
PROCACCIANTI HOTEL REIT, INC.
SUPPLEMENT NO. 1 DATED MAY 18, 2021

TO THE PROSPECTUS DATED APRIL 21, 2021

This Supplement No. 1 supplements, and should be read in conjunction with, our prospectus dated April 21, 2021. Terms used and not otherwise
defined in this Supplement No. 1 shall have the same meanings as set forth in our prospectus.

The purpose of this Supplement No. 1 is to describe the following:

· the status of our initial public offering (the “Offering”);

· updated information regarding share repurchases;

· our Quarterly Report on Form 10-Q for the period ended March 31, 2021, as filed with the Securities and Exchange Commission (the “SEC”)
on May 14, 2021.

Status of this Offering

As of May 17, 2021, we had accepted investors’ subscriptions for and issued approximately 2,547,376 K Shares, 1,049,966 K-I Shares, and 50,471
K-T Shares in the primary portion of this Offering, resulting in receipt of gross proceeds of approximately $24,712,307, $9,194,027 and $500,500,
respectively, for total gross proceeds in the primary portion of this Offering of $34,406,834. As of May 17, 2021, we had issued approximately 15,237 K
Shares, 11,574 K-I Shares and 1,219 K-T Shares pursuant to our DRIP, resulting in gross proceeds pursuant to our DRIP of approximately $131,936,
$102,455 and $10,512, respectively.

At the termination of our private offering, we had received aggregate gross offering proceeds of approximately $15,582,755 from the sale of
approximately 1,253,617 K Shares and 318,409 A Shares, which includes 295,409 A Shares purchased by TPG Hotel REIT Investor, LLC, an affiliate of our
advisor, to fund organizational and offering expenses associated with the K Shares and Units sold in our private offering. Further, TPG Hotel REIT Investor,
LLC purchased an additional $1,500,000 in A Shares on October 26, 2018, an additional $690,000 in A Shares on June 10, 2019 and an additional $440,000
in A Shares on January 19, 2021 pursuant to a private placement.

Therefore, as of May 17, 2021, we had received total gross proceeds of approximately $52,864,493 from the sale of K Shares, K-I Shares, K-T
Shares and A Shares in all offerings.

In addition, on February 27, 2020, as partial consideration for our acquisition of the Hilton Garden Inn Property (as defined herein), our operating
partnership issued 128,124 Class K units of limited partnership interests in our operating partnership, or Class K OP Units, valued at $10.00 per Class K OP
Unit. Such issuance represents a total investment of $1,281,240 in Class K OP Units of our operating partnership. Individuals with direct or indirect interests
in the sellers of the Hilton Garden Inn Property who are direct or indirect owners of our sponsor and our advisor received only Class K OP Units and no cash
as consideration.

On April 7, 2020, in response to the global pandemic of the novel coronavirus (COVID-19), our board of directors approved the temporary
suspension of the sale of shares in our offering, effective April 7, 2020, and of our DRIP, effective April 17, 2020. On June 10, 2020, our board of directors
unanimously approved the resumption of the acceptance of subscriptions and the resumption of the operation of the DRIP, which will be effective with the
next authorized payment of distributions.



 

 

 
Share Repurchases

 
The following information supplements and should be read in conjunction with the “Description of Capital Stock – Amended and Restated Share

Repurchase Plan” section beginning on page 184 of the prospectus:
 

From January 1, 2021 through March 31, 2021 we fulfilled repurchase requests and repurchased shares pursuant to our share repurchase program as
follows:

 

Period   

Total Number
 of Shares

 Requested to be
 Repurchased(1)   

Average Price
 Paid per Share  

Total
Numbers

 of Shares
 Purchased as

 Part of
 Publicly
 Announced

 Plans and
 Programs   

Approximate
 Dollar Value
 of Shares

 Available
 that may
 yet be

 Repurchased
 under the

 Program
January 1, 2021– January 31, 2021   —  $ —  —    (2)
February 1, 2021 – February 28, 2021   —  $ —  —    (2)
March 1, 2021– March 31, 2021   34,700  $ 7.92  1,000    (2)
    34,700  $ 7.92   1,000     
(1) While the table shows monthly repurchase requests, we generally repurchase shares quarterly on the last business day of the month following the end of
each fiscal quarter in which repurchase requests are received.
(2) The number of shares that may be redeemed pursuant to the share repurchase program during any calendar year is limited to 5.0% of the weighted
average number of K Shares, K-I Shares, and K-T Shares outstanding during the trailing 12 months prior to the end of the fiscal quarter for which
repurchases are being paid (provided, however, that while shares subject to a repurchase requested upon the death of a stockholder will be included in
calculating the maximum number of shares that may be repurchased, shares subject to a repurchase requested upon the death of a stockholder will not be
subject to the percentage cap).
 

Our board of directors approved outstanding repurchase requests received during the three months ended December 31, 2020, and, on February 8,
2021, we repurchased 1,000 K Shares for $7,920, or $7.92 per K Share. Our board of directors approved two outstanding repurchase requests that were
received during the three months ended March 31, 2021, and, on May 7, 2021, we repurchased 34,700 K Shares for $289,421, or $8.34 per K Share.

 
We generally repurchase shares approximately 30 days following the end of the applicable quarter in which requests were received.

 
Quarterly Report for the Quarter Ended March 31, 2021

 
On May 14, 2021, we filed with the SEC our Quarterly Report on Form 10-Q for the quarter ended March 31, 2021, a copy of which is attached to

this Supplement No. 1 as Exhibit A (without exhibits).
 

 



 

 

 
EXHIBIT A
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)
⌧     QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarter ended March 31, 2021

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 000-56272

PROCACCIANTI HOTEL REIT, INC.
(Exact name of registrant as specified in its charter)

Maryland  81-3661609
(State or Other jurisdiction of

 incorporation or organization)  
(I.R.S Employer

 Identification Number)
   

1140 Reservoir Avenue, Cranston, RI  02920-6320
(Address of Principal Executive Offices)  (Zip Code)

(401) 946-4600
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Title of each class:     Trading Symbol(s)     Name of each exchange on which registered:

NA NA NA

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Sections 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. Yes  ⌧  No  ◻

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted 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
such files). Yes ⌧ No ◻

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company,
or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ◻  Accelerated filer ◻
Non-accelerated filer ⌧  Smaller reporting company ⌧
Emerging growth company ⌧  

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new
or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.     ⌧
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ◻ No ⌧
As of May 13, 2021, there were 3,730,752 shares of the Registrant’s Class K common stock issued and outstanding, 1,052,693 shares of the Registrant’s
Class K-I common stock issued and outstanding, 50,690 shares of the Registrant’s Class K-T common stock issued and outstanding, 581,410 shares of the
Registrant’s Class A common stock issued and outstanding and 125,000 shares of the Registrant’s Class B common stock issued and outstanding.
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PROCACCIANTI HOTEL REIT, INC.
CONSOLIDATED BALANCE SHEETS

(unaudited)

    March 31, 2021     December 31, 2020
ASSETS       

Property and equipment, net

$

 
        

88,955,958 $

 
        

89,588,704
Cash

 

 
        

9,888,023  

 
        

7,404,266
Restricted cash

 

 
        

3,140,443  

 
        

2,865,681
Accounts receivable, net

 
 

        231,031  
 

        124,902
Due from related parties

 
 

        90,085  
 

        68,050
Prepaid expenses and other assets, net

 
 

        659,750  
 

        902,543
Total Assets

$

 
        

102,965,290 $

 
        

100,954,146
LIABILITIES AND EQUITY       
Liabilities       

Mortgage notes payable, net

$

 
        

56,643,989 $

 
        

56,747,853
Other debt  

        
1,908,589

 
        

1,018,917
Accounts payable, accrued expenses and other, net

 

 
        

2,982,627  

 
        

2,705,897
Due to related parties

 

 
        

2,775,868  

 
        

2,648,575
Total Liabilities

 

 
        

64,311,073  

 
        

63,121,242
Commitments and Contingencies       
Noncontrolling interest of the Operating Partnership  

        
1,144,695

 
        

1,172,329
Stockholders’ Equity     

Class K common stock, $0.01 par value per share; 55,500,000 shares authorized,
3,687,243 and 3,608,062 shares issued and outstanding, respectively  

 
        36,872  

 
        36,081

Class K-I common stock, $0.01 par value per share; 55,500,000 shares authorized,
823,558 and 666,728 shares issued and outstanding, respectively  

 
        8,236  

 
        6,668

Class K-T common stock, $0.01 par value per share; 116,000,000 shares authorized,
47,769 and 47,769 shares issued and outstanding, respectively  

 
        478  

 
        478

Class A common stock, $0.01 par value per share; 21,000,000 shares authorized,
581,410 and 537,410 shares issued and outstanding, respectively  

 
        5,814  

 
        5,374

Class B common stock, $0.01 par value per share; 125,000 shares authorized, issued
and outstanding  

 
        1,250  

 
        1,250

Additional paid-in capital

 

 
        

42,347,679  

 
        

40,343,076
Cumulative loss

 

 
        

(7,203,094)  

 
        

(6,092,421)
Cumulative distributions

 

 
        

(3,528,321)  

 
        

(3,528,321)
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Total Stockholders’ Equity   
        

31,668,914

  
        

30,772,185
Noncontrolling interest

 

 
        

5,840,608  

 
        

5,888,390
Total Equity

 

 
        

37,509,522  

 
        

36,660,575
Total Liabilities and Stockholders’ Equity

$

 
        

102,965,290 $

 
        

100,954,146

The accompanying notes are an integral part of these condensed consolidated financial statements
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PROCACCIANTI HOTEL REIT, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)
Three Months Ended March 31, 

    2021     2020
Revenues        

Rooms
$

 
        2,663,075 $

 
        2,616,236

Food and beverage
 

 
        147,203  

 
        282,552

Other operating
 

 
        101,831  

 
        102,099

Total revenues
 

 
        2,912,109  

 
        3,000,887

Expenses       
Rooms

 
 

        615,112  
 

        692,655
 
        Food and beverage 

 
        126,574

 
        262,810

Other property expenses  
        1,497,805

 
        1,396,545

Property management fees to affiliates
 

 
        87,425  

 
        90,224

Corporate general and administrative  
        320,238

 
        570,909

Other fees to affiliates
 

 
        143,614  

 
        549,756

Acquisition costs
 

 
        —  

 
        72,149

Depreciation and amortization
 

 
        776,396  

 
        662,512

Total expenses
 

 
        3,567,164  

 
        4,297,560

Loss on acquisition
 

 
        —  

 
        (133,521)

Operating loss

 
 

        (655,055)  

 
        

(1,430,194)
Interest expense, net

 
 

        (631,487)  
 

        (553,010)
Unrealized gain (loss) on interest rate swap

 
 

        100,453  
 

        (224,609)
Net loss before income taxes

 

 
        

(1,186,089)  

 
        

(2,207,813)
Income tax expense

 
 

        —  
 

        (7,029)
Net loss

 

 
        

(1,186,089)  

 
        

(2,214,842)
Net loss attributable to noncontrolling interest

 
 

        (75,416)  
 

        (125,259)
Net loss attributable to common stockholders

$

 
        

(1,110,673) $

 
        

(2,089,583)
Net loss attributable to Class K common stockholders – basic and diluted

$
 

        (769,962) $

 
        

(1,461,066)
Net loss per Class K common share – basic and diluted

$
 

        (0.21) $
 

        (0.48)
Weighted average number of Class K common shares outstanding – basic and diluted

 
 

        3,640,406  
 

        3,042,789
Net loss attributable to Class K-I common stockholders – basic and diluted

$
 

        (161,674) $
 

        (269,176)
Net loss per Class K-I common share – basic and diluted

$
 

        (0.21) $
 

        (0.48)
Weighted average number of Class K-I common shares outstanding – basic and diluted

 
 

        764,401  
 

        560,588
Net loss attributable to Class K-T common stockholders – basic and diluted

$
 

        (10,103) $
 

        (22,625)
Net loss per Class K-T common share – basic and diluted

$
 

        (0.21) $
 

        (0.48)
Weighted average number of Class K-T common shares outstanding – basic and diluted

 
 

        47,769  
 

        47,119
Net loss attributable to Class A common stockholders – basic and diluted

$
 

        (120,921) $
 

        (258,047)
Net loss per Class A common share – basic and diluted

$
 

        (0.21) $
 

        (0.48)
Weighted average number of Class A common shares outstanding – basic and diluted

 
 

        572,121  
 

        537,410
Net loss attributable to Class B common stockholders – basic and diluted

$
 

        (48,013) $
 

        (78,669)
Net loss per Class B common share – basic and diluted

$
 

        (0.38) $
 

        (0.63)
Weighted average number of Class B common shares outstanding – basic and diluted

 
 

        125,000  
 

        125,000
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The accompanying notes are an integral part of these condensed consolidated financial statements
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PROCACCIANTI HOTEL REIT, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND NONCONTROLLING INTEREST

(unaudited)
Common Stock Additional Total Procaccianti             

Class K Class K-I Class K-T Class A Class B Paid-in Cumulative Cumulative Hotel REIT, Inc. Noncontrolling Total
  Shares   Amount  Shares   Amount  Shares   Amount  Shares   Amount  Shares   Amount  Capital   Loss   Distributions  Stockholders' Equity   Interest   Equity

BALANCE,
December 31, 2020

 
        

3,608,062 $

 
        

36,081  

 
        

666,728 $

 
        

6,668  

 
        

47,769 $

 
        

478  

 
        

537,410 $

 
        

5,374  

 
        

125,000 $

 
        

1,250 $

 
        

40,343,076 $

 
        

(6,092,421) $

 
        

(3,528,321) $
 

        30,772,185 $

 
        

5,888,390 $

 
        

36,660,575
Issuance of
common stock

 
        

80,181  

 
        

801  

 
        

156,830  

 
        

1,568  

 
        

—  

 
        

—  

 
        

44,000  

 
        

440  
 

        —  

 
        

—  

 
        

2,368,158  
 

        —  
 

        —  
 

        2,370,967  
 

        —  

 
        

2,370,967
Commissions on
sales of common
stock and related
dealer manager fees
and stockholder
servicing fees

 
        —  

 
        

—  
 

        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

(104,773)  
 

        —  
 

        —  
 

        (104,773)  
 

        —  

 
        

(104,773)
Repurchase of
common stock

 
        

(1,000)  

 
        
(10) 

 
        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

(7,910)  
 

        —  
 

        —  
 

        (7,920)  
 

        —  

 
        

(7,920)
Other offering costs
to affiliates  

        —  

 
        

—  
 

        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

(250,872)  
 

        —  
 

        —  
 

        (250,872)  
 

        —  

 
        

(250,872)
Net Loss

 
        —  

 
        

—  
 

        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

(1,110,673)  
 

        —  
 

        (1,110,673)  

 
        

(47,782)  

 
        

(1,158,455)
BALANCE,
March 31, 2021

 
        

3,687,243 $

 
        

36,872

 
        

823,558 $

 
        

8,236

 
        

47,769 $

 
        

478

 
        

581,410 $

 
        

5,814

 
        

125,000 $

 
        

1,250 $

 
        

42,347,679 $

 
        

(7,203,094) $

 
        

(3,528,321) $
 

        31,668,914 $

 
        

5,840,608 $

 
        

37,509,522

Common Stock Additional Total Procaccianti
Class K Class K-I Class K-T Class A Class B Paid-in Cumulative Cumulative Hotel REIT, Inc. Noncontrolling Total

  Shares   Amount  Shares   Amount  Shares   Amount  Shares   Amount  Shares   Amount  Capital   Loss   Distributions  Stockholders' Equity  Interest   Equity
BALANCE,
December 31, 2019

 
        

2,680,845 $

 
        

26,808

 
        

491,718 $

 
        

4,917

 
        

45,616 $

 
        

456

 
        

537,410 $

 
        

5,374

 
        

125,000 $

 
        

1,250 $

 
        

31,607,360 $

 
        

(2,265,816) $

 
        

(1,631,573) $
 

        27,748,776 $

 
        

6,564,956 $

 
        

34,313,732
Issuance of
common stock

 
        

617,967

 
        

6,180

 
        

137,312

 
        

1,373

 
        

2,000

 
        

20
 

        —

 
        

—
 

        —

 
        

—

 
        

7,436,225
 

        —
 

        —
 

        7,443,798

 
        

7,443,798
Issuance of
common stock
pursuant to
distribution
reinvestment plan

 
        

2,926

 
        

29

 
        

2,669

 
        

27

 
        

373
 

        4
 

        —

 
        

—
 

        —

 
        

—

 
        

56,636
 

        56,696

 
        

56,696
Commissions on
sales of common
stock and related
dealer manager fees
and stockholder
servicing fees

 
        —

 
        

—
 

        —

 
        

—

 
        

—

 
        

—
 

        —

 
        

—
 

        —

 
        

—

 
        

(622,973)
 

        —
 

        —
 

        (622,973)
 

        —

 
        

(622,973)
Other offering costs
to affiliates

 
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

(502,102) 
 

        —  
 

        —  
 

        (502,102) 
 

        —  

 
        

(502,102)
Net Loss

 
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

(2,089,583) 
 

        —  
 

        (2,089,583) 

 
        

(63,183) 

 
        

(2,152,766)
Distributions paid

 
        —

 
        

—
 

        —

 
        

—

 
        

—

 
        

—
 

        —

 
        

—
 

        —

 
        

—
 

        —
 

        —

 
        

(450,397)
 

        (450,397)

 
        

(98,000)

 
        

(548,397)
Contributions

 
 

        —  

 
        

—  
 

        —  

 
        

—  

 
        

—  

 
        

—  
 

        —  

 
        

—  
 

        —  

 
        

—  
 

        —  
 

        —  
 

        —  
 

        —  

 
        

120,050  

 
        

120,050
BALANCE
March 31, 2020

 
        

3,301,738 $

 
        

33,017

 
        

631,699 $

 
        

6,317

 
        

47,989 $

 
        

480

 
        

537,410 $

 
        

5,374

 
        

125,000 $

 
        

1,250 $

 
        

37,975,146 $

 
        

(4,355,399) $

 
        

(2,081,970) $
 

        31,584,215 $

 
        

6,523,823 $

 
        

38,108,038

The accompanying notes are an integral part of these condensed consolidated financial statements
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PROCACCIANTI HOTEL REIT, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Three Months Ended March 31, 
    2021     2020

Cash Flows from Operating Activities:       
Net loss

$

 
        

(1,186,089) $

 
        

(2,214,842)
Adjustments to reconcile net loss to cash provided by operating activities:       

Depreciation and amortization

 

 
        

776,396  
 

        662,512
Amortization of deferred financing costs and debt discount as interest

 
 

        (2,472)  
 

        16,422
Amortization of key money loans

 

 
        

(16,653)  
 

        (13,373)
Loss on acquisition

 
 

        —  
 

        133,521
Unrealized (gain) loss on interest rate swap

 

 
        

(100,453)  
 

        224,609
Changes in operating assets and liabilities:       

Accounts receivable

 

 
        

(106,129)  
 

        91,323
Due from related parties

 

 
        

(22,035)  

 
        

(165,462)
Prepaid expenses and other assets

 

 
        

238,925  
 

        172,850
Accounts payable, accrued expenses and other

 

 
        

393,836  
 

        352,038
Due to related parties

 

 
        

158,208  
 

        778,671
Net cash provided by operating activities

 

 
        

133,534  
 

        38,269
Cash Flows from Investing Activities:       

Acquisition of hotel property, net

 
 

        —  

 
        

(12,240,256)
Capital improvements

 

 
        

(139,782)  
 

        (49,685)
Net cash used in investing activities

 

 
        

(139,782)  

 
        

(12,289,941)
Cash Flows from Financing Activities:       

Proceeds from issuance of common stock

 

 
        

2,370,967  

 
        

7,443,798
Payment of commissions and dealer manager fees and stockholder servicing fees

 

 
        

(104,773)  

 
        

(622,973)
Payment of other offering costs to affiliate  

        
(281,787)

 
        —

Proceeds from mortgage note

 
 

        —  

 
        

2,000,000
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Proceeds from other debt  
        

889,672

 
        —

Payments of mortgage notes principal

 

 
        

(101,392)  
 

        —
Payment of deferred financing costs

 
 

        —  
 

        (94,770)
Distributions to stockholders

 
 

        —  

 
        

(393,701)
Distributions to noncontrolling interest

 
 

        —  
 

        (98,000)
Contributions from noncontrolling interests  

        —
 

        120,050
Repurchase of common stock

 
 

        (7,920)  
 

        —
Net cash provided by financing activities

 

 
        

2,764,767  

 
        

8,354,404
Increase (decrease) in cash and cash equivalents and restricted cash

 

 
        

2,758,519  

 
        

(3,897,268)
Cash and cash equivalents and restricted cash, beginning of period

 

 
        

10,269,947  

 
        

13,001,797
Cash and cash equivalents and restricted cash, end of period

$

 
        

13,028,466 $

 
        

9,104,529

The accompanying notes are an integral part of these condensed consolidated financial statements
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Supplemental Disclosure of Cash Flow Information

The following table provides a reconciliation of cash, cash equivalents, and restricted cash reported within the
consolidated balance sheet to the amount shown in the consolidated statement of cash flows:

Three Months Ended March 31, 
    2021     2020

Cash and cash equivalents

$

 
        

9,888,023 $

 
        

6,433,610
Restricted cash

 

 
        

3,140,443  

 
        

2,670,919
Total cash and cash equivalents and restricted cash shown on the consolidated
statements of cash flows

$

 
        

13,028,466 $

 
        

9,104,529

The Company paid the following amounts for interest and income taxes:

Three Months Ended March 31, 
    2021     2020

Cash paid for interest

$

 
        

468,372 $
 

        624,940
Cash paid for income taxes

$
 

        400 $
 

        —

Supplemental Disclosure of Noncash Transactions

Three Months Ended March 31, 
    2021     2020

Common stock issued pursuant to distribution reinvestment plan
$

 
        — $

 
        56,696

Other offering costs paid to affiliates

$
 

        — $

 
        

(274,877)
Decrease in due from related parties

$
 

        — $

 
        

274,877
Assumption of mortgage note payable

$
 

        — $

 
        

15,598,479

The accompanying notes are an integral part of these condensed consolidated financial statements
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Procaccianti Hotel REIT, Inc.
Notes to Condensed Consolidated Financial Statements

(Unaudited)
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Note 1 - Organization and Description of Business

Procaccianti Hotel REIT, Inc. (the “Company”) was incorporated under the general corporation laws of the State of
Maryland on August 24, 
2016. The Company used the proceeds from its Private Offering (defined below) and used and expects to continue to use the 
proceeds from 
its Public Offering (defined below) to acquire and own a diverse portfolio of hospitality properties consisting primarily of 
select-service, 
extended-stay, and compact full-service hotel properties throughout the United States (“U.S.”). The Company elected to be 
taxed as a real estate investment trust (“REIT”) for U.S. federal income tax purposes commencing with its taxable year 
ended December 31, 2018. Substantially all of the Company’s business is conducted through Procaccianti Hotel REIT, L.P., 
a Delaware limited partnership, (the “Operating Partnership”). The Company is the sole general partner of the Operating 
Partnership.

As of March 31, 2021, the Company owned interests in four select-service hotels located in four states with a total
of 483 rooms. For more information on the Company’s real estate portfolio, see Note 3 – “Investments in Hotels.”

On September 30, 2016, the Company commenced a private offering (“Private Offering”) of shares of Class K
common stock, $0.01 par value per share (“K Shares”), and units, which are comprised of four K Shares and one share of
Class A common stock (“A Shares”), each with a $0.01 par value per share (“Units”), for $10.00 per K Share and $50.00 per
Unit, with a targeted maximum offering of  $150,000,000 in K Shares (including K Shares sold as part of a Unit) to
accredited investors only pursuant to a confidential private placement memorandum exempt from registration under the
Securities Act of 1933, as amended (the “Securities Act”). The Company terminated its Private Offering prior to the
commencement of the Public Offering and, as of such termination, received approximately $15,582,755 in gross proceeds
from the sale of K Shares and A Shares, including Units, in the Private Offering. Of the $15,582,755 in gross proceeds
raised, $2,954,095 was from the sale of A Shares to TPG Hotel REIT Investor, LLC (“THR”) to fund organization and
offering expenses associated with the K Shares and Units. With the A Share proceeds from the Private Offering, the
Company paid $782,705 in selling commissions, $275,794 in dealer manager fees and recognized $1,083,912 in other
offering costs for the duration of the Private Offering.

On August 14, 2018, the Company commenced its initial public offering (“Public Offering”) pursuant to a
registration statement on Form S-11 (Registration No. 333-217578) (“Registration Statement”), filed under the Securities
Act with the U.S. Securities and Exchange Commission (“SEC”), to offer up to $550,000,000 in shares of common stock,
including $500,000,000 in shares of common stock pursuant to the primary offering, consisting of the following three share
classes: K Shares, at an initial offering price of $10.00 per K Share, Class K-I common stock, (“K-I Shares”), at an initial
offering price of $9.50 per K-I Share and Class K-T common stock (“K-T Shares”), at an initial offering price of $10.00 per
K-T Share, and $50,000,000 in shares of common stock pursuant to the Company’s distribution reinvestment plan (the
“DRIP”) at $9.50 per K Share, $9.50 per K-I Share and $9.50 per K-T Share. On November 16, 2018, the Company revised
the offering price per K-I Share in the primary offering from $9.50 to $9.30 per K-I Share, exclusive of the DRIP, which
remained at $9.50 per K-I Share.

On April 7, 2020, in response to the global pandemic of the novel coronavirus ("COVID-19"), the Company's board
of directors unanimously approved the temporary suspension of (i) the sale of K Shares, K-I Shares and K-T Shares in the
Public Offering, effective as of April 7, 2020 and (ii) the operation of the DRIP, effective as of April 17, 2020. On June 10,
2020, the Company's board of directors determined an estimated net asset value (“NAV”) per share of all classes of the
Company's capital stock, each calculated as of March 31, 2020, as follows: (i) $8.56 per K-Share; (ii) $8.55 per K-I Share;
(iii) $8.56 per K-T Share; (iv) $0.00 per A Share; and (v) $0.00 per B Share (as defined below) and unanimously approved
the resumption of the acceptance of subscriptions and the resumption of the operation of the DRIP, which became effective
with the next authorized payment of distributions.

The offering and total dollar amount available for purchase per class in the primary portion of the Public Offering
are as follows: $7.95 per K-I Share (up to $125,000,000 in shares), $8.56 per K Share (up to $125,000,000 in shares) and
$8.56 per K-T Share (up to $250,000,000 in shares). The DRIP offering prices and total dollar amount
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available for purchase in the Company's DRIP are as follows: $8.13 per K-I Share (up to $12,500,000 in shares), $8.13 per
K Share (up to $12,500,000 in shares), and $8.13 per K-T Share (up to $25,000,000 in shares).

Since the commencement of the Public Offering and through March 31, 2021, the Company received
approximately $32,120,726 in gross proceeds from the sale of K Shares, K-I Shares and K-T Shares in the Public Offering,
including $131,936, $102,455 and $10,512 of gross proceeds from K Shares, K-I Shares and K-T Shares issued pursuant to
the DRIP, respectively. Additionally, the Company received $2,630,000 from the sale of A Shares to THR from a private
placement, proceeds of which were used to fund the payment of organization and offering expenses related to the Public
Offering and also to account for the difference between the applicable estimated NAV per K Share and the applicable
offering price of K-I Shares sold in the primary offering and any amount equal to any discount to the applicable offering
price of K Shares, K-I Shares and K-T Shares (excluding volume discounts).

On June 10, 2020, the board of directors authorized the extension of the term of the Company's Public Offering
until August 14, 2021, unless further extended by the board of directors as permitted under applicable law or earlier
terminated by the board of directors. The Company may, in its discretion, terminate the Public Offering at any time. If the
Company's board of directors determines that it is in the Company's best interest, the Company may conduct follow-on
public offerings upon the termination of the Public Offering. The Company's charter does not restrict its ability to conduct
offerings in the future.

On February 27, 2020, as partial consideration for the Company's acquisition of the Hilton Garden Inn hotel
property located in Providence, Rhode Island (“Hilton Garden Inn Providence”), the Operating Partnership issued 128,124
Class K units of limited partnership interests in the Operating Partnership ("Class K OP Units") valued at $10.00 per Class K
OP Unit. Such issuance represents a total investment of $1,281,244 in Class K OP Units. Individuals with direct or indirect
interests in the sellers of the Hilton Garden Inn Providence who are direct or indirect owners of the Procaccianti Companies,
Inc. (the “Sponsor”) and Procaccianti Hotel Advisors, LLC (“PHA”) received only Class K OP Units and no cash as
consideration.

The Company is externally managed by PHA pursuant to the Advisory Agreement (as defined below). PHA is an
affiliate of the Company’s Sponsor.

Novel Coronavirus (COVID-19)

In December 2019, COVID-19 was identified in Wuhan, China, subsequently spread to other regions of the world,
and has resulted in significant travel restrictions and extended shutdown of numerous businesses in every state in the United
States. In March 2020, the World Health Organization declared COVID-19 to be a global pandemic. Since late February
2020, COVID-19 has had and continues to have a significant effect on the hospitality industry. Thus far, responses to the
COVID-19 outbreak have included mandates from federal, state and/or local authorities that have restricted travel and the
conduct of business, such as stay-at-home orders, quarantines, travel bans, border closings, business closures and other
similar measures, which have significantly reduced overall lodging demand. In response to government mandates and health
official orders, the Springhill Suites Wilmington (as defined below) was instructed to close effective March 30, 2020 and
remained closed until May 1, 2020, and other of the Company’s hotel properties were required to close food and beverage
outlets.

Since the beginning of March 2020, the Company has experienced significant declines in occupancy and revenue
per available room (“RevPAR”) associated with COVID-19 throughout its hotel portfolio, which has had a negative impact
on the Company’s operations and financial results. The full financial impact of the reduction in hotel demand caused by the
pandemic cannot be reasonably estimated at this time due to uncertainty as to its severity and duration. Given the current
availability and effectiveness of the COVID-19 vaccines, in addition to a decrease in government related mandates, the
Company hopes to see an improvement in traveler sentiment. However, the Company
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expects that COVID-19 will continue to negatively affect the Company’s operating results and cash flow for at least the
first-half of 2021.

The Company implemented cost elimination and efficiency initiatives at each of the hotels by reducing labor costs
and tempering certain services and amenities. The COVID-19 outbreak and associated responses could continue to
negatively impact future hotel revenues and operations at the Company’s properties, which could result in a material impact
to the Company’s future results of operations, cash flows and financial condition. The Company believes cash and restricted
cash on hand, cash generated from operations, proceeds from the Company’s Public Offering and borrowings from other
sources, including advances from the Company’s Sponsor, if necessary, will be sufficient to meet the Company’s anticipated
cash needs for at least the next 12 months.

Note 2 - Summary of Significant Accounting Policies

Basis of Presentation

The condensed consolidated financial statements include the accounts of the Company and its subsidiaries. All
significant intercompany balances and transactions are eliminated in consolidation. The accompanying condensed
consolidated financial statements of the Company are unaudited. Certain information and disclosures required by U.S.
generally accepted accounting principles (“GAAP”) for complete financial statements have been condensed or omitted. The
Company believes the disclosures made are adequate to make the information presented not misleading. However, the
accompanying condensed consolidated financial statements should be read in conjunction with the financial statements and
notes included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2020. In the opinion of
management, all adjustments, which include only normal recurring adjustments considered necessary for a fair and
consistent presentation, have been included in these condensed consolidated financial statements. Operating results for the
interim period are not necessarily indicative of the results that may be expected for the full year.

The Company consolidates variable interest entities (“VIEs”) as defined under the Consolidation Topic (“Topic
810”) of the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) when it has the
power to direct the activities that most significantly impact the VIE’s performance and the obligation to absorb losses or the
right to receive benefits from the VIE that could be significant. At March 31, 2021, the assets of our VIEs were $67,355,956,
and consist primarily of land, building, furniture, fixtures, and equipment and are available to satisfy our VIEs’ obligations.
The liabilities of our VIEs were $45,099,724 at March 31, 2021 and consist primarily of long-term debt. The Company has
guaranteed certain obligations of its VIEs.

The Company has no foreign operations or assets, and its operating structure includes only one segment.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assumptions and liabilities at the date of the condensed consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

Fair Value of Financial Instruments

Under GAAP, the Company is required to disclose the fair value of certain financial instruments on a recurring
basis. The accompanying condensed consolidated balance sheets include the following financial instruments: cash, restricted
cash, accounts receivable, accounts payable, mortgage notes payable and other debt.
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The Company considers the carrying value of cash, restricted cash, accounts receivable, accounts payable and other
debt to approximate the fair value of these financial instruments based on the short duration between origination of the
instruments and their expected realization.

A fair value measurement is based on the assumptions that market participants would use in pricing an asset or
liability in an orderly transaction. The hierarchy for inputs used in measuring fair value is as follows:

● Level 1: unadjusted quoted prices in active markets that are accessible at the measurement date for identical assets
or liabilities;

● Level 2: quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which significant inputs and significant value drivers
are observable in active markets; and

● Level 3: prices or valuation techniques where little or no market data is available that requires inputs that are both
significant to the fair value measurement and unobservable.

As of March 31, 2021, the estimated fair value of the mortgage notes payable was $55,148,862 compared to the
carrying value of $56,743,061. These financial instruments are valued using Level 3 inputs through a discounted cash flow
analysis of the contractual cash flows of the notes payable discounted at a market rate.

Revenue Recognition

Revenue is generally recognized as services are performed. Revenue represents primarily room rentals, food and
beverage sales, and other fees. The Company collects sales tax from all nonexempt customers and remits the entire amount
to the appropriate states upon collection from the customer. The Company’s accounting policy is to exclude the tax collected
and remitted to the state from revenue and expenses.

Cash and Cash Equivalents

Cash and cash equivalents represent cash on hand or held in banks and highly liquid investments with original
maturities of three months or less.

Restricted Cash

The Company maintains reserves for property taxes and capital improvements as required by the debt agreements.
At March 31, 2021 and 2020, reserves for property taxes were $674,480 and $566,511, respectively, and reserves for capital
improvements were $1,683,344 and $2,039,476, respectively. The Company also included $36,140 and $64,932 of guest
advance deposits as restricted cash at March 31, 2021 and 2020, respectively.

Organization and Offering Costs

Organization and offering costs (“O&O Costs”) include selling commissions, dealer manager fees, stockholder
servicing fees and any other elements of underwriting compensation, legal, accounting, printing, mailing and filing fees and
expenses, due diligence expenses of participating broker-dealers supported by detailed and itemized invoices, costs in
connection with preparing sales materials, design and website expenses, fees and expenses of the Company’s transfer agent,
fees to attend retail seminars sponsored by participating broker-dealers and reimbursements for customary travel, lodging,
and meals. The Company charges O&O Costs against additional paid in capital on the condensed consolidated balance sheet
as it raises proceeds in its Public Offering.



Table of Contents

Procaccianti Hotel REIT, Inc.
Notes to Condensed Consolidated Financial Statements

(Unaudited)

12

Income Taxes

The Company elected to be taxed as a REIT under the Internal Revenue Code of 1986, as amended (the “Code”),
and has operated as a REIT, commencing with the taxable year ended December 31, 2018. To qualify as a REIT, the
Company must meet certain organizational and operational requirements, including a requirement to distribute at least 90%
of its annual REIT taxable income to its stockholders (which is computed without regard to the dividends-paid deduction or
net capital gain and which does not necessarily equal net income as calculated in accordance with GAAP). As a REIT, the
Company generally will not be subject to U.S. federal income tax to the extent it distributes qualifying dividends to its
stockholders. If the Company fails to qualify as a REIT in any taxable year following the year it initially elects to be taxed as
a REIT, it will be subject to U.S. federal income tax on its taxable income at regular corporate income tax rates and
generally will not be permitted to qualify for treatment as a REIT for U.S. federal income tax purposes for the four
taxable years following the year during which qualification is lost unless the Internal Revenue Service grants the Company
relief under certain statutory provisions. Such an event could materially adversely affect the Company’s net income and net
cash available for distribution to its stockholders.

Because the Company is prohibited from operating hotel properties pursuant to certain tax laws relating to its
qualification as a REIT, the entities through which the Company owns hotel properties will lease the hotel properties to one
or more taxable REIT subsidiaries (“TRSs”). A TRS is a corporate subsidiary of a REIT that jointly elects, with the REIT, to
be treated as a TRS of the REIT, and that pays U.S. federal income tax at regular corporate rates on its taxable income.

The Company accounts for income taxes of its TRSs using the asset and liability method under which deferred tax
assets and liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities
are measured using enacted tax rates in effect for the year in which those temporary differences are expected to be recovered
or settled. The effect on deferred tax assets and liabilities from a change in tax rates is recognized in earnings in the period
prior to when the new rates become effective. The Company records a valuation allowance for net deferred tax assets that
are not expected to be realized.

The Company has reviewed tax positions under GAAP guidance that clarify the relevant criteria and approach for
the recognition and measurement of uncertain tax positions. The guidance prescribes a recognition threshold and
measurement attribute for the financial statement recognition of a tax position taken, or expected to be taken, in a tax return.
A tax position may only be recognized in the financial statements if it is more likely than not that the tax position will be
sustained upon examination. At March 31, 2021, the Company had no material uncertain tax positions.

The preparation of the Company’s various tax returns requires the use of estimates for federal and state income tax
purposes. These estimates may be subjected to review by the respective taxing authorities. A revision to an estimate may
result in an assessment of additional taxes, penalties and interest. At this time, a range in which the Company’s estimates
may change is not expected to be material. The Company will account for interest and penalties relating to uncertain tax
positions in the current period results of operations, if necessary. The Company has tax years 2017 through 2020 remaining
subject to examination by federal and various state tax jurisdictions.

Noncontrolling Interest

Noncontrolling interest represents the portion of equity of Procaccianti Convertible Fund, LLC ("PCF") held by
owners other than the Company. Noncontrolling interest is reported in the condensed consolidated balance sheets within
equity, separately from stockholders’ equity. Revenue, expenses, and net income attributable to both the Company and the
noncontrolling interest are reported in the condensed consolidated statement of operations.
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Noncontrolling Interest of the Operating Partnership

Noncontrolling interest of the Operating Partnership represents the value of the 128,124 Class K OP Units that were
issued to affiliate sellers in connection with the acquisition of the Hilton Garden Inn Providence. Noncontrolling interest of
the Operating Partnership is reported in the mezzanine section of the condensed consolidated balance sheet, as the units are
redeemable at the request of the holder for cash equal to the fair market value of a K Share as defined in the Amended and
Restated Agreement of Limited Partnership of Procaccianti Hotel REIT, L.P. (the “Amended and Restated Operating
Partnership Agreement”). The Company may elect to acquire any such unit presented for redemption for one K Share or
cash. Revenue, expenses, and net income attributable to both the Company and the noncontrolling interest of the Operating
Partnership are reported in the condensed consolidated statement of operations.

Per Share Data

The Company calculates its basic and diluted earnings per common share (“EPS”) utilizing the two-class method.
Under the two-class method both basic and diluted EPS are calculated for each class of common stock considering
distributions declared and accumulated and the rights of common shares and participating securities in any undistributed
earnings. Undistributed earnings are allocated to all outstanding common shares based on the relative percentage of each
class of shares to the total number of outstanding shares. 3,000 non-vested restricted K Shares held by the Company's
independent directors as of March 31, 2021 are included in the calculation of basic EPS because such shares have been
issued and participate in distributions.
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The Company’s calculated earnings per share for the three months ended March 31, 2021 and 2020, were as
follows:

Three Months Ended March 31, 
    2021     2020
     

 Net loss

$

 
        

(1,110,673) $

 
        

(2,089,583)
Less: Class K Common Stock dividends declared and accumulated

 
 

        628,344  
 

        453,908
Less: Class K-I Common Stock dividends declared and accumulated

 
 

        131,938  
 

        83,629
Less: Class K-T Common Stock dividends declared and accumulated

 
 

        8,245  
 

        7,029
Less: Class A Common Stock dividends declared and accumulated

 
 

        98,834  
 

        80,171
Undistributed net loss

$

 
        

(1,978,034) $

 
        

(2,714,320)
Class K Common Stock:       

Undistributed net loss

$

 
        

(1,398,306) $

 
        

(1,914,974)
Class K Common Stock dividends declared and accumulated

 
 

        628,344  
 

        453,908
Net loss

$
 

        (769,962) $

 
        

(1,461,066)
Net loss per common share, basic and diluted

$
 

        (0.21) $
 

        (0.48)
Weighted average number of common shares outstanding, basic and diluted

 

 
        

3,640,406  
 

        3,042,789
Class K-I Common Stock:     

Undistributed net loss
$

 
        (293,612) $

 
        (352,805)

Class K-I Common Stock dividends declared and accumulated
 

 
        131,938  

 
        83,629

Net loss
$

 
        (161,674) $

 
        (269,176)

Net loss per common share, basic and diluted
$

 
        (0.21) $

 
        (0.48)

Weighted average number of common shares outstanding, basic and diluted
 

 
        764,401  

 
        560,588

Class K-T Common Stock:       
Undistributed net loss

$
 

        (18,348) $
 

        (29,654)
Class K-T Common Stock dividends declared and accumulated

 
 

        8,245  
 

        7,029
Net loss

$
 

        (10,103) $
 

        (22,625)
Net loss per common share, basic and diluted

$
 

        (0.21) $
 

        (0.48)
Weighted average number of common shares outstanding, basic and diluted

 
 

        47,769  
 

        47,119
Class A Common Stock:       

Undistributed net loss
$

 
        (219,755) $

 
        (338,218)

Class A Common Stock dividends declared and accumulated
 

 
        98,834  

 
        80,171

Net loss
$

 
        (120,921) $

 
        (258,047)

Net loss per common share, basic and diluted
$

 
        (0.21) $

 
        (0.48)

Weighted average number of common shares outstanding, basic and diluted
 

 
        572,121  

 
        537,410

Class B Common Stock:       
Undistributed net loss

$
 

        (48,013) $
 

        (78,669)
Net loss per common share, basic and diluted

$
 

        (0.38) $
 

        (0.63)
Weighted average number of common shares outstanding, basic and diluted

 
 

        125,000  
 

        125,000
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Note 3 – Investments in Hotels

The following table sets forth summary information regarding the Company’s investments in hotel properties as of
March 31, 2021:

Contract Mortgage  
Date Ownership Purchase Debt  

Property Name     Acquired     Location     Interest     Price(1) (2)     Rooms    Outstanding  

Springhill Suites Wilmington  05/24/2017 (1) Wilmington, NC  
 

        51 %  $

 
        

18,000,000  

 
        

120 $

 
        

11,122,539

Staybridge Suites St. Petersburg  06/29/2017 (1)St. Petersburg, FL 
 

        51 %  $

 
        

20,500,000  

 
        

119 $

 
        

13,166,603

Hotel Indigo Traverse City  08/15/2018  Traverse City,MI
 

        100 %  $

 
        

26,050,000  

 
        

107 $

 
        

15,092,000

Hilton Garden Inn Providence  02/27/2020  Providence, RI
 

        100 %  $

 
        

28,500,000  

 
        

137 $

 
        

16,936,901

1) Represents the date and contract purchase price of PCF’s acquisition of the Springhill Suites Wilmington property
(the “Springhill Suites Wilmington”) and the Staybridge Suites St. Petersburg property (the “Staybridge Suites St.
Petersburg”). The Company exercised its option under an option agreement to purchase a 51% membership interest
in PCF on March 29, 2018.

2) Contract purchase price excludes acquisition fees and costs.

Investments in hotel properties consisted of the following as of March 31, 2021 and December 31, 2020:

    March 31,     December 31, 
2021 2020

Land $

 
        

11,588,686 $

 
        

11,588,686

Building and improvements  

 
        

77,371,126  

 
        

77,286,159

Furniture, fixtures, and equipment  

 
        

7,299,647  

 
        

7,244,831

Total cost  

 
        

96,259,459  

 
        

96,119,676

Accumulated depreciation  

 
        

(7,303,501)  

 
        

(6,530,972)

Property and equipment, net $

 
        

88,955,958 $

 
        

89,588,704

Depreciation expense for the three months ended March 31, 2021 and 2020 was $772,529 and $659,477,
respectively.

Note 4 – Mortgage Notes Payable

Included in mortgage notes payable at March 31, 2021, is a $13,166,603 mortgage payable secured by the
Staybridge Suites St. Petersburg (the “St. Petersburg Note”), a $11,122,539 mortgage payable secured by the Springhill
Suites Wilmington (the “Wilmington Note”), a $15,092,000 mortgage payable secured by the Hotel Indigo Traverse City
(the “TCI Note”) and a $16,936,901 mortgage payable secured by the Hilton Garden Inn Providence (the “HGI Note”). The
mortgage notes payable each contain customary affirmative covenants, negative covenants and events of default.

The St. Petersburg Note required monthly interest payments at 4.34% through August 1, 2020, and subsequent to
August 1, 2020, monthly principal and interest payments of $66,255 through July 1, 2024, the maturity date. The St.
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 Petersburg Note is collateralized by the Staybridge Suites St. Petersburg, including equipment, and has been guaranteed by
TH Investment Holdings II, LLC, an affiliate of the Sponsor. All required payments have been made as of March 31, 2021.

As a result of the negative impact of the COVID-19 pandemic, the Staybridge Suites St. Petersburg failed to
maintain the required debt service coverage ratio as defined in the St. Petersburg Note loan documents for the period ended
June 30, 2020. In August 2020, the Company received a written waiver of all debt service coverage testing for the
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test due for the periods ended June 30, 2020 and September 30, 2020, from its lender. The lender approved an additional
modification of the debt service coverage test for the period ending December 31, 2020 and March 31, 2021. Therefore, as
of March 31, 2021, the Staybridge Suites St. Petersburg was in compliance with its applicable covenants and all required
payments have been made as agreed.

The Wilmington Note required monthly interest payments at 4.49% through June 1, 2020, and subsequent to
June 1, 2020, monthly principal and interest payments of $57,026 through June 1, 2024, the maturity date. The Wilmington
Note is collateralized by the Springhill Suites Wilmington, including equipment, and has been guaranteed by TH Investment
Holdings II, LLC, an affiliate of the Sponsor. All required payments have been made as of March 31, 2021.

As a result of the negative impact of the COVID-19 pandemic, the Springhill Suites Wilmington failed to maintain
the required debt service coverage ratio as defined in the Wilmington Note loan documents for the period ended December
31, 2020. In March 2021, the Company received a written waiver of all debt service coverage testing for the test due for the
periods ended December 31, 2020 through June 30, 2021, from its lender. Therefore, as of March 31, 2021, the Springhill
Suites Wilmington was in compliance with its applicable covenants and all required payments have been made as agreed.

The TCI Note bears interest at LIBOR plus a LIBOR rate margin of 2.50% at March 31, 2021. The TCI
Note provides for interest only monthly payments until maturity. The principal amount will be due on the maturity date,
which is August 15, 2021; provided, however, the maturity date may be extended by up to three additional one-year periods,
provided no default exists and with prior written notice of at least 45 days before scheduled maturity. The TCI Note is
collateralized by the Hotel Indigo Traverse City, including equipment, and has been guaranteed by TH Investment Holdings
II, LLC, an affiliate of the Sponsor.

On April 21, 2020, a subsidiary of the Operating Partnership, entered into a First Amendment to Loan Agreement
and Other Loan Documents (the "Hotel Indigo Loan Modification Documents") with its existing lender, Citizens Bank, N.A.
("Citizens Bank"), to amend the terms of the TCI Note.

The Hotel Indigo Loan Modification Documents waived the Operating Partnership’s requirement to achieve the
stated debt service coverage ratio for the period from January 1, 2020 through June 30, 2021 and provides that all net worth,
liquidity and financial covenant testing and any requirements of the guarantor, TH Investment Holdings II, LLC, an affiliate
of the Sponsor, to comply with such covenants are waived from January 1, 2020 through June 30, 2021. As of March 31,
2021, the Operating Partnership and its subsidiary were compliant with their loan obligations, including applicable
covenants, and all required payments have been made as agreed.

The HGI Note requires monthly interest payments at a fixed rate of 4.25% through February 15, 2023 and monthly
principal and interest payments based on a 30-year amortization schedule thereafter to maturity on May 15, 2025. The HGI
Note is collateralized by the Hilton Garden Inn Providence, including equipment, and has been guaranteed by the Company.

On April 23, 2020, the Operating Partnership, through its subsidiary, and the Company entered into an Omnibus
Amendment and Reaffirmation Agreement (the "Hilton Garden Inn Loan Modification Agreement") with the lender, to
amend the terms of the mortgage loan and loan documents on the HGI Note. Pursuant to the Hilton Garden Inn Loan
Modification Agreement, interest only payments that were due on the six consecutive payment dates starting with the
payment scheduled for April 2020 are deferred until the date that is twelve months after the date each payment was
originally due. The HGI Note resumed interest payments in October 2020 and began repaying previously deferred amounts
in April 2021.
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In addition, the Hilton Garden Inn Loan Modification Agreement provides that all financial covenant testing and
any other requirements of the Operating Partnership to comply with such covenants are waived until the year ending
December 31, 2021, and that all net worth, liquidity and financial covenant testing and any requirements of the Company as
guarantor to comply with such covenants are waived until the year ending December 31, 2021. As of March 31, 2021, the
HGI Note was compliant with the above referenced loan arrangements.

Although the Company has taken steps to enhance its ability to maintain sufficient liquidity, as noted here and
elsewhere in this Quarterly Report on Form 10-Q, a protracted negative economic impact resulting from the COVID-19
pandemic may cause increased pressure on the Company's ability to satisfy its mortgage loan covenants.

Interest expense on mortgage notes payable for the three months ended March 31, 2021 and 2020 was $622,025
and $541,129, respectively.

Also included in mortgage notes payable as of March 31, 2021, is $162,921 of net deferred financing costs and debt
discounts and premiums. For the three months ended March 31, 2021 and 2020, the Company amortized $2,472 and
$16,422, respectively, of net deferred financing costs and debt discounts and premiums as interest expense.

Note 5 – Interest Rate Swap

The Company is exposed to certain risks relating to its ongoing business operations, including the effect of changes
in interest rates. The Company has an interest rate swap agreement to manage interest rate risk exposure on $15,092,000 of
the TCI Note due in 2021.

The value of interest rate swaps is primarily impacted by interest rates, market expectations about interest rates, and
the remaining life of the instrument. In general, increases in interest rates, or anticipated increases in interest rates, will
increase the value of the fixed rate payer position and decrease the value of the variable rate payer position. As the
remaining life of the interest rate swap decreases, the value of both positions will generally move towards zero.

The following table summarizes the terms of the Company's outstanding interest rate swap agreement:

        Notional                 Fair Value of
Amount as of Liability as of

March 31, Interest Effective Maturity March 31, 
Balance Sheet Location 2021 Rate(1) Date Date 2021 (2)

Interest rate swap

 

Accounts payable, accrued
expenses and other, net

$

 
        

15,092,000  
 

        5.30 %  8/15/2018  8/15/2021 $

 
        

(188,959)

1) The interest rate consists of the underlying index swapped to a fixed rate rather than floating rate LIBOR, plus a
premium. The Company notes that the maturity date of the interest rate swap is prior to the LIBOR phase-out
deadline and therefore does not expect any impact to the terms or value of the swap.

2) Changes in fair value are recorded as unrealized gain (loss) in the condensed consolidated statements of operations
as the Company did not designate this interest rate swap as a hedge. The Company valued the interest rate swap
using Level 2 inputs.

Concurrent with the Hotel Indigo Loan Modification Documents, the Operating Partnership, through its subsidiary,
entered into a Swap Modification Agreement with Citizens Bank (the “Swap Modification Agreement”) to modify the swap
derivative contract with Citizens Bank that fixes the interest rate on the outstanding balance of the mortgage loan. The Swap
Modification Agreement modified the requirements to make payments under the swap derivative contract and provided for a
deferral of any payments during the period beginning on April 21, 2020 and
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ending on July 1, 2020. The Hotel Indigo Traverse City repaid the deferred swap interest and all required payments have
been made as agreed.

Note 6 – Other Debt

On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (the "CARES Act") was adopted by
the Federal Government, which, among other things, provided emergency assistance to qualifying businesses and
individuals as a result of the COVID-19 pandemic. The CARES Act also included the establishment of the Paycheck
Protection Program ("PPP"), a U.S. Small Business Administration (the “SBA”) loan to businesses with fewer than 500
employees that may be partially forgivable. In 2020, the Company received $1,018,917 in PPP loans relating to the four
hotel properties (the "PPP Loans"). On January 11, 2021, the PPP opened an additional round of funding, which allowed
eligible borrowers that had previously received a PPP loan to apply for a second draw PPP loan with the same general terms
as the first. Second draw PPP loans can be used to help fund payroll costs, including benefits. Funds can also be used to pay
mortgage interest, rent, utilities, worker protection costs related to COVID-19, uninsured property damage costs caused by
looting or vandalism, and certain supplier costs and expenses for operations. The Company applied for the second round of
funding and received $889,672 of the approximately $1,426,712 applied for as of March 31, 2021. The remaining $537,040
of second round of funding was received in April 2021. These loans are presented as other debt on the condensed
consolidated balance sheets under ASC 470, Debt.

Pursuant to the CARES Act, the Company can apply for, and be granted, forgiveness for all or a portion of the PPP
Loans. The loans’ principal and accrued interest are forgivable to the extent that the proceeds are used for eligible purposes,
subject to limitations and ongoing rulemaking by the SBA, and that the Company maintains its payroll levels over a twenty-
four week period following the loan date. The loan forgiveness amount may be reduced if the Company terminates
employees or reduces salaries during the twenty-four week period. The Company used the proceeds from the PPP Loans to
retain employees and maintain payroll and make mortgage and utility payments to support business continuity throughout
the COVID-19 pandemic, which amounts are intended to be eligible for forgiveness, subject to the provisions of the CARES
Act. The Company has applied for full forgiveness of all the first round of PPP loans and such applications are currently in
review with the SBA. Upon formal written approval of the forgiveness application from the SBA, the Company intends to
recognize a gain on loan extinguishment in the consolidated statement of operations equal to the amount forgiven.

Note 7 – Related Party Transactions

The Company entered into the Amended and Restated Advisory Agreement on August 2, 2018, with PHA and the
Operating Partnership (as amended and renewed, the “Advisory Agreement”). The Advisory Agreement has a one-year
term, subject to renewals upon mutual consent of PHA and the Company’s independent directors for an unlimited number of
successive one-year periods. On November 22, 2019, the Company, the Operating Partnership and PHA entered into the
Second Amendment to the Advisory Agreement (the “Advisory Agreement Amendment”) in order to revise certain terms
regarding the accrual of interest on deferred acquisition, disposition and asset management fees, as well as the deferral of
asset management fees paid to PHA. On July 28, 2020, the board of directors of the Company, including all independent
directors of the Company, after review of PHA's performance during the last year, authorized the Company to execute a
mutual consent to renew the Advisory Agreement, by and among the Company, the Operating Partnership and PHA. The
renewal was for a one-year term and was effective on August 3, 2020.

Pursuant to the Advisory Agreement, PHA oversees the Company’s day-to-day operations, including the provision
of general ledger accounting, fund accounting, legal services, investor relations, and other administrative services. PHA also
performs, or oversees the performance of, the Company’s corporate operations and required administrative services, which
include maintaining required financial records and preparing reports to stockholders and filings with the SEC. In addition,
PHA assists an independent valuation firm and the Company’s board of directors in calculating and determining the
Company’s estimated NAV, and assists the Company in overseeing the preparation and
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filing of tax returns, payment of expenses and for the performance of administrative and professional services rendered to
the Company by others. The Company reimburses PHA for certain expenses and pays PHA certain fees pertaining to
services provided.

Operating Expenses

The 
Company is also required to reimburse PHA for costs incurred in providing these administrative services. PHA is required to 
allocate the 
cost of such services to the Company based on objective factors such as total assets, revenues and/or time allocations. At 
least annually, 
the Company’s board of directors will review the amount of administrative services expense reimbursable to PHA to 
determine whether 
such amounts are reasonable in relation to the services provided. Through December 31, 2020, PHA had forfeited its right to 
collect reimbursement 
for providing these administrative services provided through such date. In the three months ended March 31, 2021, the 
Company’s 
Sponsor requested reimbursement for $42,004 of such administrative service expenses. This amount is included in due to 
related parties 
on the condensed consolidated balance sheet as of March 31, 2021. 

Acquisition Fee

The Company will pay PHA acquisition fees as described below:

Acquisition Fee: Fee for providing services including selecting, evaluating and acquiring potential investments, or
the acquisition fee. The total acquisition fee payable to PHA shall equal 1.5% of the Gross Contract Purchase Price of an
investment, which as defined in the Advisory Agreement, represents the amount actually paid or allocated in respect of the
purchase of an investment, inclusive of acquisition expenses and any indebtedness assumed or incurred. Payment of such fee
will be deferred until the occurrence of a (i) liquidation event (i.e., any voluntary or involuntary liquidation or dissolution of
the Company, including as a result of the sale of all or substantially all of the Company’s assets for cash or other
consideration), (ii) the Company’s sale or merger in a transaction that provides stockholders with cash, securities or a
combination of cash and securities, (iii) the listing of the Company’s shares of common stock on a national securities
exchange, or (iv) the termination of the Advisory Agreement, other than for cause, or the non-renewal of the Advisory
Agreement. The preceding clauses (ii) and (iii) are defined as an “Other Liquidity Event”. Under the Advisory Agreement
Amendment, deferred acquisition fees will accrue interest at a cumulative, non-compounded rate of 6.0% per annum until
the day immediately following the Fifth Anniversary (as defined herein), at which time such interest will cease to further
accrue.

There were no acquisition fees for the three months ended March 31, 2021. For the three months ended March 31,
2020, the Company incurred $441,370 in acquisition fees related to the Hilton Garden Inn Providence, which are included in
other fees to affiliates on the condensed consolidated statement of operations. As of March 31, 2021 and 2020, there were
$979,350 and $979,350, respectively, of deferred acquisition fees included in due to related parties on the condensed
consolidated balance sheets. Interest expense on outstanding acquisition fees was $14,449 and $10,413, respectively, for the
three months ended March 31, 2021 and 2020, and is included in interest expense on the condensed consolidated statement
of operations and in due to related parties on the condensed consolidated balance sheets.

Asset Management Fee

The Company will pay PHA asset management fees as described below:

Asset Management Fee: Quarterly fee equal to one-fourth of 0.75% of the adjusted cost of the Company’s assets
and the amounts actually paid or allocated in respect of the acquisition of loans, before reduction for depreciation,
amortization, impairment charges, and cumulative acquisition costs charged to expense in accordance with GAAP, or the
asset management fee. The adjusted cost will include the purchase price, acquisition expenses, capital expenditures, and
other customary capitalized costs. The Advisory Agreement Amendment clarified the duration of the asset management
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fee and accrual of interest on deferred asset management fees. The asset management fee will be payable to PHA quarterly
in arrears, based on the adjusted cost on the last date of the prior quarter, adjusted for appropriate closing dates for individual
investments. Payment of the asset management fee will be deferred on a quarterly basis if at any time all accumulated,
accrued, and unpaid 6% distributions have not been paid in full to the holders of the K Shares, K-I Shares, K-T Shares and
any parity security. Any such deferred asset management fees will accrue interest at a cumulative, non-compounded rate of
6.0% per annum. If the Company has not completed a liquidation event by the fifth anniversary of the date the Company
terminates the Public Offering (including any follow-on offering) (the “Fifth Anniversary”), on the day immediately
following the Fifth Anniversary, (i) the asset management fees payable pursuant to the Advisory Agreement cease to accrue
and (ii) interest that accrued at a non-compounded rate of 6.0% per annum on the deferred asset management fees will cease
to accrue. For the avoidance of doubt, all accrued and unpaid principal and interest amounts in connection with the asset
management fee at the Fifth Anniversary will remain outstanding.

For the three months ended March 31, 2021 and 2020, the Company incurred $143,614 and $108,386, respectively,
in asset management fees. Asset management fees are included in other fees to affiliates on the condensed consolidated
statements of operations and in due to related parties on the condensed consolidated balance sheets. As of March 31, 2021
and 2020, there were $1,220,945 and $647,627, respectively, of deferred asset management fees included in due to related
parties on the condensed consolidated balance sheets. Interest expense on the outstanding asset management fees was
$18,014 and $9,474 for the three months ended March 31, 2021 and 2020, respectively. These amounts are included in
interest expense on the condensed consolidated statements of operations and in due to related parties on the condensed
consolidated balance sheets.

Disposition Fee

The Company will pay PHA disposition fees as described below:

Disposition Fee: Fee for providing a substantial amount of services in connection with the sale of a property or real
estate-related assets, as determined by a majority of the Company’s independent directors, or the disposition fee. The
disposition fee will equal one-half of the brokerage commissions paid on the sale of an investment. In no event will the
disposition fee exceed 1.5% of the sales price of each investment. Payment of the disposition fee to PHA will be deferred
until the occurrence of (i) a liquidation event, (ii) an Other Liquidity Event, or (iii) the termination of the Advisory
Agreement, other than for cause, or the non-renewal of the Advisory Agreement. Under the Advisory Agreement
Amendment, deferred disposition fees will accrue interest at a cumulative, non-compounded rate of 6.0% per annum until
the day immediately following the Fifth Anniversary, at which time such interest will cease to further accrue.

There were no disposition fees incurred for the three months ended March 31, 2021 and 2020.

Acquisition Expenses

The Company will reimburse PHA for acquisition expenses actually incurred (excluding personnel costs) related to
selecting, evaluating, and making investments on the Company’s behalf. All acquisition expenses as of March 31, 2021 and
2020 were paid directly by the Company and there have been no reimbursements to PHA.

Organization and Offering Costs

O&O Costs include selling commissions, dealer manager fees, stockholder servicing fees and any other elements of
underwriting compensation, as well as legal, accounting, printing, mailing and filing fees and expenses, due diligence
expenses of participating broker-dealers supported by detailed and itemized invoices, costs in connection with preparing
sales materials, design and website expenses, fees and expenses of the Company’s transfer agent, fees to attend retail
seminars sponsored by participating broker-dealers and reimbursements for customary travel, lodging, and
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meals. For more information regarding selling commissions, dealer manager fees, stockholder servicing fees and any other
elements of underwriting compensation, see Note 8 – “Stockholders’ Equity”.

Certain O&O Costs have been incurred by PHA on behalf of the Company. As of March 31, 2021, the total amount
of O&O Costs, exclusive of selling commissions, dealer manager fees and stockholder servicing fees, incurred by PHA and
its affiliates related to the Private Offering and the Public Offering was $8,482,919, of which $1,026,564 has been
reimbursed through the issuance of A Shares to an affiliate of PHA and through cash payments to PHA of $2,585,532. The
Company may reimburse PHA and its affiliates for O&O Costs incurred on the Company’s behalf, but only to the extent the
reimbursement would not cause the selling commissions, dealer manager fees, stockholder servicing fees and other O&O
Costs to exceed 15% of the gross offering proceeds of the Public Offering as of the termination of the Public Offering, or the
15% cap. As of March 31, 2021, $3,523,171 is reimbursable to PHA and its affiliates by the Company in the future, subject
to the 15% cap.

The Company records O&O Costs as charges against additional paid in capital on the condensed consolidated
balance sheets as the Company raises proceeds in its continuous Public Offering. These amounts represent 15% of the gross
offering proceeds of the Private Offering and the Public Offering as of March 31, 2021, the maximum amount allowed to be
recognized by the Company in its financial statements in accordance with the rules established by the Financial Industry
Regulatory Authority, Inc. (“FINRA”). The Company recognized O&O Costs of $355,645 and $1,125,074 for the three
months ended March 31, 2021 and 2020, respectively. As of March 31, 2021, the Company had a balance due to PHA for
reimbursement of O&O Costs within the 15% cap of $90,872, which is included in due to related parties in the condensed
consolidated balance sheet as of March 31, 2021. As of the date of this filing, the Company has reimbursed PHA for this
amount.

Property Management Fee and Reimbursement

Wholly owned subsidiaries of PCF and the Operating Partnership entered into hotel management agreements with
affiliates of the Company for the management of each of the Company's hotels. Under the terms of the management
agreements, the manager operates and manages each hotel, including making all human resource decisions. The employees
of the hotels are employed by the managers, however, pursuant to the management agreements, all compensation of hotel
personnel is recorded as a direct operating expense of the hotel. The manager of each hotel is paid a base management fee
equal to 3% of the respective hotel’s gross revenues and is also reimbursed for certain expenses and centralized service
costs.

The terms of the in-place management agreements expire June 28, 2021, May 23, 2021, August 14, 2023 and
February 26, 2025 for the Staybridge Suites St. Petersburg, the Springhill Suites Wilmington, the Hotel Indigo Traverse City,
and the Hilton Garden Inn Providence, respectively.

Aggregate property management fees incurred were $87,425 and $90,224 for the three months ended March 31,
2021 and 2020, respectively, and are included in property management fees to affiliates on the condensed consolidated
statements of operations. As of March 31, 2021, $38,305 of accrued property management fees payable were included in
due to related parties on the condensed consolidated balance sheet. Aggregate net reimbursements for certain expenses for
the three months ended March 31, 2021 and 2020 were $61,488 and $19,968, respectively. As of March 31, 2021, $12,648
of expense reimbursements were included in due to related parties on the condensed consolidated balance sheet. During the
three months ended March 31, 2021 and 2020, the Company paid $90,335 and $548, respectively, to TPG Risk Services,
LLC, an affiliate of the Sponsor, for the reimbursement of prepaid insurance at the hotel properties. As of March 31, 2021,
the Company had a balance of $11,424 due from TPG Risk Services, LLC, which is included in the due from related parties
on the condensed consolidated balance sheet.
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Construction Management Fee

The Company pays its property managers or third parties selected by PHA, after requesting bids from such parties,
a construction management fee (which may include expense reimbursements) based on market rates for such services in the
markets in which the hotel properties are located and will take into account the nature of the services to be performed, which
generally will constitute the supervision or coordination of any construction, improvements, refurbishments, renovations, or
restorations of the Company’s hotel properties. If PHA selects the property manager or another affiliate of the Sponsor to
perform such services, any resulting agreement must be approved by a majority of the Company’s board of directors,
including a majority of its independent directors. The Company reimbursed TPG Construction, LLC, an affiliate of the
Sponsor, $12,685 and $25,776 during the three months ended March 31, 2021 and 2020, respectively, for capital expenditure
costs incurred at the hotel properties. As of March 31, 2021 and 2020, $28,512 and $0, respectively, of construction
reimbursements were included in the due to related parties balance. Included in the due from related parties balance as of
March 31, 2021, was a $45,085 receivable from TPG Construction, LLC relating to working capital requests to provide
funding for vendors and contractor deposits at the Hotel Indigo Traverse City and the Hilton Garden Inn Providence.

Additional Service Fees

If the Company requests that PHA or its affiliates perform other services, including but not limited to, renovation
evaluations, the compensation terms for those services must be approved by a majority of the Company’s board of directors,
including a majority of the independent directors. No such fees for additional services were incurred for the three months
ended March 31, 2021 and 2020.

Payment Upon Listing of Shares

If the Company lists any of its shares of capital stock on a national securities exchange (which automatically results
in a termination of the Advisory Agreement), the Company will be obligated to pay PHA the amount PHA would be entitled
to receive on account of deferred asset management fees, acquisition fees, and disposition fees (and any accrued interest
thereon) as if the Company liquidated and received liquidation proceeds equal to the market value of the Company, which is
limited to the excess of market value over the liquidation preference on K Shares, K-I Shares and K-T Shares.

Payment Upon a Merger or Acquisition Transaction

If the Company terminates the Advisory Agreement in connection with or in contemplation of a transaction
involving a merger or acquisition, the Company would be obligated to pay PHA the amount PHA would be entitled to
receive as if the Company liquidated and received net liquidation proceeds equal to the consideration paid to the
stockholders in such transaction.

Payment Upon Other Advisory Agreement Termination

The Company may elect not to renew the Advisory Agreement. The Company has the right to terminate the
Advisory Agreement without cause, or other than in connection with a listing of the Company’s shares or a transaction
involving a merger or acquisition or other than for cause (“Non-cause Advisory Agreement Termination”). If a Non-cause
Advisory Agreement Termination were to occur, the Company would be obligated to make a cash payment to PHA in the
amount of any deferred asset management fees, plus any interest accrued thereon, the full acquisition fees previously earned,
plus interest accrued thereon, and the full disposition fees previously earned, plus any interest accrued thereon, regardless of
the value of the Company’s assets or net assets. The Company would be obligated to repurchase its A Shares for an amount
equal to the greater of: (1) any accrued common ordinary distributions on the A Shares plus the stated value of the
outstanding A Shares ($10.00 per A Share) or (2) the amount the holders of A Shares would be
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entitled to receive if the Company liquidated and received net liquidation proceeds equal to the fair market value
(determined by appraisals as of the termination date) of the Company’s investments less any loans secured by such
investments, limited in the case of non-recourse loans to the value of investments securing such loans. Any shares of Class B
common stock, with a par value of $0.01 per share (“B Shares”), then outstanding would remain outstanding. The amounts
payable on account of the repurchase of A Shares may be paid, in the discretion of a majority of the Company’s board of
directors, including a majority of the Company’s independent directors, in the form of promissory notes bearing interest at
the then-current rate, as determined in good faith by a majority of the Company’s independent directors.

Payment Upon Advisory Agreement Termination for Cause

If the Company terminates the Advisory Agreement for cause, the Company would not have a current obligation to
make any payments to PHA or to S2K Servicing LLC (formerly known as Colony S2K Servicing LLC), an affiliate of S2K
Financial LLC (the “Dealer Manager”). However, any A Shares and B Shares held by them or their affiliates would remain
outstanding. In addition, any deferred asset management fees, plus any interest accrued thereon, the full acquisition fees
previously earned, plus any interest accrued thereon, and the full disposition fees previously earned, plus any interest
accrued thereon, would remain outstanding obligations, and the deferred fees would continue to accrue interest at a non-
compounded annual rate of 6.0%. Such deferred fees and interest thereon would be payable upon a liquidation event.

Amended and Restated Operating Partnership Agreement

In connection with the Hilton Garden Inn Providence acquisition, effective February 27, 2020, the Company, as
general partner of the Operating Partnership, Procaccianti Hotel REIT, LP, LLC and certain principals and affiliates of the
Sponsor that were issued Class K OP Units entered into an Amended and Restated Operating Partnership Agreement.

Loans from Affiliates

The Company has combined subordinated promissory notes of $94,194 from PHA that bear interest at the current
blended long term applicable federal rate (“AFR”). The blended long term AFR was 1.660% and 1.745% for the three
months ended March 31, 2021 and 2020, respectively. The maturity date of the notes is the date after all outstanding K
Shares have received all accumulated, accrued and unpaid distributions due and owing under the terms of the Company’s
organization documents and the liquidation preference on the K Shares pursuant to the Company’s organization documents
has been paid in full, as well as upon any event of default. These amounts are included in due to related parties on the
condensed consolidated balance sheets at March 31, 2021 and December 31, 2020. Interest expense was $386 and $410 for
the three months ended March 31, 2021 and 2020, respectively, and is included in interest expense on the condensed
consolidated statements of operations and in due to related parties on the condensed consolidated balance sheets.

Note 8 - Stockholders’ Equity

Under the Company’s charter, the total number of shares of common stock authorized for issuance is 248,125,000,
consisting of 55,500,000 K Shares, 55,500,000 K-I Shares, 116,000,000 K-T Shares, 21,000,000 A Shares, and 125,000 B
Shares.

The Company’s K Shares, K-I Shares and K-T Shares entitle the holders to one vote per share on all matters upon
which stockholders are entitled to vote and to receive distributions as authorized by the Company’s board of directors.
Holders of K Shares, K-I Shares and K-T Shares will be entitled to receive cumulative cash distributions on each share at the
rate of 7.0% per annum of each share's distribution base. Prior to March 31, 2020, distributions accrued
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at the rate of 6.0% per annum of each share’s distribution base. The distribution base will initially be $10.00 per K Share,
$10.00 per K-I Share and $10.00 per K-T Share and will be reduced for distributions that the board of directors declares and
pays out of net sales proceeds from the sale or disposition of assets to the extent such distributions are not used to pay
accumulated, accrued, and unpaid dividends on such K Shares, K-I Shares, and K-T Shares.

K Shares, K-I Shares and K-T Shares will rank, on a pro rata basis, senior to all other classes of stock with respect
to distribution rights and rights upon the Company’s liquidation. In certain situations (other than upon liquidation), the
Company may have excess cash available for distribution and the board of directors may authorize special distributions in
which case the holders of K Shares, K-I Shares and K-T Shares would receive 50% of any such excess cash. Holders of K
Shares, K-I Shares and K-T Shares would also generally be entitled to receive 50% of any remaining liquidation cash pro
rata based on the number of K Shares, K-I Shares and K-T Shares outstanding.

A Shares entitle the holders to one vote per share on all matters upon which stockholders are entitled to vote and to
receive distributions and other distributions of excess cash as authorized by the Company’s board of directors. Following the
payment of all accumulated, accrued and unpaid distributions on K Shares, K-I Shares and K-T Shares and payment of any
accrued asset management fees (and any interest thereon), each A Share will be entitled to receive distributions at a rate not
to exceed 7.0% of the stated value of $10.00 per share from income and cash flow from ordinary operations on a cumulative
basis. In certain situations (other than upon liquidation), the Company may have excess cash available for distribution and
the board of directors may authorize special distributions in which case the holders of A Shares will receive 37.5% of any
such excess cash on a pro rata basis. A Shares would also generally be entitled to receive 37.5% of any remaining
liquidation cash pro rata based on the number of A Shares outstanding.

B Shares will have no voting rights, other than the right to vote on and approve any further issuances of or an
increase in the authorized number of B Shares. In addition, if the Company were to list any shares of its common stock on a
national securities exchange, the Company will repurchase its B Shares in accordance with its charter. Holders of B Shares
are not entitled to distributions; however, in certain situations (other than upon liquidation) the Company may have excess
cash available for distribution and the board of directors may authorize special distributions in which case the holders of B
Shares would receive 12.5% of any such excess cash on a pro rata basis. Holders of B Shares would also generally be
entitled to receive 12.5% of any remaining liquidation cash pro rata based on the number of B Shares outstanding.

At the termination of the Private Offering, the Company had issued 1,253,618 K Shares and 23,000 A Shares to
unaffiliated investors, resulting in receipt of gross proceeds of $12,398,660 from K Share issuances and $230,000 from A
Share issuances. A Shares sold to unaffiliated investors were issued as part of a Unit. As of March 31, 2021, under the
Public Offering, the Company had issued 2,469,167 K Shares, 818,306 K-I Shares, and 47,540 K-T Shares to unaffiliated
investors, resulting in receipt of gross proceeds of $24,048,117 from K Share issuances, $7,352,306 from K-I Share
issuances, and $475,400 from K-T Share issuances. As of March 31, 2021, the Company had issued 15,237 K Shares,
11,574 K-I Shares and 1,219 K-T Shares pursuant to the DRIP, resulting in gross proceeds pursuant to the DRIP of
$131,936, $102,455 and $10,512, respectively. As of March 31, 2021, the Company had issued 1,000 restricted K Shares to
each of the Company’s three independent directors for a total of 3,000 restricted K Shares in connection with the Company’s
long-term incentive plan, as described below.

As of March 31, 2021, the Company had issued 428,410 A Shares to THR, an affiliate of PHA, for aggregate
proceeds of $4,284,095, or $10.00 per share. In addition, the Company issued 130,000 additional A Shares to THR in
exchange for notes receivable, payable to the Company upon demand. The note receivable from THR was reduced for
amounts reimbursed to PHA by the Company for certain costs incurred on the Company’s behalf, with no remaining balance
as of March 31, 2021. As of March 31, 2021, the Company sold 10 K-I Shares for aggregate proceeds of $100, or $10.00 per
K-I Share and sold 10 K-T Shares for aggregate proceeds of $100, or $10.00 per K-T Share, to an affiliate of the Company.
In addition, on September 29, 2016, the Company issued 125,000 B shares to S2K Servicing LLC.
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During the three months ended March 31, 2021, pursuant to the primary portion of the Public Offering, the
Company sold 80,181 K Shares for aggregate gross proceeds of $684,167, or $8.53 per K Share, and 156,830 K-I Shares for
aggregate gross proceeds of $1,246,800, or $7.95 per K-I Share. During the same period, the Company sold 44,000 A Shares
to THR for aggregate gross proceeds of $440,000, or $10.00 per A Share.

Subsequent to March 31, 2021 and through May 13, 2021, pursuant to the primary portion of the Public Offering,
the Company sold approximately 78,209 K Shares to investors at a weighted average price of $8.49 per K Share for gross
proceeds of $664,191. The Company sold approximately 229,135 K-I Shares to investors at a weighted average price of
$7.95 per K-I Share for gross proceeds of $1,821,621. The Company sold approximately 2,921 K-T Shares to investors at a
weighted average price of $8.56 per K-T Share for gross proceeds of $25,000.

On February 27, 2020, as partial consideration for the Company’s acquisition of the Hilton Garden Inn Providence,
the Operating Partnership issued 128,124 Class K OP Units valued at $10.00 per Class K OP Unit. Such issuance represents
a total investment of $1,281,244 in Class K OP Units of the Operating Partnership. Individuals with direct or indirect
interests in the sellers of the Hilton Garden Inn Providence who are direct or indirect owners of the Company’s Sponsor and
PHA received only Class K OP Units and no cash as consideration.

In response to adverse effects of the COVID-19 pandemic, the Company’s board of directors unanimously
approved the temporary suspension of (i) the sale of K Shares, K-I Shares and K-T Shares in the Public Offering, effective
as of April 7, 2020 and (ii) the operation of the DRIP, effective as of April 17, 2020. On June 10, 2020, the Company’s board
of directors unanimously approved the resumption of the acceptance of subscriptions and the resumption of the operation of
the DRIP.

PHA was obligated to purchase sufficient A Shares to fund payment of O&O Costs associated with the Private
Offering and is obligated to purchase sufficient A Shares to fund payment of O&O Costs related to the Public Offering and
also to account for the difference between the applicable NAV per K-I Share and the applicable offering price per K-I Share
and any amount equal to any discount to the applicable offering price of K Shares, K-I Shares and K-T Shares (excluding
volume discounts). PHA’s obligation can be fulfilled by its affiliates, including the Sponsor or entities affiliated with the
Sponsor.

The Company paid the Dealer Manager, as dealer manager of the Private Offering, selling commissions of up to 7%
of the gross offering proceeds from the sale of K Shares and Units in the Private Offering. The Dealer Manager re-allowed
all selling commissions to participating broker-dealers. The Company also paid the Dealer Manager a dealer manager fee of
up to 3% of the gross offering proceeds from the sale of K Shares and Units. The Dealer Manager could re-allow a portion
of its dealer manager fees to participating broker-dealers. Selling commissions and dealer manager fees were paid with
proceeds from the sale of A Shares to PHA or its affiliates. There were no selling commissions or dealer manager fees
payable on account of shares of any class purchased by PHA, S2K Servicing LLC, or their affiliates. As of March 31, 2021,
the Company recognized $1,058,501 of selling commissions and dealer manager fees in connection with the Private
Offering.

The Company pays the Dealer Manager selling commissions of up to 7% of the gross offering proceeds from the
sale of K Shares and selling commissions of up to 3% of the gross offering proceeds from the sale of K-T Shares in the
primary portion of the Public Offering. No selling commissions are payable in connection with the sale of K-I Shares. The
Dealer Manager may re-allow all selling commissions to participating broker-dealers. The Company also pays the Dealer
Manager a dealer manager fee of up to 3% of the gross offering proceeds from the sale of K Shares, K-I Shares and K-T
Shares sold in the primary portion of the Public Offering. The Dealer Manager may allow a portion of its dealer manager
fees to participating broker-dealers. Selling commission and dealer manager fees are generally paid with proceeds from the
sale of A Shares to PHA or its affiliates. There are no selling commissions or dealer manager fees payable on account of
shares of any class purchased by PHA, S2K Servicing LLC, or any K Shares, K-I Shares and K-T Shares sold pursuant to
the DRIP. The selling commissions and dealer manager fees may be reduced or waived in
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connection with certain categories of sales. As of March 31, 2021, the Company recognized $2,586,805 of selling
commissions and dealer manager fees in connection with the Public Offering.

The Company also pays the Dealer Manager with respect to each K-T Share sold in the primary portion of the
Public Offering, a stockholder servicing fee equal to 1%, annualized, of the amount of the Company’s estimated NAV per K-
T Share for each K-T Share purchased in the primary portion of the Public Offering, for providing services to a holder of K-
T Shares. The stockholder servicing fee accrues daily and is payable monthly in arrears. The Dealer Manager will reallow all
or a portion of the stockholder servicing fee to participating broker-dealers and servicing broker-dealers. The Company will
cease paying the stockholder servicing fee with respect to K-T Shares sold in the primary portion of the Public Offering in
accordance with the terms set forth in the prospectus portion of the Registration Statement. As of March 31, 2021, the
Company recognized $6,749 of stockholder servicing fees in connection with the Public Offering.

If the Company’s board of directors determines, in any year, that the Company has excess cash, the Company’s
board of directors will declare a special distribution entitling (a) the holders of K Shares, K-I Shares, K-T Shares to share,
pro rata in accordance with the number of K Shares, K-I Shares and K-T Shares, 50% of such excess cash (or 87.5% of such
excess cash if the A Shares have been repurchased in connection with a Non-cause Advisory Agreement Termination);
(b) the holders of B Shares to share, pro rata in accordance with the number of B Shares, 12.5% of excess cash; and (c) the
holders of A Shares (including PHA or its affiliates) to share, pro rata in accordance with the number of A Shares, 37.5% of
such excess cash (unless all such A Shares previously have been repurchased in connection with a Non-cause Advisory
Agreement Termination, in which case the excess cash otherwise apportioned to the A Shares would be distributed to the
holders of the K Shares, K-I Shares and K-T Shares as noted above).

Upon a liquidation event, any remaining liquidation cash will be paid as a special distribution (a) to the holders of
K Shares, K-I Shares and K-T Shares, pro rata in accordance with the number of K Shares, K-I Shares and K-T Shares, 50%
of such excess cash (or 87.5% of such excess cash if the A Shares have been repurchased in connection with a Non-cause
Advisory Agreement Termination); (b) to the holders of B Shares, pro rata in accordance with the number of B Shares,
12.5% of excess cash; and (c) to the holders of A Shares (including PHA or its affiliates), pro rata in accordance with the
number of A Shares, 37.5% of such excess cash (unless all such A Shares previously have been repurchased in connection
with a Non-cause Advisory Agreement Termination, in which case the excess cash otherwise apportioned to the A Shares
would be distributed to the holders of the K Shares, K-I Shares and K-T Shares as noted above).

The Company established a long-term incentive plan pursuant to which the Company’s board of directors
(including independent directors), officers and employees, PHA and its affiliates and their respective employees, employees
of entities that provide services to the Company, managers of the Company’s advisor or directors or managers of entities that
provide services to the Company and their respective employees, certain of the Company’s consultants and certain
consultants to PHA and its affiliates or entities that provide services to the Company and their respective employees may be
granted incentive awards in the form of restricted stock, options, and other equity-based awards.

In accordance with the Company’s long-term incentive plan, each new independent director that joins the
Company’s board of directors is awarded 250 restricted K Shares in connection to his or her initial election to the board of
directors. In addition, in connection with an independent director’s re-election to the Company’s board of directors at each
annual meeting of stockholders, he or she will receive an additional 250 restricted K Shares. Restricted K Shares issued to
independent directors will vest in equal amounts annually over a four-year period on and following the first anniversary of
the date of grant in increments of 25% per annum; provided, however, that the restricted K Shares will become fully vested
on the earlier to occur of (1) the termination of the independent director’s service as a director due to his or her death or
disability, or (2) a change in control of the Company. On February 11, 2019, the Company issued 500 restricted K Shares to
each of the Company’s three independent directors for a total of 1,500 restricted K Shares.
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These awards were in relation to their initial election to the board of directors and their re-election. An additional 250
restricted K Shares were awarded to each independent director upon his or her re-election at the Company’s 2019 and 2020
annual meetings of stockholders on July 11, 2019 and November 17, 2020, respectively.

Share Repurchase Program and Redeemable Common Stock

The Company’s share repurchase program may provide eligible stockholders with limited, interim liquidity by
enabling them to sell shares back to the Company, subject to restrictions and applicable law. The Company is not required to
repurchase shares. The share repurchase program is only intended to provide interim liquidity to stockholders until a
liquidity event occurs, such as the commencement of execution on a plan of liquidation, the listing of the K Shares, K-I
Shares or K-T Shares (or successor security) on a national securities exchange, or the Company’s merger with a listed
company. The Company cannot guarantee that a liquidity event will occur.

On October 26, 2018, the Company’s board of directors approved and adopted the Amended and Restated Share
Repurchase Program (the “A&R SRP”). The A&R SRP provides that the Company will not repurchase in excess of 5.0% of
the weighted average number of K Shares, K-I Shares and K-T Shares outstanding during the trailing 12 months prior to the
end of the fiscal quarter for which repurchases are being paid (provided, however, that while shares subject to a repurchase
requested upon the death of a stockholder will be included in calculating the maximum number of shares that may be
repurchased, shares subject to a repurchase requested upon the death of a stockholder will not be subject to the percentage
cap). Additionally, in the event that any stockholder fails to maintain a minimum balance of $2,000 of K Shares, K-I Shares
or K-T Shares, the Company may repurchase all of the shares held by that stockholder at the per share repurchase price in
effect on the date the Company determines that the stockholder has failed to meet the minimum balance, less any applicable
repurchase discount. Minimum account repurchases will apply even in the event that the failure to meet the minimum
balance is caused solely by a decline in the Company’s estimated NAV per share.

In addition, the Company’s repurchase of any shares will be limited to the extent that the Company does not have,
as determined in the Company’s board of directors’ discretion, sufficient funds available to fund any such repurchase. Most
of the Company’s assets will consist of properties which cannot be readily liquidated without affecting the Company’s
ability to realize full value upon their disposition. Therefore, the Company may not have sufficient liquid resources to satisfy
all repurchase requests. In addition, the Company’s board of directors may amend, suspend (in whole or in part) or terminate
the A&R SRP at any time upon 30 days’ notice to stockholders. Further, the Company’s board of directors reserves the right,
in its sole discretion, to reject any requests for repurchases.

In the event the Company cannot repurchase all shares presented for repurchase in any fiscal quarter, based upon
insufficient cash available and/or the limit on the number of shares it may repurchase, the Company would give first priority
to the repurchase of deceased stockholders’ shares. The Company would next give priority to (i) requests of stockholders
with “qualifying disabilities” (as defined in the A&R SRP), and in the discretion of the Company’s board of directors,
stockholders with another involuntary exigent circumstance, such as bankruptcy, and (ii) next, to requests for full
repurchases of accounts with a balance of 100 or less shares at the time the Company receives the request, in order to reduce
the expense of maintaining small accounts. Thereafter, the Company will honor the remaining quarterly repurchase requests
on a pro-rata basis. Unfulfilled requests will be carried over automatically to subsequent repurchase periods unless a
stockholder withdraws a request pursuant to the terms of the A&R SRP.

Repurchases of K Shares, K-I Shares and K-T Shares will be made quarterly upon written request to the Company
at least 15 days prior to the end of the applicable quarter. Valid repurchase requests will be honored approximately 30 days
following the end of the applicable quarter (the “Repurchase Date”). Stockholders may withdraw their repurchase request at
any time up to five business days prior to the Repurchase Date.
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No shares can be repurchased under the Company’s A&R SRP until after the first anniversary of the date of
purchase of such shares; provided, however, that this holding period shall not apply to repurchases requested
within two years after the death or disability of a stockholder. Additionally, any shares purchased pursuant to the Company’s
DRIP will be excluded from the one-year holding requirement. For stockholders that have made more than one purchase of
K Shares, K-I Shares or K-T Shares in the Public Offering and/or Private Offering, the one-year holding period will be
calculated separately with respect to each such purchase. Repurchases of K Shares, K-I Shares and K-T Shares, when
requested, are at the Company’s sole discretion and generally will be made quarterly. Shares repurchased under the A&R
SRP program will become unissued shares and will not be resold unless such sales are made pursuant to transactions that are
registered or exempt from registration under applicable securities laws. The Company will not pay its Sponsor, board of
directors, PHA or their affiliates any fees to complete transactions under the A&R SRP.

The per share repurchase price will depend on the length of time the stockholder has held such shares as follows:

Share Purchase Anniversary     Repurchase Price on Repurchase Date
Less than 1 year No Repurchase Allowed
1 year 92.5% of most recent estimated per share NAV
2 years 95.0% of most recent estimated per share NAV
3 years 97.5% of most recent estimated per share NAV
4 years 100.0% of most recent estimated per share NAV
In the event of a stockholder's death or disability 100.0% of most recent estimated per share NAV

Notwithstanding the foregoing, pursuant to securities laws and regulations, at any time the Company is engaged in
an offering, the repurchase amount shall never be more than the current offering price of such shares. Shares repurchased in
connection with a stockholder’s bankruptcy or other exigent circumstance, in the sole discretion of the Company’s board of
directors, within one year from the purchase date will be repurchased at a price per share equal to the price per share the
Company would pay had the stockholder held the shares for one year from the purchase date.

The purchase price for repurchased shares will be adjusted for any stock dividends, combinations, splits,
recapitalizations, or similar corporate actions with respect to the Company’s common stock. If the Company has sold any
properties and have made one or more special distributions to stockholders of all or a portion of the net proceeds from such
sales, the per share repurchase price will be reduced by the net sale proceeds per share distributed to stockholders prior to
the Repurchase Date to the extent such distributions are not used to pay accumulated, accrued and unpaid distributions on
such K Shares, K-I Shares and K-T Shares. The Company’s board of directors will, in its sole discretion, determine which
distributions, if any, constitute a special distribution. While the Company’s board of directors does not have specific criteria
for determining a special distribution, the Company expects that a special distribution will occur only upon the sale of a
property and the subsequent distribution of net sale proceeds.

On March 20, 2020, the Company’s board of directors decided to temporarily suspend repurchases under the A&R
SRP due to the negative impact of the COVID-19 pandemic on the Company’s portfolio at the time, effective with
repurchase requests that would have been processed in April 2020; provided, however, the Company continued to process
repurchases due to death in accordance with the terms of the A&R SRP. On June 10, 2020, the Company’s board of directors
determined to fully reopen the share repurchase program to all repurchase requests commencing with the next quarter
Repurchase Date, beginning in July 2020. Shares will be repurchased subject to and upon the terms and conditions of the
A&R SRP.

The Company generally repurchases shares approximately 30 days following the end of the applicable quarter in
which requests were received.
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The Company's board of directors approved outstanding repurchase requests received during the three months
ended December 31, 2020, and, on February 8, 2021, the Company repurchased 1,000 K Shares for $7,920, or $7.92 per K
Share. The Company's board of directors approved two outstanding repurchase requests that were received during the three
months ended March 31, 2021, and, on May 7, 2021, the Company repurchased 34,700 K Shares for $289,421, or $8.34 per
K Share.

The Company's board of directors approved two outstanding repurchase requests due to death that were received
during the three months ended March 31, 2020, and, on May 1, 2020, the Company repurchased 23,500 K Shares for
$235,000, or $10.00 per K Share.

Distributions

On January 23, 2020, the Company's board of directors authorized the payment of distributions, with respect to
each K Share, K-I Share and K-T Share outstanding as of December 31, 2019, to the holders of record of K Shares, K-I
Shares and K-T Shares as of the close of business on January 28, 2020. With respect to the K Shares, K-I Shares and K-T
Shares outstanding as of December 31, 2019, the cumulative amount of distributions that had accrued on a daily basis with
respect to each K Share, K-I Share and K-T Share since September 30, 2019, was $378,942, or $0.0016438356 per K Share
per day, $65,432, or $0.0016438356 per K-I Share per day, and $6,023, or $0.0016438356 per K-T Share per day,
respectively. Such distributions were paid to stockholders in cash or in additional shares pursuant to the DRIP on January 31,
2020.

On April 29, 2020, the Company's board of directors authorized the payment of distributions, with respect to each
K Share, K-I Share and K-T Share outstanding as of March 31, 2020, to the holders of record of K Shares, K-I Shares and
K-T Shares as of the close of business on April 30, 2020. With respect to the K Shares, K-I Shares and K-T Shares
outstanding as of March 31, 2020, the cumulative amount of distributions that had accrued on a daily basis with respect to
each K Share, K-I Share and K-T Share since December 31, 2019, was $453,908, or $0.0016393443 per K Share per day,
$83,629, or $0.0016393443 per K-I Share per day, and $7,029, or $0.0016393443 per K-T Share per day, respectively. Such
distributions were paid to stockholders in cash on May 1, 2020.

On March 3, 2020, the Company's stockholders approved to amend the Company's charter (1) to increase the rate at
which cash distributions on K Shares, K-I Shares and K-T Shares automatically accrue under the Company's charter from
6% to 7% per annum of the K Share Distribution Base of such K Share, K-I Share Distribution Base of such K-I Share and
K-T Share Distribution Base of such K-T Share, respectively, and (2) to increase the maximum rate at which distributions on
A Shares may be authorized by the Company's board of directors and declared by the Company from 6% to 7% of the stated
value of an A Share ($10.00) from income and cash flow from ordinary operations on a cumulative basis. The changes
pursuant to the Articles of Amendment to the Company's charter became effective beginning with distributions that accrued
on March 31, 2020.

On October 27, 2020, the Company's board of directors authorized the payment of distributions, with respect to
each K Share, K-I Share and K-T Share outstanding as of June 30, 2020, to the holders of record of K Shares, K-I Shares
and K-T Shares as of the close of business on October 30, 2020. With respect to the K Shares, K-I Shares and K-T Shares
outstanding as of June 30, 2020, the cumulative amount of distributions that had accrued on a daily basis with respect to
each K Share, K-I Share and K-T Share since March 31, 2020, was $571,905, or $0.0019125683 per K Share per day,
$109,943, or $0.0019125683 per K-I Share per day, and $8,352, or $0.0019125683 per K-T Share per day, respectively.
Such distributions were paid to stockholders in cash or in additional shares pursuant to the DRIP on November 12, 2020.

With respect to the K Shares, K-I Shares and K-T Shares outstanding as of September 30, 2020, the cumulative
amount of distributions that had accumulated on a daily basis with respect to each K Share, K-I Share and K-T Share since
June 30, 2020 was $584,848, or $0.0019125683 per K Share per day, $111,990, or $0.0019125683 per K-I Share
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per day, and $8,444, or $0.0019125683 per K-T Share per day, respectively. On October 27, 2020, the Company's board of
directors deemed it to be in the best interests of the Company for the Company to authorize, declare, and pay distributions in
an aggregate amount representing approximately 30% of the accumulated distribution with respect to each K Share, K-I
Share and K-T Share outstanding as of September 30, 2020, to the holders of record of K Shares, K-I Shares and K-T Shares
as of the close of business on October 30, 2020. The Company paid $175,453, or $0.0005737705 per K Share per day,
$33,597, or $0.0005737705 per K-I Share per day, and $2,533, or $0.0005737705 per K-T Share per day, respectively, in
cash or in additional shares pursuant to the DRIP to stockholders on November 16, 2020.

The Company paid quarterly distributions with respect to the quarter ended March 31, 2020, the quarter ended June
30, 2020, and the partial distribution for the quarter ended September 30, 2020, with operating cash flow from its hotel
properties, consistent with prior distributions. The Company's board of directors will make determinations as to the payment
of future distributions on a quarter-by-quarter basis; however, distributions will continue to accumulate pursuant to the
Company's charter.

With respect to the K Shares, K-I Shares and K-T Shares outstanding as of December 31, 2020, the cumulative
amount of distributions that had accumulated on a daily basis with respect to each K Share, K-I Share and K-T Share since
September 30, 2020, was $610,742, or $0.0019125683 per K Share per day, $116,199, or $0.0019125683 per K-I Share per
day, and $8,422, or $0.0019125683 per K-T Share per day, respectively.

With respect to the K Shares, K-I Shares and K-T Shares outstanding as of March 31, 2021, the cumulative amount
of distributions that had accumulated on a daily basis with respect to each K Share, K-I Share and K-T Share since
December 31, 2020, was $628,344, or $0.0019178082 per K Share per day, $131,938, or $0.0019178082 per K-I Share per
day, and $8,245, or $0.0019178082 per K-T Share per day, respectively.

Note 9 - Income Taxes

The Company recognized consolidated income tax expense of $0 and $7,029 for the three months ended March 31,
2021 and 2020, respectively. These amounts relate to the operations of the Company’s TRSs.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is intended
to provide the reader with information that will assist in understanding our financial statements and the reasons for changes
in certain key components of our financial statements from period to period. The MD&A also provides the reader with our
perspective on our financial position and liquidity, as well as certain other factors that may affect our future results.

As used herein, the terms “we,” “our” and “us” refer to Procaccianti Hotel REIT, Inc., a Maryland corporation and,
as required by context, Procaccianti Hotel REIT, L.P., a Delaware limited partnership, which we refer to as our “Operating
Partnership,” and to their respective subsidiaries.

The following discussions and analysis should be read in conjunction with our unaudited interim condensed
consolidated financial statements and the notes thereto included in Part I, Item 1 of this Quarterly Report on Form 10-Q
(“Quarterly Report”). The following discussion should also be read in conjunction with our audited consolidated financial
statements, the notes thereto, and the MD&A included in our Annual Report on Form 10-K for the year ended December 31,
2020, as filed with the U.S. Securities and Exchange Commission (“SEC”) on March 26, 2021 (“Annual Report”).

Forward-Looking Statements

Certain statements included in this Quarterly Report that are not historical facts (including any statements
concerning investment objectives, other plans and objectives of management for future operations or economic performance,
or assumptions or forecasts related thereto) are forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933, as amended (“Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as amended
(“Exchange Act”). These statements are only predictions. We caution that forward-looking statements are not guarantees.
Actual events or our investments and results of operations could differ materially from those expressed or implied in any
forward-looking statements. Forward-looking statements are typically identified by the use of terms such as “may,”
“should,” “expect,” “could,” “intend,” “plan,” “anticipate,” “estimate,” “believe,” “continue,” “predict,” “potential” or the
negative of such terms and other comparable terminology.

The forward-looking statements included herein are based upon our current expectations, plans, estimates,
assumptions and beliefs that involve numerous risks and uncertainties. Assumptions relating to the foregoing involve
judgments with respect to, among other things, future economic, competitive and market conditions and future business
decisions, all of which are difficult or impossible to predict accurately and many of which are beyond our control. Although
we believe that the expectations reflected in such forward-looking statements are based on reasonable assumptions, our
actual results and performance could differ materially from those set forth in the forward-looking statements. One of the
most significant factors that could have a material adverse effect on our operations and future prospectus is the adverse
effect of the novel strain of coronavirus (“COVID-19”) on the financial condition, results of operations, cash flows and
performance of the Company and our hotel operators, the hospitality market, the real estate market and the global economy
and financial markets. COVID-19 has significantly affected our business, and the extent to which COVID-19 continues to
affect us, our hotel managers and guests at our hotels will depend on future developments, which are highly uncertain and
cannot be predicted with confidence, including the scope, severity and duration of the pandemic, the actions taken to contain
the pandemic or mitigate its effect, the efficacy, availability and deployment of vaccinations and other treatments to combat
COVID-19, additional closures that may be mandated or advisable even after the reopening of certain of our hotels on a
limited basis, whether due to an increased number of COVID-19 cases or otherwise, and the direct and indirect economic
effects of the pandemic and containment measures, among others. Moreover, you should interpret many of the risks
identified in this report, as well as the risks set forth above, as being heightened as a result of the ongoing and numerous
adverse impacts of the COVID-19 pandemic.

Additional factors that could have a material adverse effect on our operations and future prospectus include, but are
not limited to:

● our ability to raise proceeds in our Public Offering (as defined below);
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● our ability to effectively deploy the proceeds raised in our Public Offering;

● changes in economic conditions generally and the real estate and debt markets specifically;

● our ability to obtain financing on acceptable terms;

● our levels of debt and the terms and limitations imposed on us by our debt agreements;

● our ability to successfully identify and acquire properties on terms that are favorable to us;

● risks inherent in the real estate business, including potential liability relating to environmental matters and the
lack of liquidity of real estate investments;

● changes in demand for rooms at our hotel properties;

● the fact that we pay fees and expenses to our advisor and its affiliates that were not negotiated on an arm’s-
length basis and the fact that the payment of these fees and expenses increases the risk that our stockholders
will not earn a profit on their investment in us;

● our ability to retain our executive officers and other key personnel of our advisor, our property manager and
other affiliates of our advisor;

● our ability to generate sufficient cash flows to pay distributions to our stockholders;

● legislative or regulatory changes (including changes to the laws governing the taxation of REITs (as defined
below));

● the availability of capital;

● changes in interest rates; and

● changes to U.S. generally accepted accounting principles ("GAAP").

Other risks include those described under the section entitled Item 1A. “Risk Factors” of Part I our Annual Report
and subsequent quarterly reports. Any of the assumptions underlying forward-looking statements could be inaccurate. You
are cautioned not to place undue reliance on any forward-looking statements included in this Quarterly Report. All forward-
looking statements are made as of the date of this Quarterly Report and the risk that actual results will differ materially from
the expectations expressed in this Quarterly Report will increase with the passage of time. Except as otherwise required by
the federal securities laws, we undertake no obligation to publicly update or revise any forward-looking statements after the
date of this Quarterly Report, whether as a result of new information, future events, changed circumstances or any other
reason. In light of the significant uncertainties inherent in the forward-looking statements included in this Quarterly Report,
the inclusion of such forward-looking statements should not be regarded as a representation by us or any other person that
the objectives and plans set forth in this Quarterly Report will be achieved.

Overview

Procaccianti Hotel REIT, Inc. was formed on August 24, 2016, under the laws of Maryland to acquire and own a
diverse portfolio of hospitality properties consisting primarily of select-service, extended-stay and compact full-service hotel
properties throughout the United States. As of March 31, 2021, we owned an interest in four select-service hotel properties.
We elected to be taxed as, and currently operate as, a real estate investment trust (“REIT”) under the Internal Revenue Code
of 1986, as amended (the “Code”), commencing with our taxable year ended December 31, 2018.
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Substantially all of our business is conducted through the Operating Partnership. We are the sole general partner of
the Operating Partnership. We are externally managed by our advisor, Procaccianti Hotel Advisors, LLC (“PHA”) pursuant
to an advisory agreement by and among us, our Operating Partnership and PHA, dated August 2, 2020 (as amended, the
“Advisory Agreement”). PHA is an affiliate of our sponsor, Procaccianti Companies, Inc. (“Sponsor”).

Subscription proceeds from Class K common stock (“K Shares”), Class K-I common stock (“K-I Shares”) and
Class K-T common stock (“K-T Shares”) in our Private Offering and our Public Offering, as discussed below, have been and
will be applied to investments in hotel properties or real estate-related investments relating to hotel properties. The number
of properties and other assets we will acquire will depend upon the number of shares sold and the resulting amount of net
proceeds available for investment in properties and other assets and our ability to leverage such properties, as applicable.

We intend to make reserve allocations as necessary to aid our objective of preserving capital for our investors by
supporting the maintenance and viability of properties we acquire in the future. If reserves and any other available income
become insufficient to cover our operating expenses and liabilities, it may be necessary to obtain additional funds by
borrowing, refinancing properties or liquidating our investment in one or more properties. There is no assurance that such
funds will be available or, if available, that the terms will be acceptable to us.

On September 30, 2016, we commenced a private offering (“Private Offering”) of K Shares, $0.01 par value per
share, and units, which are comprised of four K Shares and one share of Class A common stock (“A Shares”), each $0.01
par value per share (“Units”), for $10.00 per K Share and $50.00 per Unit, with a targeted maximum offering of 
$150,000,000 in K Shares (including K Shares sold as part of a Unit) to accredited investors only pursuant to a confidential
private placement memorandum exempt from registration under the Securities Act. PHA and its affiliates agreed to purchase
A Shares (separate from the purchase of Units) at $10.00 per share. We terminated our Private Offering prior to the
commencement of the Public Offering (as defined below), and, as of such termination, received approximately $15,582,755
in gross proceeds from the sale of K Shares and A Shares, including Units, in the Private Offering. Of the $15,582,755 in
gross proceeds received, $2,954,095 was from the sale of A Shares to TPG Hotel REIT Investor, LLC (“THR”), an affiliate
of PHA, to fund organization and offering expenses associated with the K Shares and Units.

On August 14, 2018, we commenced our public offering (“Public Offering”) pursuant to a Registration Statement
on Form S-11 (Registration No. 333-217578) (“Registration Statement”), filed under the Securities Act with the SEC, to
offer up to $550,000,000 in shares of common stock, including $500,000,000 in shares of common stock pursuant to the
primary offering, consisting of the following three share classes: K Shares, at an initial offering price of $10.00 per K Share,
K-I Shares, at an initial offering price of $9.50 per K-I Share, and K-T Shares, at an initial offering price of $10.00 per K-T
Share and $50,000,000 in shares of common stock pursuant to our distribution reinvestment plan (the “DRIP”), at $9.50 per
K Share, $9.50 per K-I Share and $9.50 per K-T Share. On November 16, 2018, we revised the offering price per K-I Share
in the primary offering from $9.50 to $9.30 per K-I Share.

On March 22, 2018, our board of directors determined an estimated net asset value (“NAV”) per share of all classes
of our capital stock, each calculated as of February 28, 2018, as follows: (i) $10.00 per K Share; (ii) $10.00 per K-I Share;
(iii) $10.00 per K-T Share; (iv) $0.00 per A Share; and (v) $0.00 per share of Class B common stock (“B Shares”). On May
23, 2019, our board of directors determined an estimated NAV per share of all classes of our capital stock, each calculated as
of March 31, 2019, as follows: (i) $10.00 per K Share; (ii) $10.00 per K-I Share; (iii) $10.00 per K-T Share; (iv) $3.97 per A
Share; and (v) $0.00 per B Share. On April 7, 2020, in response to the global COVID-19 pandemic, our board of directors
unanimously approved the temporary suspension of (i) the sale of K Shares, K-I Shares and K-T Shares in the Public
Offering, effective as of April 7, 2020 and (ii) the operation of the DRIP, effective as of April 17, 2020. On June 10, 2020,
our board of directors determined an estimated NAV per share of all classes of our capital stock, each calculated as of March
31, 2020, as follows: (i) $8.56 per K-Share; (ii) $8.55 per K-I Share; (iii) $8.56 per K-T Share; (iv) $0.00 per A Share; and
(v) $0.00 per B Share, and unanimously approved the resumption of our acceptance of subscriptions in our primary offering
and the resumption of our DRIP (to be effective with our next authorized payment of distributions).
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As of June 10, 2020, following the determination of an updated estimated NAV per share for all share classes, the
offering and total dollar amount available for purchase per class in the primary offering of our Public Offering are as
follows: $8.56 per K Share (up to $125,000,000 in shares), $7.95 per K-I Share (up to $125,000,000 in shares) and $8.56 per
K-T Share (up to $250,000,000 in shares). The DRIP offering prices and total dollar amounts available for purchase in our
DRIP are as follows: $8.13 per K Share (up to $12,500,000 in shares), $8.13 per K-I Share (up to $12,500,000 in shares) and
$8.13 per K-T Share (up to $25,000,000 in shares). On June 10, 2020, our board of directors also approved the resumption
of our share repurchase programs as it relates to all repurchase requests commencing with the July 2020 repurchase date.

Since the commencement of the Public Offering and as of March 31, 2021, we received approximately $32,120,726
in gross proceeds from the sale of K Shares, K-I Shares and K-T Shares in the Public Offering, inclusive of proceeds from
the sale of $131,936 of K Shares, $102,455 of K-I Shares and $10,512 of K-T Shares pursuant to the DRIP. Additionally, on
October 26, 2018, June 10, 2019, and January 19, 2021, we received $1,500,000, $690,000 and $440,000, respectively, from
the sale of A Shares to THR in private placements. We intend to use the proceeds from A Shares to pay the selling
commissions, dealer manager fees, stockholder servicing fees, and other organizational and offering expenses related to the
K Shares, K-I Shares and K-T Shares sold in the primary offering portion of our Public Offering. In addition, we will
allocate proceeds from the sale of A Shares in amounts that represent the difference between (i) the applicable estimated
NAV per K-I Share and the applicable offering price of K-I Shares sold in our primary offering and (ii) any discount to the
applicable offering price of K Shares, K-I Shares and K-T Shares arising from reduced or waived selling commissions (other
than reduced selling commissions for volume discounts) or dealer manager fees.

As of May 13, 2021, we had sold 3,819,230 K Shares, 1,059,025 K-I Shares, 51,690 K-T Shares and 581,410 A
Shares in all our offerings for gross proceeds of approximately $37,242,903, $9,276,482, $511,012 and $5,814,095,
respectively, and $52,844,493 in the aggregate. These gross proceeds are inclusive of 15,237 K Shares, 11,574 K-I Shares
and 1,219 K-T Shares issued pursuant to our DRIP, for gross offering proceeds of approximately $131,936, $102,455 and
$10,512, respectively, or $244,904 in the aggregate.

On June 10, 2020, our board of directors authorized the extension of the term of the Public Offering until August
14, 2021. Under rules promulgated by the SEC, in some circumstances in which we are pursuing the registration of shares of
our common stock in a follow-on public offering, we could continue the primary offering until as late as February 10, 2022.
We may, in our sole discretion, terminate the Public Offering at any time.

S2K 
Financial LLC is the dealer manager for our offering and is responsible for the distribution of our common stock in our 
offering. PHA 
is our advisor and is an affiliate of our Sponsor. Subject to certain restrictions and limitations, PHA manages our day-to-day 
operations 
and our portfolio of properties and real estate-related assets. PHA sources and presents investment opportunities to our board 
of directors 
and provides investment management, marketing, investor relations and other administrative services on our behalf. We 
have no paid employees 
and rely on PHA to provide substantially all of our services. Pursuant to our Advisory Agreement with PHA, we will 
reimburse PHA for costs 
incurred in providing these administrative services. PHA will be required to allocate the cost of such services to us based on 
objective 
factors such as total assets, revenues and/or time allocations. At least annually, our board of directors will review the amount 
of administrative 
services expense reimbursable to PHA to determine whether such amounts are reasonable in relation to the services 
provided. Through December 
31, 2020, PHA had forfeited its right to collect reimbursement for providing these administrative services provided through 
such date. 
In the three months ended March 31, 2021, our Sponsor requested reimbursement for $42,004 of such administrative service 
expenses. This 
amount is included in due to related parties on the condensed consolidated balance sheet as of March 31, 2021. 

In addition, pursuant to provisions contained in our charter and in the Advisory Agreement, our board of directors
has the ongoing responsibility of limiting our total operating expenses (as defined in our charter) for the trailing four
consecutive quarters to amounts that do not exceed the greater of 2% of our average invested assets (as defined in our
charter) or 25% of our net income (as defined in our charter), calculated in the manner set forth in our charter, unless a
majority of the directors (including a majority of the independent directors) has made a finding that, based on unusual and
non-recurring factors that they deem sufficient, a higher level of expenses is justified. In the event that a majority of



Table of Contents

35

the directors (including a majority of the independent directors) does not determine that such excess expenses are justified,
PHA must reimburse to us the amount of the excess expenses paid or incurred (the “Excess Amount”).

During each of the twelve months ended March 31, 2019, June 30, 2019, September 30, 2019, December 31, 2019,
March 31, 2020, June 30, 2020, September 30, 2020, December 31, 2020 and March 31, 2021, our total operating expenses
exceeded the greater of 2% of our average invested assets and 25% of our net income. We incurred operating expenses of
approximately $1,520,345 and incurred an Excess Amount of approximately $1,273,355 during the twelve months ended
March 31, 2019. We incurred operating expenses of approximately $1,567,373 and incurred an Excess Amount of
approximately $1,143,625 during the twelve months ended June 30, 2019. We incurred operating expenses of approximately
$1,529,939 and incurred an Excess Amount of approximately $760,883 during the twelve months ended September 30,
2019. We incurred operating expenses of approximately $1,445,599 and incurred an Excess Amount of approximately
$94,280 during the twelve months ended December 31, 2019. We incurred operating expenses of approximately $1,551,924
and incurred an Excess Amount of approximately $1,076,317 during the twelve months ended March 31, 2020. We incurred
operating expenses of approximately $1,581,502 and incurred an Excess Amount of approximately $1,607,059 during the
twelve months ended June 30, 2020. We incurred operating expenses of approximately $1,525,833 and incurred an Excess
Amount of approximately $1,616,428 during the twelve months ended September 30, 2020. We incurred operating expenses
of approximately $1,488,180 and incurred an Excess Amount of approximately $1,744,213 during the twelve months ended
December 31, 2020. We incurred operating expenses of approximately $1,808,418 and incurred an Excess Amount of
approximately $1,995,219 during the twelve months ended March 31, 2021. Our board of directors (including a majority of
our independent directors) determined that the Excess Amount for each of the twelve months ended March 31, 2019, June
30, 2019, September 30, 2019, December 31, 2019, March 31, 2020, June 30, 2020, September 30, 2020, December 31,
2020 and March 31, 2021 was justified as unusual and non-recurring as we continue to raise and deploy capital and weather
the impact of the COVID-19 pandemic.

Because we are prohibited from operating hotel properties pursuant to certain tax laws relating to our qualification
as a REIT, the entities through which we own hotel properties will lease the hotel properties to one or more taxable REIT
subsidiaries (“TRSs”). A TRS is a corporate subsidiary of a REIT that jointly elects, with the REIT, to be treated as a TRS of
the REIT, and that pays federal income tax at regular corporate rates on its taxable income. The TRSs will enter into any
franchise agreements to brand our hotels and will generally enter into property management agreements with one or more
affiliated property management companies. These may include TPG Hotels & Resorts, Inc., an affiliate of our Sponsor and
PHA, or TPG Hotels & Resorts, Inc.’s wholly owned subsidiaries, which we collectively refer to as TPG, or other affiliates
or designees of TPG. We expect our property manager will operate and manage all or substantially all of our hotel
properties.

We anticipate that we will acquire properties with property management agreements that can be terminated with
little or no cost. In such cases, our TRSs will enter into property management agreements with one or more property
management companies affiliated with our Sponsor. We expect our property manager will operate and manage all or
substantially all of our hotel properties. We collectively refer to TPG and other property management companies affiliated
with our Sponsor as our property manager.

PHA and affiliated property managers will be entitled to receive fees during the acquisition and operational stages
of the Company, and PHA may be eligible to receive fees during the liquidation stage of the Company. S2K Financial LLC
has received and will continue to receive fees for services related to offering our securities.

We elected to be taxed as, and currently qualify as, a REIT under the Code commencing with our taxable year
ended December 31, 2018. As a REIT, we generally will not be subject to U.S. federal income tax to the extent that we
distribute qualifying dividends to our stockholders. If we fail to qualify as a REIT in any taxable year following the year we
initially elect to be taxed as a REIT, we will be subject to U.S. federal income tax on our taxable income at regular corporate
rates and will not be permitted to qualify for treatment as a REIT for U.S. federal income tax purposes for four years
following the year in which qualification is lost, unless the Internal Revenue Service grants us relief under certain statutory
provisions. Failing to qualify as a REIT could materially and adversely affect our net income and results of operations.
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Recent Developments

COVID-19 Impact

In December 2019, COVID-19 was identified in Wuhan, China, subsequently spread to other regions of the world,
and has resulted in significant travel restrictions and extended shutdown of numerous businesses in every state in the United
States. In March 2020, the World Health Organization declared COVID-19 to be a global pandemic. The negative impact on
room demand within our portfolio stemming from the COVID-19 pandemic is significant. We experienced an initial decline
in hotel revenue that began in our first fiscal quarter of 2020. However, with the continuing spread of the COVID-19
pandemic and the unprecedented governmental measures implemented in response, the impact of the COVID-19 pandemic
accelerated rapidly, and we experienced a much greater effect on occupancy and hotel revenue per room (“RevPAR”)
throughout our hotel portfolio. We experienced reservation cancellations as well as a reduction in new reservations relative
to prior expectations. The hotel industry and our portfolio have experienced the postponement or cancellation of a
significant number of group bookings. Thus far, responses to the COVID-19 outbreak have included mandates from federal,
state and/or local authorities that have restricted travel and the conduct of business, such as stay-at-home orders, quarantines,
travel bans, border closings, business closures and other similar measures. As a result of COVID-19, the New Hanover
County North Carolina Board of Commissioners instituted a State of Emergency effective March 28, 2020. Accordingly, as
a result of this declaration, the Springhill Suites Wilmington property (the “Springhill Suites Wilmington”) was instructed to
close effective March 30, 2020 and remained closed until May 1, 2020. All four of our hotel properties were open and
operational as of the date of this filing.

While efforts to reduce operating costs have been made, we cannot be certain as to what level of savings can be
maintained overall to mitigate the material decline in hotel revenues we are experiencing. The full financial impact of the
reduction in hotel demand caused by the pandemic cannot be reasonably estimated at this time due to uncertainty as to its
severity and duration. Given the current availability and effectiveness of the COVID-19 vaccines, in addition to a decrease
in government related mandates, the Company anticipates an improvement in traveler sentiment. However, we expect that
the COVID-19 pandemic will have a significant negative impact on our results of operations, financial position and cash
flow for at least the first-half of 2021. As a result, we have reduced our planned capital expenditures outside the normal
course of our business and are working closely with our hotel managers to reduce our hotels' operating expenses.

On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) was enacted by
the Federal Government, which, among other things, provided emergency assistance to qualifying businesses and
individuals as a result of the COVID-19 pandemic. The CARES Act also included the establishment of the Paycheck
Protection Program (“PPP”), a Small Business Administration (the “SBA”) loan to businesses with fewer than 500
employees that may be partially forgivable. In May 2020, we received $1,018,917 in PPP loans relating to our four hotel
properties. We have applied for full forgiveness of these loans. The applications are currently in review with the SBA. We
applied for the second round of funding and received $889,672 as of March 31, 2021, and an additional $537,040 as of the
date of this filing.

The Taxpayer Certainty and Disaster Tax Relief Act of 2020, enacted December 27, 2020, made a number of
changes to the employee retention tax credits previously made available under the CARES Act, including modifying and
extending the Employee Retention Credit. On March 11, 2021, President Biden signed the American Rescue Plan Act of
2021 (“ARPA”), which is the latest stimulus package aimed at mitigating the financial impact of the ongoing COVID-19
pandemic. The ARPA includes an extension of the CARES Act Employee Retention Tax Credit, as well as additional
modifications of the credit for the last two calendar quarters of 2021. We plan to take advantage of this program to the extent
we are eligible.

Until such time as the virus is contained or eradicated and business and personal travel return to more customary
levels, we expect to see substantial erosion in hotel cash flow. There may also be lasting effects related to the COVID-19
pandemic. Due to a slowdown in the U.S. economy as a result of the COVID-19 pandemic, there may be increased operating
costs, reduced air travel or other unknown factors which could materially reduce our operating cash flow for an unknown
period of time. Further, the market and economic challenges associated with the COVID-19 pandemic could materially
affect (i) the value and performance of our investments, (ii) our ability to pay future
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distributions, (iii) the availability or terms of financings, (iv) our ability to make scheduled principal and interest payments,
and (v) our ability to refinance any outstanding debt when contractually due.

Market Outlook

Overall, the COVID-19 pandemic has had a devastating impact on the hospitality industry. Prior to the outbreak
across the United States, the hotel industry was enjoying solid year-over-year performance in most key metrics. However,
mandatory shelter in place orders, government-enforced travel restrictions, private sector travel moratoriums and overall
consumer fear brought the hospitality industry to an unprecedented and abrupt standstill by the end of March 2020.
Throughout the second and third quarters of 2020, as local and national governments and medical authorities planned and
deployed their emergency response plans, like nearly all US industries, the hospitality industry was essentially shut down
and prohibited from conducting normal business operations. These developments led to steep and significant declines in
occupancy and ADR resulting in material and significant declines in room revenue and food and beverage revenue for us
commencing in March 2020.

After nearly one full year of unprecedented disruption, the hospitality industry is beginning to demonstrate signs of
recovery. With multiple vaccines currently in nationwide production and deployment, the passing of stimulus-friendly
legislation and the loosening of the aforementioned restrictions, travel began to rebound slightly during the first quarter of
2021. We anticipate that as more Americans receive vaccinations, consumer confidence will return and domestic travel will
increase due to a significant amount of pent-up demand.

Based on our business intelligence and close monitoring of industry reporting of key performance metrics, we
expect increases in leisure travel throughout 2021 with the possibility of business travel beginning to improve during the
third and fourth quarters; however, it is widely reported that the industry may not reach pre-pandemic performance levels
until 2024. Given the size and geographic diversification of our portfolio of hotel properties, we believe that we are well
positioned to benefit from a potential near-term surge in leisure travel and for when business travel returns later in the year.

Critical Accounting Policies

Our accounting policies have been established to conform with GAAP. The preparation of our financial statements
requires significant management judgments, assumptions and estimates about matters that are inherently uncertain. These
judgments affect the reported amounts of assets and liabilities and our disclosure of contingent assets and liabilities at the
dates of the financial statements and the reported amounts of revenue and expenses during the reporting periods. With
different estimates or assumptions, materially different amounts could be reported in our financial statements. Additionally,
other companies may utilize different estimates that may impact the comparability of our results of operations to those of
companies in similar businesses. A discussion of the accounting policies that management considers critical in that they
involve significant management judgments, assumptions and estimates was included in our Annual Report.

Income Taxes

We elected to be taxed as, and currently qualify as, a REIT under the Code and have operated as such commencing
with our taxable year ended December 31, 2018. To qualify as a REIT for tax purposes, we must meet certain organizational
and operational requirements, including a requirement to distribute at least 90% of our annual REIT taxable income to our
stockholders (which is computed without regard to the dividends-paid deduction or net capital gain and which does not
necessarily equal net income as calculated in accordance with GAAP). We must also meet certain asset and income tests, as
well as other requirements. As a REIT, we will not be subject to U.S. federal income tax to the extent we make distributions
to our stockholders equal to or in excess of our taxable income. We will monitor the business and transactions that may
potentially impact our REIT status. If we fail to qualify as a REIT in any taxable year following 2018, we would be subject
to U.S. federal income tax (including any applicable alternative minimum tax) on our taxable income at regular corporate
income tax rates and generally would not be permitted to qualify for treatment as a REIT for U.S. federal income tax
purposes for the four taxable years following the year during which qualification is lost unless the Internal Revenue Service
grants us relief under certain statutory provisions. Such an
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event could materially adversely affect our net income and net cash available for distribution to our stockholders. However,
we are, and intend to continue to be, organized and operated in such a manner as to qualify for treatment as a REIT.

We lease our hotel properties to our wholly owned TRSs that are subject to federal, state and local income taxes.

We account for income taxes of our TRSs using the asset and liability method under which deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. We record a valuation allowance for net deferred tax
assets that are not expected to be realized.

We have reviewed tax positions under GAAP guidance that clarify the relevant criteria and approach for the
recognition and measurement of uncertain tax positions. The guidance prescribes a recognition threshold and measurement
attribute for the financial statement recognition of a tax position taken, or expected to be taken, in a tax return. A tax position
may only be recognized in the financial statements if it is more likely than not that the tax position will be sustained upon
examination. We had no material uncertain tax positions at March 31, 2021.

The preparation of our various tax returns requires the use of estimates for federal and state income tax purposes.
These estimates may be subjected to review by the respective taxing authorities. A revision to an estimate may result in an
assessment of additional taxes, penalties and interest. At this time, a range in which our estimates may change is not
expected to be material. We will account for interest and penalties relating to uncertain tax provisions in the current period’s
results of operations, if necessary. We have not been assessed interest or penalties by any major tax jurisdictions. We have
tax years 2017 through 2020 remaining subject to examination by various federal and state tax jurisdictions.

Distributions

Our board of directors may authorize payment of distributions in excess of those required for us to maintain REIT
status as it deems appropriate. Through the first quarter of 2020, we paid regular quarterly distributions to our stockholders.
As a result of the impact of the COVID-19 pandemic on our business, our board of directors may reconsider our current
distribution policy and may take further action with respect to distributions for our common stock, and could consider
eliminating, suspending, or significantly reducing the payment of distributions in the future. The timing and amount of
distributions will be determined by our board of directors, in its sole discretion, and may vary from time to time. Our board
of directors’ discretion will be influenced in substantial part by its obligation to cause us to comply with the REIT
requirements of the Code. We can provide no assurance that we will be able to pay distributions on our K Shares, K-I Shares
or K-T Shares. However, distributions will continue to accumulate pursuant to our charter.

Our board of directors has adopted a policy to refrain from funding distributions with offering proceeds; instead, we
plan to fund distributions from cash flows from operations and capital transactions (other than the Public Offering or other
securities offerings but which may include the sale of one or more assets). However, our charter does not restrict us from
paying distributions from any particular source, including proceeds from securities offerings, and our board of directors has
the ability to change our policy regarding the source of distributions. However, in accordance with Maryland law, we may
not make distributions that would: (1) cause us to be unable to pay our debts as they become due in the usual course of
business; or (2) cause our total assets to be less than the sum of our total liabilities plus, unless our charter provides
otherwise, senior liquidation preferences. Our charter currently provides that amounts that would be needed, if we were to
dissolve at the time of such distributions, to satisfy the preferential rights upon dissolution of holders of K Shares, K-
I Shares and K-T Shares shall not be added to our total liabilities for these purposes. Subject to the preceding, our board of
directors will determine the amount of distributions we will pay to our stockholders. We have not established a minimum
distribution level.

For information on distributions paid during the three months ended March 31, 2021 refer to Note 8 –
“Stockholders’ Equity” to our unaudited interim condensed consolidated financial statements included in this Quarterly
Report.
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We have funded distributions with operating cash flows from our hotel properties and with proceeds from loans
from affiliates and from the issuance of common stock pursuant to the DRIP. To the extent we do not have sufficient
earnings and profits, distributions paid will be considered a return of capital to stockholders. The following table shows
distributions paid during the three months ended March 31, 2021 and 2020:

    For the Three Months Ended March 31,  
2021     2020  

Distributions paid in cash $
 

        —       $

 
        

393,701       

Distributions reinvested  
 

        —     

 
        

56,696    

Total distributions $
 

        —    $

 
        

450,397    
Source of distributions:             

Cash flows provided by operations $
 

        —  
 

        — %  $

 
        

393,701  
 

        87 %

Offering proceeds from issuance of common stock pursuant to the
DRIP  

 
        —  

 
        — %   

 
        

56,696  
 

        13 %

Total sources $
 

        —  
 

        — %  $

 
        

450,397  
 

        100 %

Although the tax composition of such distributions may be a return of capital, distributions for the three months
ended March 31, 2020 were paid for with gross cash flow from operations. To the extent we do not have taxable income,
distributions paid will be considered a return of capital to stockholders.

On March 3, 2020, our stockholders approved to amend our charter (1) to increase the rate at which cash
distributions on K Shares, K-I Shares and K-T Shares automatically accumulate under our charter from 6% to 7% per annum
of the K Share Distribution Base of such K Share, K-I Share Distribution Base of such K-I Share and K-T Share Distribution
Base of such K-T Share, respectively, and (2) to increase the maximum rate at which distributions on A Shares may be
authorized by our board of directors and declared by us from 6% to 7% of the stated value of an A Share ($10.00) from
income and cash flow from ordinary operations on a cumulative basis. The changes pursuant to the Articles of Amendment
to our charter became effective beginning with distributions that accumulated on March 31, 2020.

We paid quarterly distributions with respect to the quarter ended March 31, 2020, the quarter ended June 30, 2020,
and the partial distribution for the quarter ended September 30, 2020, with operating cash flows from our hotel properties,
consistent with prior distributions. Unpaid distributions will continue to accumulate pursuant to our charter. Our board of
directors will make determinations as to the payment of future distributions on a quarter by quarter basis; however,
distributions will continue to accumulate pursuant to our charter.

Results of Operations

The discussion that follows is based on our consolidated results of operations for the three months ended March 31,
2021 and 2020. The ability to compare one period to another is significantly affected by the acquisition completed on
February 27, 2020, and the effect of COVID-19. We commenced real estate operations on March 29, 2018, in connection
with our first investment, a 51% ownership interest in two select-service hotel properties, the Springhill Suites Wilmington
and the Staybridge Suites St. Petersburg, through our joint venture with Procaccianti Convertible Fund, LLC (“PCF”), an
affiliate of our Sponsor. We completed our second investment, a 100% fee simple interest in the Hotel Indigo Traverse City,
a select-service hotel property, on August 15, 2018. We completed our third investment in the Hilton Garden Inn Providence,
a select-service hotel property, on February 27, 2020. Therefore, our results of operations for the three months ended March
31, 2021 are not directly comparable to those for the three months ended March 31, 2020.

Factors That May Influence Results of Operations

We are not aware of any material trends or uncertainties, other than national economic conditions affecting real
estate generally and those risks listed in Part I, Item 1A “Risk Factors” of our Annual Report and in Part II, Item 1A. “Risk
Factors” of this Quarterly Report, including but not limited to the COVID-19 pandemic, as discussed below, that
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may be reasonably expected to have a material impact, favorable or unfavorable, on revenues or income from the
acquisition, management and operation of our properties.

COVID-19 Pandemic

We continue to take the ongoing COVID-19 pandemic extremely seriously and are proactively taking steps to
attempt to address the corresponding operational threats to our hotel properties in an effort to minimize the impact of the
COVID-19 pandemic on our financial results and position us to rebound as quickly as possible once the situation has
stabilized.

The negative impact on room demand at our hotel properties stemming from the COVID-19 pandemic is significant
and we continue to see a profound effect on occupancy and RevPAR at our hotel properties.

Our Sponsor’s principals and senior executives, and our highly experienced property level management teams
employed by TPG Hotels & Resorts, Inc., our hospitality and property management affiliate, have over three decades of
experience in the hospitality industry, and have weathered many market swings, including experience dealing with the
impacts of previous disruptive events such as 9/11 and the significant recession of 2008.

Our primary responsibility is to ensure the safety and security of hotel employees and the guests we serve, by
facilitating healthy environments. To that end, we have equipped staff with appropriate training, tools and protocols crafted
in accordance with the Centers for Disease Control and Prevention guidance and best practices. At all of our hotel
properties, additional cleanliness procedures have been implemented, which include, but are not limited to:

● Placing additional hand sanitizer dispensers throughout each property, especially around frequent contact ‘touch
points’ and hard surfaces touched by numerous people, such as elevators, food and beverage areas, front desks,
fitness rooms and public restroom facilities;

● Increased sanitizing efforts in public areas using disinfecting products, with a focus on areas touched by multiple
people, such as door handles, elevator buttons and room key cards; and

● Implementing protocols to more frequently sanitize guest room surfaces using disinfecting products, including
faucets, remote controls, pens, phones and clock radios.

While we would expect a select-service hotel portfolio like ours to lend itself to a lesser impact than conference
center hotels or resort-conference hotels, the situation is highly fluid and there is no way to currently predict the ultimate
extent and duration of the impact of the COVID-19 pandemic on any of our hotel properties or our overall financial results.
Accordingly, our experienced hotel management teams are implementing both best practices revenue management and
significant expense cutting strategies.

● Revenue strategies include focusing on occupancy driven revenue as opposed to rate driven revenue, which is
accomplished by pursuing and accepting business that may not be in the traditional preferred rate range while
continuing to maintain current and previous hotel accounts and providing incentives to rebook on future dates.

● Expense strategies include the implementation of cost saving measures such as: staffing reductions, furloughs,
limiting services, energy conservation measures, etc.

We cannot, however, predict with certainty, even with our best efforts in these strategies, what level of potential
revenues and expense savings can be achieved overall to mitigate the material decline in business our hotels are
experiencing.

We expect the significance of the COVID-19 pandemic, including the extent of its effect on our financial and
operational results and the economic contraction, to be dictated by, among other things, its duration, the success of efforts to
contain it, efficacy, availability and deployment of vaccinations and other treatments to combat COVID-19 and
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the effect of actions taken in response (such as travel advisories and restrictions and social distancing), including the extent
and duration of such actions.

The extent and duration of the effects of COVID-19 are not yet clear. These uncertainties make it difficult to predict
operating results for our hotels for 2021. Therefore, there can be no assurances that we will not experience further declines
in hotel revenues or earning at our hotels. For more information, see Part I, Item 1A. “Risk Factors” included in our Annual
Report.

Three Months Ended March 31, 2021 Compared to Three Months Ended March 31, 2020

Rooms revenues

We expect the majority of our revenues to be derived from the operation of our hotel properties. Rooms revenues
are the product of the number of rooms sold and the average daily room rate. Rooms revenues increased to $2,663,075 for
the three months ended March 31, 2021 from $2,616,236 for the three months ended March 31, 2020. The net increase of
$46,839 was due to the incremental rooms revenue of $245,553 generated by the Hilton Garden Inn Providence that we
acquired on February 27, 2020 which was significantly offset by the negative impact of the COVID-19 pandemic on the
hospitality industry, which caused a decrease in our rooms revenues of $198,714 in our other three hotel properties. State
governments imposed rigid travel restrictions, which combined with consumer fears relating to the pandemic, resulted in
most of our hotel properties experiencing significant declines in occupancy. Our hotel properties also experienced lower
daily rates in an attempt to entice customers to stay at the hotel properties.

The following presents the hotel operating results for the three months ended March 31, 2021 for the full portfolio:

    Total Portfolio  
January     February     March  

Number of hotels  
 

        4  
 

        4  
 

        4

Number of rooms  

 
        

483  

 
        

483  

 
        

483

Average Occupancy Percentage  

 
        
38.18 %

 
        
54.98 %

 
        
65.82 %

ADR $

 
        

111.39 $

 
        

116.34 $

 
        

117.07

RevPAR $

 
        
42.47 $

 
        
65.61 $

 
        
78.61

A comparison of hotel rooms revenues for the hotels owned continuously for the three months ended March 31,
2021 and 2020 are as follows:

Three Months Ended March 31, Increase Increase
 
        2021

 
        2020 (Decrease) (Decrease) %

Springhill Suites Wilmington $ 533,898 $ 641,869 $  
        (107,971)

 
        

(16.82)
%

Staybridge Suites St. Petersburg 1,086,706 1,086,214  
        492

 
        0.05 %

Hotel Indigo Traverse City 572,070 663,305  
        (91,235)

 
        

(13.75)
%

$ 2,192,674 $ 2,391,388 $  
        (198,714)

The decrease in rooms revenues of $107,971, or 16.82%, at the Springhill Suites Wilmington is primarily driven by
decreases in both occupancy and the average daily rate compared to the prior year. Occupancy at the Springhill Suites
Wilmington decreased from 54.35% for the three months ended March 31, 2020 to 52.25% for the three months ended
March 31, 2021. The average daily rate at the Springhill Suites Wilmington decreased from $108 for the three months ended
March 31, 2020 to $95 for the three months ended March 31, 2021, a decrease of 12.52%.
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Rooms revenues at the Staybridge Suites St. Petersburg was relatively flat with prior year, increasing $492, or
0.05%, as an increase in occupancy was almost entirely offset by a decrease in the average daily rate. Occupancy at the
Staybridge Suites St. Petersburg increased from 64.75% for the three months ended March 31, 2020 to 77.01% for the
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three months ended March 31, 2021. The average daily rate at the Staybridge Suites St. Petersburg decreased from $155 for
the three months ended March 31, 2020 to $132 for the three months ended March 31, 2021, a decrease of 14.95%.

The decrease in rooms revenues of $91,235, or 13.75%, at the Hotel Indigo Traverse City is primarily driven by a
decrease in occupancy partially offset by an increase in the average daily rate compared to the prior year. Occupancy at the
Hotel Indigo Traverse City decreased from 59.65% for the three months ended March 31, 2020 to 46.79% for the three
months ended March 31, 2021. The average daily rate at the Hotel Indigo Traverse City increased from $114 for the three
months ended March 31, 2020 to $127 for the three months ended March 31, 2021, an increase of 11.16%.

Food and beverage revenues

Food and beverage revenues decreased to $147,203 for the three months ended March 31, 2021 from $282,552 for
the three months ended March 31, 2020. These amounts are comprised of revenues realized in hotel food and beverage
outlets as well as catering events. The $135,349 decrease from the prior year period is due to the negative impact of the
COVID-19 pandemic on the hospitality industry, as the food and beverage revenues generated by the Hilton Garden Inn
Providence, which was acquired on February 27, 2020, declined $15,733, or 91.6%, compared to the prior year period. State
governments imposed rigid travel restrictions, which combined with consumer fears relating to the pandemic, to cause
significant declines in occupancy at most of our hotel properties. Government mandates also resulted in the closure of food
and beverage outlets during the three months ended March 31, 2021.

Other operating revenues

Other operating revenues decreased slightly to $101,831 for the three months ended March 31, 2021 from $102,099
for the three months ended March 31, 2020. These amounts include ancillary hotel revenues and other items primarily
driven by occupancy such as telephone/internet, parking, gift shops, and other guest services. The $268 decrease from the
prior year period is primarily due to a decrease in other operating revenues at the Hotel Indigo Traverse City, almost
completely offset by the acquisition of the Hilton Garden Inn Providence, which generated $5,294 in incremental other
operating revenues and a $2,139 increase in other operating revenues.

Rooms expenses

Rooms expenses decreased to $615,112 for the three months ended March 31, 2021 from $692,655 for the three
months ended March 31, 2020. The $77,543 net decrease in rooms expenses is primarily due to the impact of the COVID-19
pandemic, which caused us to implement cost saving strategies. The decrease is partially offset by the acquisition of the
Hilton Garden Inn Providence, which generated an additional $66,188 in rooms expenses compared to the prior year. Rooms
expenses are primarily driven by the corresponding revenue account and occupancy.

Food and beverage expenses

Food and beverage expenses were $126,574 and $262,810 for the three months ended March 31, 2021 and 2020,
respectively. The $136,236 decrease in food and beverage expense is primarily due to the impact of the COVID-19
pandemic, which caused us to implement cost saving strategies. Food and beverage expenses are primarily driven by the
corresponding revenue account and occupancy. Government mandates also resulted in the closure of food and beverage
outlets during the three months ended March 31, 2021.

Other property expenses

Other property expenses were $1,497,805 and $1,396,545, for the three months ended March 31, 2021 and 2020,
respectively. The $101,260 increase in other property expenses is primarily driven by the acquisition of the Hilton Garden
Inn Providence. The $213,793 increase attributable to the Hilton Garden Inn Providence is offset by a decrease of $112,533
at our other hotel properties due to the impact of the COVID-19 pandemic, which caused us to implement cost saving
strategies such as staffing reductions, furloughs, limiting services and energy conservation measures. We are continually
monitoring staffing on an as needed basis depending on occupancy at each individual hotel. These amounts
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also include maintenance, utilities, sales and marketing, and general and administrative expenses of the hotel properties, as
well as net franchise fees, property taxes and other taxes.

Property management fees to affiliates

Property management fees to affiliates were $87,425 and $90,224 for the three months ended March 31, 2021 and
2020, respectively. Property management fees are property level expenses equal to 3% of the hotel properties’ gross
revenues and we expect them to fluctuate accordingly. The $2,799 decrease in property management fees is due to the
incremental property management fees attributable to the Hilton Garden Inn Providence offset by the negative impact of the
COVID-19 pandemic on revenues for our remaining hotel properties.

Corporate general and administrative

Corporate general and administrative expenses were $320,238 and $570,909 for the three months ended March 31,
2021 and 2020, respectively. Corporate general and administrative expenses consist primarily of transfer agent fees, fees
paid to the board of directors, audit and tax fees, and other professional services fees. The $250,671 decrease is primarily
due to one-time expenses related to the acquisition of the Hilton Garden Inn Providence in the first three months of 2020 and
reduced expenses associated with the implementation of cost saving strategies such as negotiations of fee reductions with
various vendors.

Other fees to affiliates

Other fees to affiliates were $143,614 and $549,756 for the three months ended March 31, 2021 and 2020,
respectively. Other fees to affiliates include asset management fees due to PHA that are paid quarterly in arrears equal to
one-fourth of 0.75% of the adjusted cost of our assets. Asset management fees increased to $143,614 for the three months
ended March 31, 2021 from $108,386 for the three months ended March 31, 2020. The $35,228 increase in asset
management fees is primarily driven by the incremental fees associated with the Hilton Garden Inn Providence, acquired on
February 27, 2020. We have deferred payment of the quarterly asset management fees due to PHA until adequate cash flow
is available. Other fees to affiliates also include acquisition fees due to an affiliate for providing services including selecting,
evaluating and acquiring potential investments. This fee is equal to 1.5% of the Gross Contract Purchase Price of an
investment (as defined in the Advisory Agreement). Payment of the acquisition fees is deferred until the occurrence of a
liquidation event. There were no acquisition fees incurred for the three months ended March 31, 2021. Acquisition fees
incurred for the three months ended March 31, 2020 were $441,370 and related to the purchase of the Hilton Garden Inn
Providence.

Depreciation and amortization

Depreciation and amortization expenses were $776,396 and $662,512 for the three months ended March 31, 2021
and 2020, respectively. These amounts include depreciation on our hotel buildings, improvements, furniture, fixtures and
equipment, along with amortization of our franchise fees and certain intangibles. The $113,884 increase in depreciation and
amortization expense is primarily the result of owning the Hilton Garden Inn Providence for the full three months ended
March 31, 2021.

Interest expense, net

Interest expense, net, was $631,487 and $553,010 for the three months ended March 31, 2021 and 2020,
respectively. Interest expense includes monthly fixed rate payments on the outstanding mortgage notes payable balance,
accrued interest on the outstanding asset management fees, acquisition fees and promissory notes from PHA and our
Sponsor, and the amortization of deferred financing costs and debt discounts or premiums. The $78,477 increase in interest
expense is primarily the result of owning the Hilton Garden Inn Providence during the full three months ended March 31,
2021. Additionally, for the three months ended March 31, 2021, we incurred $30,607 of interest expense relating to the
amortization of deferred financing costs and debt discounts, offset by $33,079 relating to the amortization of the fair value of
debt premium.
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Interest income on interest-bearing cash accounts was $21,730 and $25,727 for three months ended March 31, 2021
and 2020, respectively, which is presented as a reduction of the total interest expense on the consolidated income statement.

Unrealized gain (loss) on interest rate swap

Unrealized gain on our interest rate swap was $100,453 and unrealized loss on our interest rate swap was $224,609
for the three months ended March 31, 2021 and 2020, respectively, and relates to changes in interest rates and time
remaining until maturity.

Income tax benefit or expense

We had income tax expense of $0 and $7,029 for the three months ended March 31, 2021 and 2020, respectively,
related to taxable income at the TRSs.

Net income or loss

For the three months ended March 31, 2021, we had a net loss of $1,186,089 compared to a net loss of $2,214,842
for the three months ended March 31, 2020. The decrease in net loss of $1,028,753 is the result of the revenue and expense
changes discussed above.

Net income or loss attributable to noncontrolling interests

Net loss relating to noncontrolling interests was $75,416 and $125,259 for the three months ended March 31, 2021
and 2020, respectively. This amount includes net income or losses attributable to a third-party’s 49% ownership interest in
PCF and will fluctuate accordingly with any increases or decreases to net income of PCF. This amount also includes net
income or losses attributable to the noncontrolling Operating Partnership Class K OP Units issued as part of the Hilton
Garden Inn Providence acquisition. The noncontrolling Class K OP Units are allocated net income or loss attributable to the
Operating Partnership based on the total outstanding Class K OP Units as a percentage of all our outstanding common stock.

Liquidity and Capital Resources

The 
negative impact on room demand within our portfolio stemming from the COVID-19 pandemic is significant. We 
experienced an initial decline 
in hotel revenue that began in March 2020. However, with the increased spread of the COVID-19 pandemic across the 
globe, the impact accelerated 
rapidly, and we saw a much greater effect on occupancy and hotel RevPAR throughout our hotel portfolio. We expect the 
occupancy and RevPAR 
reduction associated with the COVID-19 pandemic to continue throughout 2021. Thus far, responses to the COVID-19 
outbreak have included 
mandates from federal, state and/or local authorities that have restricted travel and the conduct of business, such as stay-at-
home orders, 
quarantines, travel bans, border closings, business closures and other similar measures. As a result of COVID-19 the New 
Hanover County 
North Carolina Board of Commissioners instituted a State of Emergency effective March 28, 2020. Accordingly, as a result 
of this declaration, 
the Springhill Suites Wilmington was instructed to close effective March 30, 2020 and remained closed until May 1, 2020. 
Additionally, 
many of our hotel properties were ordered to shut down food and beverage services in response to government mandates.

In anticipation of a significant strain on the hotels’ cash flows, we have implemented cost reduction procedures at
all of our hotels including significant reduction in staffing levels, discussions with vendors to extend payments terms and
discount current pricing, discussions with our lenders to defer loan interest payments for a period of three to twelve months,
and we have utilized provisions from the CARES Act to provide additional liquidity from federally supported loan
programs. As of December 31, 2020, we received $1,018,917 in first round PPP loans related to our four hotel properties. As
of March 31, 2021, we applied for approximately $1,426,711 of second round PPP loans, of which we received $889,672 of
the funds. For more information, refer to Note 7 – “Other Debt” to our unaudited interim condensed consolidated financial
statements. We made modifications to our existing debt, and, during the second, third, and fourth quarters of 2020, we
entered into loan modification agreements with certain of our lenders to relieve some
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pressure on these properties. For more information, refer to Note 4 – “Mortgage Notes Payable” to our unaudited interim
condensed consolidated financial statements.

While efforts to reduce operating costs have been made, we cannot be certain as to what level of savings can be
maintained overall to mitigate the material decline in hotel revenues we are experiencing. The full financial impact of the
reduction in hotel demand caused by the pandemic cannot be reasonably estimated at this time due to uncertainty as to its
severity and duration. We expect that the COVID-19 pandemic will have a significant negative impact on our results of
operations, financial position and cash flow for at least the first-half of 2021. As a result, we have reduced our planned
capital expenditures outside the normal course of business and are working closely with our hotel managers to reduce our
hotels' operating expenses.

Until such time as the virus is contained or eradicated and business and personal travel return to more customary
levels, we expect to see substantial erosion in hotel cash flow. There may also be lasting effects related to the COVID-19
pandemic. For an unknown period related to a slowdown in the U.S. economy, there may be increased operating costs,
reduced air travel or other unknown factors which could materially reduce our operating cash flow. Further, the market and
economic challenges associated with COVID-19 could materially affect (i) the value and performance of our investments,
(ii) our ability to pay future distributions, if any, (iii) the availability or terms of financings, (iv) our ability to make
scheduled principal and interest payments, and (v) our ability to refinance any outstanding debt when contractually due.

On April 7, 2020, our board of directors unanimously approved the temporary suspension of (i) the sale of K
Shares, K-I Shares and K-T Shares in the Public Offering, effective as of April 7, 2020 and (ii) the operation of the DRIP,
effective as of April 17, 2020. On June 10, 2020, our board of directors determined an estimated NAV per share of all
classes of our capital stock, each calculated as of March 31, 2020, as follows: (i) $8.56 per K-Share; (ii) $8.55 per K-I Share;
(iii) $8.56 per K-T Share; (iv) $0.00 per A Share; and (v) $0.00 per B Share and unanimously approved the resumption of
the acceptance of subscriptions and the resumption of the operation of the DRIP, which will be effective with the next
authorized payment of distributions.

In addition, the board of directors will reconsider our current distribution policy and may take further action with
respect to distributions for our common stock, and could consider eliminating, suspending, or significantly reducing the
payment of distributions until more information regarding the effect of the virus and its duration is available. We paid
quarterly distributions with respect to the quarters ended March 31, 2020 and June 30, 2020, and the partial distribution for
the quarter ended September 30, 2020, with operating cash flow, consistent with prior distributions. Our board of directors
will make determinations as to the payment of future distributions on a quarter-by-quarter basis; however, distributions will
continue to accumulate pursuant to our charter.

In a normal operating environment, our sources of funds are primarily the net proceeds of our Public Offering,
funds equal to amounts reinvested in the DRIP, operating cash flows and borrowings. Our principal demands for funds will
be for acquisition costs, including the purchase price of any properties, loans and securities we acquire, improvement costs,
the payment of our operating and administrative expenses, continuing debt service obligations and distributions to and
repurchases from our stockholders. Generally, we will fund our acquisitions from the net proceeds of the Public Offering.
We intend to acquire our assets with cash, including proceeds from the Public Offering, and mortgage or other debt. PHA
and its affiliates have agreed to purchase A Shares in a private placement in order to provide us with funds sufficient to pay
the selling commissions, dealer manager fees, stockholder servicing fees, and other organizational and offering expenses
related to the K Shares, K-I Shares and K-T Shares sold in the primary offering portion of our Public Offering. In addition,
we will allocate proceeds from the sale of A Shares in amounts that represent the difference between (i) the applicable
estimated NAV per K-I Share and the applicable offering price of K-I Shares sold in our primary offering and (ii) any
discount to the applicable offering price of K Shares, K-I Shares and K-T Shares arising from reduced or waived selling
commissions (other than reduced selling commissions for volume discounts) or dealer manager fees.

In addition, in a normal operating environment, we expect to use debt financing as a source of capital. Our charter
provides that the maximum amount of our total indebtedness shall not exceed 300% of our total “net assets” (as defined in
accordance with NASAA REIT Guidelines) as of the date of any borrowing, which is generally expected to be
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approximately 75% of the cost of our investments; however, we may exceed that limit if approved by a majority of our
independent directors and disclosed to stockholders in our next quarterly report following such borrowing along with
justification for exceeding such limit. This charter limitation, however, does not apply to individual real estate assets or
investments. In addition, it is currently our intention to limit our aggregate borrowings to 50% of the aggregate fair market
value of our assets, unless borrowing a greater amount is approved by a majority of our independent directors and disclosed
to stockholders in our next quarterly report following such borrowing along with justification for borrowing such a greater
amount. This limitation, however, will not apply to individual real estate assets or investments. At the date of acquisition of
each asset, we anticipate that the cost of investment for such asset will be substantially similar to its fair market value.
However, subsequent events, including changes in the fair market value of our assets, could result in our exceeding these
limits.

We do not intend to fund distributions from offering proceeds; however, if we have not generated sufficient cash
flow from our operations and other sources, such as from borrowings, advances from PHA, PHA’s deferral, suspension
and/or waiver of its fees and expense reimbursements, to fund distributions, we may use offering proceeds. Subject to
certain limited exceptions, there is no limit to the amount of distributions that we may pay from offering proceeds.
Moreover, our board of directors may change this policy, in its sole discretion, at any time.

Potential future sources of capital include secured or unsecured financings from banks or other lenders, establishing
additional lines of credit and undistributed cash flow. Note that, currently, we have not identified any additional sources of
financing, aside from utilizing funds provided by the CARES Act, and there is no assurance that such sources of financings
will be available on favorable terms or at all.

We believe that cash and restricted cash on hand, cash from operations after implementing cost reduction
procedures, net offering proceeds from the sale of common stock in the Public Offering and borrowings from other sources,
including advances from PHA and our Sponsor, if necessary, will be sufficient to fund our operating and administrative
expenses and continuing debt service obligations over the next twelve months.

Sources and Uses of Cash

Proceeds from the sale of common stock in the Private Offering and Public Offering were partially used to fund our
investments in hotel properties and the related costs associated with the transactions. Such proceeds were also used to pay
general and administrative expenses for the three months ended March 31, 2021. The remaining proceeds are held in liquid
cash accounts. Cash balances from our investments in hotel properties were consolidated during the three months ended
March 31, 2021 and 2020.

Cash Flows Provided by (Used in) Operating Activities

As of March 31, 2021, we owned an interest in four hotel properties. We owned an interest in four hotel properties
for the full three months ended March 31, 2021, and for one month and three days during the three months ended March 31,
2020. During the three months ended March 31, 2021, net cash provided by operating activities was $133,534 compared to
the net cash provided by operating activities of $38,269 for the three months ended March 31, 2020. Our operating cash
flows during the three months ended March 31, 2021 was the result of our net loss, offset by adjustments for non-cash
expenses, including depreciation and amortization, and the change in fair value of the interest rate swap agreement, and by
adjustments for receivables, other assets, amounts due to and from related parties, and accounts payable and accrued
liabilities. Our operating cash flows during the three months ended March 31, 2020 was the result of our net loss, offset by
adjustments for non-cash expenses, including depreciation and amortization, the net loss incurred on the Hilton Garden Inn
Providence acquisition, the change in fair value of the interest rate swap agreement, and by adjustments for receivables,
other assets, amounts due to and from related parties, and accounts payable and accrued liabilities.

Cash Flows Used in Investing Activities

Cash used in investing activities will vary based on how quickly we raise funds in our Public Offering and how
quickly we invest those funds towards acquisitions of real estate and real-estate related investments. During the three
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months ended March 31, 2021, net cash used in investing activities was $139,782 and was the result of capital
improvements at our hotel properties. During the three months ended March 31, 2020, cash used in investing activities was
$12,289,941, which represented the investment in the Hilton Garden Inn Providence, net, and capital improvements at our
hotel properties.

Cash Flows Provided by Financing Activities

During the three months ended March 31, 2021, net cash provided by financing activities was $2,764,767. We
received proceeds of $2,370,967 through the sale of common stock in our Public Offering. These proceeds are offset by the
payment of offering costs consisting partially of selling commissions, dealer manager fees and stockholder servicing fees
totaling $104,773 and payments to PHA for O&O Costs totaling $281,787, for the three months ended March 31, 2021. We
received $889,672 of cash relating to the second round of PPP loans. We made principal payments on the note secured by
the Springhill Suites Wilmington (the “Wilmington Note”) and the note secured by the Staybridge Suites St. Petersburg (the
“St. Petersburg Note”) totaling $101,392. Additionally, we repurchased $7,920 of outstanding common stock. During the
three months ended March 31, 2020, net cash provided by financing activities was $8,354,404. We received $2,000,000 of
mortgage note proceeds relating to the acquisition of the Hilton Garden Inn Providence offset by $94,770 of deferred
financing costs incurred. We received proceeds of $7,443,798 through the sale of common stock in our Public Offering.
These proceeds are offset by the payment of offering costs consisting partially of selling commissions, dealer manager fees
and stockholder servicing fees totaling $622,973 for the three months ended March 31, 2020. We paid cash distributions of
$393,701 to stockholders with proceeds from operations. Cash flow from financing activities for the three months ended
March 31, 2020 also includes $98,000 of distributions and $120,050 of contributions from noncontrolling interest.

Debt

We intend to maintain amounts outstanding under long-term debt arrangements or lines of credit so that we will
have more funds available for investment in properties, which will allow us to acquire a more diversified portfolio.
However, the percentage of debt financing we utilize at any given time will be dependent upon various factors to be
considered in the sole discretion of our board of directors, including, but not limited to, our ability to raise equity proceeds
from the sale of our securities in the Public Offering, our ability to pay distributions, the availability of properties meeting
our investment criteria, the availability of debt financing, and changes in the cost of debt financing. To help finance our
initial acquisitions, we may utilize short-term borrowings. However, after our initial property acquisitions, as a general
principle, we anticipate that the term of any debt financing we utilize will correspond to the anticipated holding period for
the respective property.

We may repay borrowings under any future credit facility or under any future long-term mortgage debt with
proceeds from the sale of properties, operating cash flow, long-term mortgage debt, proceeds from the Public Offering,
proceeds from any future offerings, or proceeds from any other future securities offerings.

Due to the market and economic challenges impacting us and the hospitality industry as a whole as a result of the
ongoing COVID-19 pandemic, which has resulted in significant declines in our hotel properties’ revenues, and the
uncertainty of the rapidly developing situation, we entered into loan modification agreements with certain of our lenders to
relieve some pressure on these properties during this time, as described in more detail below.

The note secured by the Hotel Indigo Traverse City (“TCI Note”) provided for interest only monthly payments until
maturity. However, on April 21, 2020, a subsidiary of the Operating Partnership, entered into a First Amendment to Loan
Agreement and Other Loan Documents (the “Hotel Indigo Loan Modification Documents”) with its existing lender, Citizens
Bank, N.A. (“Citizens Bank”), to amend the terms of the TCI Note. Pursuant to the Hotel Indigo Loan Modification
Documents, the interest only payments that were scheduled to be paid on April 1, 2020, May 1, 2020 and June 1, 2020 were
deferred (collectively, the “Deferred Payments”). The Deferred Payments will not accrue interest but shall be deemed
principal to be due and payable in full on or before June 30, 2021. Regularly scheduled interest payments recommenced on
July 1, 2020. Prepayment of the Deferred Payments is allowed without penalty and the Operating Partnership’s obligation to
pay the Deferred Payments may be accelerated by Citizens Bank as allowed under the loan documents.



Table of Contents

48

In regards to the TCI Note, the Hotel Indigo Loan Modification Documents waived the Operating Partnership’s
requirement to achieve the stated debt service coverage ratio for the period from January 1, 2020 through June 30, 2021 and
provides that all net worth, liquidity and financial covenant testing and any requirements of the guarantor, TH Investment
Holdings II, LLC, an affiliate of the Sponsor, to comply with such covenants are waived from January 1, 2020 through June
30, 2021.

The note secured by the Hilton Garden Inn Providence (“HGI Note”) required monthly interest payments at a fixed
rate of 4.25%. The HGI Note provided for interest only monthly payments for 36 months, with payments based on a 30-year
amortization schedule thereafter. However, on April 23, 2020, we and the Operating Partnership, through its subsidiary,
entered into an Omnibus Amendment and Reaffirmation Agreement (the “Hilton Garden Inn Loan Modification
Agreement”) with the existing lender, to amend the terms of the mortgage loan and loan documents on the HGI Notes.
Pursuant to the Hilton Garden Inn Loan Modification Agreement, interest only payments that were due on the six
consecutive payment dates starting with the payment scheduled for April 2020 are deferred until the date that is twelve
months after the date each payment was originally due.

In regards to the HGI Note, the Hilton Garden Inn Loan Modification Agreement provides that all financial
covenant testing and any other requirements of the Operating Partnership to comply with such covenants are waived until
the year ending December 31, 2021, and that all net worth, liquidity and financial covenant testing and any requirements of
the Company as guarantor to comply with such covenants are waived until the year ending December 31, 2021.

As a result of the negative impact of the COVID-19 pandemic, the Operating Partnership and its subsidiary for the
Staybridge Suites St. Petersburg failed to maintain the required debt service coverage ratio as defined in the St. Petersburg
Note loan documents for the period ended June 30, 2020. In August 2020, we received a written waiver of all debt service
coverage testing for the test due for the periods ended June 30, 2020 and September 30, 2020, from the lender. The lender
approved an additional modification of the debt service coverage test for the period ending December 31, 2020 and March
31, 2021. Therefore, as of March 31, 2021, the Operating Partnership and its subsidiary for the Staybridge Suites St.
Petersburg were in compliance with its covenant requirements and all required payments have been made as agreed.

As of December 31, 2020, as a result of the negative impact of the COVID-19 pandemic, the Operating Partnership
and its subsidiary for the Springhill Suites Wilmington failed to maintain the required debt service coverage ratio as defined
in the Wilmington Note loan documents. In March 2021, we received a written waiver of all debt service coverage testing
for the test due for the periods ended December 31, 2020 through June 30, 2021, from the lender. Therefore, as of March 31,
2021, the Operating Partnership and its subsidiary for the Springhill Suites Wilmington were in compliance with its
covenant requirements and all required payments have been made as agreed.

Contractual Obligations

We enter into contracts that contain a variety of indemnification provisions. Our maximum exposure under these
arrangements is unknown; however, we have not had prior claims or losses pursuant to these contracts. Our management has
reviewed our existing contracts and expects the risk of loss to us to be remote.

Our contractual obligations as of March 31, 2021 are as follows:

 
        

2021

 
 
 
 
 
 
 
 
 

2022-2023

 
 
 
 
 
 
 
 
 

2024-2025

 
 
 
 
 
 
 
 
 
Thereafter

 
 
 
 
 
 
 
 
 

Total

Outstanding debt obligations $

 
        

15,387,967 $

 
        

1,053,768 $

 
        

39,876,308 $

 
        

— $

 
        

56,318,043

Interest payments on outstanding debt obligations  

 
        

1,590,641  

 
        

3,906,176  

 
        

1,893,673  

 
        

—  

 
        

7,390,490

Total $

 
        

16,978,608 $

 
        

4,959,944 $

 
        

41,769,981 $

 
        

— $

 
        

63,708,533

Contractual obligations presented above exclude the impact of our outstanding PPP loans, which we expect to be
fully forgiven.
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Funds from Operations and Modified Funds from Operations

One of our objectives is to provide cash distributions to our stockholders from cash generated by our operations.
The purchase of real estate assets and real estate-related investments and the corresponding expenses associated with that
process are operational features of our business plan in order to generate cash from operations. Due to certain unique
operating characteristics of real estate companies, the National Association of Real Estate Investment Trusts (“Nareit”), an
industry trade group, has promulgated a measure known as funds from operations (“FFO”), which we believe is an
appropriate supplemental measure to reflect the operating performance of a REIT. FFO is not equivalent to our net income
(loss) as determined under GAAP.

We define FFO, consistent with Nareit’s definition, as net income (loss) (computed in accordance with GAAP),
excluding gains (or losses) from sales of property and asset impairment write-downs, plus depreciation and amortization of
real estate assets, and after adjustments for unconsolidated partnerships and joint ventures. Adjustments for unconsolidated
partnerships and joint ventures will be calculated to reflect FFO on the same basis.

We, along with others in the real estate industry, consider FFO to be an appropriate supplemental measure of a
REIT’s operating performance because it is based on a net income (loss) analysis of property portfolio performance that
excludes non-cash items such as depreciation and amortization and asset impairment write-downs, which we believe
provides a more complete understanding of our performance to investors and to our management, and when compared year
over year, reflects the impact on our operations from trends in occupancy.

Historical accounting convention (in accordance with GAAP) for real estate assets requires companies to report its
investment in real estate at its carrying value, which consists of capitalizing the cost of acquisitions, development,
construction, improvements and significant replacements, less depreciation and amortization and asset impairment write-
downs, if any, which is not necessarily equivalent to the fair market value of its investment in real estate assets

The historical accounting convention requires straight-line depreciation of buildings and improvements, which
implies that the value of real estate assets diminishes predictably over time, which could be the case if such assets are not
adequately maintained or repaired and renovated as required by relevant circumstances and/or as requested or required by
lessees for operational purposes in order to maintain the value disclosed. We believe that, since fair value of real estate assets
historically rises and falls with market conditions including, but not limited to, inflation, interest rates, the business cycle,
unemployment and consumer spending, presentations of operating results for a REIT using historical accounting for
depreciation could be less informative.

In addition, we believe it is appropriate to disregard asset impairment write-downs as they are a non-cash
adjustment to recognize losses on prospective sales of real estate assets. Since losses from sales of real estate assets are
excluded from FFO, we believe it is appropriate that asset impairment write-downs in advancement of realization of losses
should be excluded. Impairment write-downs are based on negative market fluctuations and underlying assessments of
general market conditions. When indicators of potential impairment suggest that the carrying value of real estate and related
assets may not be recoverable, we assess the recoverability by estimating whether we will recover the carrying value of the
asset through undiscounted future cash flows and eventual disposition (including, but not limited to, net rooms revenues, net
proceeds on the sale of property and any other ancillary cash flows at a property or group level under GAAP). If based on
this analysis, we do not believe that we will be able to recover the carrying value of the real estate asset, we will record an
impairment write-down to the extent that the carrying value exceeds the estimated fair value of the real estate asset. Testing
for indicators of impairment is a continuous process and is analyzed on a quarterly basis. Investors should note, however,
that determinations of whether impairment charges have been incurred are based partly on anticipated operating
performance, because estimated undiscounted future cash flows from a property, including estimated future net rooms
revenues, net proceeds on the sale of the property, and certain other ancillary cash flows, are taken into account in
determining whether an impairment charge has been incurred. While impairment charges are excluded from the calculation
of FFO as described above, investors are cautioned that due to the fact that impairments are based on estimated future
undiscounted cash flows and that we intend to have a relatively limited term of our operations, it could be difficult to recover
any impairment charges through the eventual sale of the property. No impairment losses have been recorded to date.
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Publicly registered, non-listed REITs, such as us, typically have a significant amount of acquisition activity and are
substantially more dynamic during their initial years of investment and operations. While other start up entities may also
experience significant acquisition activity during their initial years, we believe that publicly registered, non-listed REITs are
unique in that they have a limited life with targeted exit strategies within a relatively limited time frame after the acquisition
activity ceases. We will use the proceeds raised in our offering to acquire real estate assets and real estate-related
investments, and we intend to begin the process of achieving a liquidity event (i.e., listing of our shares of common stock on
a national securities exchange, a merger or sale, the sale of all or substantially all of our assets, or another similar
transaction) within five to seven years after the completion of our offering stage, which is generally comparable to other
publicly registered, non-listed REITs. Thus, we do not intend to continuously purchase real estate assets and intend to have a
limited life. Due to these factors and other unique features of publicly registered, non-listed REITs, the Institute for Portfolio
Alternatives (“IPA”), an industry trade group, has standardized a measure known as modified FFO (“MFFO”), which we
believe to be another appropriate supplemental measure to reflect the operating performance of a publicly registered, non-
listed REIT. MFFO is a metric used by management to evaluate sustainable performance and distribution policy. MFFO is
not equivalent to our net income (loss) as determined under GAAP.

We define MFFO, a non-GAAP measure, consistent with the IPA’s Guideline 2010-01, Supplemental Performance
Measure for Publicly Registered, Non-Listed REITs: Modified Funds from Operations (“Practice Guideline”), issued by the
IPA in November 2010. The Practice Guideline defines MFFO as FFO further adjusted for the following items included in
the determination of GAAP net income (loss): acquisition fees and expenses; amounts related to straight-line rental income
and amortization of above and below intangible lease assets and liabilities; accretion of discounts and amortization of
premiums on debt investments; mark-to-market adjustments included in net income (loss); nonrecurring gains or losses
included in net income (loss) from the extinguishment or sale of debt, hedges, foreign exchange, derivatives or securities
holdings where trading of such holdings is not a fundamental attribute of the business plan; unrealized gains or losses
resulting from consolidation from, or deconsolidation to, equity accounting; adjustments related to contingent purchase price
obligations where such adjustments have been included in the derivation of GAAP net income (loss); and after adjustments
for a consolidated and unconsolidated partnership and joint ventures, with such adjustments calculated to reflect MFFO on
the same basis. Our MFFO calculation complies with the IPA’s Practice Guideline, described above. In calculating MFFO,
we exclude paid and accrued acquisition fees and expenses that are reported in our condensed consolidated statements of
operations. Since MFFO excludes acquisition fees and expenses, it should not be construed as a historic performance
measure. Acquisition fees and expenses are paid in cash by us, and we have not set aside or put into escrow any specific
amount of proceeds from our offerings to be used to fund acquisition fees and expenses. Acquisition fees and expenses
include payments to PHA or its affiliates and third parties. Such fees and expenses will not be reimbursed by PHA or its
affiliates and third parties, and therefore if there are no further proceeds from the sale of shares of our common stock to fund
future acquisition fees and expenses, such fees and expenses will need to be paid from either additional debt, operational
earnings or cash flows, net proceeds from the sale of properties, or from ancillary cash flows. As a result, the amount of
proceeds available for investment and operations would be reduced, or we may incur additional interest expense as a result
of borrowed funds. Nevertheless, PHA or its affiliates will not accrue any claim on our assets if acquisition fees and
expenses are not paid from the proceeds of our offerings. Under GAAP, acquisition fees and expenses related to the
acquisition of properties determined to be business combinations are expensed as incurred, including investment transactions
that are no longer under consideration, and are included in acquisition related expenses in the accompanying condensed
consolidated statements of operations, and acquisition expenses associated with transactions determined to be an asset
purchase are capitalized.

All paid and accrued acquisition fees and expenses have negative effects on returns to investors, the potential for
future distributions, and cash flows generated by us, unless earnings from operations or net sales proceeds from the
disposition of other properties are generated to cover the purchase price of the real estate asset, these fees and expenses and
other costs related to such property. In addition, MFFO may not be an indicator of our operating performance, especially
during periods in which properties are being acquired.

In addition, certain contemplated non-cash fair value and other non-cash adjustments are considered operating non-
cash adjustments to net income (loss) in determining cash flows from operations in accordance with GAAP.
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We use MFFO and the adjustments used to calculate it in order to evaluate our performance against other publicly
registered, non-listed REITs, which intend to have limited lives with short and defined acquisition periods and targeted exit
strategies shortly thereafter. As noted above, MFFO may not be a useful measure of the impact of long-term operating
performance if we do not continue to operate in this manner. We believe that our use of MFFO and the adjustments used to
calculate it allow us to present our performance in a manner that reflects certain characteristics that are unique to publicly
registered, non-listed REITs, such as their limited life, limited and defined acquisition period and targeted exit strategy, and
hence the use of such measures may be useful to investors. For example, acquisition fees and expenses are intended to be
funded from the proceeds of our offering and other financing sources and not from operations. By excluding acquisition fees
and expenses, the use of MFFO provides information consistent with management’s analysis of the operating performance
of its real estate assets. Additionally, fair value adjustments, which are based on the impact of current market fluctuations
and underlying assessments of general market conditions, but can also result from operational factors such as the ADR and
occupancy rates, may not be directly related or attributable to our current operating performance. By excluding such charges
that may reflect anticipated and unrealized gains or losses, we believe MFFO provides useful supplemental information.

Presentation of this information is intended to assist management and investors in comparing the operating
performance of different REITs, although it should be noted that not all REITs calculate FFO and MFFO the same way, so
comparisons with other REITs may not be meaningful. Furthermore, FFO and MFFO are not necessarily indicative of cash
flow available to fund cash needs and should not be considered as an alternative to net income (loss) as an indication of our
performance, as an indication of our liquidity, or indicative of funds available for our cash needs, including our ability to
make distributions to our stockholders. FFO and MFFO should be reviewed in conjunction with other measurements as an
indication of our performance. MFFO may be useful in assisting management and investors in assessing the sustainability of
operating performance in future operating periods, and in particular, after the offering and acquisition stages are complete
and NAV is disclosed. MFFO is not a useful measure in evaluating NAV since impairment write-downs are taken into
account in determining NAV but not in determining MFFO.

FFO and MFFO, as described above, should not be construed to be more relevant or accurate than the current
GAAP methodology in calculating net income (loss) or in its applicability in evaluating our operational performance. The
method used to evaluate the value and performance of real estate under GAAP should be construed as a more relevant
measure of operation performance and considered more prominently than the non-GAAP FFO and MFFO measures and the
adjustments to GAAP in calculating FFO and MFFO. MFFO has not been scrutinized to the level of other similar non-
GAAP performance measures by the SEC or any other regulatory body.

Our calculation of FFO and MFFO is presented in the following table for the three months ended March 31, 2021
and 2020:

    For the Three Months Ended March 31,
    2021     2020

Reconciliation of net loss to MFFO:       

Net loss $
 

        (1,186,089) $
 

        (2,214,842)

Depreciation and amortization  
 

        776,396  
 

        662,512

Loss on acquisition  
 

        —  
 

        133,521

FFO  
 

        (409,693)  
 

        (1,418,809)
Less noncontrolling interest:       

Net loss attributable to noncontrolling interest  
 

        75,416  
 

        125,259

Depreciation and amortization attributable to noncontrolling interest  
 

        (170,484)  
 

        (171,733)

FFO attributable to common stockholders  
 

        (504,761)  
 

        (1,465,283)

Acquisition fees and expenses  
 

        —  
 

        513,519
Amortization of deferred financing costs and debt discounts and premiums as
interest  

 
        (2,472)  

 
        16,422

Unrealized (gain) loss on interest rate swap  
 

        (100,453)  
 

        224,609

MFFO attributable to common stockholders $
 

        (607,686) $
 

        (710,733)
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Related-Party Transactions and Agreements

We have entered into agreements with PHA and its affiliates whereby we pay certain fees to, or reimburse certain
expenses of, PHA or its affiliates for acquisition fees and expenses, asset management fees, disposition fees, property
management fees, O&O Costs and reimbursement of certain operating costs. Refer to Note 7 – “Related Party Transactions”
to our unaudited interim condensed consolidated financial statements included in this Quarterly Report for a discussion of
the various related-party transactions, agreements and fees.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

Not applicable.

Item 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures. We maintain disclosure controls and procedures that are
designed to ensure that information required to be disclosed in our reports pursuant to the Securities Exchange Act of 1934,
as amended, or the Exchange Act, is recorded, processed, summarized and reported within the time periods specified in the
rules and forms, and that such information is accumulated and communicated to us, including our chief executive officer and
chief financial officer, as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating
the disclosure controls and procedures, we recognize that any controls and procedures, no matter how well designed and
operated, can provide only reasonable assurance of achieving the desired control objectives, as ours are designed to do, and
we necessarily were required to apply our judgment in evaluating whether the benefits of the controls and procedures that
we adopt outweigh their costs.

As required by Rules 13a-15(b) and 15d-15(b) of the Exchange Act, we conducted an evaluation as of March 31,
2021, under the supervision and with the participation of our management, including our chief executive officer and chief
financial officer, of the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e)
under the Exchange Act). Based on this evaluation, our chief executive officer and chief financial officer concluded that our
disclosure controls and procedures, as of March 31, 2021, were effective at a reasonable assurance level.

(b) Changes in internal control over financial reporting. There have been no changes in our internal controls over
financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the Exchange Act) that occurred during the three months
ended March 31, 2021, that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

PART II – OTHER INFORMATION

Item 1. Legal Proceedings

We are not currently subject to any material legal proceedings and, to our knowledge, no material legal proceedings
are threatened against the Company. From time to time, we may be party to certain legal proceedings in the ordinary course
of business. While the outcome of any legal proceedings cannot be predicted with certainty, we do not expect that any such
proceedings as of the time of this Quarterly Report will have a material effect upon our financial condition or results of
operations.

Item 1A. Risk Factors

There have been no material changes from the risk factors set forth in our Annual Report.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Unregistered Sales of Equity Securities

On January 19, 2021, we sold an aggregate of $440,000 of A Shares, or 44,000 A Shares, to THR. Such sale was
exempt from registration under the Securities Act pursuant to Section 4(a)(2) of the Securities Act. No selling commissions,
dealer manager fees or other organization and offering expenses were payable in connection with such sale. We intend to use
the proceeds from A Shares to pay the selling commissions, dealer manager fees, stockholder servicing fees, and other
organizational and offering expenses related to the K Shares, K-I Shares and K-T Shares sold in the primary portion of our
Public Offering.

Use of Proceeds

On August 14, 2018, our Registration Statement on Form S-11 (File No. 333-217579), covering a public offering of
up to $550,000,000 in shares of our common stock, was declared effective by the SEC under the Securities Act. We are
offering up to $550,000,000 in shares of our common stock, including $500,000,000 in shares of our common stock
pursuant to our primary offering, consisting of the following three share classes: K Shares at an initial offering price of 
$10.00 per share (up to $125,000,000 in shares), K-I Shares at an offering price of  $9.30 per share (up to $125,000,000 in
shares), and K-T Shares at an initial offering price of  $10.00 per share (up to $250,000,000 in shares), which reflect the
estimated NAV per share of each of the K Shares, K-I Shares, and K-T Shares as of February 28, 2018, and $50,000,000 in
shares of our common stock pursuant to the DRIP at $9.50 per K Share (up to $12,500,000 in shares), $9.50 per K-I Share
(up to $12,500,000 in shares) and $9.50 per K-T Share (up to $25,000,000 in shares).

On May 23, 2019, our board of directors determined an estimated NAV per share of all classes of our capital stock,
each calculated as of March 31, 2019, as follows: (i) $10.00 per K Share; (ii) $10.00 per K-I Share; (iii) $10.00 per K-
T Share; (iv) $3.97 per A Share; and (v) $0.00 per B Share. On March 22, 2018, our board of directors determined an
estimated NAV per share of all classes of our capital stock, each calculated as of February 28, 2018, as follows: (i) $10.00
per K Share; (ii) $10.00 per K-I Share; (iii) $10.00 per K-T Share; (iv) $0.00 per A Share; and (v) $0.00 per B Share. On
April 7, 2020, in response to the COVID-19 pandemic, our board of directors unanimously approved the temporary
suspension of (i) the sale of K Shares, K-I Shares and K-T Shares in the Public Offering, effective as of April 7, 2020 and
(ii) the operation of the DRIP, effective as of April 17, 2020. On June 10, 2020, our board of directors determined an
estimated NAV per share of all classes of our capital stock, each calculated as of March 31, 2020, as follows: (i) $8.56 per
K-Share; (ii) $8.55 per K-I Share; (iii) $8.56 per K-T Share; (iv) $0.00 per A Share; and (v) $0.00 per B Share.

From the commencement of the Public Offering through March 31, 2021, we sold 2,469,167 K Shares at a
weighted average price of $9.74 per share for gross proceeds of $24,048,117, 818,306 K-I Shares at a weighted average
price of $8.98 per share for gross proceeds of $7,352,306, 47,540 K-T Shares at a weighted average price of $10.00 per
share for gross proceeds of $475,400, for total gross proceeds of $31,875,823 in the Public Offering. During the same
period, pursuant to the DRIP, we issued 15,237 K Shares to investors at a weighted average of $8.66 per K Share for gross
proceeds of $131,936, 11,574 K-I Shares at a weighted average of $8.85 per K-I Share for gross proceeds of $102,455, and
1,129 K-T Shares at a weighted average of $8.62 per K-T Share for gross proceeds of $10,512, for total gross DRIP
proceeds of $244,903. Additionally, the Company received $2,630,000 from the sale of A Shares to THR from a private
placement.

From commencement of the Public Offering through March 31, 2021, we had incurred $2,593,554 of selling
commissions, dealer manager fees and stockholder servicing fees in connection with the Public Offering, which were paid
with proceeds from the issuance of A Shares to THR.
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From inception through March 31, 2021, we recognized selling commissions, dealer manager fees, and
organization and other offering costs in the Private Offering as follows:

Type of Expense Amount     Amount     Estimated/Actual

Selling commissions and dealer manager fees $

 
        

1,058,501  Actual

Other organization and offering costs  

 
        

1,083,912  Actual

Total $

 
        

2,142,413    

The amounts above were charged against additional paid in capital on the condensed consolidated balance sheet to
the extent that the total organization and offering costs recognized would not exceed 15% of gross proceeds from the Private
Offering.

From inception through March 31, 2021, we recognized selling commissions, dealer manager fees, stockholder
servicing fees, and organization and other offering costs in the Public Offering as follows:

Type of Expense Amount     Amount     Estimated/Actual

Selling commissions, stockholder servicing fees and dealer manager fees $

 
        

2,593,554  Actual

Other organization and offering costs  

 
        

2,619,055  Actual

Total $

 
        

5,212,609    

The amounts above were charged against additional paid in capital on the condensed consolidated balance sheet to
the extent that the total organization and offering costs recognized would not exceed 15% of gross proceeds from the Public
Offering.

As of March 31, 2021, the net offering proceeds to us from our Private Offering and our Public Offering, after
deducting the total expenses incurred as described above, were approximately $45,597,715.

We expect to continue to use the net proceeds from our Public Offering to acquire and own a diverse portfolio of
hospitality properties consisting primarily of select-service, extended-stay, and compact full-service hotel properties
throughout the United States. We may also make investments in distressed debt and preferred equity where the intent is to
acquire hotel properties underlying such investments. As of March 31, 2021, we had an ownership interest in four hotel
properties with an aggregate initial purchase price of $63,322,489, inclusive of acquisition and closing costs. These hotel
property acquisitions were funded from net proceeds from our Private Offering, Public Offering, and borrowings.

Share Repurchase Program

We have a share repurchase program that may provide an opportunity for stockholders to have their shares of
common stock repurchased by us, subject to certain restrictions and limitations. Refer to Note 8 – “Stockholders’ Equity” to
our unaudited interim condensed consolidated financial statements included in this Quarterly Report for a discussion of the
details of our share repurchase program.

On March 20, 2020, our board of directors decided to temporarily suspend repurchases under our share repurchase
program effective with repurchase requests that would have been processed in April 2020 due to the negative impact of the
COVID-19 pandemic on our portfolio at the time; provided, however, we continued to process repurchases due to death in
accordance with the terms of our share repurchase program. On June 10, 2020, the board of directors determined to fully
reopen the share repurchase program to all repurchase requests commencing with the next quarter repurchase date, in July
2020. Shares will be repurchased subject to and upon the terms and conditions of our share repurchase program and
repurchase prices will be based upon the estimated per share NAVs in accordance with the terms of the share repurchase
program. Any unprocessed requests will automatically roll over to be considered for repurchase unless a stockholder
withdraws the request for repurchase five business days prior to the next repurchase date.
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During the three months ended March 31, 2021, we fulfilled repurchase requests and repurchased K Shares
pursuant to our share repurchase program as follows:

            Total Numbers of     Approximate Dollar
Shares Purchased as Value of Shares

Total Number of Part of Publicly Available that may yet
Shares Requested to Average Price Announced Plans and be Repurchased under

Period be Repurchased Paid per Share  Programs  the Program

January 2021  
 

        — $
 

        —  
 

        —  
 

        (1)

February 2021  
 

        — $
 

        7.92  
 

        1,000  
 

        (1)

March 2021  
 

        34,700 $
 

        —  
 

        —  
 

        (1)

 
 

        34,700  
 

        1,000

(1) The number of shares that may be redeemed pursuant to the share repurchase program during any calendar year is
limited to 5.0% of the weighted average number of K Shares, K-I Shares, and K-T Shares outstanding during the
trailing 12 months prior to the end of the fiscal quarter for which repurchases are being paid (provided, however,
that while shares subject to a repurchase requested upon the death of a stockholder will be included in calculating
the maximum number of shares that may be repurchased, shares subject to a repurchase requested upon the death of
a stockholder will not be subject to the percentage cap).

Our board of directors approved outstanding repurchase requests received during the three months ended December
31, 2020, and, on February 8, 2021, we repurchased 1,000 K Shares for $7,920, or $7.92 per K Share. Our board of directors
approved two outstanding repurchase requests that were received during the three months ended March 31, 2021, and, on
May 7, 2021, we repurchased 34,700 K Shares for $289,421, or $8.34 per K Share.

Our board of directors approved two outstanding repurchase requests due to death that were received during the
three months ended March 31, 2020, and, on May 1, 2020, we repurchased 23,500 K Shares for $235,000, or $10.00 per K
Share.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

None.

Item 6. Exhibits

The following exhibits are filed as a part of this report or incorporated by reference.

Exhibit No.     Description 
   
3.1  Second Articles of Amendment and Restatement of Procaccianti Hotel REIT, Inc. (included as Exhibit 3.1

to the Company’s Registration Statement on Form S-11 (File No. 333-217578) filed May 1, 2017 and
incorporated herein by reference).
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3.2  Bylaws of Procaccianti Hotel REIT, Inc. (included as Exhibit 3.2 to the Company’s Registration
Statement on Form S-11 (File No. 333-217578) filed May 1, 2017 and incorporated herein by reference).

   
3.3*  Articles of Amendment of Procaccianti Hotel REIT, Inc., effective as of March 31, 2020 (previously filed

as Exhibit 99.1 to the Registrant’s Current Report on Form 8-K filed on March 31, 2020)
   
3.4  Third Articles of Amendment and Restatement of Procaccianti Hotel REIT, Inc. (included as Exhibit 3.3

to Post-effective Amendment No. 1 to the Company’s Registration Statement on Form S-11 (File No.
333-217578) filed August 14, 2018 and incorporated herein by reference).

   
4.1  Subscription Agreement and Subscription Agreement Signature Page (included as Appendix C to the

Company’s Prospectus filed pursuant to Rule 424(b)(3) (File No. 333-217578) filed August 15, 2018, as
supplemented, and incorporated herein by reference).

   
4.2  Distribution Reinvestment Plan (included as Appendix B to the Company’s Prospectus filed pursuant to

Rule 424(b)(3) (File No. 333-217578) filed August 15, 2018, as supplemented, and incorporated herein by
reference).

   
4.3  Description of Securities Registered pursuant to Section 12(g) of the Securities Exchange Act of 1934

(filed as Exhibit 4.3 to the Registrant’s Annual Report on Form 10-K (File No. 333-217578) filed on
March 30, 2020, and incorporated by reference herein).

   
31.1*  Certification of Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
   
31.2*  Certification of Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
   
32.1**  Certifications of Chief Executive Officer and Chief Financial Officer, pursuant to 18 U.S.C. Section 1350,

as created by Section 906 of the Sarbanes-Oxley Act of 2002.
   
99.1  Consent of Robert A. Stanger & Co., Inc. (filed as Exhibit 99.1 to the Registrant’s Annual Report on

Form 10-K (File No. 333-217578) filed on March 30, 2020, and incorporated by reference herein).
   
101.INS*  XBRL Instance Document.
   
101.SCH*  XBRL Taxonomy Extension Schema Document.

101.CAL* XBRL Taxonomy Extension Calculation Linkbase Document.

101.LAB* XBRL Taxonomy Extension Label Linkbase Document.

101.PRE* XBRL Taxonomy Extension Presentation Linkbase Document.

101.DEF* XBRL Taxonomy Extension Definition Linkbase Document.

* Filed herewith.

** Furnished herewith. In accordance with Item 601(b)(32) of Regulation S-K, this Exhibit is not deemed filed for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to the liabilities of that
section. Such certifications will not be deemed incorporated by reference into any filing under the Securities Act of 1933, as
amended, or the Securities Exchange Act of 1934, as amended, except to the extent that the registrant specifically
incorporates it by reference.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

 PROCACCIANTI HOTEL REIT, INC.
   
Date: May 14, 2021 By:/s/ James A. Procaccianti
   
  James A. Procaccianti
  Chief Executive Officer, President and
  Chairman of the Board of Directors
  (Principal Executive Officer)
   
Date: May 14, 2021 By:/s/ Gregory Vickowski
   
  Gregory Vickowski
  Chief Financial Officer, Treasurer
  and Director
  (Principal Accounting Officer and
  Principal Financial Officer)


