any of the property managers
or their respective personnel on a day-to-day basis, and we cannot assure you that the property managers will manage
our properties in a manner that is consistent with their respective obligations under the applicable management
agreement or our obligations under our hotel franchise agreements. We also cannot assure you that our property
managers will not be negligent in their performance, will not engage in criminal or fraudulent activity, or will not
otherwise default on their respective management obligations to us. If any of the foregoing occurs, our relationships
with any franchisors may be damaged, we may be in breach of our franchise agreement, and we could incur liabilities
resulting from loss or injury to our property or to persons at our properties. In addition, from time to time, disputes
may arise between us and our third-party managers regarding their performance or compliance with the terms of the
hotel management agreements, which in turn could adversely affect us. We generally will attempt to resolve any such
disputes through discussions and negotiations; however, if we are unable to reach satisfactory results through
discussions and negotiations, we may choose to terminate our management agreement, litigate the dispute or submit
the matter to third-party dispute resolution, the expense of which may be material and the outcome of which may
harm us. Any of these circumstances could adversely affect us.

Our management agreements could adversely affect our sale or financing of hotel properties.

We have entered into management agreements, and acquired properties subject to management agreements, that do
not allow us to replace hotel managers on relatively short notice or with limited cost or contain other restrictive
covenants, and we may enter into additional such agreements or acquire properties subject to such agreements in the
future. For example, the terms of a management agreement may restrict our ability to sell a property unless the
purchaser is not a competitor of the manager, assumes the management agreement and meets other conditions. Also,
the terms of a long-term management agreement encumbering our property may reduce the value of the property.
When we enter into or acquire properties subject to any such management agreements, we may be precluded from
taking actions in our best interest and could incur substantial expense as a result of the agreements.
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If we cannot obtain additional capital, our growth will be limited.

We are required to distribute to our shareholders at least 90% of our REIT taxable income, excluding net capital gains,
each year to maintain our qualification as a REIT. As a result, our retained earnings available to fund acquisitions,
development, or other capital expenditures are nominal. As such, we rely upon the availability of additional debt or
equity capital to fund these activities. Our long-term ability to grow through acquisitions or development, which is an
important strategy for us, will be limited if we cannot obtain additional financing or equity capital. Market conditions
may make it difficult to obtain financing or equity capital, and we cannot assure you that we will be able to obtain
additional debt or equity financing or that we will be able to obtain
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it on favorable terms. We may elect to pay dividends on our common stock in cash or a combination of cash and
shares as permitted under federal income tax laws governing REIT distribution requirements. In certain
circumstances, if we are unable to obtain replacement refinancing or loan modifications, we could be forced to raise
equity capital at inappropriate times, make unplanned asset sales or face foreclosure on our hotel properties.

We may be unable to generate sufficient revenue from operations to pay our operating expenses and to pay dividends
to our shareholders. Currently, our credit facility limits us from paying dividends if we are in default under the credit
facility, including by reason of failing to meet certain covenants.

As a REIT, we are required to distribute at least 90% of our REIT taxable income each year, excluding net capital
gains, to our shareholders. Our ability to make distributions may be adversely affected by the risk factors described
herein. We cannot assure you that we will be able to make distributions in the future. In the event of future downturns
in our operating results and financial performance, unanticipated capital improvements to our hotels or declines in the
value of our mortgage portfolio, we may be unable to declare or pay distributions to our shareholders to the extent
required to maintain our REIT qualification. The timing and amount of such distributions will be in the sole discretion
of our Board of Directors, which will consider, among other factors, our financial performance and debt service
obligations. We may elect to pay dividends on our common stock in cash or a combination of cash and shares as
permitted under federal income tax laws governing REIT distribution requirements. Currently, our credit facility
limits us from paying dividends if we are in default under the credit facility, including by reason of failing to meet
certain covenants.

Covenants, “cash trap” provisions or other terms in our loan agreements could limit our flexibility and adversely affect
our financial condition or our qualification as a REIT.

Certain of our loan agreements contain financial and other covenants. If we violate covenants in any loan agreements,
we could be required to repay all or a portion of our indebtedness before maturity at a time when we might be unable
to arrange financing for such repayment on attractive terms, if at all. Violations of certain debt covenants may also
prohibit us from borrowing unused amounts under our lines of credit, even if repayment of some or all the borrowings
is not required. In any event, financial covenants under our current or future debt obligations could impair our planned
business strategies by limiting our ability to borrow beyond certain amounts or for certain purposes.

Certain of our loan agreements also contain cash trap provisions that may be triggered if the performance of our hotels
decline. When these provisions are triggered, substantially all of the profit generated by our hotels is deposited
directly into lockbox accounts and then swept into cash management accounts for the benefit of our various lenders.
Cash is not distributed to us at any time after the cash trap provisions have been triggered until we have cured
performance issues. This could affect our liquidity and our ability to make distributions to our shareholders.

In connection with the Ashford Prime Spin-off, we are still jointly and severally liable under certain carve-out
guarantees and environmental indemnities associated with three loans. Ashford Prime has indemnified us in the case
that any of these guarantees are ever called.

We compete with other hotels for guests and face competition for acquisitions and sales of hotel properties and of
desirable debt investments.

The hotel business is competitive. Our hotels compete on the basis of location, room rates, quality, service levels,
amenities, reputation, and reservation systems, among many other factors. New hotels may be constructed and these
additions to supply create new competitors, in some cases without corresponding increases in demand for hotel rooms.
The result in some cases may be lower revenue, which would result in lower cash available to meet debt service
obligations, operating expenses, and requisite distributions to our shareholders.

We compete for hotel acquisitions with entities that have similar investment objectives as we do. This competition
could limit the number of suitable investment opportunities offered to us. It may also increase the bargaining power of
property owners seeking to sell to us, making it more difficult for us to acquire new properties on attractive terms or
on the terms contemplated in our business plan. In addition, we compete to sell hotel properties. Availability of
capital, the number of hotels available for sale and market conditions all affect prices. We may not be able to sell hotel
assets at our targeted price.

We also compete for mortgage asset investments with numerous public and private real estate investment vehicles,
such as mortgage banks, pension funds, other REITS, institutional investors, and individuals. Mortgages and other
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investments are often obtained through a competitive bidding process. In addition, competitors may seek to establish
relationships with the financial institutions and other firms from which we intend to purchase such assets. Competition
may result in higher prices for mortgage assets, lower yields, and a narrower spread of yields over our borrowing
costs.
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Some of our competitors are larger than us, may have access to greater capital, marketing, and other resources, may
have personnel with more experience than our officers, may be able to accept higher levels of debt or otherwise may
tolerate more risk than us, may have better relations with hotel franchisors, sellers, or lenders, and may have other
advantages over us in conducting certain business and providing certain services.

Future terrorist attacks or changes in terror alert levels could materially and adversely affect us.

Previous terrorist attacks and subsequent terrorist alerts have adversely affected the U.S. travel and hospitality
industries since 2001, often disproportionately to the effect on the overall economy. The extent of the impact that
actual or threatened terrorist attacks in the U.S. or elsewhere could have on domestic and international travel and our
business in particular cannot be determined, but any such attacks or the threat of such attacks could have a material
adverse effect on travel and hotel demand, our ability to finance our business and our ability to insure our hotels,
which could materially adversely affect us.

We face risks related to changes in the global and political economic environment, including capital and credit
markets.

Our business may be impacted by global economic conditions, which recently have been volatile. Political crises in
individual countries or regions, including sovereign risk related to a deterioration in the credit worthiness or a default
by local governments, has contributed to this volatility. If the global economy experiences continued volatility or
significant disruptions, such disruptions or volatility could hurt the U.S. economy and our business could be
negatively impacted by reduced demand for business and leisure travel related to a slow-down in the general
economy, by disruptions resulting from tighter credit markets, and by liquidity issues resulting from an inability to
access credit markets to obtain cash to support operations. Our objective is to maintain access to capital and credit
markets.

We are increasingly dependent on information technology, and potential cyber attacks, security problems or other
disruption and expanding social media vehicles present new risks.

As do most companies, we (and our various property managers) 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. We and our hotel managers purchase some of our information technology
from vendors, on whom our systems depend, and we rely on commercially available 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.

We often depend upon the secure transmission of this information over public networks. Our and our hotel managers'
networks and storage applications are subject to unauthorized access by hackers or others (through cyber attacks,
which are rapidly evolving and becoming increasingly sophisticated, or by other means) or may be breached due to
operator error, malfeasance or other system disruptions. In some cases, it is difficult to anticipate or immediately
detect such incidents and the damage caused thereby. Any significant breakdown, invasion, destruction, interruption
or leakage of our or our hotel managers’ systems could harm us.

In addition, the use of social media could cause us to suffer brand damage or information leakage. Negative posts or
comments about us, our hotel managers or our hotels on any social networking website could damage our or our
hotels’ reputations. In addition, employees or others might disclose non-public sensitive information relating to our
business through external media channels. The continuing evolution of social media will present us with new
challenges and risks.

Changes in laws, regulations, or policies may adversely affect our business.

The laws and regulations governing our business or the regulatory or enforcement environment at the federal level or
in any of the states in which we operate may change at any time and may have an adverse effect on our business. For
example, the Patient Protection and Affordable Care Act of 2010, as it is phased in over time, will significantly affect
the administration of health care services and could significantly impact our cost of providing employees with health
care insurance. We are unable to predict how this or any other future legislative or regulatory proposals or programs
will be administered or implemented or in what form, or whether any additional or similar changes to statutes or
regulations, including the interpretation or implementation thereof, will occur in the future. Any such action could
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affect us in substantial and unpredictable ways and could have an adverse effect on our results of operations and
financial condition. Our inability to remain in compliance with regulatory requirements in a particular jurisdiction
could have a material adverse effect on our operations in that market and on our reputation generally. No assurance
can be given that applicable laws or regulations will not be amended or construed differently or that new laws and
regulations will not be adopted, either of which could materially adversely affect our business, financial condition, or
results of operations.
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Our failure to qualify as a REIT would potentially give rise to a claim for damages from Ashford Prime.

In connection with the spin-off of Ashford Prime, which was completed in November 2013, we represented in the
Separation and Distribution Agreement that we have no knowledge of any fact or circumstance that would cause us to
fail to qualify as a REIT. We also covenanted in the Separation and Distribution Agreement to use our reasonable best
efforts to maintain our REIT status for each of our taxable years ending on or before December 31, 2014 (unless we
obtain an opinion from a nationally recognized tax counsel or a private letter ruling from the IRS to the effect that our
failure to maintain our REIT status will not cause Ashford Prime to fail to qualify as a REIT under the successor REIT
rules). In the event of a breach of this representation or covenant, Ashford Prime may be able to seek damages from
us, which could have a significantly negative effect on our liquidity and results of operations.

RISKS RELATED TO HOTEL INVESTMENTS

We are subject to general risks associated with operating hotels.

Our hotels and hotels underlying our mortgage and mezzanine loans are subject to various operating risks common to
the hotel industry, many of which are beyond our control, including, among others, the following:

competition from other hotel properties in our markets;

over-building of hotels in our markets, which results in increased supply and adversely affects occupancy and
revenues at our hotels;

dependence on business and commercial travelers and tourism;

increases in operating costs due to inflation, increased energy costs and other factors that may not be offset by
increased room rates;

changes in interest rates and in the availability, cost and terms of debt financing;

tncreases in assessed property taxes from changes in valuation or real estate tax rates;

tncreases in the cost of property insurance;

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

unforeseen events beyond our control, such as terrorist attacks, travel related health concerns which could reduce
travel, including pandemics and epidemics such as HINT influenza (swine flu), avian bird flu and SARS, imposition
of taxes or surcharges by regulatory authorities, travel-related accidents, travel infrastructure interruptions and
unusual weather patterns, including natural disasters such as hurricanes, tsunamis or earthquakes;

adverse effects of national, regional, and local economic and market conditions and increases in energy costs or labor
costs and other expenses affecting travel, which may affect travel patterns and reduce the number of business and
commercial travelers and tourists;

adverse effects of a downturn in the lodging industry; and

risks generally associated with the ownership of hotel properties and real estate, as we discuss in more detail below.
These factors could adversely affect our hotel revenues and expenses, as well as the hotels underlying our mortgage
and mezzanine loans, which in turn could adversely affect our financial condition, results of operations, the market
price of our common stock and our ability to make distributions to our shareholders.

We may have to make significant capital expenditures to maintain our hotel properties, and any development activities
we undertake may be more costly than we anticipate.

Our hotels have an ongoing need for renovations and other capital improvements, including replacements, from time
to time, of furniture, fixtures, and equipment. Managers or franchisors of our hotels also will require periodic capital
improvements pursuant to the management agreements or as a condition of maintaining franchise licenses. Generally,
we are responsible for the cost of these capital improvements. As part of our long-term growth strategy, we may also
develop hotels. Hotel renovation and development involves substantial risks, including:

construction cost overruns and delays;
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the disruption of operations and displacement of revenue at operating hotels, including revenue lost while rooms,
restaurants or meeting space under renovation are out of service;

the cost of funding renovations or developments and inability to obtain financing on attractive terms;

the return on our investment in these capital improvements or developments failing to meet expectations;

tnability to obtain all necessary zoning, land use, building, occupancy, and construction permits;

{oss of substantial investment in a development project if a project is abandoned before completion;

environmental problems; and

disputes with franchisors or property managers regarding compliance with relevant franchise agreements or
management agreements.

If we have insufficient cash flow from operations to fund needed capital expenditures, then we will need to obtain
additional debt or equity financing to fund future capital improvements.

The hotel business is seasonal, which affects our results of operations from quarter to quarter.

The hotel industry is seasonal in nature. This seasonality can cause quarterly fluctuations in our financial condition
and operating results, including in any distributions on common stock. Our quarterly operating results may be
adversely affected by factors outside our control, including weather conditions and poor economic factors in certain
markets in which we operate. We can provide no assurances that our cash flows will be sufficient to offset any
shortfalls that occur as a result of these fluctuations. As a result, we may have to reduce distributions or enter into
short-term borrowings in certain quarters in order to make distributions to our shareholders, and we can provide no
assurances that such borrowings will be available on favorable terms, if at all.

Many real estate costs are fixed, even if revenue from our hotels decreases.

Many costs, such as real estate taxes, insurance premiums and maintenance costs, generally are not reduced even
when a hotel is not fully occupied, room rates decrease or other circumstances cause a reduction in revenues. In
addition, newly acquired or renovated hotels may not produce the revenues we anticipate immediately, or at all, and
the hotel's operating cash flow may be insufficient to pay the operating expenses and debt service associated with
these new hotels. If we are unable to offset real estate costs with sufficient revenues across our portfolio, we may be
adversely affected.

The increasing use of Internet travel intermediaries by consumers may adversely affect our profitability.

Some of our hotel rooms are booked through Internet travel intermediaries, including, but not limited to,
Travelocity.com, Expedia.com and Priceline.com. As Internet bookings increase, these intermediaries may be able to
obtain higher commissions, reduced room rates or other significant contract concessions from our management
companies. Moreover, some of these Internet travel intermediaries are attempting to offer hotel rooms as a
commodity, by increasing the importance of price and general indicators of quality (such as “three-star downtown
hotel”) at the expense of brand identification. These intermediaries hope that consumers will eventually develop brand
loyalties to their reservations system rather than to the brands under which our properties are franchised. Although
most of the business for our hotels is expected to be derived from traditional channels, if the amount of sales made
through Internet intermediaries increases significantly, room revenues may be lower than expected, and we may be
adversely affected.

Our hotel investments may be subject to risks relating to potential terrorist activity.

During 2013, approximately 16.7% of our total hotel revenue was generated from 11 hotels located in the Washington
D.C. and Baltimore areas, areas considered vulnerable to terrorist attack. Our financial and operating performance
may be adversely affected by potential terrorist attacks. Terrorist attacks in the future may cause our results to differ
materially from anticipated results. Hotels we own in other market locations may be subject to this risk as well.

We are subject to risks associated with the employment of hotel personnel, particularly with hotels that employ
unionized labor.

Our third-party managers are responsible for hiring and maintaining the labor force at each of our hotels. Although we
do not directly employ or manage employees at our hotels, we still are subject to many of the costs and risks generally
associated with the hotel labor force, particularly those hotels with unionized labor. From time to time, hotel
operations may be disrupted as a result of strikes, lockouts, public demonstrations or other negative actions and
publicity. We also may incur increased legal costs and indirect labor costs as a result of contract disputes or other
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contracts could lead to increased labor costs, either by increases in wages or benefits or by changes 