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725 Fifth Avenue, 26 Floor
New ork, NewYurk 10022

April 6, 2018

YVia Facsimile and First Class Mail
Hon, Robert Menendez

Ranking Member

Committee on Foreign Relations
United States Senate
Washington, D.C. 20510-6225

Senator Robert Menendez:

. This letter responds on behalf of The Trump Organization to your letter dated March 1,
2018, Upon receiving your letter, The Trump Organization elected to respond voluntarily, and we
have been working to do so as promptly and as fullﬂi as reasonably possible. See Sen. Comm.
Foreign Relations R. 7(a).

In your Jetter, you ask a number of questions regaxdmg The Trump Organization’s recent
donation of $151,470 to the United States Depmment of Treasury. Set forth below is an
explanation of that donation and answers to your qucmons

The Constitutional Emoluments Clauses

At the outset, however, it is important to emphasize that The Trump Organization
respectfully but strongly disagrees with the premise of your letter, i.e., that payments received by
The Trump Organization constitute e¢rnoluments as that term is used in the United States
Constitution. As Sheri Dillon made clear during the prcss conference at Trump Tower on January
11, 2017, “[p]aying for a hotel room is not a gift and it has nothing to do with an office. Itis
not an emolument.” The Trump Organization made thls donation to the Treasury Department as
& prudential measure promised by the President, and not because any of the business at issue
constifutes an “emolument” under the United States Consmutmn We first explain the basis for
this view and then turn to your questions.

The Foreign Emoluments Clause in Article I, Section 9, Clause 2, states: “No Person
holding any Office of Profit or Trust under them, shall without the Consent of Congress, accept
any present, Emolument, Office, or Title of any kind whatever, from any King, Prince, or foreign
State.” Although “Emolurnent” is a re:latwely obscure/term these days, when the Constitution was
written it had a widely understood meaning, It referre:d to financial benefits received in exchange
for performing the duties of office or personal semces as an employee and did not €OCompass
profit from private business transactions unrelated to the duties of the office.’

! See, e.g., Barclay's A Complete And Untversal English chlianary n A New Plan (1774); 1 Jchn Trusler, The
Difference, Botween Words, Esteemed Synonymous, In The English Language 154-55 (1766); ¢f. Oxford English
Dictionary, Emolument, OED Online (2018) (defining “emolument” as *[p]rofit or gain arising from station, office,

or employment; dues; reward, remuneration, salary”).
!
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Court decisions defining “emolument™ are few, but in 1850, the United States Supreme
Court in Hoyt v. United States, 51 U.8, 109, 135 (1850), authoritatively interpreted the term
emoluments, as used in a federal statute, as “embrac[ing] every species of compensation or
pecuniary profit derived from a discharge of the duties of the office.”

That definition accords with the Constitution’s two other uses of the word—both of which
expressly tie the term “emolument” to compensation received in exchange for performing the
duties of office, See U.S. Const. art. I, § 6, cl. 2 (discussing the “Emoluments” of federal office);
id. art. II, § 1, cl. 7 (describing the presidential salary as an “Emolument™).

The historical record confirms that the Constitution’s use of “emolument” is inapplicable
to ordinary business transactions that do not involve performing the duties of office or employment
services. While serving as our Nation’s first President, George Washington bought three parcels
of land in the District of Columbia from the United States Government. If the definition of
“emolument” were as broad as your lefter suggests and included any benefit whatsoever, the
purchase of that land by President Washington would have violated the Constitution’s
Compensation Clause, which prohibits the President from receiving “any other Emolument” from
the Federal Government beyond his official presidential salary. U.S. Const. art. I1, § 1, cl. 7. But
in fact President Washington’s purchase was approved by three commissioners acting on behalf
of the Government.  Every one of these individuals had first-hand familiarity with the
Constitution’s use of the word “emolument™  President Washington presided over the
Constitutional Convention that wrote the Constitution, one of the commissioners, Daniel Carroll,
represented Maryland at the Constitutional Convention, and the remaining two ¢ommissioners,
Thomas Johnson of Maryland and David Stuart of Virginia, served in their state conventions that
ratified the Constitution. None of those four gentlemen raised the “emolument” issue in
connection with that purchase.

Further, many of the Founding Fathers were among the wealthiest landowners and
businessmen in the country at that time. After ratification, over a dozen (by our count) of the
wealthiest—including President Washington and President James Madison, who is often called
the “Father of the Constitution™ because of his crucial role in drafting that document—served by
election or appointment to high positions in the Federal Government, while maintaining their
business interests. The historical record containg no concern that these continued business interests
constituted “emoluments,” nor any demand for divestiture. It is impossible to believe that the
Founders would draft, approve, and advoeate 2 Constitation that restricted transactions
with domestic and foreign governments, and then themselves immediatcly and openly violate
thosc very restrictions.

Nor did Congress raise the Foreign Emoluments Clause as an impediment when President
Gerald Ford nominated Nelson Rockefeller to become Vice President, notwithstanding extensive
confirmation hearings and a confirmation vote before Congress. Rockefeller continued to hold

% See also MeLean v. United States, 226 U.S. 374, 382 (1912) (“It is difficult to deal with a distinction between pay
and emoluments, Both are rewards or compensation, the one no more than the other, for ‘service supposed.” . . Pay
and emolutrents are but ¢xpressions of value used to give complete recompense to a deserving officer.™); United
States v. Hartwell, 73 U.8. 385, 393 (1867) (defining “office” as “embrac|ing] the ideas of tenure, duration,
emolument, and duties.”); Smith v. Jackson, 241 F. 747, 769, 770 (5th Cir. 1917) (defining “Emolument [as] the
profit arising from office or employment; that which is received as compensation for services, or which iz annexed
to the possession of office, as salary, fees, and perquisites™); Affetto v.TRW, Inc., 691 F.2d 357, 358-59 (7th Cir.
1982) (noting that “emolument” is given as a synonym for “wages” in Webster’s Third New Tnternational
Dictionary).
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stock in the Standard Oil company, which did business worldwide, including with foreign
governments. Even though these holdings would, under vour suggested definition of
“emolument,” implicate the Foreign Emoluments Clause, Congress showed no concern about that
issue, and the acting Attomey General’s official analysis of possible ethics issues raised by
Rockefeller’s holdings did not even mention the emoluwments issue. Rockefeller was confirmed
without divesting his Standard Oil stock holdings or putting them into & “blind trust.”

Even more recently, the Senate confirmed Penny Pritzker, President Barack Obama’s :
nomines as Secretary of Commerce, even though she retained ¢onsiderable holdings in her -
family’s business, Hyatt Hotels. No emoluments controversy arose about her continued holdings, :
either, even though those hotals, like the Trump properties, host foreign government officials.

So far as we can ascertain, President Trump is the only United States President ever
confronted with such a broad definition of “emoluments.”

The evidence all establishes that “emolument,” as used in the Foreign Emoluments Clause,
does not extend to routine impersonal business transactions. The term instead encompasses
financial benefits received in exchange for performing the duties of office or employment services.
It cammot be more broadly defined as your letter appears to do, without departing from
longstanding Supreme Court precedent, the Constitution’s consistent language, and the Nation’s
historic practices dating all the way back to George Washington.

Accordingly, as Ms. Dillon stated during the January 11, 2017 press conference, “[tJhe :
Constitution does not require President-¢lect Trump to do anything here.” Nevertheless, as she ’
announced, “President-elect Trump has decided . . . that he is going to donate all profits from
foreign government payments made to his hotel[s] to the United States Treasury.” In compliance
with that pledge, on February 22, 2018, The Trump Orgamzation delivered a check in the amount
of $151,470 to the United States Treasury. Copies of the cover letter, the check (with the account
number redacted), and a receipt received from the Department of Treasury are attached to this
letter as Exhibit A.

Calculation of the Donation to the Treasury

You have asked how The Trump Organization calcutated the amount of the donation. The
donation represents, for the period January 20, 2017 through December 31, 2017, the profits
aftributable to foreign government patronage at both (a) all wholly-owned Trump hotel, resort, and .
club properties, and (b) all such properties managed by The Trump Organization where the j
management fee earned is derived in part from foreign government patronage. The Trump :
Organization followed the procedures set forth in its internal policy document entitled “Donation
of Profits from Foreign Government Patronage,” For your convenience, a copy of that policy
document is attached as Exhibit B.

In response to your questions, the following paragraphs explain precisely how The Trump
Organization calculated the donation. As you know, “profit” is defined generally as revenues
minus expenses. To determine the total revenues obtained from foreign governments or
individuals representing a foreign government on foreign government business, The Trump
Organization included: (i) all revenue from direct billings to foreign governments, (ii) all revenues
from contracted group, banquet, and catering business with the property from a foreign
government, as indicated by a checkbox included on the sales contracts or other observations, and
(ii) all payments received by check or electronic payment from a source reasonably identifiable
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as a foreign government entity. In addition, The Trump Organization identified foreign
government patronage based on the submission by the patron of a “tax exempt status card,” used
by foreign government officials to show exemption from local, state, and federal taxes. Finally,
The Trump Organization also investigated news reports of foreign government patronage that it
became aware of and included those revenues to the extent appropriate; it often determined,
however, that certain such reports were inaccurate, overstated, or both. (For example, certain
reports purporting to value Saudi government patronage at the Trump International Hotel in
Washington, [.C., included patronage before the Inauguration). Using these procedures, each
Trump property determined whether it had reecived foreign government patronage revenue, and
all amounts ascertained for the period from. January 20, 2017 to December 31, 2017 were included
in the calculation. In short, The Trump Organization is aware of no foreign government patronage
revenue during the relevant period that is excluded from this caleulation of foreign government
patronage revenue.

It is worth emphasizing that, since the President has no involvement in managing The
Trump Qrganization, no undue influence on the President or his Administration can result from
any of these transactions. Moreover, if The Trump Organization has been unable, after
considerable effort, to identify other foreign government patronage revenue, that revenue
could not possibly serve to curry favor with or otherwise influence the President or the
Administration.

Next, The Trump Orpamization calculated the profit from the foreign government
patronage. For properties wholly-owned by The Trump Organization, The Trump Organization
used the definition of “Gross QOperating Profit” as that term ig defined in the Uniform System of
Accounts for the Lodging Industry, Eleventh Revised Edition (“USALI”). Because it would not
be feasible to derive any remotely accurate profit percentage for an individual hotel stay or a single
meal or banquet, The Trump Organization applied the annual Gross Operating Profit percentage
for each wholly-owned property to the total foreign government patronage revenue at that

property.

Under the USALI, Gross Operating Profit for the property equals Total Operating Revenne
minus “Departmental Expenses” and “Undistributed Operating Expenses,” Under the USALL
“Departmental Expenses™ includes Cost of Sales, Cost of Other Revenue, Labor Costs and Related
Expenses, and Other Expenses. “Undistributed Operating Expenses” includes five categories:
Administrative and General, Information and Telecommunications Systems, Sales and Marketing,
Property Operation and Maintenance, and Utilities. (Relevant excerpts from the USALI are
attached to this letter as Exhibit C.) The Gross Operating Profit percentage was obtained by
dividing the dollar amount of Gross Operating Profit for the property by the Total Operating
Revenue for the property. The Gross Operating Profit percentage for the property was then
multiplied by the foreign government patronage revenue at the property, resulting in the foreign
government patronage gross operating profit for the property. The calculated foreign government
patronage gross operating profit was the amount donated from that property to the Treasury
Department. ‘

Please note that the Organization utilized “Gross Operating Profit,” from the USALI and
not “Net Income.” Although 4 true and complete measure of profit would also deduet such costs
as rent expense, property taxes, interest expense, and insurance, those expenses were not deducted
from the foreign government patronage revenue. Thus, the amount of calculated profit from
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wholly-owned properties overstates the actual profits from the foreign government patronage
revenues.

For properties managed but not owned by The Trump Organization, the foreign
govemnment patronage revenue for cach managed property was denived as explained above. The
amount of foreign government patronage revenue was then divided by the total revenue of the
property to determine the percentage of foreign government patronage revenue to total revenue.
The resulting percentage was multiplied by the management fee paid to The Trump Organization
during the relevant time period to obtain the amount of profit derived from managing the property.
No expenses attributable to managing the property were deducted from this calculation to amrive
at the amount payable to the Department of Treasury from the property. Again, without deduction
of management expenses, the amount paid to the Treasury Department overstates the caloulated
profits earned.

The profits derived by this method for each wholly-owned or managed property were then
transferred to the Trump Corporation, and the total amount of foreign government patronage
profits was submitted in a single check (Exhibit A) from the Trump Corporation to the Department
of Treasury. The Trump Organization is treating the $151,470 donation as a non-deductible
expense for tax purposes and it will not claim the donation as a charitable deduction.

We trust this letter answers your questions about the process. Because it is a private entity
operating in a highly competitive market, The Trump Organization does not make its proprietary
financial records public. The Trump Organization’s voluntary response to your inquiry should not
be read as a willingness to respond to future inquiries.

Respectfully,

o L~

George A. Sorial
Executive Vice President and
Chief Compliance Counsel

Enclosures

cer Senator Bob Corker, Chaitman
Committee on Foreign Relations
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EXHIBIT A

Morgan Lewis

Shert Dillon
Partner
1-202-373-5749

February 22, 2018

Gifts to the United States

U.5. Department of the Treasury
1500 Pennsylvania Ave., N,W.
Washington, D.C. 20220

Re:  Gift to the United States
To Whom It May Concern:

On behalf of The Trump Organization, please find enclosed a check for $151,470 made payable

to th? United States Treasury, The Trump Qrganization is pleased to make this voluntary
donatx‘?n to the U.S. government and requests that it be deposited into the “Gifts to the United
States™ account for the unconditioned and general use of the federal government.

Sincerely,

Al Y

Sheri A. Dillon

Morgan, Lawls & Bockius LLP

TiT Pennsylvania Ava., NW

Washington, DC 20004-2541 +1.202.739.3000
United Staien +1.202.739.3001
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CHECKOATE
022118

EXHIBIT A

l!!‘.'J [ VIETIRG I THE SIGNATURE LINT

oy 015820

BCK AMOUNT
**"*3151 470.00%*

pAY " ONE HUNDRED FIFTY ONE THOUSAND FOUR HUNDRED SEVENTY DOLLARS AND NO CENTS*#r#++

TWO SIGNATURES NEEDED ON AMTE OVER 510,000,

ro THE UNITED STATES TREASURY
JRDER OF :
b »
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GIFT RECEIPT

On this day, Rebruary 22, 2018, I, Mazthe. M Chacon Opiag, confim
receipt of a check dated February 21, 2018, for $151,470 made payable to the

United States Treasury from The Trump Corporation.

1oth. e,
ignature of Recipient
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EXHIBIT B

OVERVIEW

The purposa of this policy 15 t define tha procadura and application of The Trump Organization's (the "Company™) valuntary
directiva to donata all profits from forslan Governmants’ patronags at our hotals and similar businasses during President
Trump's praaidantial term to th LS, Treasury.

We acknowladge that It I3 not customary I B hotpitality Industry to identify and calculsta prefits fram a particular customar
group, Therefore, this policy has besn dasigned for our hotals and similar businesees to rely on known and icentifiabie scurce
datn and docurneitatioh to quentify amounts and profit calculations.,

fiagarding the calculation of profit, conshitant with the hospitality Industry, our hotels follow tha sccounting and financial
reporting guldancs provided for in the Uniform Syatem of Accounts for the Lodging tndustry, Elewarnth Ravised Edition ("USAL™),
Tha USALI provides » formet of oparating statomont which calcuiates and dafine: net income (“Profft*) az operating revenua
|3z all axpensas In connection with tha businsss.
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EXHIBIT B

POLICY SCOPE

Our portiolio of hotels and simiiar businexses (the "Propertios™) consists of both () wholly=owned hotals, resorts and clubs,
and (&) managed hotels and condominium-hotels. Tha scope of this palicy I applicabie to:

{1y Profit gerwratad from Torelgn governments” patronage fiom wholly-owned Propartles and;
{2y Profit generated from management fees aarnsd from minaged hotels and condominlum-notels
attributed to foralgn govemmaents' patronaga,

The policy is not applicable to prafits samed by and attributed to the ownet's of condominiums-hotel units located in the
Company's managed condeminium=-hotel propertles, as those profita belong to the Individusl candarminum=ynits ewoers,
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EXHIBIT B

FICATIO
- FOREIGN

GOVERNMENT
PATRONAGE

It the normal caura of operating hotels, revenue is generated from the zale of overnloht guestroom stays, food and Bever-

[T
Z
_

age, conferance and banciuat services, Spa sarvicas, retall sales, recreation activitiag and othar ancillary services, Canslstent
with the hetel Industry, we rnay acceapt patrenage from not anly registered guaests and contracted groups staying at cur
Properties, lbut 2is0 transient, walk-in custamers (for example, restaurant patrons),

T illy and cornpietely identify all patronage at our Proparties by customer type Is Impractical In the service Incustry and
Putting farkh & policy that requirgs all guests to Igentily thamsalvgs would Impeds upon persond privacy and diminish
the guest axporence of our brand. It 15 nat the intention aor design of this policy for our Propecting b sttemot to ldentify
Individual travelors who have net specifically (dentifled themsslves B8 being & representative of & foreign govertrnent antity

on foreign governrnent business,
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It 12 the Intenticsn of this policy for our Propartios to makie commerclally raasonabie offorts using the threa sources noted balow to daterming when
a Froperty has recelved revanue from an entity that represents a forelgn govartiment on forelgn governmant busineas (“Forelgh Government
Revanues™).

To practically track and identify Foralgn Government Revenues recalved from customars represanting a foralgn govarnmant, our Rropartias shall
utllize the fallowing sources:

1. Al divect biliings from the Proparty to » forelgn government;
2 All contractad group, banquet and cataring business with tha Proparty from a forelgn govarnment; and
X. All paymanta recsived by the Proparty via check or slecironic payment {L.s., bank wire transfer) from a reasonably identifiable forsign

governmant sntity.

This palley deflhes "forslgn governmont antity™ to maan a () departrant or agency of a forsign government, (I} a foralgn embassy, (D a forelgn
political party, (v) members of & royal family, or (v) a sovaraign waalth fund, Wa recognizs thet forsign govarmnmants can be organized i very
different ways. Some may operate thraugh state-owned and state-controlied antities in Industrios such as aorospace and defonse, banking, finance,
mealthcars, energy and others, which may not be reasonably dentifiable as foreign govarnmmant entities, and therefore may not be Included In our
caleulation of profit te be donated.

Our Fropartdes shal identify and provide a separate accounting for all revenuss recelyed from forelgn govarnmeants’ patronage on A regilar basis,
Tha accumulated total amount of revenuss identifled shall He sgovegated oh an annual basls and used for the calouatien of profit attributed fram

that patronagas, as dafined balow.
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EXHIBIT B

CALCULATION
= PROFIT

WHOLLY-OWNED PROPERTIES

I =ummary, tha LJSALl ealeuiation of Profit i defined as total operating revenue ('Revenus") lesx (1) toial departmantal
exponsas, () total undistributed sxpenses and (3) total non-oporating axpurnses,

Az our Proparties generata varlous revenue streams fronm sales of product siferings with differant ravenus pricing and cost
stpucturas, cur most relevant measure of Proflt s the Revanua recelved by the Property less the costs required 1o provicke such
Ravanua, To sttempt to Individually track and giatinetly attribute cartsin busingss-ralates oottt a2 epaciiicnlly Idontitiablio to &
particuisr Custormer grou i ot pracecal, ner woulct 1 aven b potslble without an inordivate amount of tme, rescurces and
spacializts, which wauld st ba subject 1o some maasure of estimation and cost alocation maothodalody.
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EXHIBIT B

Aa such, the most reasonable and eiTective way to messute PRofit from & particular customer base [y toapply an ovarall Proparty Profit calculation on
& pro-rata basls o the revenue generated from that custormar base, It 1s our policy therafore to calculate Profit from forslgn govermments’ patronags
Iny this mannar. An example of this mathodolbgy i summarized below for llusirative purposes anly:

Exmnple; A wholly-owned hotel generated on an annuel bazls $10,000,000 In Revenuse, of which $500,000 (5%) was kientified as Forelgh
Government Revenug, The hotal's total annual departmant sxpanzes are $7.500,000 and annual ron-oparating axpanzas ara $1,000,000. Annual
rt Incame (Prefit) for this hotel 15 $1,500,000,

1. In this exampie, tha hotel's groas aparating profit as dafined 'bry USALI Ix £2,500.000, or 25% of Ravanua, The hotel applles the same 25% gross
oparating percantage margin to the $500,000 of Foralgn Government Revenus to determine its grocs operating profit on the Foralgn
Government Revenue to be $125,000 (F500,000 x 25%),

2. Tha hotw! than applies & 5% (hased on the % of Foralgn Govermment Ravenus) allocation to tha noti-oparating business exponses, which
calculation I3 $50.000 (31,000,000 x 5%). .

3. Tt hotel profit tharefara attributed to baing from forelgh gevernment patrenages ("Fondgn Gowemnment ProfR™ i $75,000 In this example.
Thiz Iz caleulated a5 gross operating profit amaunt of $125,000, less the $50,000 amount of hon-oparating axpanses for a net Fardion
Governmant Profit of $75.000.

Faraign Government Profit shall be tabulated for each whally-ownied Property on an Annual bagls.

MANAGED HOTELS

For our managed Hotels, the Company,. through its management agraaments, may sarn managemant and simliar fees which may be bazed on a
parcentage of Proparty revenus or & fixed fee amount. For such Yees wherae the fas |3 basad on parcentage of ravenus or operating parformance, tha
Compary will attribute & prcantage of tha managemant faa based on a percentage of Forelgn Governmant Parcantage amount over total revenuea,
This percentage of thy mansgenant fas, (o2 the Company's astoclated corporate ovarhead axpenses to adminlater the management sarvices, shail
be desmed as Profit from management feas attributed to foreloh governments’ patronage.
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EXHIBIT B

DONATIONS TO
J.S. TREASURY

©On an annual bask, and aftar the camplation of our fiscal yaar, the Compary's wholly-owned Properties shall send thelr
Forelgn Government Profit te a master Company bank account for aggregetion. Also on an annusl basis, and after the
cormplatlon of the Sompany’s Tiscal yoar, the Comipany $hall 3end to the tamé master Company bank account Its accumulation
of Profit from manxgernent fees that |13 ovemnad attributed from forslgn governments' patrotiage, The Company shall then
make its antwal dondtion of Profit from faralgh governiments’ pattotade to the US, Treasury In one lump sum paymaent from
thla manstar azcount reprasenting lts voluntary donatian in accardance with this policy,
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EXHIBIT C
1 ment [For Operators]1
Pemigo Or
CurmENT PERIOD Yean-To-Dare
Fonzcast/| Pron Fortcast/| Pmon
Aourl | mocer | Yean | AOVA | Bupaer | Yean
Rooms AvalasLEs ; ; ; : ; E
Rooms SoLn: : H : : : :
Ocoupancy: : : : : '
ADR: : ' ' : : :
Rooms RevPAR: : ' ' : i i
TotaL RevPAR: ; ; : ' : i
Peuion Or
Curnent Pemon Yean-To-Dare
AcTuaL Forecast/| Paicn AcTua, Fonecazt/| PaoR

Bupoer Yusn

Buoaey Yeam

§

PR E 1% 8 %] S

‘% 6 %) 8

Oreraring REVENUE
Rooms
Food and Baveruge
Other Operated Dapartrmentz
Miscellaneous income
Torar Opeaarivg Revesue
DeparrventaL Exrenses
Rooma
Food and Baverage
Other Operated Departments
Tora. DeeantamnraL EXPENSES
ToTas DeparTMENTAL PRORT
LnpisTRauTen Oremating Exrenzea
Administrative and General
Information and Talacommunications Syastems
Eales and Marketing
Praperty Operation and Maintenance
Utilities
Totar Unpistrisuten Expensen
Gross Oremariia Prosr
Managemeny Fees
Income Berone Nou-Orpaating INcoME AND Exeruses
MNon-OreRATING INcOME AND Expanars
Income
Rent
Froperty and Qther Taxes
Insurance
Other
TotaL Non-OperaTiNG INCOME aND Expensts
Eannmcs Brromyt IntenisT, Taxs, Derreciarion, Ang
AMORTIZATION
RepLacemenT Reszrve
EBITDA Leas Reruacement REsenve

! For a complote Staterment of Incomw, refer to Part 11
*All revenues and expenses should be shown as o

ntage of total operating revenue, exoept departmental

expenses, which should be shown as a pereentage of their respective departmental revenue.
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EXHIBIT C :
Summery Qperating Satement [ For Owpersl
Penico Or
GURRENT PEmIGD Yean-To=-Dare

Forecast/| PrioR

Fonegast/| Prion

Rooms

Acoms

Ltilitios

Income
Rent

Inzurance
Other

Interest
Bepreciation
Amortization

Income Taxes
NET INcOME

OreERaTING RevENuE

Food and Beverage
Cther Operated Departmants
Miscallangous Income
ToTal, OrsaaTvGg Revenue
DErarTMENTAL EXPENEEL

Food and Beverage
Gther Operated Departments

TotaL DepantmENTAL Expenses

TotaL DeranTMENTAL PrOFIT

Unpistmnurep Orgranng Exrenaes
Administrative and General
Information and Telscommunications Systerns
Sales and Markating
Property Operation and Maintenance

Total, UnDisTRBUTED Exrgnses

Gross Oremanvg Prory

MansasmeEnT Fees

Income Beromt Non-Operating INcome AND Expenaxs
Non=Opgnanng INCOME AND EXPENTLS

Property and Other Taxes

ForaL NowOpeaaTing Income ano Exeenses

Eanninas Berone INTEREST, Taxes, DEPREDIATION, AND
ANCORTIZATION
InTanzaT, DEFRECIATION, AND ARORTIEATION

TotaL INTEREST, DEPRECIATION, ANG ANMORTIZATION
Income Bepong fucoms Taxes

Actual Bupser | Yean ActuaL Bupott | Yeam

RooMs AvaiLasLe: : : , ' E E
Roous SoLs: E i E : : :
QeaurancY: : ; ' : : :
ADR: : ; : : | ;
Rooms RevPAR: : ‘ : : : :
Totar AEvPAR: 1 ! ' A 1 1

PERIGD OF ‘

Cunreny Penoo Yean-To-Date ]

Forecact/| PR A FonrEcasy/| PrIOR ‘

AcTusL Buparr Yean L Bucoey Yean )

1% 8 (%5 % F %] % L%t 8 %t ‘;

! For a complote Staternont of Inoome, rofer to Part I

* Al revenues and expetses should be shown as a percentage of total operating revenue, expeept departmoental

exponses, which should be shown as a percentage of their respective departmental revenue.
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EXHIBIT C

|
The Summary Operating Statements are divided into sections: Operating Reverme, Departmental
Expenses, Undistributed Operating Expenses, Management Fees, Non-Operating Income and Expenses,
and either Replacement Reserve or Interest, Depreciation, and Amortization and Income Taxes. The
following paragraphs describe the content of each of these sections.
Operating Revenue

The Liniform System includes only four revenne categories. The first two categories, Rooms and Food and
Beverage, report the results of those departments. Operating revenue from any other depariment
included in property operations—for example, a golf course, spa, or parking—is induded in Other
Operated Departments. The fourth revenue category is Miscellaneous Income, which includes such items
as space rental, commissions, and interest income.

Total Operating Revenue is the sum of the amounts for all four categories of revenue. The Total

Operating Revenue: line is considered to be 100 percent, and the percentage for each revenue category is
determined by dividing the dollar amount for that revenue category by Total Operating Revenue.

Departmental BExpenses
There are three categories of departmental expenses, each of which relates to an operated department
revenue category. In the schedules that accompany the Sumunary Operating Statements, departmental
expenses ate separated into as many as four groups: Cost of Sales, Cost of Qther Revenue, Labor Costs
and Related Expenses, and Other Expenses. The total of these groups of expenses for each category of
revenue is the amount reported on the respective line of the Summary Operating Staternents.

The percentage for each departmental expense is calculated by dividing the dollar amount of the
expense by the corresponding reverme dollar amount.

Total Departmental Expenses is the sum of the amounts for all categories of departmental expenses.
The percentage for Total Departmental Expenses is calculated by dividing Total Departmental Expenses
by Total Operating Revenue.

Total Departmental Profit
Total Departmental Profit is caleulated by subtracting Total Departmental Expenses from Total Operating
Revenue. The Total Departmental Profit percentage iz calculated by dividing the dollar amount of Total
Departmental Profit by Total Operating Revenue.

Undidgributed Operating Expenses

The Undistributed Operating Expenses section reports expenses that are considered applicable to the
entire property. In order to achieve uniformity, it is not appropriate to allocate these types of expenses to
specific departments. The Undistdbuted Operating Expenses are separated into five categories:
Administrative and Ceneral, Information ard Telecommunications Systems, Sales and Marketing,
Property Operation and Maintenance, and Utilities.

The percentage for each Undistributed Operating Expense is calculated by dividing the dollar amount
of the expense by Total Operating Revenue.

Total Unulisttibuted Expenses is the sum of the amounts for all five categories of Undistributed
Operating Expenses. The percentage for Total Undistributed Expenses is calenlated by dividing Total
Undistriuted Expenses by Total Operating Revenue.

Gross O perating Profit

Gross Operating Profit iz calemlated by subtracting Total Undistributed Expenses from Total
Departmental Profit. The Gross Operating Profit pevcentage is caleulated by dividing the dollar amount
of Gross Operating Profit by Total Operating Reverue,

19lPage
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EXHIBIT C

Management Fees

Management Fees represents the cost for management services performed by a management company to
operate the property as a whole. If a management fee is paid to another entity for the oversight of a
department other than Rooms within the property, such as Food and Beverage, that fee is charged to the

specific department for which the fee is incurred. The percentage for Management Fees is determined by
dividing the dollar amount of Management Fees by Total Operating Revenue.

Income Before Non-Operating Income and Expenses

Income Before Non-Operating Income and Expenses is calculated by subtracting Management Fees from
Gross Operating Frofit. The percentage for Income Before Nom-Operating Income and Expenses is
calcalated by dividing the dollar amount of Income Before Non-Operating Income and Expenses by Total
Opeiating Revenue.

Non-Operating Income and Expenass

The items included under Non-Operating Income and Expenses include non-operating Income, Rent,
Property and Other Taxes, Insurance, and Other non-operating expenses. The percentage for each of
these expenses is calculated by dividing the dellar amount of the expense by Total Operating Revenue,
Total Non-Operating Income and. Expenses is the sum of the amounts shown for Rent, Property and
Other Taxes, Insurance, and Other non-operating expenses offset by the non-operating Income amount.
The Total Non-Operating Income and Expenses percentage is calculated by dividing the dollar amount

for Total Non-Operating Income and Expenses by Total Operating Revenue.
Earnings Before Interest, Taxes, Depreciation, and Amortization

Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA) is determined by subtracting
the Total Non-Operating Income and Expenses from Income Before Non-Operating Income and
Expenses, The EBITDA percentage is calculated by dividing the dollar amount for EBITDA by Total

Operating Revenue.
For Operators
Replacement Reserve

Many mmagemcnt contracts, loan agreemnents, and ownersfoperators specify the establishment of a
reserve to accumulate the funds required for future replacements of furniture, fixtures, and equipment.
These funds may also provide for certain capital improvements and the replacernent of existing assets
such as the major building systems. Replacement Reserve indicates the amount set aside for the period
covered by the Summary Operating Statement, whether or not the reserve is actually funded. The
percentage for Replacement Reserve is caloulated by dividing fhe dollar amount of the reserve by Total
Operating Revenue.

EBITDA Lsss Replacement Reserve

EBITDA Less Replacement Reserve is determined by subtracting Replacement Reserve from EBITDA.
The EBITDA Less Replacement Reserve percentage is caleulated by dividing the dollar amount for
EBITDA Less Replacement Reserve by Total Operating Revenue.

2W|Page
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EXHIBIT C

For Owners

Net Income

To reconcile the Net Income presented on the Summary Operating Statement to the Net Income
presented on the Statement of Income (see Part IT), expenses typically paid by the owner are deducted
from EBITDA. These expenses include Interest, Depreciation, Amortization, and Income Taxes. Total
Interest, Depreciation and Amortization is deducted from EBITDA to calculate Income Before Income
Taxes. Income Taxes are then deducted from Income Before Income Taxes to calculate Net Income. The
Net Income percentage is caleulated by dividing the dollar amount for Net Income by Total Operating
Revenue.

Rooma—Schedule 1 reflects the proper format for 2 Rooms department and designates the revenue and
eqmmmmmmmﬁﬂmtmeqqmwmdmﬂhmﬂmmﬁn&mmemnSwﬂmlmﬂﬁdmﬂpmpummnmydﬂmﬁ
frrelevant line items, but the Uniform System does not provide for the addition or substitution of other
revenue or expense line items. Rather, properties may choose to develop a sub.account/sub-schedule to
provide more detail related to a particular revenue or expense item. This sub-account/sub-schedule is
then to be rolled into the appropriate line item. Additionally, properties may choose to delete some of the
columns or & show them in a different order and remain “in conformity with the Lniform System.”
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