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Special Note Regarding Forward-Looking Statements

Certain statements included in this Annual Report on Form 10-K, or this Annual 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, and Section 21E of the Securities Exchange Act of 1934, as
amended. 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 terms.
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The forward-looking statements included herein are based upon our current expectations, plans, estimates,
assumptions and beliefs, which 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. Factors that could
have a material adverse effect on our operations and future prospects include, but are not limited to:

e our ability to raise capital in our ongoing initial public offering;

e our ability to effectively deploy the proceeds raised in our initial public offering;

e our ability to obtain financing on acceptable terms;

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

e our ability to identify and acquire real estate and real estate-related assets on selling terms that are favorable to us;

e our ability to effectively integrate and manage our expanded operations following the consummation of our merger
with Moody National REIT [, Inc.;

e risks inherent in the real estate business, including the lack of liquidity for real estate and real estate-related assets on
terms that are favorable to us;

e changes in demand for rooms at our hotel properties;

e our ability to compete in the hotel industry;

e adverse developments affecting our sponsor and its affiliates;

e the availability of cash flow from operating activities for distributions;

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

e conflicts of interest arising out of our relationship with our advisor and its affiliates;

e legislative or regulatory changes, including changes to the laws governing the taxation of REITs (as defined below);
e the availability of capital; and

e changes in interest rates.

Any of the assumptions underlying the forward-looking statements included herein could be inaccurate, and undue
reliance should not be placed upon any forward-looking statements included herein. All forward-looking statements are made
as of the date of this Annual Report and the risk that actual results will differ materially from the expectations expressed
herein 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 made after the date of this Annual 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 Annual Report, including, without limitation, the risks described
under “Risk Factors,” 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 Annual Report will be achieved.



PART I
ITEM 1. Business

Overview

99 ¢

Moody National REIT II, Inc., referred to herein as “we,” “us,” “our” or the “Company,” is a Maryland corporation
formed on July 25, 2014 to invest in a portfolio of hospitality properties focusing primarily on the select-service segment of
the hospitality sector with premier brands including, but not limited to, Marriott, Hilton and Hyatt. We have elected to be
taxed as a real estate investment trust, or REIT, under the Internal Revenue Code of 1986, as amended, or the Internal
Revenue Code, beginning with our taxable year ended December 31, 2016. We own, and in the future intend to own,
substantially all of our assets and conduct our operations through Moody National Operating Partnership II, LP, or our
operating partnership. We are the sole general partner of our operating partnership, and the initial limited partners of our
operating partnership were our subsidiary, Moody OP Holdings II, LLC, or Moody Holdings II, and Moody National LPOP
I1, LLC, or Moody LPOP II, an affiliate of our advisor (as defined below). Moody Holdings II invested $1,000 in our
operating partnership in exchange for limited partnership interests, and Moody LPOP II invested $1,000 in our operating
partnership in exchange for special limited partnership interests. As we accept subscriptions for sales of shares of our
common stock, we transfer substantially all of the net proceeds from such sales to our operating partnership in exchange for
limited partnership interests and our percentage ownership in our operating partnership increases proportionally.

We are externally managed by Moody National Advisor II, LLC, a related party, which we refer to as our “advisor,”
pursuant to an advisory agreement among us, our operating partnership and our advisor, or the advisory agreement. Our
advisor was formed in July 2014. Moody National REIT Sponsor, LLC, which we refer to as our “sponsor,” is owned and
managed by Brett C. Moody, who also serves as our Chief Executive Officer and President and the Chief Executive Officer
and President of our advisor.

On January 20, 2015, the Securities and Exchange Commission, or SEC, declared our registration statement on
Form S-11, or our registration statement, effective and we commenced our initial public offering, or our offering, of up to
$1,100,000,000 in shares of common stock, consisting of up to $1,000,000,000 in shares of our common stock offered to the
public, or our primary offering, and up to $100,000,000 in shares offered to our stockholders pursuant to our distribution
reinvestment plan, or the DRP.

On June 26, 2017, the SEC declared effective our post-effective amendment to our registration statement, which
reallocated our shares of common stock as Class A common stock, $0.01 par value per share, or the Class A Shares, Class D
common stock, $0.01 par value per share, or the Class D Shares, Class I common stock, $0.01 par value per share, or the
Class I Shares, and Class T common stock, $0.01 par value per share, or the Class T Shares and, together with the Class A
Shares, the Class D Shares and the Class I Shares, the Shares, to be sold on a “best efforts” basis. On January 16, 2018, our
advisor assumed responsibility for the payment of all selling commissions, dealer manager fees and stockholder servicing
fees paid in connection with our offering; provided, however that our advisor intends to recoup the selling commissions,
dealer manager fees and stockholder servicing fees that it funds through an increased acquisition fee, or “contingent
advisor payment.”

On March 19, 2018, our board of directors determined an estimated net asset value, or NAV, per share of all classes
of our common stock of $23.19 as of December 31, 2017. Accordingly, we are currently offering the Shares (i) to the public
in our primary offering at a purchase price of $23.19 per share, which is equal to the NAV per share for each class of our
common stock as of December 31, 2017 and (ii) to our stockholders pursuant to the DRP at a purchase price of $23.19 per
share, which is equal to the NAV per share for each class of our common stock as of December 31, 2017.

Moody Securities, LLC, an affiliate of our advisor, which we refer to as the “dealer manager” or “Moody
Securities,” is the dealer manager for our offering and is responsible for the distribution of our common stock in our offering.

As of December 31, 2017, we had received and accepted investors’ subscriptions for and issued 5,037,374 shares of
common stock in our offering, excluding shares issued in connection with our merger with Moody National REIT I, Inc., or
Moody I, and including 133,680 shares of common stock pursuant to our DRP, resulting in gross offering proceeds of
$123,729,965. On January 18, 2018, we filed with the SEC a registration statement on Form S-11 (Registration No. 333-
222610) registering $990,000,000 in any combination of the Shares to be sold on a “best efforts” basis in a follow-on public
offering. This registration statement is not yet effective. We are currently taking advantage of an extension to our offering
which allows us to continue selling the Shares in our offering until July 19, 2018. As of March 19, 2018, we had received and
accepted investors’ subscriptions for and issued 5,245,611 shares of our common stock in our offering, including 143,654
shares pursuant to our DRP, resulting in gross offering proceeds of $128,312,862. As of March 19, 2018, $967,773,753 of
stock remained to be sold in our offering. We reserve the right to terminate our offering at any time.



We use the net proceeds from our offering to acquire hotel properties located in the East Coast, the West Coast and
the Sunbelt regions of the United States. To a lesser extent, we may also invest in other hospitality properties located within
other markets and regions, as well as real estate securities and debt-related investments related to the hospitality sector.

As of December 31, 2017, our portfolio consisted of (1) interests in fourteen hotel properties located in six states,
comprising a total of 1,941 rooms, (2) a loan with a current principal amount of $6,750,000 originated to an affiliate of
Sponsor used to acquire a commercial property located in Katy, Texas, (3) a loan in the principal amount of $4,500,000
originated to an affiliate of Sponsor used to acquire a commercial property located in Houston, Texas, which loan was
subsequently retired in March 2018 and (4) a mortgage note receivable with a current principal amount of $11,200,000 from
a related party.

Our principle executive offices are located at 6363 Woodway Drive, Suite 110, Houston, Texas 77057, and our main
telephone number is (713) 977-7500.

Merger with Moody National REIT I, Inc.

On November 16, 2016, we, along with our operating partnership, our advisor, Moody I, Moody National Operating
Partnership I, L.P., the operating partnership of Moody I, or Moody I OP, Moody National Advisor I, LLC, the advisor to
Moody I, or Moody I advisor, and Moody Merger Sub, LLC, our wholly owned subsidiary, or merger sub, entered into an
agreement and plan of merger, or the merger agreement. On September 27, 2017, or the closing date, pursuant to the merger
agreement, Moody I merged with and into merger sub, and merger sub subsequently merged with and into us. We refer to the
foregoing transaction as the “merger.” In addition, pursuant to the merger agreement and amendment no. 1 thereto, Moody I
OP merged with and into our operating partnership, which transaction we refer to as the “partnership merger,” with our
operating partnership continuing as the surviving partnership following the partnership merger. Unless context suggests
otherwise, we refer to the merger and the partnership merger together as the “mergers.” Pursuant to the terms of the merger
agreement, former Moody I stockholders had the right to receive a total of approximately 3.63 million Class A shares of our
common stock as stock consideration, which was equal to approximately 43% of our diluted common equity as of the closing
date, and a total of approximately $44.7 million in cash consideration. In addition, upon consummation of the partnership
merger, each issued and outstanding unit of limited partnership interest in Moody I OP was automatically cancelled and
retired and converted into 0.41 units of Class A limited partnership interest in our operating partnership. As a result of the
mergers, our portfolio was expanded from two hotel properties and one note receivable to 14 hotel properties and three notes
receivable from related parties. We refer to the additional properties and notes acquired in the mergers as the Moody I
portfolio.

Concurrently with the entry into the merger agreement, we, Moody I, Moody I OP, Moody I advisor, Moody
National Realty Company, LP, or Moody National, and Moody OP Holdings I, LLC, or OP Holdings, the holder of all of the
outstanding special partnership units in Moody I OP, entered into a termination agreement, or the termination agreement.
Pursuant to the termination agreement, at the effective time of the mergers, the amended and restated advisory agreement,
dated August 14, 2009, among Moody I, Moody I OP, Moody I advisor and Moody National was terminated and Moody I
paid Moody I advisor a payment of $5,580,685, or the Moody I advisor payment. During the first year following the
consummation of the mergers, if we sell a property that was previously owned by Moody I, then any disposition fee to which
our advisor would be entitled under our advisory agreement will be reduced by an amount equal to the portion of the Moody I
advisor payment attributable to such property. In addition, in accordance with the terms of the limited partnership agreement
of Moody I OP, Moody I OP paid to OP Holdings $613,751, or the promote payment. We paid our advisor an acquisition fee
of $670,000 in connection with the mergers, which amount was equal to 1.5% of the cash consideration paid to Moody I
stockholders. Additionally, we paid our advisor a financing coordination fee of $1,720,000 based on the loans assumed from
Moody I in connection with the merger, including debt held by us related to our Marriott Courtyard Lyndhurst and the
Townplace Suites Fort Worth hotel properties.

Additionally, in connection with the mergers, on February 2, 2017, we entered into a stockholder servicing
coordination agreement, or the stockholder servicing coordination agreement, with Moody Securities that provided for the
payment of certain “stockholder servicing fees” in connection with the mergers. All stockholder servicing fees were re-
allowed to broker-dealers that provide ongoing financial advisory services to former Moody I stockholders following the
mergers and that entered into participating broker-dealer agreements with Moody Securities. The aggregate amount of
stockholder servicing fees was based on the number of shares of our common stock issued as consideration in the merger,
and was approximately $7.0 million. No stockholder servicing fees were paid with respect to any cash paid by us as cash
consideration in the merger.

2017 Highlights:
During the year ended December 31, 2017, we:

e raised gross offering proceeds of $46,870,740 in our initial public offering;
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e continued paying a distribution at a daily rate of approximately $0.00479 per share (before any class-specific
expenses), which is equivalent to a 6.989% annualized distribution rate based on a NAV per Class A Share of
$25.04 as of December 31, 2016; and

e completed the mergers.
Investment Objectives

Our primary investment objectives are to:

e  preserve, protect and return stockholders’ capital contributions;

e  pay regular cash distributions to stockholders; and

e  realize capital appreciation upon the ultimate sale of the real estate assets we acquire.
Investment Strategy

We expect that our portfolio will consist primarily of select-service hotel properties with premier brands, including,
but not limited to, Marriott, Hilton and Hyatt, that are located in major metropolitan markets in the East Coast, West Coast
and the Sunbelt regions of the United States. Select-service hotel properties target business-oriented travelers by providing
clean rooms with basic amenities. In contrast to lower-cost budget motels, select-service hotels provide amenities such as an
exercise room, business facilities and breakfast buffets. In contrast to full-service hotels, select-service hotels typically do not
have a full-service restaurant, which is relatively costly to operate. To a lesser extent, we may also invest in other hospitality
properties located within other markets and regions as well as real estate securities and debt-related investments related to the
hospitality sector. Our board of directors, or our board, may adjust our investment focus from time to time based upon market
conditions and other factors our board deems relevant.

In identifying investments, we rely upon a market optimization investment strategy and acquisition model that
analyzes economic fundamentals and demographic trends in major metropolitan markets. By utilizing a targeted, disciplined
approach, we believe that we will be able to capitalize on market inefficiencies and identify undervalued investment
opportunities with underlying intrinsic value that have the potential to create greater value at disposition. Our investment
strategy seeks to identify technical pressures created by demographic, business and industry changes, which we believe lead
to supply and demand imbalances within certain sectors of commercial real estate.

We believe that premier-brand, select-service hotel properties in major metropolitan markets have the potential to
generate attractive returns relative to other types of hotel properties due to their ability to achieve revenue per available room,
or RevPAR, levels at or close to those achieved by traditional, full-service hotels while achieving higher profit margins due
to their more efficient operating model and more predicable net operating income. In addition, our market optimization
investment strategy, accounting for growth potential and risks related to asset devaluation, takes into account supply-demand
imbalances and targets markets that offer stable population growth, high barriers to entry and multiple demand generators.

Investment Portfolio

As of December 31, 2017, our portfolio consisted of the following:



Hotel Properties

As of December 31, 2017, our portfolio included fourteen hotel properties, described below.

Property Name

Date Acquired

Location

Ownership
Interest

Residence Inn

AuStin......oooeeuvveeeeeeenn,

Springhill Suites

Seattle.....cooovvevevnnnnnnen,

Homewood Suites

Woodlands..................

Hyatt Place

Germantown...............

Hyatt Place
North

Charleston ..................

Hampton Inn Austin ......

Residence Inn

Grapevine ............o......

Marriott Courtyard

Lyndhurst ...................

Hilton Garden Inn

Austin.........ooeveeeennnen,

Hampton Inn Great

Embassy Suites

Nashville ....................

Homewood Suites

Hampton Inn Houston....
Totals.......oovveecean,

October 15,
2015

May 24, 2016
September 27,
2017®
September 27,
2017®

September 27,
2017®
September 27,
20176
September 27,
20174
September 27,
20174
September 27,
2017®
September 27,
2017®
September 27,
2017®
September 27,
20176
September 27,
20174
September 27,
2017®

Austin, Texas
Seattle,
Washington
The Woodlands,
Texas
Germantown,
Tennessee

North Charleston,
South Carolina
Austin, Texas

Grapevine, Texas
Lyndhurst, New
Jersey

Austin, Texas
Frazer,
Pennsylvania
Nashville,
Tennessee
Austin, Texas

Fort Worth, Texas

Houston, Texas

(1) Excludes closing costs and includes gain on acquisition.
(2) Asof December 31, 2017.
(3) The Marriott Courtyard Lyndhurst is owned by MN Lyndhurst Venture, LLC, of which the OP is a member and holds
100% of the Class B membership interests therein.
(4) The Townplace Suites Fort Worth is owned by MN Fort Worth Venture, LLC, of which the OP is a member and holds
100% of the Class B membership interests therein.
(5) Property acquired as a result of the mergers.

Mortgage Note Receivable from Related Party

Original Mortgage
Purchase Debt

Price® Rooms Outstanding®
100% $ 27,500,000 112 § 16,575,000
100% 74,100,000 234 45,000,000
100% 17,355,672 91 9,208,948
100% 16,073,719 127 7,178,639
100% 13,805,648 113 7,291,839
100% 19,327,908 123 10,870,546
100% 25,244,614 133 12,555,885
e 39,547,484 227 —
100% 29,287,695 138 18,707,199
100% 15,284,824 125 8,119,879
100% 82,207,322 208 42,714,881
100% 18,834,848 96 10,946,152
@ 11,241,742 95 —
100% 9,959,747 119 4,604,351
$ 399,771,223 1,941 § 193,773,319

On October 6, 2016, our operating partnership originated a secured loan in the aggregate principal amount of
$11,200,000, or the MN TX II note, to MN TX II, LLC, or MN TX II, a Texas limited liability company and a party related
to our advisor. Proceeds from the MN TX II note were used by MN TX II solely to acquire a commercial property located in
Houston, Texas. The entire unpaid principal balance of the MN TX II note and all accrued and unpaid interest thereon and all
other amounts due thereunder are due and payable on October 6, 2018. Interest on the outstanding principal balance of the
MN TX II note accrues at a fixed per annum rate equal to 5.50%, provided that in no event will the interest rate exceed the
maximum rate permitted by applicable law. The MN TX II note may be prepaid in whole or in part by MN TX II without

penalty at any time upon prior written notice to our operating partnership.



Notes Receivable from Related Parties

Related Party Note. On August 21, 2015, Moody I originated an unsecured loan in the aggregate principal amount of
$9,000,000, or the Related Party Note, to Moody National DST Sponsor, LLC, a Texas limited liability company and an
affiliate of Sponsor, or DST Sponsor. Proceeds from the Related Party Note were used by DST Sponsor solely to acquire a
commercial real property located in Katy, Texas, or the Subject Property. The balance of the Related Party Note was
$6,750,000 and $0 as of December 31, 2017 and, 2016, respectively. We acquired the Related Party Note in connection with
the mergers.

The entire unpaid principal balance of the Related Party Note and all accrued and unpaid interest thereon and all
other amounts due under the Related Party Note were due and payable in full on the earlier of (1) August 21, 2016 or (2) ten
days following the sale of 100% of the equity ownership interests that are to be syndicated in the Subject Property. Interest on
the outstanding principal balance of the Related Party Note accrues at a fixed per annum rate equal to 12%, provided that in
no event will the interest rate exceed the maximum rate permitted by applicable law. DST Sponsor was required to pay an
origination fee in the amount of $90,000 and an exit fee in the amount of $90,000 upon the maturity date of the Related Party
Note, including any earlier prepayment date or accelerated maturity date of the Related Party Note. The Related Party Note
may be prepaid in whole or part by DST Sponsor without penalty at any time upon prior written notice.

On August 15, 2016, the maturity date of the Related Party note was extended from August 21, 2016 to August 21,
2017 and the origination fee in the amount of $90,000 and an extension fee in the amount of $45,000 were paid to Moody I
by DST Sponsor. On September 24, 2017, the maturity date was extended to August 21, 2018.

Related Party Mezzanine Note. On April 29, 2016, Moody I originated an unsecured loan in the aggregate principal
amount of $4,500,000, or the Related Party Mezzanine Note, to Moody Realty. Proceeds from the Related Party Mezzanine
Note were used by Moody Realty solely to acquire a multifamily real property located in Houston, Texas. We acquired the
Related Party Mezzanine Note in connection with the mergers.

In March 2018, the unpaid principal balance of the Related Party Mezzanine Note and all accrued and unpaid
interest thereon, and all other amounts due under the Related Party Mezzanine Note, were paid in full. Prior to the retirement
of the Related Party Mezzanine Note, interest on the outstanding principal balance of such note accrued at a fixed per annum
rate equal to 10%. Moody Realty also agreed to pay an origination fee in the amount of $45,000, and an exit fee of $45,000
upon maturity.

Borrowing Policies

We have used, and intend in the future to use, secured and unsecured debt as a means of providing additional funds
for the acquisition of real property, securities and debt-related investments, including the use of debt to pay the cash
consideration and other costs related to the mergers. By operating on a leveraged basis, we expect that we will have more
funds available for investments. This will generally allow us to make more investments than would otherwise be possible,
potentially resulting in enhanced investment returns and a more diversified portfolio. However, our use of leverage increases
the risk of default on loan payments and the resulting foreclosure on a particular asset. In addition, lenders may have recourse
to assets other than those specifically securing the repayment of the indebtedness. When debt financing is unattractive due to
high interest rates or other reasons, or when financing is otherwise unavailable on a timely basis, we may purchase certain
assets for cash with the intention of obtaining debt financing at a later time.

Consistent with the leverage policy adopted by our board, we expect that after we have invested substantially all of
the proceeds of our initial public offering, our debt financing will be approximately 55% to 60% of the aggregate costs of our
investments before non-cash reserves and depreciation, although our debt financing could be as high as 75% of the aggregate
cost of our investments before non-cash reserves and depreciation. Our board may from time to time modify our leverage
policy in light of then-current economic conditions, relative costs of debt and equity capital, fair values of our properties,
general conditions in the market for debt and equity securities, growth and acquisition opportunities or other factors. Our
actual leverage may be higher or lower than our target leverage depending on a number of factors, including the availability
of attractive investment and disposition opportunities, inflows and outflows of capital and increases and decreases in the
value of our portfolio.



There is no limitation on the amount we may invest in any single improved real property. However, under our
Articles of Amendment and Restatement, which we refer to as our “charter,” we are prohibited from borrowing in excess of
300% of the value of our net assets. “Net assets” for purposes of this calculation is defined to be our total assets (other than
intangibles), valued at cost prior to deducting depreciation, reserves for bad debts and other non-cash reserves, less total
liabilities. The preceding calculation is generally expected to approximate 75% of the aggregate cost of our assets before non-
cash reserves and depreciation. However, we may temporarily borrow in excess of these amounts if such excess is approved
by a majority of our independent directors and disclosed to stockholders in our next quarterly report, along with justification
for such excess. In such event, we will review our debt levels at that time and take action to reduce any such excess as soon
as practicable. We do not intend to exceed our charter’s leverage limit except in the early stages of building our portfolio
when the costs of our investments are most likely to exceed our net offering proceeds.

Our advisor will use its best efforts to obtain financing on the most favorable terms available to us and will seek to
refinance assets during the term of a loan only in limited circumstances, such as when a decline in interest rates makes it
beneficial to prepay an existing loan, when an existing loan is approaching maturity or if an attractive investment becomes
available and the proceeds from the refinancing can be used to purchase such investment. The benefits of any such
refinancing may include increased cash flow resulting from reduced debt service requirements, an increase in distributions
from proceeds of the refinancing and an increase in diversification and assets owned if all or a portion of the refinancing
proceeds are reinvested.

Our charter restricts us from obtaining loans from any of our directors, our advisor and any of our affiliates unless
such loan is approved by a majority of the directors (including a majority of the independent directors) not otherwise
interested in the transaction as fair, competitive and commercially reasonable and no less favorable to us than comparable
loans between unaffiliated parties. Our aggregate borrowings, secured and unsecured, are reviewed by our board at least
quarterly. As of December 31, 2017, our total outstanding indebtedness totaled $269,173,319. This amount did not exceed
300% of the value of our net assets.

Economic Dependency

We depend on our advisor for certain services that are essential to us, including the identification, evaluation,
negotiation, purchase and disposition of properties and other investments, management of the daily operations of our real
estate portfolio, and other general and administrative responsibilities. In the event that our advisor is unable to provide these
services to us, we will be required to obtain such services from other sources, and our failure to identify such other sources
could have an adverse impact on our financial condition and results of operations. We also depend upon the dealer manager
for the sale of our shares of common stock in our offering.

Competitive Market Factors

The United States commercial real estate market is highly competitive. We face competition from various entities
for investment opportunities in our targeted assets, including other REITs, pension funds, insurance companies, investment
funds, real estate companies and developers. Many of these entities have substantially greater financial resources than we do
and may be able to accept more risk than we can prudently manage, including risks with respect to the geographic location of
investments or the creditworthiness of tenants. Competition from these entities may reduce the number of suitable investment
opportunities offered to us or increase the bargaining power of property owners seeking to sell real estate assets. In particular,
the hotel industry is highly competitive. We have purchased, and intend to purchase, hotels in developed areas that include
other hotels and compete for guests primarily with other hotels in the immediate vicinity and secondarily with other hotels in
the geographic market. An increase in the number of competitive hotels in a particular area could have a material adverse
effect on the occupancy, average daily rate and RevPAR of our hotels in that area. We believe that brand recognition,
location, price and quality (of both the hotel and the services provided) are the principal competitive factors affecting our
hotel properties. Additionally, general economic conditions in a particular market and nationally impact the performance of
the hotel industry.

Disruptions in the credit markets may materially impact the cost and availability of debt to finance real estate
acquisitions, which is a key component of our acquisition strategy. A limited availability of financing in the future could
reduce suitable investment opportunities and create a competitive advantage for other entities that have greater financial
resources than we do. All of the above factors could result in delays in the investment of the proceeds from our offering.
Further, as a result of their greater financial resources, our competitors may have more flexibility than we do in their ability
to offer reduced room rates at properties. This could put pressure on our ability to maintain or raise rates and could adversely
affect our ability to attract or retain customers. As a result, our financial condition, results of operations, cash flow, ability to
satisfy our debt service obligations and ability to pay distributions to our stockholders may be adversely affected.



Tax Status

We elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code commencing with
the taxable year ended December 31, 2016. In order to elect to be taxed as a REIT for the year ended December 31, 2016,
such election was made by filing our 2016 federal income tax return as a REIT. We believe we are organized and operate in
such a manner as to qualify for taxation as a REIT under the Internal Revenue Code, and we intend to operate in such a
manner, but no assurance can be given that we will operate in a manner so as to remain qualified as a REIT. We did not meet
all of the qualifications to be a REIT under the Internal Revenue Code for the year ended December 31, 2015 and for the
period from July 25, 2014 (the date of our inception) to December 31, 2014, including not having 100 shareholders for a
sufficient number of days in 2015. To qualify as a REIT, we must meet a number of organizational and operational
requirements, including a requirement that we distribute at least 90% of our REIT taxable income (determined for this
purpose without regard to the dividends-paid deduction and excluding net capital gain) to our stockholders. As a REIT, we
generally will not be subject to federal income tax at the corporate level. Prior to qualifying to be taxed as a REIT, we were
subject to normal federal and state corporation income taxes.

Regulations

All real property investments and the operations conducted in connection with such investments are subject to
federal, state and local laws and regulations relating to environmental protection and human health and safety. Some of these
laws and regulations may impose joint and several liability on customers, owners or operators for the costs to investigate or
remediate contaminated properties, regardless of fault or whether the acts causing the contamination were legal.

Under various federal, state and local environmental laws, a current or previous owner or operator of real property
may be liable for the cost of removing or remediating hazardous or toxic substances on a real property. Such laws often
impose liability whether or not the owner or operator knew of, or was responsible for, the presence of such hazardous or toxic
substances. In addition, the presence of hazardous substances, or the failure to properly remediate these substances, may
adversely affect our ability to sell, rent or pledge such real property as collateral for future borrowings. Environmental laws
also may impose restrictions on the manner in which real property may be used or businesses may be operated. Some of these
laws and regulations have been amended so as to require compliance with new or more stringent standards as of future dates.
Compliance with new or more stringent laws or regulations or stricter interpretation of existing laws may require us to incur
material expenditures or may impose material environmental liability. Additionally, tenants’ or guests’ operations, the
existing condition of land when we buy it, operations in the vicinity of our real properties, such as the presence of
underground storage tanks, or activities of unrelated third parties may affect our real properties. There are also various local,
state and federal fire, health, life-safety and similar regulations with which we may be required to comply and which may
subject us to liability in the form of fines or damages for noncompliance. In connection with the acquisition and ownership of
real properties, we may be exposed to such costs in connection with such regulations. The cost of defending against
environmental claims, of any damages or fines we must pay, of compliance with environmental regulatory requirements or of
remediating any contaminated real property could materially and adversely affect our business and results of operations or
lower the value of our assets and, consequently, lower the amounts available for distribution to our stockholders.

We do not believe that compliance with existing environmental laws will have a material adverse effect on our
financial condition or results of operations. However, we cannot predict the impact of unforeseen environmental
contingencies or new or changed laws or regulations on properties in which we hold an interest, or on properties that may be
acquired directly or indirectly in the future.

Seasonality

The hotel industry historically has been seasonal in nature. Seasonal variations in occupancy at our hotel properties
and other hotel properties we may acquire may cause quarterly fluctuations in our revenues. Specifically, business class
hotels tend to draw lower occupancy rates during holidays as there is less business travel on such dates. To the extent that
cash flow from operations is insufficient during any quarter, due to temporary or seasonal fluctuations in revenue, we expect
to utilize cash on hand or, if necessary, any available other financing sources to make distributions.

Employees

We have no paid employees. The employees of our advisor or its affiliates provide management, acquisition,
advisory and certain administrative services for us.

Financial Information About Industry Segments

Our current business consists of owning, managing, operating, leasing, acquiring, developing, investing in, and
disposing of real estate assets. We internally evaluate all of our real estate assets as one industry segment, and, accordingly,
we do not report segment information.



Available Information

We are subject to the reporting and information requirements of the Securities Exchange Act of 1934, or the
Exchange Act, and, as a result, we file periodic reports and other information with the SEC. Access to copies of our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and other filings that we make with the
SEC, including amendments to such filings, may be obtained free of charge from the following website,
http://www.moodynationalreit.com. These filings are available promptly after we file them with, or furnish them to, the SEC.
We are not incorporating our website or any information from the website into this Annual Report. The SEC also maintains a
website, http://www.sec.gov, where our filings are available free of charge. We will provide without charge a copy of this
Annual Report, including financial statements and schedules, upon written request delivered to our principal executive office
at the address listed on the cover page of this Annual Report.

ITEM 1A. Risk Factors

The following are some of the risks and uncertainties that could cause our actual results to differ materially from
those presented in our forward-looking statements. The risks and uncertainties described below are not the only ones we face
but do represent those risks and uncertainties that we believe are material to us. Additional risks and uncertainties not
presently known to us or that we currently deem immaterial may also harm our business. Our stockholders or potential
investors may be referred to as “you™ or ““your” in this Item 1A. References to ““shares” and ““our common stock™ refer to
the shares of our common stock.

GENERAL INVESTMENT RISKS

There is no public trading market for shares of our common stock and we are not required to effectuate a liquidity event
by a certain date. As a result, it will be difficult for our stockholders to sell their shares of our common stock and, if
stockholders are able to sell their shares, they are likely to sell them at a substantial discount.

There is no current public market for the shares of our common stock and we have no obligation to list our shares on
any public securities market or provide any other type of liquidity to our stockholders. It will therefore be difficult for
stockholders to sell their shares of common stock promptly or at all. Even if stockholders are able to sell their shares of
common stock, the absence of a public market may cause the price received for any shares of our common stock sold to be
less than what a stockholder paid or less than a stockholder’s proportionate value of the assets we own. We have adopted a
share repurchase program but it is limited in terms of the amount of shares that a stockholder may sell back to us each
quarter. Our board of directors may amend, suspend or terminate our share repurchase program upon 10 days’ prior notice to
our stockholders. Additionally, our charter does not require that we consummate a transaction to provide liquidity to
stockholders on any date certain or at all. As a result, a purchase of our common stock should be viewed only as a long-term
investment, and stockholders must be prepared to hold their shares for an indefinite length of time.

Our offering is a “blind pool” offering, and stockholders do not have the opportunity to evaluate our investments other
than those that we already own.

As of December 31, 2017, we held 14 hotel properties and 3 notes receivable from related parties (one of which was
subsequently retired). Other than those assets, stockholders will not be able to evaluate the economic merits, transaction
terms or other financial or operational data concerning our investments. Stockholders must rely on our advisor and our board
of directors to implement our investment policies, to evaluate our investment opportunities and to structure the terms of our
investments. This additional risk may hinder the ability to achieve a stockholder’s personal investment objectives related to
portfolio diversification, risk-adjusted investment returns and other objectives.

We have a limited prior operating history and there is no assurance that we will be able to successfully achieve our
investment objectives.

We have a limited operating history and may not be able to successfully operate our business or achieve our
investment objectives. As a result, an investment in our shares of common stock may entail more risk than the shares of
common stock of a real estate investment trust with a substantial operating history. In addition, stockholders should not rely
on the past performance of real property, real estate securities or debt-related investments owned by other Moody companies
to predict our future results. Nor should stockholders assume that the prior performance of other investment programs
sponsored by our sponsor or its affiliates (private or publicly offered, including, without limitation, Moody I) will be
indicative of our future results.



Our offering is being conducted on a “best efforts” basis, and if we are unable to raise substantial funds, we will be
limited in the number and type of investments we may make, which could negatively impact your investment.

Our offering is being made on a “best efforts” basis, whereby the broker-dealers participating in the offering are
only required to use their best efforts to sell shares of our common stock and have no firm commitment or obligation to
purchase any of the shares of our common stock. If we are unable to raise a substantial amount of funds, we will make fewer
investments, resulting in less diversification in terms of the number of investments owned, the geographic regions in which
our assets are located and the types of investments that we make. Further, it is likely that in our early stages of growth we
may not be able to achieve a portfolio that is consistent with our longer-term investment objectives, increasing the likelihood
that any single investment’s poor performance would materially affect our overall investment performance. Our inability to
raise substantial funds would also increase our fixed operating expenses as a percentage of gross income. Each of these
factors could have an adverse effect on our financial condition and ability to make distributions to our stockholders.

Our ability to successfully conduct our offering depends, in part, on the ability of our dealer manager to successfully
establish, operate and maintain a network of broker-dealers.

Our dealer manager only has experience acting as a dealer manager for one public offering in addition to ours, that
of Moody L. The success of the offering, and correspondingly our ability to implement our business strategy, depends upon
the ability of our dealer manager to establish and maintain a network of licensed securities broker-dealers and other agents. If
our dealer manager fails to perform, we may not be able to raise sufficient proceeds through this offering to implement our
investment strategy. If we are unsuccessful in implementing our investment strategy, a stockholder could lose all or a part of
his or her investment.

Because our charter does not require our listing or liquidation by a specified date, stockholders should only view our
shares as a long-term investment and should be prepared to hold them for an indefinite period of time.

In the future, our board of directors will consider alternatives for providing liquidity to our stockholders, which we
refer to as a liquidity event. A liquidity event may include the sale of our assets, a sale or merger of our company or a listing
of our shares on a national securities exchange. It is anticipated that our board of directors will consider a liquidity event
within three to six years after the completion of our primary offering; however, the timing of any such event will significantly
depend upon economic and market conditions after completion of our offering stage. Because our charter does not require us
to pursue a liquidity event by a specified date, stockholders should only view our shares as a long-term investment and
should be prepared to hold them for an indefinite period of time.

We pay substantial fees and expenses to our advisor and its affiliates. These fees were not negotiated at arm’s-length, may
be higher than fees payable to unaffiliated third parties and reduce cash available for investment.

A portion of the offering price from the sale of our shares in our offering is used to pay fees and expenses to our
advisor and its affiliates. These fees were not negotiated at arm’s-length and may be higher than fees payable to unaffiliated
third parties. In addition, stockholders will only receive a full return of their invested capital if we either (1) sell our assets or
our company for a sufficient amount in excess of the original purchase price of our assets or (2) the market value of our
company after we list our shares of common stock on a national securities exchange is substantially in excess of the original
purchase price of our assets.

Stockholders are limited in their ability to sell their shares of common stock pursuant to our share repurchase program.
Stockholders may not be able to sell any of their shares of our common stock back to us, and if they do sell they shares,
they may not receive the price that they paid.

Our share repurchase program may provide stockholders with a limited opportunity to have their shares of common
stock repurchased by us at a price equal to or at a discount from the purchase price of the shares of our common stock being
repurchased. Unless the shares are being repurchased in connection with a stockholder’s death or qualifying disability, shares
may not be repurchased under our share repurchase program until after the first anniversary of the date of purchase of such
shares. Shares of our common stock are generally repurchased on a quarterly basis. However, our share repurchase program
contains certain restrictions and limitations, including those relating to the number of shares of our common stock that we can
repurchase at any given time and limiting the repurchase price. Specifically, we presently limit the number of shares to be
repurchased to no more than the lesser of (1) 5.0% of the weighted-average number of shares of our common stock
outstanding during the prior calendar year and (2) the number of shares of our common stock that could be purchased with
the net proceeds from the sale of shares under our distribution reinvestment plan in the prior calendar year plus such
additional funds as may be reserved for share repurchase by our board of directors; provided, however, that shares subject to
a repurchase request upon the death of a stockholder will be included in calculating the maximum number of shares that may
be repurchased, but the above limitation shall not apply to repurchases requested upon the death of a stockholder.



In addition, our board of directors reserves the right to amend or suspend the share repurchase program at any time
or terminate the share repurchase program upon a determination that termination would be in our best interest. Therefore, a
stockholder may not have the opportunity to make a repurchase request prior to an amendment, termination or suspension of
the share repurchase program, and may not be able to sell any shares of our common stock back to us pursuant to our share
repurchase program. Moreover, if a stockholder does sell his or her shares of common stock back to us pursuant to the share
repurchase program, such stockholder may not receive the same price that such stockholder paid for any shares of our
common stock being repurchased.

On January 4, 2017, our board of directors amended the share repurchase program to provide that our board of
directors may amend, suspend or terminate the share repurchase program at any time upon 10 days’ prior written notice to
our stockholders, which notice may be provided by including such information (i) in a current report on Form 8-K or in our
annual or quarterly reports, all as publicly filed or furnished with the SEC, or (ii) in a separate mailing to our stockholders.
We have suspended our share repurchase program twice, initially effective March 24, 2017, in connection with the mergers,
and also on January 1, 2018, in connection with amending our registration statement to provide that our advisor will pay all
selling compensation with respect to the Shares. Our board of directors reinstated the share repurchase program effective on
the effective date of the mergers and the post-effective amendment, respectively.

Our board of directors has determined an estimated NAV per share of our common stock of $23.19 as of December 31,
2017. Stockholders should not rely on the estimated NAV per share as being an accurate measure of the current value of
our shares of common stock.

On March 19, 2018, our board of directors determined an estimated NAV per share of each of our Class A shares,
Class D shares, Class T shares and Class I shares of $23.19 as of December 31, 2017. The offering price of our shares of
common stock in our offering is based on such determination. The objective of our board of directors in determining the
estimated NAV per share was to arrive at a value, based on the most recent data available, that it believed was reasonable
based on methodologies that it deemed appropriate after consultation with our advisor. However, the market for commercial
real estate can fluctuate quickly and substantially and the value of our assets is expected to change in the future and may
decrease. Also, our board of directors did not consider certain other factors, such as a liquidity discount to reflect the fact that
our shares are not currently traded on a national securities exchange and the limitations on the ability to redeem shares
pursuant to our share repurchase program.

As with any valuation method, the methods used to determine the estimated NAV per share were based upon a
number of assumptions, estimates and judgments that may not be accurate or complete. Our assets have been valued based
upon appraisal standards and the values of our assets using these methods are not required to be a reflection of market value
under those standards and will not necessarily result in a reflection of fair value under generally accepted accounting
principles, or GAAP. Further, different parties using different property-specific and general real estate and capital market
assumptions, estimates, judgments and standards could derive a different estimated NAV per share, which could be
significantly different from the estimated NAV per share determined by our board of directors. The estimated NAV per share
is not a representation or indication that, among other things: a stockholder would be able to realize the estimated NAV per
share if he or she attempts to sell shares; a stockholder would ultimately realize distributions per share equal to the estimated
NAYV per share upon liquidation of assets and settlement of our liabilities or upon a sale of our company; shares of our
common stock would trade at the estimated NAV per share on a national securities exchange; a third party would offer the
estimated NAV per share in an arms-length transaction to purchase all or substantially all of our shares of common stock; or
the methodologies used to determine the estimated NAV per share would be acceptable to FINRA, the Employee Retirement
Income Security Act of 1974, as amended, or ERISA, or other regulatory authorities (including state regulators), with respect
to their respective requirements. Further, the estimated NAV per share was calculated as of a specific time and the value of
our shares will fluctuate over time as a result of, among other things, future acquisitions or dispositions of assets,
developments related to individual assets and changes in the real estate and capital markets.

Because the price our stockholders will pay for shares in our offering is based on the estimated NAV per share,
stockholders may pay more than realizable value when they purchase shares or receive less than realizable value for their
investment when selling their shares.
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We may only calculate our estimated NAV per share annually and therefore, stockholders may not be able to determine
the net asset value of their shares on an ongoing basis.

We intend to determine an updated estimated NAV per share every year as of or about a date as of the last day of
our fiscal year, or more frequently, in the sole discretion of our board of directors and intend to disclose that updated
estimated NAV per share in our annual report on Form 10-K or a current report on Form 8-K that we file with the SEC. We
may not calculate an estimated NAV per share for our shares more frequently than annually. Therefore, a stockholder may
not be able to determine the estimated NAV of their shares on an ongoing basis. In addition, the recovery by our advisor of
selling commissions, dealer manager fees and stockholder servicing fees through the receipt of the Contingent Advisor
Payment, would negatively impact our estimated NAV per share. Furthermore, because we will include leverage in the
calculation of the Contingent Advisor Payment, the use of more leverage could allow our advisor to recoup the payment of
such fees more quickly than if we use less leverage. However, such an impact will not be reflected in our estimated NAV per
share until we determine a new estimated NAV per share which, as noted above, may only be annually.

If we internalize our management functions, a stockholder’s interest in us could be diluted and we could incur other
significant costs associated with being self-managed.

Our board of directors may decide in the future to internalize our management functions. If we do so, we may elect
to negotiate to acquire our advisor’s assets and personnel. At this time, we cannot anticipate the form or amount of
consideration or other terms relating to any such acquisition. Such consideration could take many forms, including cash
payments, promissory notes and shares of our common stock. The payment of such consideration could result in dilution of
our stockholder’s interests and could reduce the earnings per share and funds from operations per share attributable to
their investment.

Additionally, while we would no longer bear the costs of the various fees and expenses we pay to our advisor under
the advisory agreement, our direct expenses would include general and administrative costs, including legal, accounting and
other expenses related to corporate governance, SEC reporting and compliance. We would also be required to employ
personnel and would be subject to potential liabilities commonly faced by employers, such as workers disability and
compensation claims, potential labor disputes and other employee-related liabilities and grievances as well as incur the
compensation and benefits costs of our officers and other employees and consultants that we now expect will be paid by our
advisor or its affiliates. We may issue equity awards to officers, employees and consultants, which awards would decrease
net income and funds from operations and may further dilute your investment. We cannot reasonably estimate the amount of
fees to our advisor we would save or the costs we would incur if we became self-managed. If the expenses we assume as a
result of an internalization are higher than the expenses we avoid paying to our advisor, our earnings per share and funds
from operations per share would be lower as a result of the internalization than it otherwise would have been, potentially
decreasing the amount of funds available to distribute to our stockholders and the value of our shares.

If we internalize our management functions, we could have difficulty integrating these functions as a stand-alone
entity. Currently, our advisor and its affiliates perform asset management and general and administrative functions, including
accounting and financial reporting, for multiple entities. These personnel have a great deal of know-how and experience
which provides us with economies of scale. We may fail to properly identify the appropriate mix of personnel and capital
needs to operate as a stand-alone entity. An inability to manage an internalization transaction effectively could thus result in
our incurring excess costs and suffering deficiencies in our disclosure controls and procedures or our internal control over
financial reporting. Such deficiencies could cause us to incur additional costs, and our management’s attention could be
diverted from most effectively managing our real estate assets.

If we were to internalize our management or if another investment program, whether sponsored by our sponsor or
otherwise, hires the employees of our advisor in connection with its own internalization transaction or otherwise, our
ability to conduct our business may be adversely affected.

We rely on persons employed by our advisor and its affiliates to manage our day-to-day operations. If we were to
effectuate an internalization of our advisor, we may not be able to retain all of the employees of our advisor and its affiliates
or to maintain a relationship with our sponsor. In addition, some of the employees of our advisor and its affiliates provide
services to one or more other investment programs. These programs or third parties may decide to retain some or all of our
advisor’s key employees in the future. If this occurs, these programs could hire certain of the persons currently employed by
our advisor and its affiliates who are most familiar with our business and operations, thereby potentially adversely impacting
our business.
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Our cash distributions are not guaranteed, may fluctuate and may constitute a return of capital or taxable gain from the
sale or exchange of property.

The actual amount and timing of distributions has been and will be determined by our board of directors and
typically will depend upon the amount of funds available for distribution, which will depend on items such as current and
projected cash requirements and tax considerations. As a result, our distribution rate and payment frequency may vary from
time to time. Our long-term strategy is to fund the payment of monthly distributions to our stockholders entirely from our
funds from operations. However, we may need to borrow funds, request that our advisor in its discretion, defer its receipt of
fees and reimbursements of expenses or, to the extent necessary, utilize offering proceeds in order to make cash distributions.
Accordingly, the amount of distributions paid at any given time may not reflect current cash flow from operations.
Distributions payable to stockholders may also include a return of capital, rather than a return on capital.

We have paid, and may continue to pay, distributions from the proceeds of our offering. To the extent that we pay
distributions from sources other than our cash flow from operations, we will have reduced funds available for investment
and the overall return to our stockholders may be reduced.

Our organizational documents permit us to pay distributions from any source, including net proceeds from our
public offerings, borrowings, advances from our sponsor or advisor and the deferral of fees and expense reimbursements by
our advisor, in its sole discretion. Since our inception, our cash flow from operations has not been sufficient to fund all of our
distributions. Of the $11,355,587 in total distributions we paid during the period from our inception through December 31,
2017, including shares issued pursuant to our DRP, $0, or 0%, were paid from cash provided by operating activities and
$11,355,587, or 100%, were paid from offering proceeds. We may continue to fund distributions from the net proceeds from
our offering or sources other than cash flow from operations. We have not established a limit on the amount of offering
proceeds, or other sources other than cash flow from operations, which we may use to fund distributions.

If we are unable to consistently fund distributions to our stockholders entirely from our cash flow from operations,
the value of your shares may be reduced, including upon a listing of our common stock, the sale of our assets or any other
liquidity event should such event occur. To the extent that we fund distributions from sources other than our cash flow from
operations, our funds available for investment will be reduced relative to the funds available for investment if our
distributions were funded solely from cash flow from operations, our ability to achieve our investment objectives will be
negatively impacted and the overall return to our stockholders may be reduced. In addition, if we make a distribution in
excess of our current and accumulated earnings and profits, the distribution will be treated first as a tax-free return of capital,
which will reduce the stockholder’s tax basis in its shares of common stock. The amount, if any, of each distribution in
excess of a stockholder’s tax basis in its shares of common stock will be taxable as gain realized from the sale or exchange
of property.

We have incurred net losses in the past and may incur net losses in the future, and we have an accumulated deficit and
may continue to have an accumulated deficit in the future.

For the year ended December 31, 2017, we had a net loss of $15,045,000 and for the year ended December 31, 2016,
we had a net loss of $2,273,471. We incurred a net loss attributable to common stockholders of $14,784,929 for year ended
December 31, 2017 and $2,257,911 for the year ended December 31, 2016. Our accumulated deficit was $28,501,476 as of
December 31, 2017 and $4,154,395 as of December 31, 2016. We may incur net losses in the future, and may continue to
have an accumulated deficit.

RISKS RELATED TO OUR BUSINESS

We, our sponsor and our advisor have limited experience in operating a public company or a REIT, and our failure to
operate successfully or profitably could have a material adverse effect on our ability to generate cash flow.

Our advisor and our sponsor and each of our advisor’s and sponsor’s respective officers or employees in their
capacities with our advisor and our sponsor have limited experience operating a public company or an entity that has elected
to be taxed as a REIT. To be successful, we must, among other things:

e identify and acquire investments that align with our investment strategies;

e establish and maintain contacts with licensed securities brokers and other agents to successfully complete
this offering;

e attract, integrate, motivate and retain qualified personnel to manage our day-to-day operations;

e respond to competition for our targeted real estate properties, real estate securities and debt-related investments as
well as for potential investors in our shares; and

e continue to build and expand our operations structure to support our business.
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Our failure, or our advisor’s or sponsor’s failure, to operate successfully or profitably, and successfully integrate
Moody I, could have a material adverse effect on our ability to generate cash flow to make distributions to our stockholders
and could cause a stockholder to lose all or a portion of his or her investment in our shares.

Our success depends on the performance of our sponsor and affiliates of our sponsor.

Our ability to achieve our investment objectives and to pay distributions depends upon the performance of our
advisor, our sponsor and other affiliates of our sponsor, and any adverse change in their financial health could cause our
operations to suffer. Our sponsor and its other affiliates are sensitive to trends in the general economy, as well as the real
estate and credit markets.

To the extent that any decline in revenues and operating results impacts our sponsor’s ability to provide our advisor
with sufficient resources to perform its obligations to us pursuant to the advisory agreement, our results of operations,
financial condition and ability to pay distributions to our stockholders could also suffer. Additionally, such adverse
conditions could require a substantial amount of time on the part of the management of our advisor and its affiliates,
particularly with regard to other real estate programs, thereby decreasing the amount of time they spend actively managing
our investments.

We are uncertain of our sources for funding our future capital needs. If we do not have sufficient funds from operations
to cover our expenses or to fund improvements to any hospitality properties we may acquire and cannot obtain debt or
equity financing on acceptable terms, our ability to cover our expenses or to fund improvements to our hospitality
properties will be adversely affected.

We have, and will continue, to use the proceeds from our offering for investments in hospitality assets and for
payment of operating expenses, various fees and other expenses, including the costs and expenses associated with the
mergers. We may not have sufficient funds from operations to cover our expenses or to fund improvements to our properties.
Accordingly, in the event that we develop a need for additional capital in the future for the improvement of our properties or
for any other reason, that capital may not be available to us. If we do not have sufficient funds from cash flow generated by
our investments or out of net proceeds from our initial public offering, or cannot obtain debt or equity financing on
acceptable terms, our financial condition and ability to make distributions may be adversely affected.

Public, non-listed REITs have been the subject of scrutiny by regulators and media outlets resulting from inquiries and
investigations initiated by FINRA, the SEC and certain states. We could also become the subject of scrutiny and may face
difficulties in raising capital should negative perceptions develop regarding public, non-listed REITs. As a result, we may
be unable to raise substantial funds which will limit the number and type of investments we may make and our ability to
diversify our assets.

Our securities, like other public, non-listed REITSs, are sold through the independent broker-dealer channel (i.e. U.S.
broker-dealers that are not affiliated with money center banks or similar financial institutions). Governmental and self-
regulatory organizations like the SEC, the states and FINRA impose and enforce regulations on broker-dealers, investment
banking firms, investment advisers and similar financial services companies. Self-regulatory organizations such as FINRA
adopt rules, subject to approval by the SEC, that govern aspects of the financial services industry and conduct periodic
examinations of the operations of registered investment dealers and broker-dealers.

Recently, FINRA and certain states have initiated investigations of broker-dealers with respect to the sales practices
related to the sale of shares of public, non-listed REITs. The SEC has also approved rules proposed by FINRA that may
significantly affect the manner in which public, non-listed REITs, such as our company, raise capital. These rules may cause
a negative impact on our ability to achieve our business plan and to successfully sell shares in our initial public offering.

As a result of this increased scrutiny and accompanying negative publicity and coverage by media outlets, FINRA
may impose additional restrictions on sales practices in the independent broker-dealer channel for public, non-listed REITsS,
and accordingly we may face increased difficulties in raising capital in this or any other offering. This could result in a
reduction in the returns achieved on those investments as a result of a smaller capital base limiting our investments. If we
become the subject of scrutiny, even if we have complied with all applicable laws and regulations, responding to such
scrutiny could be expensive and distracting to our management.
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Our stockholders and Moody I stockholders were diluted by the mergers.

The merger diluted the ownership position of our current stockholders and resulted in Moody I stockholders having
an ownership stake in us that is smaller than their prior stake in Moody I. In connection with the mergers, we issued
approximately 3.63 million shares of our Class A common stock to the former holders of Moody I common stock, based on
the elections of Moody I’s stockholders. Accordingly, our current stockholders and former Moody I stockholders held
approximately 57% and 43% of our common stock, respectively, following the merger. In addition, approximately 298,037
units of limited partnership interest in our operating partnership were issued in connection with the partnership merger.
Consequently, our stockholders and Moody I stockholders, as a general matter, have less influence over the management and
policies of us after the mergers than each exercised over the management and policies of us and Moody I, as applicable,
immediately prior to the mergers.

We incurred debt in connection with the mergers, which may limit our financial and operating flexibility, and we may
incur additional borrowings, which could increase the risks associated with our borrowings.

In connection with the mergers, we incurred additional debt (including the Term Loans, as defined and described
below). Our new borrowings could have material adverse consequences for our business and may:

e require us to dedicate a large portion of our cash flow to pay principal and interest on our borrowings, which will
reduce the availability of cash flow to fund working capital, capital expenditures, and other business activities;

e increase our vulnerability to general adverse economic and industry conditions;
e subject us to maintaining various debt, operating income, net worth, cash flow, and other financial covenants;
e limit our flexibility in planning for, or reacting to, changes in our business and industry;

e restrict our operating policies and ability to make strategic acquisitions, dispositions, or exploiting
business opportunities;

e place us at a disadvantage compared to our competitors that have less borrowings;

e limit our ability to borrow more funds (even when necessary to maintain adequate liquidity), dispose of assets, or
make distributions to stockholders; or

e increase our costs of capital.

If new borrowings are added to our existing borrowing levels, the related risks that we now face would increase. In
addition, at the time that any of our outstanding borrowings or new borrowings mature, we may not be able to refinance such
borrowings or have the funds to pay them off.

In connection with the mergers, we assumed the liabilities of Moody I.

We have assumed the liabilities of Moody I in connection with the mergers. These liabilities could have a material
adverse effect on our business to the extent we have not identified such liabilities or have underestimated the amount of
such liabilities.

Our future results will suffer if we do not effectively integrate and manage our expanded operations following
the mergers.

We expanded our operations significantly in connection with the mergers and expect to continue to expand our
operations through additional acquisitions and other transactions, some of which may involve complex challenges. Our future
success will depend, in part, upon our ability to manage expansion opportunities, which may pose substantial challenges to
integrate new operations into our existing business in an efficient and timely manner, and upon our ability to successfully
monitor our operations, costs, regulatory compliance and service quality, and to maintain other necessary internal controls.
There is no assurance that our expansion or acquisition opportunities will be successful, or that we will realize the expected
operating efficiencies, cost savings, revenue enhancements or other benefits.
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RISKS RELATED TO OUR ORGANIZATIONAL STRUCTURE
Maryland law and our organizational documents limit your right to bring claims against our officers and directors.

Maryland law provides that a director will not have any liability as a director so long as he or she performs his or her
duties in accordance with the applicable standard of conduct. In addition, our charter provides that, subject to the applicable
limitations set forth therein or under Maryland law, no director or officer will be liable to us or our stockholders for monetary
damages. Our charter also provides that we will generally indemnify and advance expenses to our directors, our officers, our
advisor and its affiliates for losses they may incur by reason of their service in those capacities subject to any limitations
under Maryland law or in our charter. Moreover, we have entered into separate indemnification agreements with each of our
directors and executive officers. As a result, we and our stockholders may have more limited rights against these persons than
might otherwise exist under common law. We may be obligated to fund the defense costs incurred by these persons in some
cases. However, our charter provides that we may not indemnify our directors, our advisor and its affiliates for loss or
liability suffered by them or hold our directors or our advisor and its affiliates harmless for loss or liability suffered by us
unless they have determined that the course of conduct that caused the loss or liability was in our best interests, they were
acting on our behalf or performing services for us, the liability was not the result of negligence or misconduct by our non-
independent directors, our advisor and its affiliates or gross negligence or willful misconduct by our independent directors,
and the indemnification or obligation to hold harmless is recoverable only out of our net assets, including the proceeds of
insurance, and not from the stockholders. See “Management—Limited Liability and Indemnification of Directors, Officers
and Others.”

The limit on the percentage of shares of our common stock that any person may own may discourage a takeover or
business combination that may benefit our stockholders.

Our charter restricts the direct or indirect ownership by one person or entity to no more than 9.8% of the value of the
aggregate of our then outstanding shares of capital stock (which includes common stock and any preferred stock or
convertible stock we may issue) and no more than 9.8% of the value or number of shares, whichever is more restrictive, of
the aggregate of our then outstanding shares of common stock unless exempted (prospectively or retroactively) by our board
of directors. These restrictions may discourage a change of control of us and may deter individuals or entities from making
tender offers for shares of our common stock on terms that might be financially attractive to stockholders or which may cause
a change in our management. In addition to deterring potential transactions that may be favorable to our stockholders, these
provisions may also decrease a stockholder’s ability to sell his or her shares of our common stock.

We may issue preferred stock, convertible stock or other classes of common stock, which issuance could adversely affect
the holders of our common stock issued pursuant to this offering.

Our stockholders do not have preemptive rights to any shares issued by us in the future. We may issue, without
stockholder approval, preferred stock, convertible stock or other classes of common stock with rights that could dilute the
value of your shares of common stock. However, the issuance of preferred stock or convertible stock must be approved by a
majority of our independent directors not otherwise interested in the transaction, who will have access, at our expense, to our
legal counsel or to independent legal counsel. The issuance of preferred stock or other classes of common stock could
increase the number of stockholders entitled to distributions without simultaneously increasing the size of our asset base.

Our charter authorizes us to issue 1,100,000,000 shares of capital stock, par value $0.01 per share, of which
1,000,000,000 shares are classified as common stock of which 250,000,000 shares are classified as Class A shares,
250,000,000 shares are classified as Class D shares, 250,000,000 shares are classified as Class I shares, 250,000,000 shares
are classified as Class T shares, par value $0.01 per share and 100,000,000 shares are classified as preferred stock. Our board
of directors, with the approval of a majority of the entire board of directors and without any action by our stockholders, may
amend our charter from time to time to increase or decrease the aggregate number of authorized shares of capital stock or the
number of authorized shares of capital stock of any class or series. If we ever created and issued preferred stock or
convertible stock with a distribution preference over common stock, payment of any distribution preferences of outstanding
preferred stock or convertible stock would reduce the amount of funds available for the payment of distributions on our
common stock. Further, holders of preferred stock are normally entitled to receive a preference payment in the event we
liquidate, dissolve or wind up before any payment is made to our common stockholders, likely reducing the amount common
stockholders would otherwise receive upon such an occurrence. In addition, under certain circumstances, the issuance of
preferred stock or a separate class or series of common stock may render more difficult or tend to discourage:

e a merger, tender offer or proxy contest;
e the assumption of control by a holder of a large block of our securities; and

e the removal of incumbent management.
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Our UPREIT structure may result in potential conflicts of interest with limited partners in our operating partnership
whose interests may not be aligned with those of our stockholders.

We are structured as an “UPREIT,” which stands for “umbrella partnership real estate investment trust.” We use the
UPREIT structure because a contribution of property directly to us is generally a taxable transaction to the contributing
property owner. In the UPREIT structure, a contributor of a property who desires to defer taxable gain on the transfer of a
property may transfer the property to our operating partnership in exchange for limited partnership interests and defer
taxation of gain until the contributor later exchanges his or her limited partnership interests for shares of our common stock.
We believe that using an UPREIT structure gives us an advantage in acquiring desired properties from persons who may not
otherwise sell their properties because of unfavorable tax results.

Our operating partnership may issue limited partner interests in connection with certain transactions. Limited
partners in our operating partnership have the right to vote on certain amendments to the operating partnership agreement, as
well as on certain other matters. Persons holding such voting rights may exercise them in a manner that conflicts with the
interests of our stockholders. As general partner of our operating partnership, we are obligated to act in a manner that is in the
best interest of all partners of our operating partnership. Circumstances may arise in the future when the interests of limited
partners in our operating partnership may conflict with the interests of our stockholders. These conflicts may be resolved in a
manner stockholders do not believe are in their best interest.

In addition, Moody LPOP II, which holds special limited partnership interests in our operating partnership, is an
affiliate of our advisor and, as the special limited partner in our operating partnership, may be entitled to: (1) certain cash
distributions upon the disposition of certain of our operating partnership’s assets; or (2) a one-time payment in the form of
cash or shares in connection with the redemption of the special limited partnership interests upon the occurrence of a listing
of our shares on a national stock exchange or certain events that result in the termination or non-renewal of our advisory
agreement. The special limited partnership interest holder will only become entitled to the compensation after stockholders
have received, in the aggregate, cumulative distributions equal to their invested capital plus a 6.0% (or 8.0% in the case of
former limited partners of Moody I OP) cumulative, non-compounded annual pre-tax return on such invested capital. This
potential obligation to make substantial payments to the holder of the special limited partnership interests would reduce the
overall return to stockholders to the extent such return exceeds 6.0% (or 8.0% in the case of former limited partners of
Moody I OP).

We may grant stock-based awards to our directors, employees and consultants pursuant to our long-term incentive plan,
which will have a dilutive effect on your investment in us.

We have adopted a long-term incentive plan which we use to attract and retain qualified directors, officers,
employees, and consultants. The long-term incentive plan authorizes the granting of restricted stock, stock options, stock
appreciation rights, restricted or deferred stock units, dividend equivalents, other stock-based awards and cash-based awards
to directors, employees and consultants of ours selected by the board of directors for participation in our long-term incentive
plan. We currently intend only to issue awards of restricted stock to our independent directors under our long-term incentive
plan. Accordingly, we have adopted an independent directors compensation plan as a sub-part of our long-term incentive
plan, pursuant to which each of our independent directors is entitled to receive restricted stock in connection with their
service on the board of directors and with other events. As of December 31, 2017, we had issued 35,000 shares of restricted
stock to our independent directors pursuant to that plan.

If we issue additional stock-based awards to eligible participants under our long-term incentive plan, the issuance of
these stock-based awards may dilute an investment in our shares of common stock. In particular, certain features of our long-
term incentive plan could have a dilutive effect on an investment in us, including (1) a lack of annual award limits,
individually or in the aggregate (subject to the limit on the maximum number of shares which may be issued pursuant to
awards granted under the plan), (2) the fact that the limit on the maximum number of shares which may be issued pursuant to
awards granted under the plan is not tied to the amount of proceeds raised in our initial public offering and (3) share counting
procedures which provide that shares subject to certain awards, including, without limitation, substitute awards granted by us
to employees of another company in connection with our merger or consolidation with such company, or shares subject to
outstanding awards of another company assumed by us in connection with our merger or consolidation with such company,
are not subject to the limit on the maximum number of shares which may be issued pursuant to awards granted under
the plan.
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Your investment return may be reduced if we are required to register as an investment company under the Investment
Company Act; if we are subject to registration under the Investment Company Act, we may not be able to continue
our business.

Neither we, our operating partnership nor any of our subsidiaries intend to register as an investment company under
the Investment Company Act. Our operating partnership’s and subsidiaries’ intended investments in real estate will represent
the substantial majority of our total asset mix. In order for us not to be subject to regulation under the Investment Company
Act, we have engaged, and intend to continue to engage, through our operating partnership and our wholly and majority-
owned subsidiaries, primarily in the business of buying real estate. These investments must be made within a year after this
initial public offering ends.

Section 3(a)(1)(A) of the Investment Company Act defines an investment company as any issuer that is or holds
itself out as being engaged primarily in the business of investing, reinvesting or trading in securities. Section 3(a)(1)(C) of the
Investment Company Act defines an investment company as any issuer that is engaged or proposes to engage in the business
of investing, reinvesting, owning, holding or trading in securities and owns or proposes to acquire investment securities
having a value exceeding 40% of the value of the issuer’s total assets (exclusive of U.S. government securities and cash
items) on an unconsolidated basis, which we refer to as the “40% test.” Excluded from the term “investment securities,”
among other things, are U.S. government securities and securities issued by majority-owned subsidiaries that are not
themselves investment companies and are not relying on the exception from the definition of investment company set forth in
Section 3(c)(1) or Section 3(c)(7) of the Investment Company Act.

We believe that we, our operating partnership and most of the subsidiaries of our operating partnership will not fall
within either definition of investment company under Section 3(a)(1) of the Investment Company Act as we intend to invest
primarily in real property through our operating partnership or our operating partnership’s wholly or majority-owned
subsidiaries, the majority of which we expect to have at least 60% of their assets in real property. As these subsidiaries would
be investing either solely or primarily in real property, they would be outside of the definition of “investment company”
under Section 3(a)(1)(C) of the Investment Company Act. We are organized as a holding company that conducts its
businesses primarily through our operating partnership, which in turn is a company conducting its business of investing in
real property either directly or through its subsidiaries. Both we and our operating partnership intend to conduct our
operations so that we comply with the 40% test. We will monitor our holdings to ensure continuing and ongoing compliance
with this test. In addition, we believe that neither we nor our operating partnership will be considered an investment company
under Section 3(a)(1)(A) of the Investment Company Act because neither we nor our operating partnership will engage
primarily or hold ourselves out as being engaged primarily in the business of investing, reinvesting or trading in securities.
Rather, through our operating partnership or our operating partnership’s wholly owned or majority-owned subsidiaries, we
and our operating partnership will be primarily engaged in the business of purchasing or otherwise acquiring real property.

In the event that the value of investment securities held by a subsidiary of our operating partnership were to exceed
40% of the value of its total assets, we expect that subsidiary to be able to rely on the exclusion from the definition of
“investment company” provided by Section 3(c)(5)(C) of the Investment Company Act. Section 3(c)(5)(C), as interpreted by
the staff of the SEC, requires each of our subsidiaries relying on this exception to invest at least 55% of its portfolio in
“mortgage and other liens on and interests in real estate,” which we refer to as “qualifying real estate assets,” and maintain at
least 80% of its assets in qualifying real estate assets or other real estate-related assets. The remaining 20% of the portfolio
can consist of miscellaneous assets. What we buy and sell is therefore limited by these criteria. How we determine to classify
our assets for purposes of the Investment Company Act will be based in large measure upon no-action letters issued by the
SEC staff in the past and other SEC interpretive guidance and, in the absence of SEC guidance, on our view of what
constitutes a qualifying real estate asset and a real estate-related asset. These no-action positions were issued in accordance
with factual situations that may be substantially different from the factual situations we may face, and a number of these no-
action positions were issued more than ten years ago. Pursuant to this guidance, and depending on the characteristics of the
specific investments, certain mortgage loans, participations in mortgage loans, mortgage-backed securities, mezzanine loans,
joint venture investments and the equity securities of other entities may not constitute qualifying real estate assets and
therefore investments in these types of assets may be limited. No assurance can be given that the SEC or its staff will concur
with our classification of our assets. Future revisions to the Investment Company Act or further guidance from the SEC staff
may cause us to lose our exclusion from the definition of investment company or force us to re-evaluate our portfolio and our
investment strategy. Such changes may prevent us from operating our business successfully.

There can be no assurance that the laws and regulations governing the Investment Company Act status of REITs,
including more specific or different guidance regarding these exclusions that may be published by the SEC or its staff, will
not change in a manner that adversely affects our operations. For instance, in 2011, the SEC solicited public comment on a
wide range of issues relating to Section 3(c)(5)(C) of the Investment Company Act, including the nature of the assets that
qualify for purposes of the exclusion. In addition, the SEC or its staff could take action that results in our or our subsidiary’s
failure to maintain an exception or exemption from the Investment Company Act.
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In the event that we, or our operating partnership, were to acquire assets that could make either entity fall within one
of the definitions of an investment company under Section 3(a)(1) of the Investment Company Act, we believe that we would
still qualify for an exclusion from registration pursuant to Section 3(c)(6) of the Investment Company Act. Although the SEC
staff has issued little interpretive guidance with respect to Section 3(c)(6), we believe that we and our operating partnership
may rely on Section 3(c)(6) if 55% of the assets of our operating partnership consist of, and at least 55% of the income of our
operating partnership is derived from, qualifying real estate assets owned by wholly owned or majority-owned subsidiaries of
our operating partnership.

To ensure that neither we, our operating partnership or any of our subsidiaries are required to register as an
investment company, each entity may be unable to sell assets that it would otherwise want to sell and may need to sell assets
that it would otherwise wish to retain. In addition, we, our operating partnership or our subsidiaries may be required to
acquire additional income or loss-generating assets that we might not otherwise acquire or forego opportunities to acquire
interests in companies that we would otherwise want to acquire. Although we, our operating partnership and our subsidiaries
intend to monitor our portfolio periodically and prior to each acquisition and disposition, any of these entities may not be able
to remain outside the definition of investment company or maintain an exclusion from the definition of an investment
company. If we, our operating partnership or our subsidiaries are required to register as an investment company but fail to do
so, the unregistered entity would be prohibited from engaging in our business, and criminal and civil actions could be brought
against such entity. In addition, the contracts of such entity would be unenforceable unless a court required enforcement, and
a court could appoint a receiver to take control of the entity and liquidate its business.

RISKS RELATED TO CONFLICTS OF INTEREST
Potential investors not have the benefit of an independent due diligence review in connection with the offering.

Because our dealer manager is an affiliate of ours, investors will not have the benefit of an independent due
diligence review and investigation of the type normally performed by an unaffiliated, independent underwriter in connection
with a securities offering. The lack of an independent due diligence review and investigation increases the risk of an
investment in us because it may not have uncovered facts that would be important to a potential investor.

We depend on our advisor and its key personnel and our business could suffer if any of such key personnel were to cease
to be affiliated with our advisor.

Our ability to make distributions and achieve our investment objectives depends upon the performance of our
advisor in the acquisition, disposition and management of real estate assets, the selection of tenants for our real properties and
the determination of any financing arrangements. In addition, our success depends to a significant degree upon the continued
contributions of certain of the key personnel of our sponsor, including Brett C. Moody and Robert W. Engel, each of whom
would be difficult to replace. We currently do not have key man life insurance on any of these key personnel. If our advisor
were to lose the benefit of the experience, efforts and abilities of one or more of these individuals, our operating results
could suffer.

We may compete with affiliates of our sponsor for opportunities to acquire or sell investments, which may have an adverse
impact on our operations.

We may compete with affiliates of our sponsor for opportunities to acquire or sell hospitality properties. We may
also buy or sell hospitality properties at the same time as affiliates of our sponsor. In this regard, there is a risk that our
sponsor will select for us investments that provide lower returns to us than investments purchased by its affiliates. Certain of
our affiliates own or manage hospitality properties in geographical areas in which we expect to own hospitality properties. As
a result of our potential competition with affiliates of our sponsor, certain investment opportunities that would otherwise be
available to us may not in fact be available. This competition may also result in conflicts of interest that are not resolved in
our favor.

The time and resources that affiliates of our sponsor devote to us may be diverted, and we may face additional competition
due to the fact that affiliates of our sponsor are not prohibited from raising money for, or managing, another entity that
makes the same types of investments that we target.

Affiliates of our sponsor are not prohibited from raising money for, or managing, another investment entity that
makes the same types of investments as those we target. For example, our advisor’s management team has successfully
completed over 40 fully subscribed private placements in real estate programs of multiple property types with over 1000
investors across the United States and one public, non-listed REIT, Moody I, which terminated its primary offering on
October 12, 2015 and which raised approximately $132 million. As a result, the time and resources they could devote to us
may be diverted to other investment activities. Additionally, some of our officers serve as officers of investment entities
sponsored by our sponsor and its affiliates. Since these professionals engage in and will continue to engage in other business
activities on behalf of themselves and others, these professionals will face conflicts of interest in allocating their time among
us, our advisor, and its affiliates and other business activities in which they are involved. This could result in actions that are
more favorable to other affiliates of our advisor than us.
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In addition, as noted above, we may compete with affiliates of our advisor for the same investors and investment
opportunities. We may also co-invest with any such affiliate. Even though all such co-investments will be subject to approval
by our independent directors, they could be on terms not as favorable to us as those we could achieve co-investing with
a third-party.

Because other real estate programs sponsored by our sponsor and offered through our dealer manager may conduct
offerings concurrently with this offering, our sponsor and dealer manager face potential conflicts of interest arising from
competition among us and these other programs for investors and investment capital, and such conflicts may not be
resolved in our favor.

Future programs that our sponsor may decide to sponsor may seek to raise capital through public or private offerings
conducted concurrently with this offering. As a result, our sponsor and our dealer manager may face conflicts of interest
arising from potential competition with these other programs for investors and investment capital. Such conflicts may not be
resolved in our favor and our stockholders will not have the opportunity to evaluate the manner in which these conflicts of
interest are resolved before or after making their investment in our shares.

Our advisor and its affiliates, including our officers and some of our directors, face conflicts of interest caused by
compensation arrangements with us and other affiliates of our sponsor, which could result in actions that are not in the
best interests of our stockholders.

Our advisor and its affiliates receive substantial fees from us in return for their services and these fees could
influence the advice provided to us. Among other matters, the compensation arrangements could affect their judgment with
respect to:

e public offerings of equity by us, which allow our dealer manager to earn additional dealer manager fees;

e real estate acquisitions, which allow our advisor to earn acquisition fees upon purchases of assets and to increase
asset management fees;

e rcal estate asset sales, since the asset management fees payable to our advisor will decrease and since our advisor
will be entitled to disposition fees upon sales;

e the purchase of real estate assets from our sponsor and its affiliates, which may allow our advisor or its affiliates to
earn additional asset management fees, hotel management fees and disposition fees; and

e whether and when we seek to list our common stock on a national securities exchange, which listing could entitle
Moody LPOP II, as the holder of special limited partnership interests, to have its interests in our operating
partnership redeemed.

Further, our advisor may recommend that we invest in a particular asset, pay a higher purchase price for the asset or
use higher leverage to acquire an asset than it would otherwise recommend if it did not receive an acquisition fee. Certain
potential acquisition fees and asset management fees payable to our advisor and hotel management and leasing fees payable
to the property manager would be paid irrespective of the quality of the underlying real estate or hotel management services
during the term of the related agreement. These fees may incentivize our advisor to recommend transactions with respect to
the sale of a property or properties that may not be in our best interest at the time. Investments with higher net operating
income growth potential are generally riskier or more speculative. In addition, the premature sale of an asset may add
concentration risk to the portfolio or may be at a price lower than if we held on to the asset. Our advisor will have
considerable discretion with respect to the terms and timing of acquisition, disposition and leasing transactions. In evaluating
investments and other management strategies, the opportunity to earn these fees may lead our advisor to place undue
emphasis on criteria relating to its compensation at the expense of other criteria, such as the preservation of capital, to
achieve higher short-term compensation. Considerations relating to our affiliates’ compensation from us and other affiliates
of our sponsor could result in decisions that are not in the best interests of our stockholders.

Our advisor may have conflicting fiduciary obligations if we acquire assets from affiliates of our sponsor or enter into
joint ventures with affiliates of our sponsor. As a result, in any such transaction we may not have the benefit of arm’s-
length negotiations of the type normally conducted between unrelated parties.

Our advisor may cause us to invest in a property owned by, or make an investment in equity securities in or real
estate-related loans to, our sponsor or its affiliates or through a joint venture with affiliates of our sponsor. In these
circumstances, our advisor will have a conflict of interest when fulfilling its fiduciary obligation to us. In any such
transaction, we would not have the benefit of arm’s-length negotiations of the type normally conducted between
unrelated parties.
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The fees we pay to affiliates in connection with this offering and in connection with the acquisition and management of
our investments were not determined on an arm’s-length basis; therefore, we do not have the benefit of arm’s-length
negotiations of the type normally conducted between unrelated parties.

The fees to be paid to our advisor, our property manager, our sub-property managers (if any) and other affiliates for
services they provide for us were not determined on an arm’s-length basis. As a result, the fees have been determined without
the benefit of arm’s-length negotiations of the type normally conducted between unrelated parties and could be in excess of
amounts that we would otherwise pay to third parties for such services.

We may purchase real estate assets from third parties who have existing or previous business relationships with affiliates
of our advisor, and, as a result, in any such transaction, we may not have the benefit of arm’s-length negotiations of the
type normally conducted between unrelated parties.

We may purchase assets from third parties that have existing or previous business relationships with affiliates of our
advisor. The officers, directors or employees of our advisor and its affiliates and the principals of our advisor who also
perform services for other affiliates of our sponsor may have a conflict in representing our interests in these transactions on
the one hand and the interests of such affiliates in preserving or furthering their respective relationships on the other hand. In
any such transaction, we will not have the benefit of arm’s-length negotiations of the type normally conducted between
unrelated parties, and the purchase price or fees paid by us may be in excess of amounts that we would otherwise pay to
third parties.

RISKS RELATED TO INVESTMENTS IN REAL ESTATE

Changes in national, regional or local economic, demographic or real estate market conditions may adversely affect our
results of operations and returns to our stockholders.

We are subject to risks generally attributable to the ownership of real estate assets, including but not limited to:
changes in national, regional or local economic, demographic or real estate market conditions; changes in supply of or
demand for similar properties in an area; increased competition for real estate assets targeted by our investment strategy;
bankruptcies, financial difficulties or lease defaults by our tenants; changes in interest rates and availability of financing; and
changes in government rules, regulations and fiscal policies, including changes in tax, real estate, environmental and zoning
laws. These conditions, or others we cannot predict, may adversely affect our results of operations and returns to
our stockholders.

We have established investment criteria based on certain target markets and geographic areas. If our investments are
concentrated in an area that experiences adverse economic conditions, our investments may lose value and we may
experience losses.

Our hospitality properties may be concentrated in one or a few geographic locations, namely the East Coast, the
West Coast and the Sunbelt regions of the United States. These investments carry the risks associated with significant
geographical concentration. We have not established and do not plan to establish any investment criteria to limit our exposure
to these risks for future investments, and we may experience losses as a result. A worsening of economic conditions in a
geographic area in which our investments may be concentrated could have an adverse effect on our business. In addition, the
properties that we acquired in the mergers are located primarily in Texas, along with one property we already owned in
Texas.

Changes in supply of, or demand for, similar real properties in a particular area may increase the price of real properties
we seek to purchase and decrease the price of real properties when we seek to sell them.

The real estate industry is subject to market forces. We are unable to predict certain market changes including
changes in supply of, or demand for, similar real properties in a particular area. Any potential purchase of an overpriced asset
could decrease our rate of return on these investments and result in lower operating results and overall returns to our
stockholders.

Competition with third parties in acquiring properties and other investments may reduce our profitability and the return
on a stockholder’s investment.

We compete with many other entities engaged in real estate investment activities, including individuals,
corporations, bank and insurance company investment accounts, other REITs and real estate limited partnerships, many of
which have greater resources than we do. Larger REITs may enjoy significant competitive advantages that result from,
among other things, a lower cost of capital and enhanced operating efficiencies. In addition, the number of entities and the
amount of funds competing for suitable investments may increase. Any such increase would result in increased demand for
these assets and therefore increased prices paid for them. If we pay higher prices for properties and other investments, our
profitability will be reduced and a stockholder may experience a lower return on his or her investment.
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Uninsured losses or premiums for insurance coverage relating to real property may adversely affect a
stockholder’s returns.

There are types of losses, generally catastrophic in nature, such as losses due to wars, acts of terrorism, earthquakes,
floods, hurricanes, pollution or environmental matters that are uninsurable or not economically insurable, or may be insured
subject to limitations, such as large deductibles or co-payments. Risks associated with potential acts of terrorism could
sharply increase the premiums we pay for coverage against property and casualty claims. Additionally, mortgage lenders
sometimes require commercial property owners to purchase specific coverage against terrorism as a condition for providing
mortgage loans. These policies may not be available at a reasonable cost, if at all, which could inhibit our ability to finance or
refinance our properties. In such instances, we may be required to provide other financial support, either through financial
assurances or self-insurance, to cover potential losses. Changes in the cost or availability of insurance could expose us to
uninsured casualty losses. In the event that any of our properties incurs a casualty loss which is not fully covered by
insurance, the value of our assets will be reduced by any such uninsured loss. In addition, we cannot assure stockholders that
funding will be available to us for repair or reconstruction of damaged hospitality property in the future.

Our hotel properties will be subject to property taxes that may increase in the future, which could adversely affect our
cash flow.

Our hotel properties will be subject to property taxes that may increase as tax rates change and as our hotel
properties are assessed or reassessed by taxing authorities. As the owner of the hotel properties, we are responsible for
payment of the taxes to the applicable government authorities. If we fail to pay any such taxes, the applicable taxing authority
may place a lien on the property and the property may be subject to a tax sale.

Our property manager’s or sub-property manager’s failure to integrate their subcontractors into their operations in an
efficient manner could reduce the return on a stockholder’s investment.

Our property manager or sub-property manager may rely on multiple subcontractors for on-site hotel management of
our properties. If our property manager and sub-property manager are unable to integrate these subcontractors into their
operations in an efficient manner, our property manager or sub-property manager may have to expend substantial time and
money coordinating with these subcontractors, which could have a negative impact on the revenues generated from
such properties.

Actions of joint venture partners could negatively impact our performance.

We may enter into joint ventures with third parties, including with entities that are affiliated with our advisor. We
may also purchase and develop properties in joint ventures or in partnerships, co-tenancies or other co-ownership
arrangements with the sellers of the properties, affiliates of the sellers, developers or other persons. Such investments may
involve risks not otherwise present with a direct investment in real estate, including, for example:

e the possibility that our venture partner in an investment might become bankrupt;

e that the venture partner may at any time have economic or business interests or goals which are, or which become,
inconsistent with our business interests or goals;

e that such venture partner may be in a position to take action contrary to our instructions or requests or contrary to
our policies or objectives;

e the possibility that we may incur liabilities as a result of an action taken by such venture partner;

e that disputes between us and a venture partner may result in litigation or arbitration that would increase our expenses
and prevent our officers and directors from focusing their time and effort on our business;

e the possibility that if we have a right of first refusal or buy/sell right to buy out a venture partner, we may be unable
to finance such a buy-out if it becomes exercisable or we may be required to purchase such interest at a time when it
would not otherwise be in our best interest to do so; or

e the possibility that we may not be able to sell our interest in the joint venture if we desire to exit the joint venture.

Under certain joint venture arrangements, neither venture partner may have the power to control the venture and an
impasse could be reached, which might have a negative influence on the joint venture and decrease potential returns to our
stockholders. In addition, to the extent that our venture partner is an affiliate of our advisor, certain conflicts of interest
will exist.
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Costs of complying with governmental laws and regulations related to environmental protection and human health and
safety may be high.

All real property investments and the operations conducted in connection with such investments are subject to
federal, state and local laws and regulations relating to environmental protection and human health and safety. Some of these
laws and regulations may impose joint and several liability on customers, owners or operators for the costs to investigate or
remediate contaminated properties, regardless of fault or whether the acts causing the contamination were legal.

Under various federal, state and local environmental laws, a current or previous owner or operator of real property
may be liable for the cost of removing or remediating hazardous or toxic substances on such real property. Such laws often
impose liability whether or not the owner or operator knew of, or was responsible for, the presence of such hazardous or toxic
substances. In addition, the presence of hazardous substances, or the failure to properly remediate these substances, may
adversely affect our ability to sell, rent or pledge such real property as collateral for future borrowings. Environmental laws
also may impose restrictions on the manner in which real property may be used or businesses may be operated. Some of these
laws and regulations have been amended so as to require compliance with new or more stringent standards as of future dates.
Compliance with new or more stringent laws or regulations or stricter interpretation of existing laws may require us to incur
material expenditures. Future laws, ordinances or regulations may impose material environmental liability. Additionally, our
tenants’ operations, the existing condition of land when we buy it, operations in the vicinity of our real properties, such as the
presence of underground storage tanks, or activities of unrelated third parties may affect our real properties. There are also
various local, state and federal fire, health, life-safety and similar regulations with which we may be required to comply and
which may subject us to liability in the form of fines or damages for noncompliance. In connection with the acquisition and
ownership of our real properties, we may be exposed to such costs in connection with such regulations. The cost of defending
against environmental claims, of any damages or fines we must pay, of compliance with environmental regulatory
requirements or of remediating any contaminated real property could materially and adversely affect our business, lower the
value of our assets or results of operations and, consequently, lower the amounts available for distribution to
our stockholders.

The costs associated with complying with the Americans with Disabilities Act may reduce the amount of cash available for
distribution to our stockholders.

The real properties in which we may invest may also be subject to the Americans with Disabilities Act of 1990, as
amended, or the ADA. Under the ADA, places of public accommodation are required to comply with federal requirements
related to access and use by disabled persons. The ADA has separate compliance requirements for “public accommodations”
and “commercial facilities” that generally require that buildings and services be made accessible and available to people with
disabilities. With respect to the properties we acquire, the ADA’s requirements could require us to remove access barriers and
could result in the imposition of injunctive relief, monetary penalties or, in some cases, an award of damages. We cannot
assure you that we will be able to acquire properties that comply with the ADA or allocate the responsibility for compliance
with the ADA to another third party, such as the seller or the tenant of the property. Any monies we use to comply with the
ADA will reduce the amount of cash available for distribution to our stockholders.

RISKS RELATED TO THE HOSPITALITY INDUSTRY

A concentration of our investments in the hospitality industry may leave our profitability vulnerable to a downturn or
slowdown in the sector.

We expect to continue to concentrate our investments in the hospitality sector. In addition, all of the real properties
that we acquired in the mergers are hospitality properties. As a result, we will be subject to risks inherent in investments in a
single type of property. If our investments are substantially in the hospitality sector, then the potential effects on our
revenues, and as a result, on cash available for distribution to our stockholders, resulting from a downturn or slowdown in the
hospitality sector could be more pronounced than if we had diversified our investments more.

A possible lack of diversification within the hospitality sector increases the risk of investment.

There is no limit on the number of hotels of a particular hotel brand which we may acquire, or on the number of
hotels we may acquire in a specific geographic region. We have invested and plan to continue to invest primarily in the
select-service hotel properties with premier brands including, but not limited to, Marriott, Hilton, and Hyatt that are located in
major metropolitan markets in the East Coast, West Coast and Sunbelt regions of the United States. If our hotel properties
become geographically concentrated, or if we acquire a substantial number of hotel properties of a particular brand, an
economic downturn in one or more of the markets in which we have invested or a negative event relating to a brand in which
we have a concentration of hotels could have an adverse effect on our financial condition and our ability to make
distributions to our stockholders.

22



If we do not successfully attract and retain franchise flagships for premier-brand, select-service hotel properties, our
business will suffer, and this result will reduce the value of your investment.

Generally, we must attract and retain premier-brand hospitality franchises, including, Marriott, Hilton, and Hyatt
franchises, for any hotel properties we may choose to acquire. Hospitality franchises generally require that design and quality
standards be met for guest room and common areas before a hospitality franchisor will agree to provide the franchise
agreement to operate a property. Compliance with these brand standards may impose significant costs upon us. Failure to
maintain our hospitality properties in accordance with these standards or comply with other terms and conditions of the
applicable franchise agreement could result in a franchise license being canceled. If a franchise license terminates due to our
failure to make required improvements or to otherwise comply with its terms, we may also be liable to the franchisor for a
termination fee. The loss of a franchise license could materially and adversely affect the operations or the underlying value of
the hotel property because of the loss associated with the brand recognition and the marketing support and centralized
reservation systems provided by the franchisor. A loss of a franchise license for one or more hotel properties could materially
and adversely affect our results of operations, financial condition and our cash flows, including our ability to service debt and
make distributions to our stockholders.

There are risks associated with employing hotel employees.

While we do not and will not directly employ or manage the labor force at our hospitality properties, we are subject
to many of the costs and risks generally associated with the hotel labor force. Our property manager or sub-property manager
(if any) is responsible for hiring and maintaining the labor force at each of our hotel properties and for establishing and
maintaining the appropriate processes and controls over such activities. From time to time, the operations of our hotel
properties may be disrupted through strikes, public demonstrations or other labor actions and related publicity. We may also
incur increased legal costs and indirect labor costs as a result of the aforementioned disruptions, or contract disputes or other
events. Significant adverse disruptions caused by union activities or increased costs affiliated with such activities could
materially and adversely affect our results of operations, financial condition and our cash flows, including our ability to
service debt and make distributions to our stockholders.

Hospitality properties are illiquid investments, and we may be unable to adjust our portfolio in response to changes in
economic or other conditions or sell a property if or when we decide to do so.

Hospitality properties are illiquid investments. We may be unable to adjust our portfolio in response to changes in
economic or other conditions. In addition, the hospitality property market is affected by many factors beyond our control,
such as general economic conditions, availability of financing, interest rates, and supply and demand. We cannot predict
whether we will be able to sell any real property for the price or on the terms set by us, or whether any price or other terms
offered by a prospective purchaser would be acceptable to us. We cannot predict the length of time needed to find a willing
purchaser and to close the sale of a real property. Additionally, we may be required to expend funds to correct defects or to
make improvements before a property can be sold. We cannot assure you that we will have funds available to correct such
defects or to make such improvements.

In acquiring a hospitality property, we may agree to restrictions that prohibit the sale of that property for a period of
time or impose other restrictions, such as a limitation on the amount of debt that can be placed or repaid on that real property.
All these provisions would restrict our ability to sell a property, which could reduce the amount of cash available for
distribution to our stockholders.

Our ability to make distributions to our stockholders will depend upon the ability of hotel managers to operate our
hotels effectively.

We expect to invest the proceeds from this offering primarily in additional hotel properties. To qualify as a REIT,
we cannot operate any hotel or directly participate in the decisions affecting the daily operations of any hotel. Our property
manager or a third-party property manager or sub-property manager will have direct control of the daily operations of our
hotels. We will not have the authority to directly control any particular aspect of the daily operations of any hotel (e.g.,
setting room rates). Thus, even if we believed the hotels were being operated in an inefficient or sub-optimal manner, we
would not be able to require a change to the method of operation. Our only alternative for changing the operation of the
hotels would be to replace the manager of one or more hotels in situations where the applicable management agreement
permits us to terminate the existing manager.

Our ability to make distributions to stockholders will be impacted by the performance of the hotel managers in
generating sufficient revenues from the hotels in excess of operating expenses. The hotel managers will be affected by factors
beyond their control, such as changes in the level of demand for rooms and related services of the hotels, their ability to
maintain and increase gross revenues and operating margins at the hotels and other factors. Therefore, any operating
difficulties or other factors affecting the hotel managers’ ability to maintain and increase gross revenues and operating
margins at the hotels could significantly adversely affect our financial condition and results of operations.
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The use of internet travel websites by customers can adversely affect our profitability.

The use of internet travel intermediaries by consumers may cause us to experience fluctuations in our operating
performance and otherwise adversely affect our profitability and cash flows. Our property managers will likely rely upon
internet travel intermediaries such as Travelocity.com, Expedia.com, Orbitz.com, Hotels.com and Priceline.com to generate
demand for our hotel properties. As internet bookings increase, these intermediaries may be able to obtain higher
commissions, reduced room rates or other significant contract concessions from our property managers. Moreover, some of
these internet travel intermediaries are attempting to offer hotel rooms as a commodity, by increasing the importance of price
and general indicators of quality (such as “three-star downtown hotel”) at the expense of brand identification. Consumers
may eventually develop brand loyalties to their reservations system rather than the premier-brand, select-service hotel
properties we intend to primarily invest in, which could have an adverse effect on our business because we will rely heavily
on brand identification. If the amount of sales made through internet intermediaries increases significantly and our property
managers fail to appropriately price room inventory in a manner that maximizes the opportunity for enhanced profit margins,
room revenues may flatten or decrease and our profitability may be adversely affected.

Our profitability may be adversely affected by unstable market and business conditions and insufficient demand for
lodging due to reduced business and leisure travel.

Any hotel properties that we own or may acquire will be subject to all the risks common to the hotel industry and
subject to market conditions that affect all hotel properties. These risks could adversely affect hotel occupancy and the rates
that can be charged for hotel rooms as well as hotel operating expenses, and generally include: increases in supply of hotel
rooms that exceed increases in demand; increases in energy costs and other travel expenses that reduce business and leisure
travel; reduced business and leisure travel due to continued geo-political uncertainty, including terrorism; adverse effects of
declines in general and local economic activity; and adverse effects of a downturn in the hotel industry.

Competition in the hospitality industry and with third parties in acquiring properties may reduce our profitability and the
return on a stockholder’s investment.

The hospitality industry is generally characterized as being intensely competitive. Any hotel in which we invest will
compete with existing and new hotels and other short-term rental competitors in their geographic markets, including with
independent hotels, hotels which are part of local or regional chains and hotels in other well-known national chains, including
hotels and other short-term rental competitors offering different types of accommodations and services. The principal
competitive factors that will affect the hotel properties in which we will seek to invest include, but are not limited to, brand
recognition, location, range of services and guest amenities and the quality and price of the rooms and services provided. Any
one of the foregoing could impact our profitability and ability to pay distributions.

We face significant competition for attractive hotel investment opportunities from other major real estate investors
with significant capital, including both publicly traded REITs and private institutional investment funds. Because of
competition from other well-capitalized real estate investors, we can provide no assurance that we will be able to acquire
desired hotel properties. Where it is possible to acquire desired hotel properties, we can provide no assurance that we will be
able to do so on favorable terms or that such properties will meet our return expectations or conform to our investment
criteria. The competition to acquire attractive hotel investment opportunities could have an adverse effect on our financial
condition and ability to pay distributions.

The hospitality industry is subject to unique, unforeseeable risks that may negatively impact our business and the value of
your investment.

The hospitality industry is subject to unique, unforeseeable risks, such as natural disasters, pandemics and threats of
pandemics, acts of terror and other catastrophes. We have no control over events of this type and they could have a
substantial impact on the hospitality industry and our business if we decide to invest in additional hotel properties. Because
we are unable to control the timing, duration or magnitude of these unforeseen events, the negative impact upon our business
could be great.
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RISKS ASSOCIATED WITH REAL ESTATE SECURITIES AND DEBT-RELATED INVESTMENTS

Disruptions in the financial markets and deteriorating economic conditions could adversely impact the
commercial mortgage market as well as the market for debt-related investments generally, which could hinder our ability
to implement our business strategy and generate returns for our stockholders.

As part of our investment strategy, we may acquire real estate-related loans, real estate-related debt securities and
other real estate-related investments in the hospitality sector. The returns available to investors on these investments are
determined by: (1) the supply and demand for such investments and (2) the existence of a market for such investments, which
includes the ability to sell or finance such investments. During periods of volatility, the number of investors participating in
the market may change at an accelerated pace. As liquidity or “demand” increases, the returns available to investors will
decrease. Conversely, a lack of liquidity will cause the returns available to investors to increase. Continued or future
instability may interfere with the successful implementation of our business strategy.

If we make or invest in mortgage loans, our mortgage loans may be affected by unfavorable real estate market conditions,
which could decrease the value of those loans and the return on a stockholder’s investment.

If we make or invest in mortgage loans, we will be at risk of defaults by the borrowers on those mortgage loans.
These defaults may be caused by many conditions beyond our control, including interest rate levels and local and other
economic conditions affecting real estate values. We will not know whether the values of the properties securing our
mortgage loans will remain at the levels existing on the dates of origination of those mortgage loans. If the values of the
underlying properties drop, our risk will increase because of the lower value of the security associated with such loans.

To the extent we make or invest in mortgage loans, our mortgage loans will be subject to interest rate fluctuations that
could reduce our returns as compared to market interest rates and reduce the value of the mortgage loans in the event we
sell them; accordingly, the value of a stockholder’s investment would be subject to fluctuations in interest rates.

To the extent we invest in fixed-rate, long-term mortgage loans and market interest rates rise, the mortgage loans
could yield a return that is lower than then-current market rates, which would lower the proceeds we would receive in the
event we sell such assets. If market interest rates decrease, we will be adversely affected to the extent that mortgage loans are
prepaid because we may have to originate new loans at the new, lower prevailing interest rate. To the extent we invest in
variable-rate loans and interest rates decrease, our revenues will also decrease. Finally, to the extent we invest in variable-rate
loans and interest rates increase, the value of the loans we own at such time would decrease, which would lower the proceeds
we would receive in the event we sell such assets. For these reasons, if we invest in mortgage loans, our returns on those
loans and the value of a stockholder’s investment will be subject to fluctuations in market interest rates.

The CMBS and CDOs in which we may invest are subject to several types of risks.

Commercial mortgage-backed securities, or CMBS, are bonds which evidence interests in, or are secured by, a
single commercial mortgage loan or a pool of commercial mortgage loans. Collateralized debt obligations, or CDOs, are a
type of debt obligation that are backed by commercial real estate assets, such as CMBS, commercial mortgage loans, B-notes,
or mezzanine paper. Accordingly, the mortgage-backed securities we may invest in are subject to all the risks of the
underlying mortgage loans.

In a rising interest rate environment, the value of CMBS and CDOs may be adversely affected when payments on
underlying mortgages do not occur as anticipated, resulting in the extension of the security’s effective maturity and the
related increase in interest rate sensitivity of a longer-term instrument. The value of CMBS and CDOs may also change due
to shifts in the market’s perception of issuers and regulatory or tax changes adversely affecting the mortgage securities
markets as a whole. In addition, CMBS and CDOs are subject to the credit risk associated with the performance of the
underlying mortgage properties. In certain instances, third-party guarantees or other forms of credit support can reduce the
credit risk.

CMBS and CDOs are also subject to several risks created through the securitization process. Subordinate CMBS and
CDOs are paid interest only to the extent that there are funds available to make payments. To the extent the collateral pool
includes a large percentage of delinquent loans, there is a risk that interest payment on subordinate CMBS and CDOs will not
be fully paid. Subordinate securities of CMBS and CDOs are also subject to greater credit risk than those CMBS and CDOs
that are more highly rated.

25



The mezzanine loans in which we may invest would involve greater risks of loss than senior loans secured by income-
producing real properties.

We may invest in mezzanine loans that take the form of subordinated loans secured by second mortgages on the
underlying real property or loans secured by a pledge of the ownership interests of the entity owning the real property, the
entity that owns the interest in the entity owning the real property or other assets. These types of investments involve a higher
degree of risk than long-term senior mortgage lending secured by income-producing real property because the investment
may become unsecured as a result of foreclosure by the senior lender. In the event of a bankruptcy of the entity providing the
pledge of its ownership interests as security, we may not have full recourse to the assets of such entity, or the assets of the
entity may not be sufficient to satisfy our mezzanine loan. If a borrower defaults on our mezzanine loan or debt senior to our
loan, or in the event of a borrower bankruptcy, our mezzanine loan will be satisfied only after the senior debt. As a result, we
may not recover some or all of our investment. In addition, mezzanine loans may have higher loan-to-value ratios than
conventional mortgage loans, resulting in less equity in the real property and increasing the risk of loss of principal.

RISKS ASSOCIATED WITH DEBT FINANCING

We will incur mortgage indebtedness and other borrowings, which may increase our business risks, could hinder our
ability to make distributions and could decrease the value of your investment.

We generally finance a portion of the purchase price of our investments by borrowing funds. We also incurred debt
in connection with the mergers. Under our charter, we are prohibited from borrowing in excess of 300% of the value of our
net assets. “Net assets” for purposes of this calculation is defined to be our total assets (other than intangibles), valued at cost
prior to deducting depreciation, reserves for bad debts or other non-cash reserves, less total liabilities. Generally speaking, the
preceding calculation is expected to approximate 75% of the aggregate cost of our real estate assets before non-cash reserves
and depreciation. We may temporarily borrow in excess of these amounts if such excess is approved by a majority of the
independent directors and is disclosed to stockholders in our next quarterly report, along with justification for such excess. In
addition, we may incur mortgage debt and pledge some or all of our real estate assets as security for that debt to obtain funds
to acquire additional real estate assets or for working capital. We may also borrow funds as necessary or advisable to ensure
we maintain our REIT tax qualification, including the requirement that we distribute at least 90% of our annual REIT taxable
income to our stockholders (computed without regard to the distribution paid deduction and excluding net capital gains).
However, there is no assurance that we will be able to obtain such borrowings on satisfactory terms.

High debt levels will cause us to incur higher interest charges, which would result in higher debt service payments
and could be accompanied by restrictive covenants. If there is a shortfall between the cash flow from a property and the cash
flow needed to service mortgage debt on that property, then the amount available for distributions to stockholders may be
reduced. In addition, incurring mortgage debt increases the risk of loss since defaults on indebtedness secured by a property
may result in lenders initiating foreclosure actions. In that case, we could lose the property securing the loan that is in default,
thus reducing the value of your investment. For tax purposes, a foreclosure on any of our properties will be treated as a sale
of the property for a purchase price equal to the outstanding balance of the debt secured by the mortgage. If the outstanding
balance of the debt secured by the mortgage exceeds our tax basis in the property, we will recognize taxable income on
foreclosure, but we would not receive any cash proceeds. If any mortgage contains cross collateralization or cross default
provisions, a default on a single property could affect multiple properties. If any of our properties are foreclosed upon due to
a default, our ability to pay cash distributions to our stockholders will be adversely affected.

Instability in the debt markets and our inability to find financing on attractive terms may make it more difficult for us to
finance or refinance properties, which could reduce the number of properties we can acquire and the amount of cash
distributions we can make to our stockholders.

If mortgage debt is unavailable on reasonable terms as a result of increased interest rates, underwriting standards,
capital market instability or other factors, we may not be able to finance the initial purchase of properties. In addition, if we
place mortgage debt on properties, we run the risk of being unable to refinance such debt when the loans come due, or of
being unable to refinance on favorable terms. If interest rates are higher when we refinance debt, our income could be
reduced. We may be unable to refinance debt at appropriate times, which may require us to sell properties on terms that are
not advantageous to us, or could result in the foreclosure of such properties. If any of these events occur, our cash flow would
be reduced. This, in turn, would reduce cash available for distribution to our stockholders and may hinder our ability to raise
more capital by issuing securities or by borrowing more money.

Increases in interest rates could increase the amount of our debt payments and negatively impact our operating results.

Interest we pay on our debt obligations will reduce cash available for distributions. If we incur variable rate debt,
increases in interest rates would increase our interest costs, which would reduce our cash flows and our ability to make
distributions to you. If we need to repay existing debt during periods of rising interest rates, we could be required to liquidate
one or more of our investments at times which may not permit realization of the maximum return on such investments.
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Lenders may require us to enter into restrictive covenants relating to our operations, which could limit our ability to make
distributions to our stockholders.

When providing financing, a lender may impose restrictions on us that affect our distribution and operating policies
and our ability to incur additional debt. Loan documents we enter into may contain covenants that limit our ability to further
mortgage a property, discontinue insurance coverage, or replace Moody National Advisor II, LLC as our advisor. In addition,
loan documents may limit our ability to replace a property’s property manager or terminate certain operating or lease
agreements related to a property. These or other limitations may adversely affect our flexibility and our ability to achieve our
investment objectives.

Our derivative financial instruments that we may use to hedge against interest rate fluctuations may not be successful in
mitigating our risks associated with interest rates and could reduce the overall returns on your investment.

We may use derivative financial instruments to hedge exposures to changes in interest rates on loans secured by our
real estate assets, but no hedging strategy can protect us completely. We cannot assure you that our hedging strategy and the
derivatives that we use will adequately offset the risk of interest rate volatility or that our hedging transactions will not result
in losses. In addition, the use of such instruments may reduce the overall return on our investments. These instruments may
also generate income that may not be treated as qualifying REIT income for purposes of the 75% or 95% REIT gross
income test.

FEDERAL INCOME TAX RISKS
Failure to qualify as a REIT could adversely affect our operations and our ability to make distributions.

We have elected to be taxed as a REIT for our taxable year ended December 31, 2016 and will operate in a manner
designed to permit us to continue to qualify as a REIT for federal income tax purposes.

Our qualification as a REIT will depend on our ongoing satisfaction of numerous requirements established under
highly technical and complex provisions of the Internal Revenue Code for which there are only limited judicial or
administrative interpretations and involve the determination of various factual matters and circumstances not entirely within
our control. The complexity of these provisions and of the applicable income tax regulations that have been promulgated
under the Internal Revenue Code is greater in the case of a REIT that holds its assets through a partnership, as we do.
Moreover, no assurance can be given that legislation, new regulations, administrative interpretations or court decisions will
not change the tax laws with respect to qualification as a REIT or the federal income tax consequences of that qualification.

If we fail to qualify as a REIT in any taxable year for which we have elected to be taxed as a REIT and do not
qualify for certain statutory relief provisions, we would be required to pay U.S. federal income tax on our taxable income,
and distributions to our stockholders would not be deductible by us in determining our taxable income. In such a case, we
might need to borrow money or sell assets in order to pay our taxes. Our payment of income tax would decrease the amount
of our income available for distribution to our stockholders. Furthermore, we would not be required to distribute substantially
all of our net taxable income to our stockholders. In addition, if we fail to qualify as a REIT in any taxable year for which we
have elected to be taxed as a REIT, unless we are eligible for certain statutory relief provisions, we could not re-elect to
qualify as a REIT until the fifth calendar year following the year in which we failed to qualify. In addition, although we
intend to operate in a manner intended to qualify as a REIT, it is possible that future economic, market, legal, tax or other
considerations may cause our board of directors to recommend that we revoke our REIT election.

We believe that our operating partnership will be treated for federal income tax purposes as a partnership and not as
an association or as a publicly traded partnership taxable as a corporation. If the Internal Revenue Service were successfully
to determine that our operating partnership should properly be treated as a corporation, our operating partnership would be
required to pay federal income tax at corporate rates on its net income. In addition, we would fail to qualify as a REIT, with
the resulting consequences described above.

Legislative, regulatory or administrative changes could adversely affect us or our customers.

Legislative, regulatory or administrative changes could be enacted or promulgated at any time, either prospectively
or with retroactive effect, and may adversely affect us and/or our customers.

On December 22, 2017, tax legislation commonly referred to as the Tax Cuts and Jobs Act was signed into law. The
Tax Cuts and Jobs Act makes significant changes to the U.S. federal income tax rules for taxation of individuals and
corporations, generally effective for taxable years beginning after December 31, 2017. In addition to reducing corporate and
individual tax rates, the Tax Cuts and Jobs Act eliminates or restricts various deductions. Most of the changes applicable to
individuals are temporary and apply only to taxable years beginning after December 31, 2017 and before January 1, 2026.
The Tax Cuts and Jobs Act makes numerous large and small changes to the tax rules that do not affect REITs directly but
may affect our stockholders and may indirectly affect us.
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While the changes in the Tax Cuts and Jobs Act generally appear to be favorable with respect to REITs, the
extensive changes to non-REIT provisions in the Internal Revenue Code may have unanticipated effects on us or our
stockholders. Moreover, the process of adopting extensive tax legislation in a short amount of time without hearings and
substantial time for review is likely to have led to drafting errors, issues needing clarification and unintended consequences
that will have to be revisited in subsequent tax legislation. At this point, it is not clear when Congress will address these
issues or when the Internal Revenue Service will issue administrative guidance on the changes made in the Tax Cuts and
Jobs Act.

We urge you to consult with your own tax advisor with respect to the status of the Tax Cuts and Jobs Act and any
other legislative, regulatory or administrative developments and proposals and their potential effect on an investment in
shares of our common stock.

To qualify as a REIT we must meet annual distribution requirements, which may result in us distributing amounts that
may otherwise be used for our operations.

To qualify as a REIT, we will be required each year to distribute to our stockholders at least 90% of our real estate
investment trust taxable income, determined without regard to the dividends-paid deduction and excluding net capital gains.
We will be subject to federal income tax on any undistributed taxable income and to a 4% nondeductible excise tax on any
amount by which distributions we pay with respect to any calendar year are less than the sum of (1) 85% of our ordinary
income, (2) 95% of our capital gain net income and (3) 100% of our undistributed income from prior years. These
requirements could cause us to distribute amounts that otherwise would be spent on investments in real estate assets, and it is
possible that we might be required to borrow funds or sell assets to fund these distributions. If we fund distributions through
borrowings, then we will have to repay debt using money we could have otherwise used to acquire properties. If we sell
assets or use offering proceeds to pay distributions, we also will have fewer investments. Fewer investments may impact our
ability to generate future cash flows from operations and, therefore, reduce your overall return. Although we intend to make
distributions sufficient to meet the annual distribution requirements and to avoid corporate income and excise taxes, it is
possible that we might not always be able to do so.

We may choose to pay dividends in a combination of cash and our own common stock, in which case stockholders may be
required to pay income taxes in excess of the cash dividends they receive.

We may choose to pay dividends in a combination of cash and our own common stock. Under IRS Revenue
Procedure 2017-45, as a publicly offered REIT, we may give stockholders a choice, subject to various limits and
requirements, of receiving a dividend in cash or in our common stock. As long as at least 20% of the total dividend is
available in cash and certain other requirements are satisfied, the IRS will treat the stock distribution as a dividend (to the
extent applicable rules treat such distribution as being made out of our earnings and profits). As a result, U.S. stockholders
may be required to pay income taxes with respect to such dividends in excess of the cash dividends they receive. In the case
of non-U.S. stockholders, we generally will be required to withhold tax with respect to the entire dividend, which
withholding tax may exceed the amount of cash such non-U.S. stockholder would otherwise receive.

If the leases of our hotels to the TRS lessee are not respected as true leases for U.S. federal income tax purposes, we will
fail to qualify as a REIT.

To qualify as a REIT, we must annually satisfy two gross income tests, under which specified percentages of our
gross income must be derived from certain sources, such as “rents from real property.” Rents paid to our operating
partnership by the TRS lessee pursuant to the leases of our hotels will constitute substantially all of our gross income. In
order for such rent to qualify as “rents from real property” for purposes of the gross income tests, the leases must be
respected as true leases for U.S. federal income tax purposes and not be treated as service contracts, financing arrangements,
joint ventures or some other type of arrangement. If our leases are not respected as true leases for U.S. federal income tax
purposes, we will fail to qualify as a REIT.
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If any hotel managers that we may engage do not qualify as “eligible independent contractors,” or if our hotels are not
“qualified lodging facilities,” we will fail to qualify as a REIT.

Rent paid by a lessee that is a “related party tenant” of ours generally will not be qualifying income for purposes of
the two gross income tests applicable to REITs, but an exception is provided, however, for leases of “qualified lodging
facilities” to a TRS so long as the hotels are managed by an “eligible independent contractor” and certain other requirements
are satisfied. We expect to lease all or substantially all of our hotels to the TRS lessee, which is a disregarded subsidiary that
is intended to qualify as a TRS. We expect that the TRS lessee will engage hotel managers, including our affiliated property
manager and third-party property managers that are intended to qualify as “eligible independent contractors.” Among other
requirements, in order to qualify as an eligible independent contractor, the hotel manager must not own, directly or through
its equity owners, more than 35% of our outstanding stock, and no person or group of persons can own more than 35% of our
outstanding stock and the equity interests of the hotel manager, taking into account certain ownership attribution rules. The
ownership attribution rules that apply for purposes of these 35% thresholds are complex, and monitoring actual and
constructive ownership of our stock by our hotel managers and their owners may not be practical. Accordingly, there can be
no assurance that these ownership levels will not be exceeded.

In addition, for a hotel management company to qualify as an eligible independent contractor, such company or a
related person must be actively engaged in the trade or business of operating “qualified lodging facilities” (as defined below)
for one or more persons not related to the REIT or its TRS at each time that such company enters into a hotel management
contract with a TRS or its TRS lessee. No assurances can be provided that any hotel managers that we may engage will in
fact comply with this requirement in the future. Failure to comply with this requirement would require us to find other
managers for future contracts, and if we hired a management company without knowledge of the failure, it could jeopardize
our status as a REIT.

Finally, each property that we lease to our TRS lessee must be a “qualified lodging facility.” A “qualified lodging
facility” is a hotel, motel, or other establishment more than one-half of the dwelling units in which are used on a transient
basis, including customary amenities and facilities, provided that no wagering activities are conducted at or in connection
with such facility by any person who is engaged in the business of accepting wagers and who is legally authorized to engage
in such business at or in connection with such facility. The REIT provisions of the Internal Revenue Code provide only
limited guidance for making determinations under the requirements for qualified lodging facilities, and there can be no
assurance that these requirements will be satisfied.

Recharacterization of sale-leaseback transactions may cause us to lose our REIT status.

We may purchase real properties and lease them back to the sellers of such properties. We cannot guarantee that the
Internal Revenue Service will not challenge our characterization of any sale-leaseback transactions. In the event that any such
sale-leaseback transaction is challenged and recharacterized as a financing transaction or loan for federal income tax
purposes, deductions for depreciation and cost recovery relating to such property would be disallowed. If a sale-leaseback
transaction were so recharacterized, we might fail to satisfy the REIT qualification “asset tests” or the “gross income tests”
and, consequently, lose our REIT status. Alternatively, the amount of our REIT taxable income could be recalculated which
might also cause us to fail to meet the distribution requirement for a taxable year.

Stockholders may have current tax liability on distributions if they elect to reinvest in shares of our common stock.

If stockholders participate in our distribution reinvestment plan, they will be deemed to have received a cash
distribution equal to the fair market value of the stock received pursuant to our distribution reinvestment plan, which will be
taxed as a dividend to the extent of our current or accumulated earnings and profits. As a result, unless a stockholder is a tax-
exempt entity, such stockholders may have to use funds from other sources to pay their tax liability on the value of the
common stock received.
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Sales of our properties at gains are potentially subject to the prohibited transaction tax, which could reduce the return on
a stockholder’s investment.

Our ability to dispose of property is restricted as a result of our REIT status. Under applicable provisions of the
Internal Revenue Code regarding prohibited transactions by REITs, we will be subject to a 100% tax on any gain realized on
the sale or other disposition of any property (other than foreclosure property) we own, directly or through a subsidiary entity,
including our operating partnership, but excluding our taxable REIT subsidiaries, that is deemed to be inventory or property
held primarily for sale to customers in the ordinary course of trade or business unless a safe harbor applies under the Internal
Revenue Code. Whether property is inventory or otherwise held primarily for sale to customers in the ordinary course of a
trade or business depends on the particular facts and circumstances surrounding each property. We intend to avoid the 100%
prohibited transaction tax by (1) conducting activities that may otherwise be considered prohibited transactions through a
taxable REIT subsidiary, (2) conducting our operations in such a manner so that no sale or other disposition of an asset we
own, directly or through any subsidiary other than a taxable REIT subsidiary, will be treated as a prohibited transaction, or
(3) structuring certain dispositions of our properties to comply with certain safe harbors available under the Internal Revenue
Code. However, no assurance can be given that any particular property will not be treated as inventory or property held
primarily for sale to customers in the ordinary course of a trade or business or that a safe harbor will apply.

In certain circumstances, we may be subject to federal and state taxes as a REIT, which would reduce our cash available
for distribution to you.

Even if we qualify as a REIT, we may be subject to federal and state taxes. For example, net income from a
“prohibited transaction” will be subject to a 100% tax. We may not be able to make sufficient distributions to avoid excise
taxes applicable to REITs. We may also decide to retain income we earn from the sale or other disposition of our real estate
assets and pay income tax directly on such income. We may also be subject to state and local taxes on our income or
property, either directly or at the level of the companies through which we indirectly own our assets. In addition, our TRS
will be subject to federal income tax and applicable state and local taxes on its net income. Any federal or state taxes we pay
will reduce our cash available for distribution to our stockholders.

Distributions to tax-exempt investors may be classified as unrelated business taxable income.

Neither ordinary nor capital gain distributions with respect to our common stock nor gain from the sale of common
stock should generally constitute unrelated business taxable income to a tax-exempt investor. However, there are certain
exceptions to this rule. In particular:

e part of the income and gain recognized by certain qualified pension trusts with respect to our common stock may be
treated as unrelated business taxable income if we are a “pension-held REIT,” which should not be the case;

e part of the income and gain recognized by a tax-exempt investor with respect to our common stock would constitute
unrelated business taxable income if the investor incurs debt to acquire the common stock; and

e part or all of the income or gain recognized with respect to our common stock by social clubs, voluntary employee
benefit associations, supplemental unemployment benefit trusts and qualified group legal services plans which are
exempt from federal income taxation under Sections 501(c)(7), (9), (17), or (20) of the Internal Revenue Code may
be treated as unrelated business taxable income.

Complying with the REIT requirements may cause us to forego otherwise attractive opportunities.

To qualify as a REIT for federal income tax purposes, we must continually satisfy tests concerning, among other
things, the sources of our income, the nature and diversification of our assets, the amounts we distribute to our stockholders
and the ownership of shares of our common stock. We may be required to make distributions to stockholders at
disadvantageous times or when we do not have funds readily available for distribution. Thus, compliance with the REIT
requirements may hinder our ability to operate solely on the basis of maximizing profits.
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Complying with the REIT requirements may force us to liquidate otherwise attractive investments.

To qualify as a REIT, we must ensure that at the end of each calendar quarter, at least 75% of the value of our assets
consists of cash, cash items, government securities and qualified real estate assets, including shares of stock in other REITs
and certain mortgage loans and mortgage-backed securities. The remainder of our investment in securities (other than
government securities and qualified real estate assets) generally cannot include more than 10% of the outstanding voting
securities of any one issuer or more than 10% of the total value of the outstanding securities of any one issuer. In addition, in
general, no more than 5% of the value of our assets (other than government securities and qualified real estate assets) can
consist of the securities of any one issuer. No more than 20% (for taxable years beginning after December 31, 2017) of the
value of our total securities can be represented by securities of one or more taxable REIT subsidiaries. Finally, no more than
25% of our assets may consist of “nonqualified publicly offered REIT debt instruments.” If we fail to comply with these
requirements at the end of any calendar quarter, we must correct such failure within 30 days after the end of the calendar
quarter to avoid losing our REIT status and suffering adverse tax consequences. As a result, we may be required to liquidate
otherwise attractive investments.

Liquidation of assets may jeopardize our REIT status.

To qualify as a REIT, we must comply with requirements regarding our assets and our sources of income. If we are
compelled to liquidate any investments we make to satisfy our obligations to our lenders, we may be unable to comply with
these requirements, ultimately jeopardizing our status as a REIT, or we may be subject to a 100% tax on any resultant gain if
we sell assets that are treated as dealer property or inventory.

The failure of a mezzanine loan to qualify as a real estate asset could adversely affect our ability to qualify as a REIT.

We may acquire mezzanine loans. If a mezzanine loan satisfies an Internal Revenue Service safe harbor in Revenue
Procedure 2003-65, the mezzanine loan will be treated as a real estate asset for purposes of the REIT asset tests and interest
derived from the mezzanine loan will be treated as qualifying mortgage interest for purposes of the REIT 75% gross income
test. Although the Revenue Procedure provides a safe harbor on which taxpayers may rely, it does not prescribe rules of
substantive tax law. We intend to make investments that comply with the various requirements applicable to our qualification
as a REIT. We may, however, acquire mezzanine loans that do not meet all of the requirements of this safe harbor. In the
event we own a mezzanine loan that does not meet the safe harbor, the Internal Revenue Service could challenge such loan’s
treatment as a real estate asset for purposes of the REIT asset tests and could challenge treatment of interest on such loan as
qualifying income for purposes of the 75% gross income test, and, if such a challenge were sustained, we could fail to qualify
as a REIT.

The use of a TRS will increase our overall tax liability.

Our domestic TRS will be subject to federal and state corporate income tax on its taxable income. Accordingly,
although our ownership of a TRS lessee allows us to participate in the operating income from any hotel properties that may
be acquired in addition to receiving rent, that operating income is fully subject to corporate income tax. Such taxes could
be substantial.

Non-U.S. investors may be subject to U.S. federal income tax on the sale of shares of our common stock if we are unable
to qualify as a “domestically controlled” REIT.

A non-U.S. person disposing of a U.S. real property interest, including shares of a U.S. corporation whose assets
consist principally of U.S. real property interests, is generally subject to U.S. federal income tax on the gain recognized on
such disposition. A non-U.S. stockholder generally would not be subject to U.S. federal income tax, however, on gain from
the disposition of stock in a REIT if the REIT is a “domestically controlled REIT.” A domestically controlled REIT is a REIT
in which, at all times during a specified testing period, less than 50% in value of its shares is held directly or indirectly by
non-U.S. stockholders. We cannot assure you that we will qualify as a domestically controlled REIT. If we were to fail to so
qualify, gain realized by a non-U.S. investor on a sale of our common stock would be subject to U.S. federal income tax
unless our common stock was traded on an established securities market, which is not currently the case, and the non-U.S.
investor did not at any time during a specified testing period directly or indirectly own more than 10% of the value of our
outstanding common stock.
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RETIREMENT PLAN RISKS

There are special considerations for pension or profit-sharing or 401(k) plans, health or welfare plans or individual
retirement accounts whose assets are being invested in our common stock due to requirements under ERISA and the
Internal Revenue Code. Furthermore, a person acting on behalf of a plan not subject to ERISA may be subject to similar
penalties under applicable federal, state, local, or non-U.S. law by reason of purchasing our stock.

A stockholder that is investing the assets of a pension, profit sharing or 401(k) plan, health or welfare plan, or an
IRA, or other plan or arrangement subject to ERISA or Section 4975 of the Internal Revenue Code in us, should consider:

e whether the investment is consistent with the applicable provisions of ERISA and the Internal Revenue Code;

e whether the investment is made in accordance with the documents and instruments governing the applicable plan,
IRA, or other arrangement, including the investment policy;

e whether the investment satisfies the prudence, diversification, and other applicable fiduciary requirements in Section
404(a) of ERISA;

e  whether the investment will impair the liquidity of the plan, IRA, or other arrangement;

e whether the investment will produce unrelated business taxable income, referred to as UBTI and as defined in
Sections 511 through 514 of the Internal Revenue Code, to the plan;

e the need to value the assets of the plan annually; and

e whether the investment will constitute a prohibited transaction under Section 406 of ERISA or Section 4975 of the
Internal Revenue Code.

Such a stockholder should consider whether an investment in us will cause some or all of our assets to be considered
assets of an employee benefit plan, IRA, or other arrangement. We do not believe that under ERISA and U.S. Department of
Labor regulations currently in effect that our assets would be treated as “plan assets” for purposes of ERISA, although there
can be no assurances. However, if our assets were considered to be plan assets, transactions involving our assets would be
subject to ERISA and Section 4975 of the Internal Revenue Code and some of the transactions we have entered into with our
advisor and its affiliates could be considered “prohibited transactions,” under ERISA or the Internal Revenue Code. If such
transactions were considered “prohibited transactions,” our advisor and its affiliates could be subject to liabilities and excise
taxes or penalties. In addition, our officers and directors, our advisor and its affiliates could be deemed to be fiduciaries under
ERISA, subject to other conditions, restrictions and prohibitions under Part 4 of Title I of ERISA and those serving as
fiduciaries of plans investing in us may be considered to have improperly delegated fiduciary duties to us. Additionally, other
transactions with “parties-in-interest” or “disqualified persons” with respect to an investing plan might be prohibited under
ERISA, the Internal Revenue Code or other governing authority in the case of a government plan. Therefore, we would be
operating under a burdensome regulatory regime that could limit or restrict investments we can make or our management of
our real estate assets. Even if our assets are not considered to be plan assets, a prohibited transaction could occur if we or any
of our affiliates is a fiduciary (within the meaning of ERISA) with respect to an employee benefit plan purchasing shares and,
therefore, in the event any such persons are fiduciaries (within the meaning of ERISA) of your plan or IRA, such stockholder
should not hold our shares unless an administrative or statutory exemption applies to your purchase.

Failure to satisfy the fiduciary standards of conduct and other requirements of ERISA, the Internal Revenue Code, or
other applicable statutory or common law may result in the imposition of civil (and criminal, if the violation was willful)
penalties, and can subject the fiduciary to equitable remedies and/or damages. In addition, if an investment in our common
stock constitutes a prohibited transaction under ERISA or the Internal Revenue Code, the fiduciary that authorized or directed
the investment may be subject to the imposition of excise taxes with respect to the amount invested. Furthermore, to the
extent that the assets of a plan or arrangement not subject to the fiduciary provisions of ERISA (for example, governmental
plans, non-electing church plans, and foreign plans) will be used to purchase our stock, such plans should consider the impact
of applicable federal, state, local, or non-U.S. law on the decision to make such purchase.
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If we were at any time deemed to hold “plan assets” under ERISA or the Internal Revenue Code, stockholders subject to
ERISA and the related excise tax provisions of the Internal Revenue Code may be subject to adverse financial and
legal consequences.

Stockholders subject to ERISA or the Internal Revenue Code should consult their own advisors as to the effect of an
investment in the shares. As discussed under “Certain ERISA Considerations,” our assets may be deemed to constitute “plan
assets” of stockholders that are subject to the fiduciary provisions of ERISA or the prohibited transaction rules of
Section 4975 of the Internal Revenue Code (“Plans”). If we were deemed to hold “plan assets” of Plans, (i) ERISA’s
fiduciary standards would apply to, and might materially affect, our operations if any such Plans are subject to ERISA and
(ii) any transaction we enter into could be deemed a transaction with each Plan and transactions we might enter into in the
ordinary course of business could constitute prohibited transactions under ERISA and/or Section 4975 of the Internal
Revenue Code. Holding plan assets may negatively impact our results.

ITEM 1B. Unresolved Staff Comments
We have no unresolved staff comments.
ITEM 2. Properties

As of December 31, 2017, we owned fourteen hotel properties located in six states with a total of 1,941 rooms. For
more information on our hotel properties see Item 1, “Business—Investment Portfolio.”

Our principal executive offices are located at 6363 Woodway Drive, Suite 110, Houston, Texas, 77057. Our
telephone number, general facsimile number and website address are (713) 977-7500, (713) 977-7505 and
https://www.moodynationalreit.com, respectively.

ITEM 3. Legal Proceedings

From time to time, we are party to legal proceedings that arise in the ordinary course of our business. Management
is not aware of any pending or contemplated legal proceedings the outcome of which is or would be reasonably likely to have
a material adverse effect on our results of operations or financial condition.

ITEM 4. Mine Safety Disclosures

Not applicable.
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PART I

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

Stockholder Information

As of March 19, 2018, we had 8,901,604 shares of our common stock outstanding held by a total of approximately
5,043 stockholders. The number of stockholders is based on the records of DST Systems, Inc., which serves as our
transfer agent.

Market Information

Our shares of common stock are not currently listed on a national securities exchange or any over-the-counter
market. We do not expect our shares to become listed in the near future, and they may not become listed at all. Consequently,
there is the risk that our stockholders may not be able to sell their shares at a time or price acceptable to them. We presently
intend, but are not required, to complete a transaction providing liquidity for our stockholders within four to six years from
the termination of our initial offering. Our charter does not require our board to pursue a liquidity event at any particular
time, or at all. However, we expect that our board, in the exercise of its fiduciary duty to our stockholders, will determine to
pursue a liquidity event when it believes that the then-current market conditions are favorable for a liquidity event and that
such a transaction is in the best interests of our stockholders. A liquidity event could include (1) the sale of all or substantially
all of our assets either on a portfolio basis or individually followed by a liquidation, (2) a merger or another transaction
approved by our board in which our stockholders will receive cash or shares of a publicly traded company or (3) a listing of
our shares on a national securities exchange. There can be no assurance as to when a suitable transaction will be available.

Determination of Estimated Net Asset Value per Share

On March 19, 2018, our board of directors, including all of our independent directors, determined an estimated NAV
per share of our Class A Shares, Class D Shares, Class I Shares and Class T Shares of $23.19 as of December 31, 2017. The
estimated NAV per share is based on (x) the estimated value of our assets less the estimated value of our liabilities, divided
by (y) the number of outstanding shares of our common stock, all as of December 31, 2017. We provided the estimated NAV
per share to assist broker-dealers in connection with their obligations under National Association of Securities Dealers
Conduct Rule 2340, as required by FINRA, with respect to customer account statements. In determining the estimated NAV
per share, our board of directors relied upon information contained in a report, or the Valuation Report, provided by our
advisor, the recommendation of the audit committee of our board and our board of directors’s experience with, and
knowledge of, our real property and other assets as of December 31, 2017. The objective of our board of directors in
determining the estimated NAV per share of our common stock was to arrive at a value, based on recent, available data, that
our board believed was reasonable based on methods that it deemed appropriate after consultation with our advisor and the
Audit Committee. In preparing the Valuation Report, our advisor relied in part on appraisals of the fair value of the our
investments in hotel properties provided by Kendall Realty Consulting Group, LLC, and CBRE, Inc. Valuation & Advisory
Services, (each, an Appraiser). To calculate the estimated NAV per share in the Valuation Report, our advisor used a
methodology pursuant to the provisions of Practice Guideline 2013-01, Valuations of Publicly Registered Non-Listed REITS,
issued by the Investment Program Association in April 2013.

The table below sets forth material items included in the calculation of the estimated NAV per share as of December
31, 2017. A summary of methodologies, assumptions and limitations follows the table (amounts in the table are unaudited).

INVeStMENt iN NOEL PrOPEITICS. ....veiueeriieriieiieteeiiesteett ettt e et et et e e e esaessaesteesseesseeseesseesseesseesseesseassenseensenssenseans $ 439,000,000
Cash, cash equivalents and restricted CASN..........cccieiiiiiiirierieeee ettt eeaens 22,864,488
L0 TSR (1o A 21 o) (TSROSO 22,450,000
(0134 1S) g 1T - RO 5,427,012

$ 489,741,500
INOLES PAYADIE ...ttt ettt ettt ettt et e bttt ettesbesbesbesbeeseeseassessessessesseeseeseassessessansassansansesensenseesens $ 269,173,319
(01141 V1o 8 RS 11,526,764
Special limited partNerShip INEEIESTS .........ccieruieriieiieieet ettt ettt et et et e e e entesseesae e beeneeeneeene 1,000
Noncontrolling interests in Operating Partnership............ccoeeeiieiiiiienie e 7,426,422
Total liabilities, special limited partnership interests and noncontrolling interest in Operating Partnership.... $ 288,127,505
ESHMALEA VAIUE......c..oiiiiiiieiiieie ettt ettt e e et e et e ettt e eaa e e eateeeaaeesaaeeeaseatseeaeeenseesaseeenseas $ 201,613,995
CommOn StOCK OULSTANAINE .....cvveiieiieieeieeiieie ettt et et e e et e stae st e seesseessesssesseesseesseenseensenssesssenseesenn 8,693,367
Estimated value Per SRATE .........c.ooiiiiiiiieee ettt ettt ettt n ettt $ 23.19



As of December 31, 2017, the estimated NAV was allocated on a per share basis as follows:

Investment in ROt PrOPEITIES. ... .ecuueiuieriieit ettt ettt ettt ettt et e te et e saeesaeesae e st eneeeneesseenseeneeas $ 50.50
P[0 ST o 10) [P ORRSRS (30.97)
Other assets, liabilities, and special limited partnership INtErestS..........covverveeruieviieeerieriieie e 4.51
Noncontrolling interests in Operating Partnership...........cceevveiieiiiiieiieie et (0.85)
Estimated value Per SHATE .........c.ooiviiiieiiiicceeieete ettt ettt te et et e esbeereeeaeesbeenbeenseereeeteenbeenrens $ 23.19

Investment in Hotel Properties

As of December 31, 2017, we owned 14 hotel properties. Each of the Appraisers appraised certain of the hotel
properties in our portfolio using the income method of valuation, specifically a discounted cash flow analysis, as well as the
sales comparison approach. The income method is a customary valuation method for income-producing properties, such as
hotels. The appraisals were conducted on a property-by-property basis. In performing this analysis, each of the Appraisers
reviewed property-level information provided by our advisor and us, including: property-level operating and financial data,
prior appraisals (as available), franchise agreements, management agreements, agreements governing the ownership structure
of each property and other property-level information. In addition, each of the Appraisers (i) discussed the applicable hotel
properties with our advisor, (ii) conducted inspections of the applicable hotels, and (iii) reviewed information from a variety
of sources about market conditions for the applicable hotels.

After completing the foregoing reviews, each of the Appraisers developed multi-year discounted cash flow analyses
for each hotel appraised based on a review of such property’s historical operating statements, a review of such property’s
2018 forecasts and 2018 preliminary budget, as well as estimated occupancy, average daily room rate, and revenues and
expenses for each hotel based on an analysis of market demand. In addition, each of the Appraisers determined an estimated
residual value of the applicable hotel in the final year of the discounted cash flow analysis by estimating the next year’s net
operating income and capitalizing that income at a capitalization rate indicative of the location, quality and type of the hotel.
Each of the Appraisers made deductions for capital expenditures based on discussions with our advisor, their review of the
applicable property’s improvements and estimates of reserves for replacements going forward.

The discount rates and capitalization rates used to value our hotel properties were selected and applied on a
property-by-property basis and were selected based on several factors, including but not limited to industry surveys,
discussions with industry professionals, hotel type, franchise, location, age, current room rates and other factors that each
Appraiser deemed appropriate. The following summarizes the overall discount rates and capitalization rates used by
the Appraisers:

Range
Weighted
Low High Average
Capitalization Rate..........cccoerininininiiiiiceececccee e, 7.00% 9.00% 7.85%
DiScount Rate ......covueeriieiiiiieiiee e, 9.50% 11.50% 10.11%

While we believe that the discount rates and capitalization rates used by the Appraisers were reasonable, a change in
those rates would significantly impact the appraised values of our hotel properties and thus, the estimated NAV per share.
The table below illustrates the impact on the estimated NAV per share if the weighted average capitalization rate and
weighted average discount rate listed above were increased or decreased by 2.5%, assuming all other factors
remain unchanged:

Estimated NAV
per Share due to
Decrease of Increase of

2.5% 2.5%
Capitalization RALE ........c.cocviiiieiiieieieceet ettt ettt ettt ettt te et s e $ 23.77 $ 22.60
DISCOUNT RALE ..ottt ettt bt sese e st eneeseseneenes $ 24.01 $ 22.38

The appraisals are each addressed to our advisor to assist it in calculating an estimated NAV per share of our Class
A Shares, Class D Shares, Class I Shares and Class T Shares. None of the appraisals are addressed to the public, may not be
relied upon by any person other than our advisor and our board (including any committee thereof) to establish an estimated
NAYV per share of our shares of common stock, and do not constitute a recommendation to any person to purchase or sell any
such shares.
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Notes Receivable

As of December 31, 2017, we held three notes receivable from related parties. The Valuation Report contained
an estimate based on discounted cash flow analyses using the current incremental lending rates for similar types of lending
arrangements as of the respective reporting dates. The discounted cash flow method of assessing fair value results in a
general approximation of value, and such value may never actually be realized.

Notes Payable

As of December 31, 2017, we had 14 notes payable, which were secured by certain of our assets. The Valuation
Report contained an estimated fair value of each such note payable estimated based on discounted cash flow analyses using
the current incremental borrowing rates for similar types of borrowing arrangements as of the respective reporting dates. The
discounted cash flow method of assessing fair value results in a general approximation of value, and such value may never
actually be realized.

Other Assets and Liabilities

The Valuation Report contained estimates of our other assets and liabilities, consisting primarily of cash and cash
equivalents, restricted cash, deferred franchise costs, accounts receivable, prepaid expenses, other assets and accounts
payable, and accrued expenses. The fair values of such other assets and liabilities were considered by our board of directors
to be equal to their carrying value as of December 31, 2017 due to their short maturities.

Limitations of the Estimated NAV per Share

The various factors considered by our board of directors in determining the estimated NAV per share were based on
a number of assumptions and estimates that may not be accurate or complete. Different parties using different assumptions
and/or different estimates could derive a different estimated NAV per share. We disclosed the estimated NAV per share to
assist broker-dealers that participate, or participated, in our offering in meeting their customer account statement reporting
obligations. The estimated NAV per share is not audited and does not represent the value of our assets or liabilities according
to GAAP. Moreover, the estimated NAV per share determined by the board of directors is not a representation, assurance,
warranty or guarantee that, among other things:

° a stockholder would be able to realize the estimated NAV per share if such stockholder attempts to sell his
or her shares;

° a stockholder would ultimately realize distributions per share equal to the estimated NAV per share upon a
liquidation of our assets and settlement of our liabilities, or upon our sale;

° our shares would trade at the estimated NAV per share on a national securities exchange;

° another independent third-party appraiser or third-party valuation firm would agree with the estimated
NAV per share; or

° the estimated NAV per share, or the methods used to determine the estimated NAV per share, will be
acceptable to FINRA, the SEC, any state securities regulatory entity or in accordance with ERISA, as
amended, or with any other regulatory requirements.

Similarly, the amount that a stockholder may receive upon repurchase of his or her shares, if he or she participates in
our share repurchase program, may be greater than or less than the amount that such stockholder paid for the shares,
regardless of any increase in the underlying value of any assets owned by us. Further, the value of the our common stock will
fluctuate over time in response to developments related to individual assets in our portfolio, the management of those assets,
and in response to the real estate and capital markets. The estimated NAV per share does not reflect a discount for the fact
that we are externally managed, nor does it reflect a real estate portfolio premium/discount versus the sum of the individual
property values. The estimated NAV per share also does not take into account estimated disposition costs and fees for real
estate properties that are not held for sale.
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Sales of Unregistered Securities

On July 2, 2015, we raised $2,000,000 in gross offering proceeds and broke escrow in our initial public offering and,
pursuant to our independent directors’ compensation plan, each of our two independent directors at that time, Douglas Y.
Bech and Charles L. Horn, received an initial grant of 5,000 shares of our restricted common stock. In addition, pursuant to
our independent directors’ compensation plan, Clifford McDaniel received an initial grant of 5,000 shares of our restricted
common stock upon his election to our board of directors on February 23, 2016. In connection with their election to our
board of directors following the completion of the mergers, each of Messrs. William H. Armstrong and John P. Thompson
received initial grants of 5,000 shares of our restricted common stock on September 27, 2017. The shares of restricted stock
issued pursuant to our independent directors’ compensation plan were issued in transactions exempt from registration
pursuant to Section 4(a)(2) of the Securities Act. In addition, on the date of each of the first four annual meetings of our
stockholders at which an independent director is re-elected to the board, he or she will receive 2,500 shares of restricted
stock. The shares of restricted common stock vest in four equal quarterly installments beginning on the first day of the first
quarter following the date of grant; provided, however, that the restricted stock will become fully vested on the earlier to
occur of (1) the termination of the independent director’s service as a director due to death or disability, or (2) a change in
control of our company. For more information on our independent directors compensation plan, see Item 11, “Executive
Compensation—Compensation of our Directors.”

Use of Offering Proceeds From Registered Securities

On January 20, 2015, our Registration Statement on Form S-11 (File No. 333-198305) registering our offering of up
to $1,100,000,000 in shares of our common stock was declared effective and we commenced our offering. We are currently
offering up to $1,000,000,000 in shares of any class of our common stock to the public in our primary offering and up to
$100,000,000 of shares of any class of our common stock pursuant to our DRP. Each class of the Shares are offered (i) to the
public in the primary offering at a purchase price equal to such share class’s NAV per share as of December 31, 2017, or
$23.19 per share and (ii) to our stockholders pursuant to the DRP at a purchase price equal to such share class’s NAV per
share as of December 31, 2017, or $23.19 per share.

As of December 31, 2017, we had accepted subscriptions for, and issued, 5,037,374 shares of our common stock,
excluding shares issued in connection with the merger and including 133,680 shares of our common stock pursuant to our
DRP, resulting in gross offering proceeds of $123,729,965.

As of December 31, 2017, we had incurred selling commissions, dealer manager fees and organization and other
offering costs in our offering in the amounts set forth in the table below. Moody Securities our dealer manager, reallowed all
of the selling commissions and a portion of the dealer manager fees to participating broker-dealers.

Estimated/
Type of Expense Amount Actual
Selling commissions, stockholder servicing fees and dealer manager fees ................ $ 11,522,151 Actual
FINAIS™ TEES ...ttt ettt ettt — —
Expenses paid to or fOr UNAEIrWIItETS .......ccvveeeuieiiieeiieeite et — —
Other organization and offering COStS........ceevuririieiiieiiiieeie et 5,714,555 Actual

TOLAL EXPENSES ...ttt ettt ettt ettt et ete ettt e et et e eteeteeseeseesse et e eseeteeteeanenns $ 17,236,706

As of December 31, 2017, the net offering proceeds to us from our offering, after deducting the total expenses
incurred as described above, were approximately $106,493,259, excluding $3,279,796 in offering proceeds from shares of
our common stock issued pursuant to the DRP.

We intend to use the proceeds from our offering to acquire additional hotel properties located in the East Coast, the
West Coast and the Sunbelt regions of the United States. To a lesser extent, we may also invest in other hospitality properties
located within other markets and regions as well as real estate securities and debt-related investments related to the
hospitality sector.

As of December 31, 2017, we used approximately $86,078,809 of the net proceeds from our offering to acquire the
Residence Inn Austin, the Springhill Suites Seattle and the Moody I portfolio, to reduce the debt on Springhill Suites Seattle
and to originate the MN TX Il note. As of December 31, 2017, we had paid $14,710,079 of acquisition expenses, including
$12,955,592 related to the mergers.
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In connection with the mergers, our board of directors suspended our share repurchase program, effective March 24,
2017. Our board of directors reinstated our share repurchase program on September 27, 2017, the closing date of the mergers.
During the three months ended December 31, 2017, we fulfilled redemption requests and redeemed shares of our common
stock pursuant to our share redemption program as follows:

Approximate
Dollar Value of

Total Number of Shares Available
Shares Average Price  That May Yet Be
Requested to be Paid Redeemed Under
Redeemed® per Share the Program
OCLODET 2017 .ttt 8,998.56 §$ 24.56 @
NOVEMDET 2017 ..., — 3 — @
DECEMDET 2017 .ottt ee 27,719.52 % 24.41 @
36,718.08

(1) We generally redeem shares on the last business day of the month following the end of each fiscal quarter in which
redemption requests were received. The 36,718.08 shares requested to be redeemed were redeemed during the quarter
ended December 31, 2017 at an average price of $24.45 per share.

(2) The number of shares that may be redeemed pursuant to the share redemption program during any calendar year is
limited to: (1) 5% of the weighted-average number of shares outstanding during the prior calendar year and (2) those that
can be funded from the net proceeds we received from the sale of shares under the DRIP during the prior calendar year
plus such additional funds as may be reserved for that purpose by our board of directors. This volume limitation will not
apply to redemptions requested within two years after the death of a stockholder.

Share Repurchase Program

Our share repurchase program may provide an opportunity for our stockholders to have shares of our common stock
repurchased, subject to certain restrictions and limitations, at a price equal to or at a discount from the current offering price
per share for the shares being repurchased. No shares can be repurchased under our share repurchase program 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 qualifying disability of a stockholder.

We will repurchase shares under our share repurchase program for the lesser of the price paid by the stockholder for
the shares that are being repurchased or 95% of the then-current NAV per share. Repurchase requests made within two years
of death or “qualifying disability” of a stockholder will be repurchased at a price equal to the then-current public offering
price or, in the case of repurchases following the conclusion of our offering, at a price based upon our current NAV per share
and other factors that our board of directors deems relevant. Our board of directors, in its sole discretion, shall make the
determination of whether a stockholder has a qualifying disability after receiving written notice from the stockholder.

We are not obligated to repurchase shares of our common stock under the share repurchase program. Our board of
directors may, in its sole discretion, accept or reject any share repurchase request made by any stockholder at any time.
Repurchases during any calendar year will be limited to the lesser of (1) 5.0% of the weighted average of common stock
outstanding during the prior calendar year and (2) the number of shares of our common stock that could be repurchased with
the net proceeds from the sale of shares under our DRP in the prior calendar year plus such additional funds as may be
reserved for share repurchase by our board of directors; provided, however, that shares subject to a repurchase request upon
the death of a stockholder will be included in calculating the maximum number of shares that may be repurchased, but the
above volume limitations shall not apply to repurchases requested upon the death of a stockholder. In addition, our board of
directors may, in its sole discretion, amend, suspend or terminate the share repurchase program at any time if it determines
that the funds available to fund the share repurchase program are needed for other business or operational purposes or that
amendment, suspension or termination of the share repurchase program is in the best interest of our stockholders. If our board
of directors decides to amend, suspend or terminate our share repurchase program, we will provide stockholders with no less
than 10 days’ prior written notice, which notice may be provided by including such information (a) in a current report on
Form 8-K or in our annual or quarterly reports, all as publicly filed or furnished with the SEC, or (b) in a separate mailing to
our stockholders.
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Distribution Information

On July 2, 2015, our board of directors authorized and declared a cash distribution to our stockholders. We first paid
distributions on September 15, 2015. Our board of directors authorized and declared a distribution to our stockholders for the
year ended December 31, 2017 that (1) was calculated daily and reduced for class-specific expenses; (2) was payable in
cumulative amounts on or before the 15th day of each calendar month to stockholders of record as of the last day of the
previous month; and (3) was calculated at a rate of $1.75 per share of our common stock per year, or approximately $0.00479
per share per day, before any class-specific expenses.

The following table summarizes distributions paid in cash and pursuant to the DRP for the years ended
December 31, 2017 and 2016.

Distribution

Cash Paid Pursuant  Total Amount
Period Distribution to DRP® of Distribution
First QUarter 2017 ........cveuveieieieeeeeeieee ettt $ 1,016,749 $ 410,733 $ 1,427,482
Second QUArtEr 2017 .....oovieeeeeeeeceeeeee ettt 1,325,157 589,483 1,914,640
Third QUArter 2017 .......ooveeieerieereeeee ettt enes 1,478,301 626,925 2,105,226
Fourth QUArter 2017 ......c.oocviiveiieeieeeee et 2,161,214 819,851 2,981,065
TOLAL vttt ettt ettt et eae e ens $ 5,981,421 $ 2,446,992 $ 8,428,413
First QUArter 2016........cvovvevveeeieeeeeeeeeeeeeeeeeeeeee et $ 185,952 $ 84,466 $ 270,418
Second QUArter 2016 .........ocveeveeerieieereeeeeeeee et 351,169 157,799 508,968
Third QUArter 2016 ........c.oooveeiveeeeeieeereeereeeee et ere e 634,948 229,708 864,656
Fourth QUArter 2016 .........ccooovieveeeiieieeieeeeeeeere e 818,892 314,629 1,133,521
TOLAL. vttt ettt et ens $ 1,990,961 $ 786,602 $ 2,777,563
(1) Amount of distributions paid in shares of common stock pursuant to the DRP.

For the year ended December 31, 2017, we had cash used in operating activities of $13,486,126, and a deficit of
$10,296,472 in funds from operations. For the year ended December 31, 2016, we had cash provided by operating activities
0f $921,090, and a deficit of $562,326 in funds from operations. For the year ended December 31, 2017, 0% of distributions
were paid from cash provided by operating activities and 100% were paid from offering proceeds. For the year ended
December 31, 2016, 33% of distributions were paid from cash provided by operating activities and 67% were paid from
offering proceeds. The tax composition of our distributions declared for the years ended December 31, 2017 and 2016 was
as follows:

2017 2016
Ordinary INCOME ......ccueeiiiiiiiiiieieee e e 0% 6%
Capital GaAIN ..o e 0% 0%
Return of Capital.........cooieiiiiiiiieee e 100% 94%
TOTAL . et 100% 100%

ITEM 6. Selected Financial Data
Selected Financial Data

The following selected financial data as of December 31, 2017, 2016, 2015 and 2014, and for the years ended
December 31, 2017, 2016 and 2015 and for the period from July 25, 2014 (inception) to December 31, 2014 should be read
in conjunction with the accompanying consolidated financial statements and related notes thereto and Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.” Our historical results are not necessarily
indicative of results for any future period.

As of December 31,
Selected Financial Data 2017 2016 2015 2014
BALANCE SHEET DATA:
TOLAl @SSELS ..t $ 446,476,370 $ 135,758,774 $ 29,479,123 $ 198,624
Total HabIlItIES ...ccovvvieieeeiieeceeeeeeee e $ 274,962,562 $ 70,929,336 $ 17,217,912 $ —
Special limited partnership interests..................... $ 1,000 $ 1,000 $ 1,000 $ 1,000
Total CQUILY ..eeveeieceeciieie e $ 171,512,808 $ 64,828,438 § 12,260,211 $ 197,624
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Period from

July 25, 2014
Year ended Year ended Year ended (inception) to
December 31,  December 31,  December 31,  December 31,
2017 2016 2015 2014
STATEMENT OF OPERATIONS DATA:
TOtal TEVENUE ...t $ 36,568,594 $ 14,858,872 $ 1,077,074 $ —
Total EXPENSES .v.vvveeriererireeiereereeeeteereee et $ 50,947,594 $ 17,136,343 $ 1,598,377 $ 2,376
Gain on acquisition of hotel property .................. $ — S — 93 2,000,000 $ —
Income tax expense (benefit) .........cccceeveverinenee. $ 666,000 $ (4,000) $ (6,000) $ —
NEt iNCOME (10SS) rrvvvvrreveeeeeeeessessesseeeeeeeeeeeeeeeee $ (1504500008  (2.273.471)$ 1,484,697 $ (2,376)
STATEMENT OF CASH FLOWS DATA:
Net cash provided by (used in) operating
ACHVIEIES wvvvvvvveeroeoeeeeeeeeeeeeeeeeeeeeeeeee e $  (13,486,126)$ 921,000 $ (18,993) $ (2,376)
Net cash used in investing activities..................... $  (86,486,226)$  (88,665,861)$  (25,683,518) % —
Net cash provided by financing activities............ $ 88,608,562 $ 105,741,116 $ 27,084,854 $ 201,000
OTHER DATA:
Dividends declared .........ccoeeeeevieveeeeeeeeeeeeennnnn $ 9,562,152 $ 3,161,440 $ 217,365 $ —

ITEM?7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with the “Selected Financial Data” above and
our accompanying consolidated financial statements and the notes thereto included in this Annual Report. Also see “Forward
Looking Statements” preceding Part 1. As used herein, the terms “we,” “our,” “us” and “our company” refer to Moody
National REIT II, Inc. and, as required by context, Moody National Operating Partnership II, LP, a Delaware limited
partnership, our operating partnership, and to their respective subsidiaries. References to “Shares” and “our common stock”

refer to shares of any class of our common stock.
Overview

We are a Maryland corporation formed on July 25, 2014 to invest in a portfolio of hospitality properties focusing
primarily on the select-service segment of the hospitality sector with premier brands including, but not limited to, Marriott,
Hilton and Hyatt. We have elected to be taxed as a real estate investment trust, or REIT, under the Internal Revenue Code of
1986, as amended, or the Internal Revenue Code, beginning with our taxable year ended December 31, 2016. We own, and in
the future intend to own, substantially all of our assets and conduct our operations through our operating partnership. We are
the sole general partner of our operating partnership, and the initial limited partners of our operating partnership were our
subsidiary, Moody OP Holdings II, LLC, or Moody Holdings II, and Moody National LPOP II, LLC, or Moody LPOP II, an
affiliate of our advisor. Moody Holdings II invested $1,000 in our operating partnership in exchange for limited partnership
interests, and Moody LPOP II invested $1,000 in our operating partnership in exchange for special limited partnership
interests. As we accept subscriptions for sales of shares of our common stock, we transfer substantially all of the net proceeds
from such sales to our operating partnership in exchange for limited partnership interests and our percentage ownership in our
operating partnership increases proportionally.

We are externally managed by Moody National Advisor II, LLC, a related party, which we refer to as our “advisor,”
pursuant to an advisory agreement among us, our operating partnership and our advisor, or the advisory agreement. Our
advisor was formed in July 2014. Moody National REIT Sponsor, LLC, which we refer to as our “sponsor,” is owned and
managed by Brett C. Moody, who also serves as our Chief Executive Officer and President and the Chief Executive Officer
and President of our advisor.

On January 20, 2015, the Securities and Exchange Commission, or SEC, declared our registration statement on
Form S-11, or our registration statement, effective and we commenced our initial public offering, or our offering, of up to
$1,100,000,000 in shares of common stock, consisting of up to $1,000,000,000 in shares of our common stock offered to the
public, or our primary offering, and up to $100,000,000 in shares offered to our stockholders pursuant to our distribution
reinvestment plan, or the DRP.
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On June 26, 2017, the SEC declared effective our post-effective amendment to our registration statement, which
reallocated our shares of common stock as Class A common stock, $0.01 par value per share, or the Class A Shares, Class D
common stock, $0.01 par value per share, or the Class D Shares, Class I common stock, $0.01 par value per share, or the
Class I Shares, and Class T common stock, $0.01 par value per share, or the Class T Shares and, together with the Class A
Shares, the Class D Shares and the Class I Shares, the Shares, to be sold on a “best efforts” basis. On January 16, 2018, our
advisor assumed responsibility for the payment of all selling commissions, dealer manager fees and stockholder servicing
fees paid in connection with our offering; provided, however that our advisor intends to recoup the selling commissions,
dealer manager fees and stockholder servicing fees that it funds through the contingent advisor payment.

On March 19, 2018, our board of directors determined a NAV per share of all classes of our common stock of $23.19 as
of December 31, 2017. Accordingly, we are currently offering the Shares (i) to the public in our primary offering at a
purchase price of $23.19 per share which is equal to the NAV per share for each class of our common stock as of December
31, 2017, as described in the prospectus for our offering and (ii) to our stockholders pursuant to the DRP at a purchase price
of $23.19 per share which is equal to the NAV per share for each class of our common stock as of December 31, 2017.

Moody Securities, LLC, an affiliate of our advisor, which we refer to as the “dealer manager” or “Moody
Securities,” is the dealer manager for our offering and is responsible for the distribution of our common stock in our offering.

As of December 31, 2017, we had received and accepted investors’ subscriptions for and issued 5,037,374 shares of
common stock in our offering, excluding shares issued in connection with our merger with Moody National REIT I, Inc., or
Moody I, and including 133,680 shares of common stock pursuant to our DRP, resulting in gross offering proceeds of
$123,729,965. On January 18, 2018, we filed with the SEC a registration statement on Form S-11 (Registration No. 333-
222610) registering $990,000,000 in any combination of the Shares to be sold on a “best efforts” basis in a follow-on public
offering. This registration statement is not yet effective. We are currently taking advantage of an extension to our offering
which allows us to continue selling the Shares in our offering until July 19, 2018. As of March 19, 2018, we had received and
accepted investors’ subscriptions for and issued 5,245,611 shares of our common stock in our offering, including 143,654
shares pursuant to our DRP, resulting in gross offering proceeds of $128,312,862. As of March 19, 2018, $967,773,753 of
stock remained to be sold in our offering. We reserve the right to terminate our offering at any time.

We use the net proceeds from our offering to acquire hotel properties located in the East Coast, the West Coast and
the Sunbelt regions of the United States. To a lesser extent, we may also invest in other hospitality properties located within
other markets and regions, as well as real estate securities and debt-related investments related to the hospitality sector.

As of December 31, 2017, our portfolio consisted of (1) interests in fourteen hotel properties located in six states,
comprising a total of 1,941 rooms, (2) a loan with a current principal amount of $6,750,000 originated to an affiliate of
Sponsor used to acquire a commercial property located in Katy, Texas, (3) a loan in the principal amount of $4,500,000
originated to an affiliate of Sponsor used to acquire a commercial property located in Houston, Texas, which loan was
subsequently retired in March 2018 and (4) a mortgage note receivable with a current principal amount of $11,200,000 from
a related party.

Our principle executive offices are located at 6363 Woodway Drive, Suite 110, Houston, Texas 77057, and our main
telephone number is (713) 977-7500.

Merger with Moody National REIT I, Inc.

On November 16, 2016, we, along with our operating partnership, our advisor, Moody I, Moody National Operating
Partnership I, L.P., the operating partnership of Moody I, or Moody I OP, Moody National Advisor I, LLC, the advisor to
Moody I, or Moody I advisor, and Moody Merger Sub, LLC, our wholly-owned subsidiary, or merger sub, entered into an
agreement and plan of merger, or the merger agreement. On September 27, 2017, or the closing date, pursuant to the merger
agreement, Moody I merged with and into merger sub, and merger sub subsequently merged with and into us. We refer to the
foregoing transaction as the “merger.” In addition, pursuant to the merger agreement and amendment no. 1 thereto, Moody I
OP merged with and into our operating partnership, which transaction we refer to as the “partnership merger,” with our
operating partnership continuing as the surviving partnership following the partnership merger. Unless context suggests
otherwise, we refer to the merger and the partnership merger together as the “mergers.” Pursuant to the terms of the merger
agreement, former Moody I stockholders received a total of approximately 3.63 million Class A shares of our common stock
as stock consideration, which was equal to approximately 43% of our diluted common equity as of the closing date, and a
total of approximately $44.7 million in cash consideration. In addition, upon consummation of the partnership merger
between Moody I OP and our operating partnership, each issued and outstanding unit of limited partnership interest in
Moody I OP was automatically cancelled and retired and converted into 0.41 units of Class A limited partnership interest in
our operating partnership. As a result of the mergers, our portfolio was expanded from two hotel properties and one note
receivable from related party to 14 hotel properties and three notes receivable from related parties. We refer to the additional
properties and notes acquired in the mergers as the Moody I portfolio.
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Concurrently with the entry into the merger agreement, we, Moody I, Moody I OP, Moody I advisor, Moody
National Realty Company, LP, or Moody National, and Moody OP Holdings I, LLC, or OP Holdings, the holder of all of the
outstanding special partnership units in Moody I OP, entered into a termination agreement, or the termination agreement.
Pursuant to the termination agreement, at the effective time of the mergers, the amended and restated advisory agreement,
dated August 14, 2009, among Moody I, Moody I OP, Moody I advisor and Moody National was terminated and Moody I
paid Moody I advisor a payment of $5,580,685, or the Moody I advisor payment. During the first year following the
consummation of the mergers, if we sell a property that was previously owned by Moody I, then any disposition fee to which
our advisor would be entitled under the advisory agreement will be reduced by an amount equal to the portion of the Moody I
advisor payment attributable to such property. In addition, in accordance with the terms of the limited partnership agreement
of Moody I OP, Moody I OP paid to OP Holdings $613,751, or the promote payment. We paid our advisor an acquisition fee
0f $670,000 in connection with the mergers, which amount was equal to 1.5% of the cash consideration paid to Moody I
stockholders. Additionally, we paid our advisor a financing coordination fee of $1,720,000 based on the loans assumed from
Moody I in connection with the merger, including debt held by us related to our Marriott Courtyard Lyndhurst and the
Townplace Suites Fort Worth hotel properties.

Additionally, in connection with the mergers, on February 2, 2017, we entered into a stockholder servicing
coordination agreement, or the stockholder servicing coordination agreement, with Moody Securities that provided for the
payment of certain “stockholder servicing fees” in connection with the mergers. All stockholder servicing fees were re-
allowed to broker-dealers that provide ongoing financial advisory services to former Moody I stockholders following the
mergers and that entered into participating broker-dealer agreements with Moody Securities. The aggregate amount of
stockholder servicing fees was based on the number of shares of our common stock issued as consideration in the merger,
and was approximately $7.0 million. No stockholder servicing fees were paid with respect to any cash paid by us as cash
consideration in the merger.

Review of our Investment Policies

Our board, including our independent directors, has reviewed our investment policies as described in this Annual
Report and determined that such policies are in the best interests of our stockholders based on the following factors: (1) such
policies increase the likelihood that we will be able to acquire a diversified portfolio of income producing properties, thereby
reducing risk in our portfolio; (2) our executive officers and directors and the affiliates of our advisor have expertise with the
type of real estate investments we seek; (3) there are sufficient property acquisition opportunities with the attributes that we
seek; and (4) borrowings should enable us to purchase assets and earn income more quickly, thereby increasing the likelihood
of generating income for our stockholders and preserving stockholder capital.

Results of Operations

We were formed on July 25, 2014. As of December 31, 2016, we owned the Residence Inn Austin, a 112-room hotel
property located in Austin, Texas and the Springhill Suites Seattle, a 234-room hotel property located in Seattle, Washington.
On September 27, 2017, we acquired interests in twelve hotel properties and two notes receivable from related parties as a
result of the mergers, which we refer to as the Moody I portfolio. As a result, as of December 31, 2017, we owned (1)
interests in fourteen hotel properties located in six states, comprising a total of 1,941 rooms, (2) a loan with a current
principal amount of $6,750,000 originated to an affiliate of our sponsor used to acquire a commercial property located in
Katy, Texas, (3) a loan in the principal amount of $4,500,000 originated to an affiliate of our sponsor used to acquire a
commercial property located in Houston, Texas, which loan was subsequently retired in March 2018 and (4) a mortgage note
receivable with a current principal amount of $11,200,000 from a related party.

Because we owned only one investment for the entire year ended December 31, 2016, our results of operations for
the year ended December 31, 2016 are not directly comparable to those for the year ended December 31, 2017. In general, we
expect that our income and expenses related to our investment portfolio will increase in future periods as a result of
anticipated future acquisitions of real estate and real estate-related investments and holding the Moody I portfolio for a
full period.

Revenue

Total revenue increased to $36,568,594 for the year ended December 31, 2017 from $14,858,872 for the year ended
December 31, 2016. Hotel revenue increased to $35,425,239 for the year ended December 31, 2017 from $14,711,407 for the
year ended December 31, 2016 primarily due to the fact that we completed the mergers during the year ended December 31,
2017 and owned Springhill Suites Seattle for the entire year ended December 31, 2017. Interest income from notes receivable
increased to $1,143,355 for the year ended December 31, 2017 from $147,465 for the year ended December 31, 2016 due to
owning the mortgage note receivable for the entire year ended December 31, 2017 and to acquiring two notes receivable from
related parties as a result of the merger. We expect that room revenue, other hotel revenue and total revenue will each
increase in future periods as a result of future acquisitions of real estate assets and owning the Moody I portfolio.
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Hotel Operating Expenses

Hotel operating expenses increased to $21,404,197 for the year ended December 31, 2017 from $7,496,095 for the
year ended December 31, 2016. Such increase was primarily due to the fact that we completed the mergers during the year
ended December 31, 2017 and owned Springhill Suites Seattle for the entire year ended December 31, 2017.

Property Taxes, Insurance and Other

Property taxes, insurance and other expenses increased to $2,225,188 for the year ended December 31, 2017 from
$793,763 for the year ended December 31, 2016. Such increase was primarily due to the fact that we completed the mergers
during the year ended December 31, 2017 and owned Springhill Suites Seattle for the entire year ended December 31, 2017.

Depreciation and Amortization

Depreciation and amortization increased to $4,748,528 for the year ended December 31, 2017 from $1,711,145 for
the year ended December 31, 2016. Such increase was primarily due to the fact that we completed the mergers during the
year ended December 31, 2017 and owned Springhill Suites Seattle for the entire year ended December 31, 2017.

Acquisition Expenses

Acquisition expenses increased to $11,829,874 for the year ended December 31, 2017 from $2,407,445 for the year
ended December 31, 2016. Such increase was due primarily to costs associated with completing the mergers during the year
ended December 31, 2017 compared to cost of the sole acquisition during the year ended December 31, 2016 of the
Springhill Suites Seattle.

Corporate General and Administrative Expenses

Corporate general and administrative expenses increased to $3,667,704 for the year ended December 31, 2017 from
$1,590,687 for the year ended December 31, 2016 due primarily to the fact that we completed the mergers during the year
ended December 31, 2017. These general and administrative expenses consisted primarily of asset management fees,
restricted stock compensation and directors’ fees. We expect corporate general and administrative expenses to increase in
future periods as a result of anticipated future acquisitions, but to decrease as a percentage of total revenue.

Interest Expense and Amortization of Debt issuance costs

Interest expense and amortization of debt issuance costs increased to $7,072,103 for the year ended December 31,
2017 from $3,137,208 for the year ended December 31, 2016. Interest expense and amortization of debt issuance costs
increased primarily due to the fact that we completed the mergers during the year ended December 31, 2017 and owned
Springhill Suites Seattle for the entire year ended December 31, 2017. In future periods our interest expense will vary based
on the amount of our borrowings, which will depend on the availability and cost of borrowings and our ability to identify and
acquire real estate and real estate-related assets that meet our investment objectives.

Income Tax Expense (Benefit)

Our income tax expense was $666,000 for the year ended December 31, 2017 compared to an income tax benefit of
$4,000 for the year ended December 31, 2016. The increase in the income tax expense was primarily due to the reduction of
future income tax rates which reduced the deferred tax asset related to net operating loss carryforwards.

Liquidity and Capital Resources

Our principal demand for funds is for the acquisition of real estate assets, the payment of operating expenses,
principal and interest payments on our outstanding indebtedness and the payment of distributions to our stockholders.
Proceeds from our offering currently supply a significant portion of our cash. Over time, however, cash from operations will
generally fund our cash needs for items other than asset acquisitions.

There may be a delay between the sale of shares of our common stock during our offering and our purchase of
assets, which could result in a delay in the benefits to our stockholders, if any, of returns generated from our investment
operations. Our advisor, subject to the oversight of our board, will evaluate potential acquisitions and will engage in
negotiations with sellers and lenders on our behalf. If necessary, we may use financings or other sources of capital in the
event of unforeseen significant capital expenditures.
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We may, but are not required to, establish working capital reserves out of cash flow generated by our real estate
assets or out of proceeds from the sale of our real estate assets. We do not anticipate establishing a general working capital
reserve; however, we may establish working capital reserves with respect to particular investments. We also may, but are not
required to, establish reserves out of cash flow generated by our real estate assets or out of net sale proceeds in non-
liquidating sale transactions. Working capital reserves are typically used to fund tenant improvements, leasing commissions
and major capital expenditures. We also escrow funds for hotel property improvements. Our lenders also may require
working capital reserves. The Term Loan Agreement (described below) also contains various customary covenants, including
but not limited to financial covenants, covenants requiring monthly deposits in respect of certain property costs, such as
taxes, furniture, fixtures and equipment, and insurance, covenants imposing restrictions on indebtedness and liens, and
restrictions on investments and participation in other asset disposition, merger or business combination or
dissolution transactions.

To the extent that any working capital reserve we establish is insufficient to satisfy our cash requirements, additional
funds may be provided from cash generated from operations, short-term borrowing, equity capital from joint venture
partners, or the proceeds of public or private offerings of our shares or interests in our operating partnership. In addition,
subject to certain limitations, we may incur indebtedness in connection with the acquisition of any real estate assets, refinance
the debt thereon, arrange for the leveraging of any previously unfinanced property or reinvest the proceeds of financing or
refinancing in additional properties. There can be no assurance that we will be able to obtain such capital or financing on
favorable terms, if at all.

Net Cash Provided by (Used in) Operating Activities

As of December 31, 2017, we owned interests in fourteen hotel properties and three notes receivable from related
parties. As of December 31, 2016, we owned the Residence Inn Austin and the Springhill Suites Seattle hotel properties. Net
cash provided by (used in) operating activities for the years ended December 31, 2017 and 2016 was $(13,486,126) and
$921,090, respectively. The increase in cash used in operating activities was due to an increase in net operating loss primarily
as a result of increased acquisition costs.

Net Cash Used in Investing Activities

Our cash used in investing activities will vary based on how quickly we invest the net offering proceeds from our
offering towards acquisitions of real estate and real-estate related investments. Net cash used in investing activities for the
years ended December 31, 2017 and 2016 was $86,486,226 and $88,665,861, respectively. Cash used in investing activities
decreased for the year ended December 31, 2017 because the acquisition of Moody I for $43,830,642, net of cash acquired,
and notes receivable of $37,754,276 from Moody I for the year ended December 31, 2017 used less cash than the acquisition
of hotel property of $73,649,460 and origination of mortgage note receivable of $11,200,000 for the year ended
December 31, 2016.

Net Cash Provided by Financing Activities

For the year ended December 31, 2017, our cash flows from financing activities consisted primarily of proceeds
from our offering, net of offering costs, and proceeds of notes payable. Net cash provided by financing activities for the years
ended December 31, 2017 and 2016 was $88,608,562 and $105,741,116, respectively. The decrease in cash provided by
financing activities for the year ended December 31, 2017, was primarily due to a decrease in proceeds from issuance of
common stock to $46,563,817 for the year ended December 31, 2017 compared to $65,654,316 for the year ended
December 31, 2016.

Cash and Cash Equivalents
As of December 31, 2017, we had cash on hand of $8,213,522.
Debt

We use, and intend to use in the future, secured and unsecured debt as a means of providing additional funds for the
acquisition of real property, and potentially securities and debt-related investments. By operating on a leveraged basis, we
expect that we will have more funds available for investments. This will generally allow us to make more investments than
would otherwise be possible, potentially resulting in enhanced investment returns and a more diversified portfolio. However,
our use of leverage increases the risk of default on loan payments and the resulting foreclosure on a particular asset. In
addition, lenders may have recourse to assets other than those specifically securing the repayment of the indebtedness. When
debt financing is unattractive due to high interest rates or other reasons, or when financing is otherwise unavailable on a
timely basis, we may purchase certain assets for cash with the intention of obtaining debt financing at a later time.
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Term Loan Agreement

On September 27, 2017, our operating partnership, as borrower, we and certain of our subsidiaries, as guarantors, and
KeyBank National Association, or KeyBank, as agent and lender, entered into a term loan agreement, or, as amended, the
Term Loan Agreement (we refer to KeyBank, in its capacity as lender, together with any other lender institutions that may
become parties, as amended, thereto as the Lenders). Pursuant to the Term Loan Agreement, the Lenders have made a term
loan to our operating partnership in the original principal amount of $70.0 million, or the Term Loan. Capitalized terms used
in this description of the Term Loan Agreement and not defined herein have the same meaning as in the Term Loan
Agreement. We used proceeds from the Term Loan to pay the cash consideration in connection with the mergers, other costs
and expenses related to the mergers and for other corporate purposes.

The Term Loan will mature on September 27, 2018, but can be extended for six months, to March 27, 2019, subject to
satisfaction of certain conditions, including payment of an extension fee in the amount of 0.5% of the then outstanding
principal amount of the Term Loan. The Outstanding Balance, together with any and all accrued and unpaid interest thereon,
and all other Obligations, will be due on the Maturity Date. In addition, the Term Loan provides for monthly interest
payments, for mandatory payments of principal from the proceeds of certain capital events, and for monthly payments of
principal in an amount equal to the greater of (i) 50% of our operating partnership’s Consolidated Net Cash Flow or (ii)
$1,500,000. The Term Loan may be prepaid at any time, in whole or in part, without premium or penalty, as described in the
Term Loan Agreement. Upon the occurrence of an event of default, the Lenders may accelerate the payment of the
Outstanding Balance.

The performance of our obligations under the Term Loan Agreement is secured by, among other things, mortgages on
our hotel properties in Lyndhurst, New Jersey, which we refer to as the Lyndhurst Property, and Fort Worth, Texas, which
we refer to as the Fort Worth Property, and by pledges of certain portions of the ownership interests in certain subsidiaries of
our operating partnership. Pursuant to a Guaranty Agreement in favor of KeyBank, we and certain of our subsidiaries,
including the owners of the Lyndhurst hotel property and Fort Worth hotel property, will be fully and personally liable for the
payment and performance of the obligations set forth in the Term Loan Agreement and all other loan documents, including
the payment of all indebtedness and obligations due under the Loan Agreement.

We will be limited in the acquisition of real property and other investments for the near future in that the Term Loan
is due September 27, 2018 (unless extended, as described above). Also, provisions of the Term Loan Agreement require that
we raise a minimum of $10 million per quarter in gross offering proceeds from our public offerings, beginning with the
quarter ending June 30, 2018. We began making principal payments of $1.5 million per month in November 2017.

The Term Loan Agreement also contains various customary covenants, including but not limited to financial
covenants, covenants requiring monthly deposits in respect of certain property costs, such as taxes, furniture, fixtures and
equipment, and insurance, covenants imposing restrictions on indebtedness and liens, and restrictions on investments and
participation in other asset disposition, merger or business combination or dissolution transactions. The balance of the term
loan was $67,000,000 as of December 31, 2017.

Failure by us to comply with financial and other covenants contained in our mortgage loans or the Term Loan could
result from, among other things, changes results of operations, the incurrence of additional debt or changes in general
economic conditions.

If we violate financial and other covenants contained in any of the mortgage loans or Term Loan described above we
may attempt to negotiate waivers of the violations or amend the terms of the applicable mortgage loan or the Term Loan with
the lenders thereunder; however, we can make no assurance that we would be successful in any such negotiations or that, if
successful in obtaining waivers or amendments, such amendments or waivers would be on terms attractive to us. If a default
under the mortgage loans or the Term Loan were to occur, we would possibly have to refinance debt through additional debt
financing, private or public offering of debt securities, or additional equity financings. If we are unable to refinance debt on
acceptable terms, including a maturity of the mortgage loans or the Term Loan, we may be forced to dispose of some of our
hotel properties on disadvantageous terms, potentially resulting in losses that reduce cash flow from operating activities. If, at
the time of any refinancing, prevailing interest rates or other factors result in higher interest rates upon refinancing, increased
interest expense would lower our cash flow, and, consequently, cash available for distribution to stockholders.

Cash traps associate with a mortgage loan may limit our overall liquidity as cash from the hotel securing such
mortgage would not be available for us to use. If we are unable to meet mortgage payment obligations, including the payment
obligation upon maturity of the mortgage borrowing, the mortgage securing the specific property could be foreclosed upon
by, or the property could be otherwise transferred to, the mortgagee with a consequent loss of income and asset value to us.

As of December 31, 2017, we were in compliance with all debt covenants, current on all loan payments and not
otherwise in default under the mortgage loans or the Term Loan.
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As of December 31, 2017, our outstanding indebtedness totaled $269,173,319, which amount includes debt
associated with properties previously owned by Moody I. Our aggregate borrowings are reviewed by our board of directors at
least quarterly. Under our Articles of Amendment and Restatement, or our charter, we are prohibited from borrowing in
excess of 300% of the value of our net assets. “Net assets” for purposes of this calculation is defined to be our total assets
(other than intangibles), valued at cost prior to deducting depreciation, reserves for bad debts and other non-cash reserves,
less total liabilities. The preceding calculation is generally expected to approximate 75% of the aggregate cost of our assets
before non-cash reserves and depreciation. However, we may temporarily borrow in excess of these amounts if such excess is
approved by a majority of our independent directors and disclosed to our stockholders in our next quarterly report, along with
an explanation for such excess. As of December 31, 2017 and 2016, our debt levels did not exceed 300% of the value of our
net assets.

For more information on our outstanding indebtedness, see Note 5 (Debt) to the consolidated financial statements
included in this Annual Report.

Contractual Commitments and Contingencies

The following is a summary of our contractual obligations as of December 31, 2017:

Payments Due By Period

Contractual Obligations Total 2018 2019-2020 2021-2022 Thereafter
Long-term debt obligationsV.......... $ 269,173,319  $82,287,476 $ 6,571,898 § 7,233,033  $ 173,080,912
Interest payments on outstanding

debt obligations® ..............c.c....... 66,016,759 13,415,126 17,032,804 16,371,674 19,197,155
Total...cvoeiieveiiiieeeeeeeee e $ 335,190,078  $95,702,602  $ 23,604,702  $23,604,707  $ 192,278,067

(1) Amounts include principal payments only.
(2) Projected interest payments are based on the outstanding principal amounts and weighted-average interest rates at
December 31, 2017.

We plan to extend the Term Loan for six months when it matures in September 2018. We intend to retire to Term
Loan with proceeds from long-term loans secured by the Marriott Courtyard Lyndhurst and Townplace Suites Forth Worth
hotel properties, with proceeds from our offering, and through our monthly principal reductions of $1.5 million. We intend to
refinance or extend the loans secured by the MN TX II note and the Hampton Inn Houston upon their maturities in 2018. If
we cannot successfully refinance these loans, it may be necessary to sell the underlying assets, or other assets, in order to
refinance the loans. We may not be able to extend, refinance or repay the forgoing loans at all, or be able to extend or
refinance such loans on a favorable basis.

Organization and Offering Costs

We pay our organization and offering costs that we directly incur or such costs may be incurred by our advisor on
our behalf. Pursuant to the advisory agreement with our advisor, we are obligated to reimburse our advisor or its affiliates, as
applicable, for organization and offering costs incurred by our advisor associated with our offering, provided that within 60
days of the last day of the month in which such offering ends, our advisor is obligated to reimburse us to the extent that
organization and offering costs we may have incurred in connection with that offering exceed 15% of the gross offering
proceeds from the sale of our shares of common stock in that offering. Such organization and offering costs include selling
commissions and dealer manager fees paid to a dealer manager, legal, accounting, printing and other offering expenses,
including marketing, salaries and direct expenses of our advisor’s employees and employees of our advisor’s affiliates and
others. Any reimbursement to our advisor or its affiliates for organization and offering costs will not exceed actual expenses
incurred by our advisor.

All offering costs, including selling commissions and dealer manager fees, are recorded as an offset to additional
paid-in-capital, and all organization costs are recorded as an expense when we have an obligation to reimburse our advisor.

As of December 31, 2017, total offering costs were $17,236,706, comprised of $12,333,647 of offering costs
incurred directly by us and $4,903,059 in offering costs incurred by and reimbursable to our advisor. As of December 31,
2017, we had $631,995 due to our advisor for reimbursable offering costs.
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Operating Expenses

We will reimburse our advisor for all expenses paid or incurred by our advisor in connection with the services it
provides to us, subject to the limitation that we will not reimburse our advisor for any amount by which our operating
expenses (including the asset management fee we pay to our advisor) at the end of the four preceding fiscal quarters exceeds
the greater of: (1) 2% of our average invested assets, or (2) 25% of our net income determined without reduction for any
additions to reserves for depreciation, bad debts or other similar non-cash reserves and excluding any gain from the sale of
our assets for that period, which we refer to as the “2%/25% Limitation.” Notwithstanding the above, we may reimburse our
advisor for expenses in excess of this limitation if a majority of our independent directors determine that such excess
expenses are justified based on unusual and non-recurring factors. For the four fiscal quarters ended December 31, 2017, our
total operating expenses were $3,468,733, which included $2,279,203 in operating expenses incurred directly by us and
$1,189,530 incurred by our advisor on our behalf. Of that $3,468,733 in total operating expenses incurred during four fiscal
quarters ended December 31, 2017, $0 exceeded the 2%/25% Limitation. We reimbursed our advisor $1,297,000 during four
fiscal quarters ended December 31, 2017, which includes reimbursements for quarters prior to the four quarters ended
December 31, 2017. As of December 31, 2017, we had $419,000 due from Advisor for operating expense reimbursement.

Critical Accounting Policies
General

We consider the accounting policies described below to be critical because they involve significant judgments and
assumptions, require estimates about matters that are inherently uncertain and because they are important for understanding
and evaluating our reported financial results. These judgments affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and
expenses during the reporting periods. If management’s judgment or interpretation of the facts and circumstances relating to
various transactions is different, it is possible that different accounting policies will be applied or different amounts of assets,
liabilities, revenues and expenses will be recorded, resulting in a different presentation of the consolidated financial
statements or different amounts reported in the consolidated 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.

Income Taxes

We elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code commencing with
the taxable year ended December 31, 2016. We did not meet all of the qualifications to be a REIT under the Internal Revenue
Code for the year ended December 31, 2015 and for the period from July 25, 2014 (inception) to December 31, 2014,
including not having enough shareholders for a sufficient number of days in those periods. Prior to qualifying to be taxed as a
REIT we were subject to normal federal and state corporation income taxes.

Provided that we continue to qualify as a REIT, we generally will not be subject to federal corporate income tax to
the extent we distribute our REIT taxable income to our stockholders, so long as we distribute at least 90% of our REIT
taxable income (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) and satisfy the other organizational and operational
requirements for REIT qualification. Even if we qualify for taxation as a REIT, we may be subject to certain state and local
taxes on our income and property, and federal income and excise taxes on our undistributed income.

We lease the hotels that we acquired to a wholly owned taxable REIT subsidiary, or TRS, that is subject to federal,
state and local income taxes.

We account for income taxes of our TRS 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 consolidated 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 as of December 31, 2017.
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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 tax years 2013 through 2016 remaining subject to examination by various federal and state
tax jurisdictions.

Valuation and Allocation of Hotel Property — Acquisitions

Upon acquisition, the purchase price of hotel properties are allocated to the tangible assets acquired, consisting of
land, buildings and furniture, fixtures and equipment, any assumed debt, identified intangible assets and asset retirement
obligations, if any, based on their fair values. Acquisition costs are charged to expense as incurred. Initial valuations are
subject to change during the measurement period, but the measurement period ends as soon as the information is available.
The measurement period shall not exceed one year from the acquisition date.

Land fair values are derived from appraisals, and building fair values are calculated as replacement cost less
depreciation or our estimates of the relative fair value of these assets using discounted cash flow analyses or similar methods.
The fair value of furniture, fixtures and equipment is based on their fair value using replacement costs less depreciation.

We determine the fair value of any assumed debt by calculating the net present value of the scheduled mortgage
payments using interest rates for debt with similar terms and remaining maturities that we believe we could obtain at the date
of acquisition. Any difference between the fair value and stated value of the assumed debt is recorded as a discount or
premium and amortized over the remaining life of the loan as interest expense.

In allocating the purchase price of each of our properties, we make assumptions and use various estimates,
including, but not limited to, the estimated useful lives of the assets, the cost of replacing certain assets and discount rates
used to determine present values. Many of these estimates are obtained from independent third party appraisals. However, we
are responsible for the source and use of these estimates. These estimates are based on judgment and subject to being
imprecise; accordingly, if different estimates and assumptions were derived, the valuation of the various categories of our
hotel properties or related intangibles could, in turn, result in a difference in the depreciation or amortization expense
recorded in our consolidated financial statements. These variances could be material to our results of operations and
financial condition.

Valuation and Allocation of Hotel Properties — Ownership

Depreciation expense is computed using the straight-line method based upon the following estimated useful lives:

Estimated
Useful Lives
gyears!
Buildings and iMProVEMENTS ............ccuieevieiieieriieieereeeeeeesteesreereenesreesreesseeseessesssesseesseens 39-40
EXtErior IMPIOVEIMENLS ......ccviiviieieiieriiestieteeteeetesteesteesseesessesseesseesseesseessesssesssesseesseessenssens 10-20
Furniture, fixtures and €qUIPMENT..........c.ccvierieriieiiieieeieseesreereeresreseesaeeseeseeseeeseesseeseens 5-10

Impairment

We monitor events and changes in circumstances indicating that the carrying amounts of our hotel properties may
not be recoverable. When such events or changes in circumstances are present, we assess potential impairment by comparing
estimated future undiscounted cash flows expected to be generated over the life of the asset from operating activities and
from its eventual disposition, to the carrying amount of the asset. In the event that the carrying amount exceeds the estimated
future undiscounted cash flows, we recognize an impairment loss to adjust the carrying amount of the asset to estimated fair
value for assets held for use and fair value less costs to sell for assets held for sale. There were no such impairment losses for
the years ended December 31, 2017 and 2016.

In evaluating our hotel properties for impairment, we make several estimates and assumptions, including, but not
limited to, the projected date of disposition of the properties, the estimated future cash flows of the properties during our
ownership and the projected sales price of each of the properties. A change in these estimates and assumptions could result in
a change in the estimated undiscounted cash flows or fair value of our hotel properties which could then result in different
conclusions regarding impairment and material changes to our consolidated financial statements.
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Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board, or the FASB, issued Accounting Standards Update, or
ASU, No. 2014-09, “Revenue from Contracts with Customers,” which requires an entity to recognize the amount of revenue
to which it expects to be entitled for the transfer of promised goods or services to customers. ASU No. 2014-09 will replace
most existing revenue recognition guidance in GAAP when it becomes effective. The standard permits the use of either the
full retrospective or modified retrospective adoption. We completed our evaluation of the effect that ASU No. 2014-09 will
have on our consolidated financial statements and our evaluation of each of our revenue streams under the new standard.
Because of the short-term day-to-day nature of our hotel revenues, we determined that the pattern of revenue recognition will
not change significantly. Under ASU No. 2014-09, there will be a recharacterization of certain revenue streams affecting both
gross and net revenue reporting due to changes in principal versus agency guidance, which presentation is deemed immaterial
for us and will not affect net income. Additionally, we do not sell hotel properties to customers as defined by FASB, but have
historically disposed of hotel properties for cash sales with no contingencies and no future involvement in the hotel
operations, and therefore, ASU No. 2014-09 will not impact the recognition of hotel sales. We finalized our expanded
disclosure for the notes to the consolidated financial statements pursuant to the new requirements. We adopted this standard
on its effective date of January 1, 2018 under the cumulative effect transition method. No adjustment will be recorded to our
opening balance of retained earnings on January 1, 2018 as there was no impact to our net income. Additionally, comparative
information beginning in 2018 will not be restated and will continue to be reported under Revenue Recognition (Topic 605).
We also expect that the effect of ASU No. 2014-09 will be immaterial to us on an on-going basis.

In February 2016, the FASB issued ASU No. 2016-02, “Leases,” which changes lessee accounting to reflect the
financial liability and right-of-use assets that are inherent to leasing an asset on the balance sheet. The standard requires a
modified retrospective approach, with restatement of the prior periods presented in the year of adoption, subject to any FASB
modifications. This standard will be effective for the first annual reporting period beginning after December 15, 2018. We
anticipate adopting standard on January 1, 2019. In evaluating the effect that ASU No. 2016-02 will have on our consolidated
financial statements and related disclosures, we believe the impact will be minimal to our consolidated statements
of operations.

In August 2016, the FASB issued ASU No. 2016-15, “Classification of Certain Cash Receipts and Cash Payments,”
which addresses the Statement of Cash Flow classification and presentation of certain cash transactions. ASU No. 2016-15 is
effective for our fiscal year commencing on January 1, 2018. The effect of this amendment is to be applied retrospectively
where practical and early adoption is permitted. We expect to adopt ASU No. 2016-15 for our fiscal year commencing on
January 1, 2018. We do not anticipate that the adoption of ASU No. 2016-15 will have a material effect on our consolidated
financial position or our consolidated results of operations.

In November 2016, the FASB issued ASU No. 2016-18, “Classification of Restricted Cash,” which requires that
amounts generally described as restricted cash and restricted cash equivalents be included with cash and cash equivalents
when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. This
standard will be effective for the first annual period beginning after December 15, 2017, including interim periods within
those periods. Early adoption is permitted. We adopted this standard on January 1, 2018. As a result, restricted cash reserves
will be included with cash and cash equivalents on our consolidated statements of cash flows. The adoption will not change
the presentation of our consolidated balance sheets.

In January 2017, the FASB issued ASU No. 2017-01, “Clarifying the Definition of a Business,” with the objective
of adding guidance to assist entities with evaluating whether transactions should be accounted for as an acquisition of assets
or a business. ASU No. 2017-01 is effective for our fiscal year commencing on January 1, 2018. The effect of this guidance
is to be applied prospectively and early adoption is permitted. We do not anticipate that the adoption of ASU No. 2016-18
will have a material effect on our consolidated financial position or our consolidated results of operations.

In February 2017, the FASB issued ASU No. 2017-05, Other Income-Gains and Losses from the Derecognition of
Nonfinancial Assets: Clarifying the Scope of Asset Derecognition Guidance and Accounting for Partial Sales of Nonfinancial
Assets, which clarifies the scope of asset derecognition and adds further guidance for recognizing gains and losses from the
transfer of nonfinancial assets in contracts with non-customers. ASU No. 2017-05 will impact the recognition of gains and
losses from hotel sales. This standard will be effective for the first annual period beginning after December 15, 2017,
including interim periods within those periods. Early adoption is permitted. We adopted this standard on January 1, 2018 and
do not anticipate that ASU No. 2017-05 will affect our consolidated statements of operations and comprehensive income.
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In August 2017, the FASB issued ASU No. 2017-12, Derivatives and Hedging: Targeted Improvements to
Accounting for Hedging Activities, which improves the financial reporting of hedging relationships to better portray the
economic results of an entity’s risk management activities in its financial statements and simplifies the application of hedge
accounting. This standard will be effective for the first annual period beginning after December 15, 2018, including interim
periods within those periods. Early adoption is permitted. We adopted this standard on January 1, 2018 and aside from minor
presentation changes in its disclosure on derivative and hedging activities, it will not have a material effect on our
consolidated financial statements.

Inflation

As of December 31, 2017, our investments consisted of interests in fourteen hotel properties and three notes
receivable from related parties. Operators of hotels, in general, possess the ability to adjust room rates daily to reflect the
effects of inflation. Competitive pressures may, however, limit the operators’ ability to raise room rates. The notes receivable
from related parties bear interest at a fixed rate of interest and inflation could, therefore, have an impact on their fair value.
As of December 31, 2017, we were not experiencing any material impact from inflation.

REIT Compliance

We elected to be taxed as a REIT beginning with our taxable year ended December 31, 2016. To qualify as a REIT
for tax purposes, we are required to distribute at least 90% of our REIT taxable income (determined for this purpose without
regard to the dividends-paid deduction and excluding net capital gain) to our stockholders. We must also meet certain asset
and income tests, as well as other requirements. 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 the taxable year in which we initially elect to be
taxed as a REIT, we will be subject to federal income tax (including any applicable alternative minimum tax) on our taxable
income at regular corporate rates and generally will not be permitted to qualify for treatment as a REIT for federal income tax
purposes for the four taxable years following the year during which our REIT qualification is lost unless the Internal Revenue
Service grants us relief under certain statutory provisions. Such an event could materially adversely affect our net income and
net cash available for distribution to our stockholders. We did not meet all of the qualifications to be a REIT under the
Internal Revenue Code for the year ended December 31, 2015 and the period from July 25, 2014 (inception) to
December 31, 2014.

Distributions

Our board of directors authorized and declared a distribution to our stockholders for 2017 that (1) was calculated
daily and reduced for class-specific expenses; (2) was payable in cumulative amounts on or before the 15th day of each
calendar month to stockholders of record as of the last day of the previous month; and (3) was calculated at a rate of $1.75
per share of the Company’s common stock per year, or approximately $0.00479 per share per day, before any class-specific
expenses. We first paid distributions on September 15, 2015.

The following table summarizes distributions paid in cash and pursuant to the DRP for the years ended
December 31, 2017 and 2016.

Distribution
Paid Total
Cash Pursuant to Amount of
Period Distribution DRP® Distribution
First QUArter 2017 .....ooouvieieiciiieeie ettt et et $ 1,016,749 $ 410,733 $§ 1,427,482
Second QUATtET 2017 ....c.veeevieeiieeieeeie ettt e re e 1,325,157 589,483 1,914,640
Third QUATLET 2017 cvvveveeeeeee e eeeeeseeeeeeeeeeeseeeseeeseeeseeesesseeeseeeseeeseeeseees e 1,478,301 626,925 2,105,226
Fourth QUarter 2017 .......coveeiiieieeie et 2,161,214 819,851 2,981,065
TORAL e e e e $ 5981421 $ 2446992 $ 8428413
First QUArter 2016......cc.viieiiiiiieeieeeieeeee ettt e $ 185,952  $ 84,466 $ 270,418
Second QUATtET 2016 .......ecevieeiieeieeiieeeie ettt e e e b 351,169 157,799 508,968
Third QUATtEr 2016 .....c.veeeiieiiieeieecieeceeee e 634,948 229,708 864,656
Fourth QUarter 2016 ........c.eeecuiieiiieeiie et 818,892 314,629 1,133,521
TOUAL oo e e e e e e e e e e s eee e e e e ee e e s e eseseeeseeeens $ 1,990,961 $ 786,602 $ 2,777,563

(1) Amount of distributions paid in shares of common stock pursuant to the DRP.
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We paid $8,428,413 in aggregate distributions for the year ended December 31, 2017, which was comprised of
$5,981,421 in cash distributions and $2,446,992 in shares issued pursuant to the DRP. We paid $2,777,563 in aggregate
distributions for the year ended December 31, 2016, which was comprised of $1,990,961 in cash distributions and $786,602
in shares issued pursuant to the DRP. For the year ended December 31, 2017, we had cash used in operating activities of
$13,486,126, and a deficit of $10,296,472 in funds from operations. For the year ended December 31, 2016, we had cash
provided by operating activities of $921,090, and a deficit of $562,326 in funds from operations. For more information on
how we calculate funds from operations, see “—Funds from Operations and Modified Funds from Operations,” below. For
the year ended December 31, 2017, 0% of distributions were paid from cash provided by operating activities and 100% were
paid from offering proceeds. For the year ended December 31, 2016, 33% of distributions were paid from cash provided by
operating activities and 67% were paid from offering proceeds. Of the $11,355,587 in total distributions we have paid during
the period from our inception through December 31, 2017, including shares issued pursuant to the DRP, 0% was funded from
cash flow from operations and 100% was funded from offering proceeds.

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.
Cash generated from operations is not equivalent to net income as determined under GAAP. Due to certain unique operating
characteristics of real estate companies, the National Association of Real Estate Investment Trusts, or NAREIT, an industry
trade group, has promulgated a standard known as Funds from Operations, or FFO, which it believes more accurately reflects
the operating performance of a REIT. As defined by NAREIT, FFO means net income computed in accordance with GAAP,
excluding gains (or losses) from sales of property, plus depreciation and amortization, and after adjustments for
unconsolidated partnerships and joint ventures in which the REIT holds an interest. We have adopted the NAREIT definition
for computing FFO because, in our view, FFO is a meaningful supplemental performance measure in conjunction with
net income.

Changes in the accounting and reporting rules under GAAP that have been put into effect since the establishment of
NAREIT’s definition of FFO have prompted a significant increase in the magnitude of non-cash and non-operating items
included in FFO, as defined. As a result, in addition to FFO, we also calculate modified funds from operations, or MFFO, a
non-GAAP supplemental financial performance measure that our management uses in evaluating our operating performance.
Similar to FFO, MFFO excludes items such as depreciation and amortization. However, MFFO excludes non-cash and non-
operating items included in FFO, such as amortization of certain in-place lease intangible assets and liabilities and the
amortization of certain tenant incentives. Our calculation of MFFO will exclude these items, as well as the effects of straight-
line rent revenue recognition, fair value adjustments to derivative instruments that do not qualify for hedge accounting
treatment, non-cash impairment charges and certain other items, when applicable. Our calculation of MFFO will also include,
when applicable, items such as master lease rental receipts, which are excluded from net income (loss) and FFO, but which
we consider in the evaluation of the operating performance of our real estate investments.

We believe that MFFO reflects the overall impact on the performance of our real estate investments of occupancy
rates, rental rates, property operating costs and development activities, as well as general and administrative expenses and
interest costs, which is not immediately apparent from net income (loss). As such, we believe MFFO, in addition to net
income (loss) as defined by GAAP, is a meaningful supplemental performance measure which is used by our management to
evaluate our operating performance and determine our operating, financing and dividend policies.

Please see the limitations listed below associated with the use of MFFO as compared to net income (loss):

e  Our calculation of MFFO will exclude any gains (losses) related to changes in estimated values of derivative
instruments related to any interest rate swaps which we hold. Although we expect to hold these instruments to
maturity, if we were to settle these instruments prior to maturity, it would have an impact on our operations. We do
not currently hold any material derivative instruments and thus our calculation of MFFO set forth in the table below
does not reflect any such exclusion.

e  Our calculation of MFFO will exclude any impairment charges related to long-lived assets that have been written
down to current market valuations. Although these losses will be included in the calculation of net income (loss), we
will exclude them from MFFO because we believe doing so will more appropriately present the operating
performance of our real estate investments on a comparative basis. We have not recognized any such impairment
charges and thus our calculation of MFFO set forth in the table below does not reflect any such exclusion.

e  Our calculation of MFFO will exclude organizational and offering expenses and acquisition expenses. Although
organizational and acquisition expenses reduce net income, we fund such costs with proceeds from our offering and
acquisition-related indebtedness, and do not consider these expenses in the evaluation of our operating performance
and determining MFFO. Offering expenses do not affect net income. Our calculation of MFFO set forth in the table
below reflects the exclusion of acquisition expenses.
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We believe MFFO is useful to investors in evaluating how our portfolio might perform after our offering and
acquisition stage has been completed and, as a result, may provide an indication of the sustainability of our distributions in
the future. However, as described in greater detail below, MFFO should not be considered as an alternative to net income
(loss) or as an indication of our liquidity. Many of the adjustments to MFFO are similar to adjustments required by SEC rules
for the presentation of pro forma business combination disclosures, particularly acquisition expenses, gains or losses
recognized in business combinations and other activity not representative of future activities. MFFO is also more comparable
in evaluating our performance over time and as compared to other real estate companies, which may not be as involved in
acquisition activities or as affected by impairments and other non-operating charges.

MFFO is 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 net asset value is
disclosed. However, MFFO is not a useful measure in evaluating net asset value because impairments are taken into account
in determining net asset value but not in determining MFFO. Investors are cautioned that, due to the fact that impairments are
based on estimated future undiscounted cash flows and, given the relatively limited term of our operations, it could be
difficult to recover any impairment charges.

The calculation of FFO and MFFO may vary from entity to entity because capitalization and expense policies tend
to vary from entity to entity. Consequently, our presentation of FFO and MFFO may not be comparable to other similarly
titled measures presented by other REITs. In addition, FFO and MFFO should not be considered as an alternative to net
income (loss) or to cash flows from operating activities and are not intended to be used as a liquidity measure indicative of
cash flow available to fund our cash needs. In particular, as we are currently in the acquisition phase of our life cycle,
acquisition costs and other adjustments, which are increases to MFFO are, and may continue to be, a significant use of cash.
MFFO also excludes impairment charges, rental revenue adjustments and unrealized gains and losses related to certain other
fair value adjustments. Accordingly, both FFO and MFFO should be reviewed in connection with other
GAAP measurements.

The table below summarizes our calculation of FFO and MFFO for the years ended December 31, 2017 and 2016
and a reconciliation of such non-GAAP financial performance measures to our net income (loss).

Year ended December 31,

2017 2016
NEt INCOME (LOSS) w.veveeeeeeeeeeeeteeteee ettt ettt ettt et ere et et ere et e e ese et e e ereetesseseesensereeseneereesens $(15,045,000) $ (2,273,471)
Adjustments:

Depreciation and amortization 4,748,528 1,711,145
Funds from OPerations ............coeeiierierieeie ettt ettt eseeseeesaeesseeeeeeesneene (10,296,472) (562,326)
Adjustments:

ACQUISTLION EXPEISES ..vveeuveerurreereerreeaieesteeasseessseessseessseessseessseessseesssessssesssseesssssssseesseesnses 11,829,874 2,407,445
Modified Funds from OPerations ............ccceveerueeruieieieeseenreereeeeeeeeesteesaeesseesneseneseeesseesseenns $ 1,533,402 $ 1,845,119

Off-Balance Sheet Arrangements

As of December 31, 2017 and 2016, we had no off-balance sheet arrangements that have or are reasonably likely to
have a current or future effect on our financial condition, changes in financial condition, revenues or expenses, results of
operations, liquidity, capital expenditures or capital resources.

Related-Party Transactions and Agreements

We have entered into agreements with our advisor and its affiliates whereby we have paid, and may continue to pay,
certain fees to, or reimburse certain expenses of, our advisor or its affiliates in connection with the mergers and for
acquisition and advisory fees and expenses, financing coordination fees, organization and offering costs, sales commissions,
dealer manager fees, asset and property management fees and expenses, leasing fees and reimbursement of certain operating
costs. See Note 1, “Organization-Merger with Moody I,” and Note 7, “Related Party Arrangements,” to the consolidated
financial statements included in this Quarterly Report for a discussion of our related-party transactions, agreements and fees.
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Subsequent Events
Distributions Declared

On December 31, 2017, we declared a distribution in the aggregate amount of $1,284,972, of which $1,284,972 was
paid in cash on January 15, 2018, $0 was paid pursuant to the DRP in the form of additional shares of the Company’s
common stock, and $44,635 was paid to reduce deferred distributions pending the return of letters of transmittal by former
Moody I stockholders. On January 31, 2018, we declared a distribution in the aggregate amount of $1,294,076 of which
$956,869 was paid in cash on February 15, 2018, $337,207 was paid pursuant to the DRP in the form of additional shares of
our common stock, and $35,531 was paid in cash to reduce deferred dividends pending the return of letters of transmittal by
former Moody I stockholders. On February 28, 2018, we declared a distribution in the aggregate amount of $1,180,845 of
which $884,062 was paid in cash on March 15, 2018, $296,381 was paid pursuant to the DRP in the form of additional shares
of the Company’s common stock, and $402 was deferred pending the return of letters of transmittal.

Retirement of Related Party Mezzanine Note

In March 2018, the unpaid principal balance of the Related Party Mezzanine Note and all accrued and unpaid
interest thereon, and all other amounts due under the Related Party Mezzanine Note, were paid in full.

Amendment of Term Loan Agreement

On March 28, 2018, the parties to the Term Loan Agreement entered into a letter agreement, or the Term Loan
Letter Agreement, pursuant to which the parties thereoto agreed to change the commencement of our obligation under the
Term Loan Agreement to raise $10 million per quarter in gross offering proceeds to the calendar quarter ending
June 30, 2018.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk
Market Risk

Market risk is the adverse effect on the value of a financial instrument that results from a change in interest rates.
We may be exposed to interest rate changes primarily as a result of long-term debt used to maintain liquidity, fund capital
expenditures and expand our real estate investment portfolio and operations. Market fluctuations in real estate financing may
affect the availability and cost of funds needed to expand our investment portfolio. In addition, restrictions upon the
availability of real estate financing or high interest rates for real estate loans could adversely affect our ability to dispose of
real estate in the future. We will seek to limit the impact of interest rate changes on earnings and cash flows and to lower our
overall borrowing costs. We may use derivative financial instruments to hedge exposures to changes in interest rates on loans
secured by our assets. The market risk associated with interest-rate contracts is managed by establishing and monitoring
parameters that limit the types and degree of market risk that may be undertaken.

With regard to variable rate financing, our advisor will assess our interest rate cash flow risk by continually
identifying and monitoring changes in interest rate exposures that may adversely impact expected future cash flows and by
evaluating hedging opportunities. Our advisor will maintain risk management control systems to monitor interest rate cash
flow risk attributable to both our outstanding and forecasted debt obligations as well as our potential offsetting hedge
positions. While this hedging strategy will be designed to minimize the impact on our net income and funds from operations
from changes in interest rates, the overall returns on your investment may be reduced.

As of December 31, 2017, our indebtedness, as described below, was comprised of notes secured by our hotel
properties and our secured loan to MN TX II, LLC, a Texas limited liability company and a related party, or the MN TX II
note. All such notes, except the Term Loan, accrue interest at a fixed rate and, therefore, an increase or decrease in interest
rates would have no effect on our interest expense with respect such notes. Interest rate changes will affect the fair value of
any fixed rate instruments that we hold. As we expect to hold our fixed rate instruments to maturity and the amounts due
under such instruments would be limited to the outstanding principal balance and any accrued and unpaid interest, we do not
expect that fluctuations in interest rates, and the resulting change in fair value of our fixed rate instruments, would have a
significant impact on our operations.
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As of December 31, 2017 and 2016, our notes payable consisted of the following:

Principal as  Principal as

of of
December 31, December 31, Interest Rate at
Mortgage Loan 2017 2016 December 31, 2017 Maturity Date
Residence Inn Austin® ..........ccoccoevee.. $ 16,575,000 $ 16,575,000 4.580%  November 1, 2025
Springhill Suites Seattle® .................... 45,000,000 45,000,000 4.380% October 1, 2026
MN TX IINOte® oo, 8,400,000 8,400,000 4.500% October 6, 2018
Homewood Suites Woodlands™ .......... 9,208,948 — 4.690% April 11,2025
Hyatt Place Germantown® ................. 7,178,639 — 4.300% May 6, 2023
Hyatt Place North Charleston® ........... 7,291,839 — 5.193% August 1, 2023
Hampton Inn Austin® .............cc.co........ 10,870,546 — 5.426% January 6, 2024
Residence Inn Grapevine® ................. 12,555,885 — 5.250% April 6, 2024
Hilton Garden Inn Austin® ................. 18,707,199 — 4.530% December 11, 2024
Hampton Inn Great Valley™® .............. 8,119,879 — 4.700% April 11, 2025
Embassy Suites Nashville® ................. 42,714,881 — 4.2123% July 11, 2025
Homewood Suites Austin® ................. 10,946,152 — 4.650% August 11, 2025
Hampton Inn Houston™ ....................... 4,604,351 — 6.500% April 28,2018
Term Loan® .......cocoooeveveveveiereeccecee, 67,000,000 — 30-day LIBOR plus 7.250% September 27, 2018
Total notes payable.........cccceevveceneenen. 269,173,319 69,975,000
Less unamortized debt issuance costs... (4,837,521) (931,498)
Total notes payable, net of
unamortized debt issuance costs........ $ 264,335,798 $ 69,043,502

(1) Monthly payments of interest are due and payable until the maturity date. Monthly payments of principal are due and
payable beginning in December 2017 until the maturity date.

(2) Monthly payments of interest only are due and payable in calendar years 2016 and 2017, after which monthly payments
of principal and interest are due and payable until the maturity date.

(3) Monthly payments of interest only are due until the maturity date.

(4) Monthly payments of principal and interest are due and payable until the maturity date.

(5) Monthly payments of interest are due and payable until the maturity date. Monthly payments of principal and interest are
due and payable beginning in November 2017 until the maturity date.

Hotel properties secure their respective loans. The MN TX II Note loan is secured by the MN TX II Note. The Term
Loan is partially secured by Marriott Courtyard Lyndhurst and Townplace Suites Fort Worth, and is partially unsecured.

Credit Risk

We will also be exposed to credit risk. Credit risk in our investments in debt and securities relates to each individual
borrower’s ability to make required interest and principal payments on scheduled due dates. We seek to manage credit risk
through our advisor’s comprehensive credit analysis prior to making an investment, actively monitoring our asset portfolio
and the underlying credit quality of our holdings and subordination and diversification of our portfolio. Our analysis is based
on a broad range of real estate, financial, economic and borrower-related factors which we believe are critical to the
evaluation of credit risk inherent in a transaction. We believe that the MN TX II note is adequately secured and that the
borrower is creditworthy.

In addition, we have one unsecured loan in the aggregate principal amount of $9,000,000, or the Related Party Note,
and one unsecured loan in the aggregate principal amount of $4,500,000, or the Related Party Mezzanine Note, that we
acquired as a result of the mergers. The proceeds from the Related Party Note and the Related Party Mezzanine Note were
used to acquire properties in Katy, Texas and Houston, Texas, respectively. While neither the Related Party Note nor the
Related Party Mezzanine Note are secured, we believe that the borrowers for both loans are creditworthy. As noted above,
the Related Party Mezzanine Note was retired in March 2018.

ITEM 8. Financial Statements and Supplementary Data

Our Consolidated Financial Statements and supplementary data can be found beginning on Page F-1 of this
Annual Report.

ITEM 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure

None.
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ITEM 9A. Controls and Procedures
Disclosure Controls and Procedures

As of the end of the period covered by this Annual Report, management, including our Chief Executive Officer and
Chief Financial Officer, evaluated the effectiveness of the design and operation of our disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act). Based upon, and as of the date of, the evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that the disclosure controls and procedures were effective as
of the end of the period covered by this Annual Report to ensure that information required to be disclosed in the reports we
file and submit under the Exchange Act is recorded, processed, summarized and reported as and when required. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that information required to
be disclosed by us in the reports we file and submit under the Exchange Act is accumulated and communicated to our
management, including our Chief Executive Officer and our Chief Financial Officer, as appropriate to allow timely decisions
regarding required disclosure.

Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial reporting,
as such term is defined in Rule 13a-15(f) or 15d-15(f) promulgated under the Exchange Act. In connection with the
preparation of this Annual Report, our management assessed the effectiveness of our internal control over financial reporting
as of December 31, 2017. In making that assessment, our management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on its
assessment, our management believes that, as of December 31, 2017, our internal control over financial reporting was
effective based on those criteria.

Changes in Internal Control over Financial Reporting

There have been no changes in our internal control over financial reporting that occurred during the quarter ended
December 31, 2017 that have materially affected, or are reasonably likely to materially affect, our internal control over
financial reporting.

ITEM 9B. Other Information

On March 28, 2018, the parties to the Term Loan Agreement entered into the Term Loan Letter Agreement, as
described in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Subsequent
Events—Amendment of Term Loan Agreement,” and which descrption is incorporated herein by reference.
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PART IlI
ITEM 10. Directors, Executive Officers and Corporate Governance

Our directors and executive officers and their positions and offices are as follows:

Name Position

Brett C. MoOdY ......covieveiieiieieeiecee e Chairman of the Board, Chief Executive Officer and President
Robert W. Engel......ccooveiieiiiiiiieiecece e Chief Financial Officer

William H. Armstrong II.........cccoooveiienienieieee, Independent Director

Charles L. HOIN ......oouveiiiiiiiieiecieee e Independent Director

Clifford P. McDaniel ..........cccecevveerieiieneeeeeeeeene, Independent Director

John P. ThompSOn ......ccceveeiieiiiiiiiieneec e Independent Director

Brett C. Moody, age 54, serves as our Chairman of our board of directors, Chief Executive Officer and President.
Mr. Moody also serves as Chief Executive Officer and President of our advisor. Mr. Moody also served as Chairman of the
board of directors, Chief Executive Officer and President of Moody I and Chief Executive Officer and President of its advisor
from January 2008 to September 2017. Mr. Moody founded Moody Mortgage Corporation in 1996 and has served as its
Chairman and Chief Executive Officer since its formation. Mr. Moody, who has over 20 years of commercial real estate
experience, has since guided the growth of his company from a mortgage company to a full service real estate firm, which
includes affiliates Moody National Mortgage Corporation, Moody National Realty Company, Moody National Management,
Moody National Hospitality Management, LLC, Moody National Development Company and their respective subsidiaries,
collectively referred to as the Moody National Companies. His primary responsibilities include overseeing real estate
acquisitions and management as well as building, coaching and leading the Moody National Companies team of
professionals. As Chairman of the Board and Chief Executive Officer of Moody National Mortgage Corporation, Mr. Moody
has closed over 200 transactions totaling over $2 billion. Prior to founding Moody National Mortgage Corporation, Mr.
Moody was a financial analyst for the Dunkum Mortgage Group, now Live Oak Capital. Mr. Moody also serves on the Board
of Directors of Foundation for the Future, the Yellowstone Academy for At Risk Children, and the Palmer Drug Abuse
Program. Mr. Moody attended the University of Texas at Austin, but did not receive any degrees.

Our board of directors, excluding Mr. Moody, has determined that the leadership positions previously and currently
held by Mr. Moody, and the extensive experience he has accumulated from acquiring and managing investments in
commercial real estate and debt, have provided Mr. Moody with the experiences, attributes and skills necessary to effectively
carry out the duties and responsibilities of a director.

Robert W. Engel, age 63, serves as our Chief Financial Officer. Mr. Engel also served as Chief Financial Officer and
Treasurer of Moody I from January 2008 to September 2017, and as Secretary of Moody I from May 2010 to September
2017. In addition, Mr. Engel also serves as the Chief Financial Officer—Real Estate Development and Management of the
Moody National Companies Organization, a position he has held since September 2006. Prior to working at the Moody
National Companies Organization, Mr. Engel served as the Division Controller, Real Estate Development and Management,
of BMS Management, Inc., an owner and manager of commercial and multifamily properties primarily in Houston, Texas
from May 2005 to September 2006. From November 1999 to May 2005, Mr. Engel served as Controller and Chief Financial
Officer, Real Estate Development and Management for Hartman Management, Inc., advisor to Hartman Commercial
Properties REIT, which provides commercial real estate services. Mr. Engel has a B.B.A. with highest honors from the
University of Texas in Austin, Texas. Mr. Engel is a CPA and holds memberships in the American Institute of Certified
Public Accountants, and the Texas Society of Certified Public Accountants. Mr. Engel is also a CPM, with membership in
the Institute of Real Estate Management, and a CCIM as a member of the CCIM Institute. He is a licensed real estate broker
in the State of Texas. Mr. Engel holds Series 7, 22, 24, 27, 62 and 63 licenses with FINRA.

William H. Armstrong 11, age 53, has served as one of our independent directors since September 2017. Mr.
Armstrong also served as one of Moody I’s independent directors from September 2008 until September 2017.
Mr. Armstrong serves as Chairman of the Board, Chief Executive Officer and President of Stratus Properties Inc.
(NASDAQ: STRS), a company engaged in the acquisition, development, management, operation and sale of commercial,
hotel, entertainment, multifamily and single-family residential real estate properties located primarily in the Austin, Texas
area. Mr. Armstrong has been employed by Stratus Properties since its inception in 1992, served as Chief Financial Officer
and Chief Operating Officer of Stratus Properties from 1996 to 1998, and has served as Chairman of the Board, Chief
Executive Officer and President of Stratus Properties since 1998. Prior to joining Stratus Properties, Mr. Armstrong was Vice
President of Sonnenblick Goldman, a national real estate investment banking and advisory firm. Mr. Armstrong serves on the
Finance Committee of the U.S. Green Building Council, a Washington, D.C.-based non-profit organization, and he has been
active in the National Association of Real Estate Investment Trusts, or NAREIT, the Urban Land Institute and the Real Estate
Council of Austin. Mr. Armstrong received his B.A. in Economics from the University of Colorado Denver.
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In approving Mr. Armstrong’s election to our board of directors pursuant to the merger agreement, our board of
directors determined that Mr. Armstrong’s previous leadership positions, including directorships, with other organizations
primarily engaged in investing in commercial real estate have provided Mr. Armstrong with the experience, attributes and
skills necessary to effectively carry out the duties and responsibilities of a director.

Charles L. Horn, age 57, has served as one of our independent directors, and as Chairman of our Audit Committee,
since August 2014. Mr. Horn also served as an independent director and as Chairman of the Audit Committee of Moody I
from May 2012 to September 2017. Since December 2009, Mr. Horn has served as the Executive Vice President and Chief
Financial Officer of Alliance Data Systems, Inc. (NYSE: ADS), a leading provider of customer loyalty and marketing
solutions. From 1999 to November 2009, Mr. Horn served as Senior Vice President and Chief Financial Officer for Builders
Firstsource, Inc. (NASDAQ: BLDR), a leading supplier of structural building materials to homebuilders. From 1994 to 1999,
Mr. Horn served as Vice President of Finance and Treasury for the retail operations of Pier 1 Imports, Inc., and, from 1992 to
1994, Mr. Horn served as Executive Vice President and Chief Financial Officer of Conquest Industries. Mr. Horn holds a
B.A. degree in business administration from Abilene Christian University and an M.B.A. from the University of Texas in
Austin, Texas. Mr. Horn is a Certified Public Accountant in the State of Texas.

Our board of directors, excluding Mr. Horn, has determined that Mr. Horn’s experience as the chief financial officer
of public, listed companies and as a certified public accountant has provided Mr. Horn with the experiences, attributes and
skills necessary to effectively carry out his duties and responsibilities as a director.

Clifford P. McDaniel, age 56, has served as one of our independent directors since February 2016. Since February
2015, Mr. McDaniel has served as an Executive Managing Director of the Affordable Housing Group in the Houston office
of ARA, a Newmark Company, a real estate investment brokerage firm. From January 1996 to February 2015, Mr. McDaniel
served as a Principal with ARA. In his roles at ARA, Mr. McDaniel has developed expertise in the financial and procedural
aspects of real estate transactions for multiple institutional clients. Mr. McDaniel also serves at the Executive Director of On
Track Ministries, Vice President of Club Outreach Ministries and Secretary of West Houston 15 MUD. Mr. McDaniel
received a B.S. degree in Communications from the University of Texas in Austin, Texas in 1984.

Our board, excluding Mr. McDaniel, has determined that Mr. McDaniel’s current and previous experience in
strategic real estate acquisitions and dispositions has provided Mr. McDaniel with the experiences, attributes and skills
necessary to effectively carry out the duties and responsibilities of a director.

John P. Thompson, age 54, has served as one of our independent directors since September 2017. Mr. Thompson
also served as one of Moody I’s independent directors from September 2008 until September 2017. Mr. Thompson is the
founder of PinPoint Commercial, L.P., which provides real estate services focusing on industrial, senior housing and medical
related projects primarily in Texas. As CEO of Pinpoint Commercial, Mr. Thompson leads all investment and development
activities for the firm and oversees the company’s financial and management operations. Prior to founding PinPoint
Commercial in 1998, Mr. Thompson served as an industrial real estate broker with CB Richard Ellis, Inc. Mr. Thompson
received his B.B.A. in Finance from the University of Texas in Austin, Texas.

In approving Mr. Thompson’s election to our board of directors pursuant to the merger agreement, our board of
directors determined that Mr. Thompson’s experience managing investments in industrial and retail properties and brokering
industrial properties has provided Mr. Thompson with the experiences, attributes and skills necessary to effectively carry out
the duties and responsibilities of a director.

Audit Committee

Our board has a separately designated standing audit committee established in accordance with Section 3(a)(58)(A)
of the Exchange Act. The audit committee meets on a regular basis, at least quarterly and more frequently as necessary. The
audit committee’s primary functions are to evaluate and approve the services and fees of our independent registered public
accounting firm, to periodically review the auditors’ independence and to assist the board in fulfilling its oversight
responsibilities by reviewing the financial information to be provided to the stockholders and others, the system of internal
controls which management has established and the audit and financial reporting process. The current members of the audit
committee are Messrs. Charles L. Horn and Clifford P. McDaniel, both of whom are independent directors. Mr. Horn
currently serves as the chairman of the audit committee and has been designated by the board as the “audit committee
financial expert” pursuant to the requirements of Item 407(d)(5) of Regulation S-K promulgated by the SEC under the
Exchange Act.
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Section 16(a) Beneficial Ownership Reporting Compliance

Under the U.S. securities laws, directors, executive officers and any persons beneficially owning more than 10% of
our common stock are required to report their initial ownership of the common stock and most changes in that ownership to
the SEC. Based solely on our review of copies of the reports filed with the SEC and written representations of our directors
and executive officers, we believe all persons subject to these reporting requirements filed the reports on a timely basis
in 2017.

Code of Conduct and Ethics

We have adopted a Code of Ethics which contains general guidelines for conducting our business and is designed to
help directors, employees and independent consultants resolve ethical issues in an increasingly complex business
environment. The Code of Ethics applies to all of our officers, including our principal executive officer, principal financial
officer and principal accounting officer and persons performing similar functions and all members of our board. The Code of
Ethics covers topics including, but not limited to, conflicts of interest, record keeping and reporting, payments to foreign and
U.S. government personnel and compliance with laws, rules and regulations. We will provide to any person without charge a
copy of our Code of Ethics, including any amendments or waivers, upon written request delivered to our principal executive
office at the address listed on the cover page of this Annual Report. Within the time required by the rules of the SEC, we will
file on Form 8-K any amendment to or waiver of our Code of Ethics.

ITEM 11. Executive Compensation
Compensation of our Executive Officers

Our executive officers do not receive compensation directly from us for services rendered to us and we do not intend
to pay any compensation to our executive officers. We do not reimburse our advisor directly or indirectly for the salary or
other compensation paid to any of our executive officers. As a result, we do not have nor has our board considered a
compensation policy for our executive officers and we have not included a Compensation and Discussion Analysis in this
Annual Report.

Each of our executive officers, including each executive officer who serves as a director, is an officer or employee
of our advisor or its affiliates and receives compensation for his or her services, including services performed on our behalf,
from such entities. See Item 13, “Certain Relationships and Related Transactions and Director Independence” below for a
discussion of fees paid to our advisor and its affiliates.

Compensation of our Directors

If a director is also one of our executive officers or an affiliate of our advisor, we do not pay any compensation to
that person for services rendered as a director. The amount and form of compensation payable to our independent directors
for their service to us is determined by our board of directors, based upon recommendations from our advisor. The following
table sets forth certain information regarding compensation earned by or paid to our directors during the year ended
December 31, 2017.

Fees Earned Restricted
or Paid in Stock All Other
Name Cash® Grants® Compensation Total
Brett C. MoOAY ....cvvveeeecceeeeeeeeeeeeeee e $ — 3 — 3 — $ —
Charles L. HOr® ..o, 64,000 69,550 — 133,550
Clifford P. McDaniel® .........cocooveeviveeeveeeeeeeeeeeenen, 54,000 69,550 — 123,550
John P. Thompson® ...........ccocovvvoveiieieieeeeeene. 13,500 139,100 152,600
William H. Armstrong III® ............cocooooirivireene. 13,500 139,100 — 152,600
TOtAD ..o $ 145,000 $ 417,300 $ — 3 562,300

(1) The amounts shown in this column include fees earned for attendance at board of director and committee meetings and
annual retainers, as described below under “—Cash Compensation.”

(2) As described below under “—Independent Directors Compensation Plan,” each of Messrs. Horn and McDaniel received
a grants of 2,500 shares of restricted stock on the date of our annual stockholder meeting and each of Messrs. Thompson
and Armstrong received 5,000 shares of restricted stock on the date election to our board of directors in September 2017
upon becoming directors in connection with the completion of the mergers. Amounts shown reflect the aggregate fair
value of the shares of restricted stock as of the date of grant computed in accordance with Financial Accounting
Standards Board Accounting Standards Codification Topic 718.

(3) Independent director.
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Cash Compensation

We do not currently have any employees nor do we currently intend to hire any employees who will be compensated
directly by us. Each of our executive officers, including each executive officer who serves as a director, is employed by our
advisor and receives compensation for his or her services, including services performed on our behalf, from our advisor.
Although we indirectly bear some of the costs of the compensation paid to our executive officers, either through fees or
expense reimbursements we pay to our advisor, we do not currently, nor do we intend to, pay any compensation directly to
our executive officers. Our executive officers, as employees of our advisor, are entitled to receive awards in the future under
our long-term incentive plan as a result of their status as employees of our advisor, although we do not currently intend to
grant any such awards.

We pay each of our independent directors an annual retainer of $50,000, plus $2,000 per in-person board meeting
attended, $1,500 per in-person committee meeting attended and $1,000 for each telephonic meeting attended; provided,
however, we do not pay an additional fee to our directors for attending a committee meeting when the committee meeting is
held on the same day as a board meeting. We also pay the audit committee chairperson an additional annual retainer of
$10,000 and reimburse all directors for reasonable out-of-pocket expenses incurred in connection with attending
board meetings.

Independent Directors Compensation Plan

We have adopted an independent directors compensation plan, which operates as a sub-plan of our long-term
incentive plan (described below) pursuant to which each of our independent directors was entitled, subject to the plan’s
conditions and restrictions, to receive an initial grant of 5,000 shares of restricted stock when we raised $2,000,000 in gross
offering proceeds. Each subsequent independent director that joins our board of directors will receive an initial grant of 5,000
shares of restricted stock upon his or her election to our board of directors. In addition, on the date following an independent
director’s reelection to our board of directors, he or she will receive an additional grant of 2,500 shares of restricted stock
upon each of the first four annual meetings of stockholders when he or she is reelected to our board of directors. The
restricted stock will generally vest and become non-forfeitable in equal quarterly installments beginning on the first day of
the first quarter following the date of grant; provided, however, that the restricted stock will become fully vested on the
earlier of (1) the termination of the independent director’s service as a director due to death or disability, or (2) we experience
a change in control. All directors receive reimbursement of reasonable out-of-pocket expenses incurred in connection with
attending meetings of the board of directors. If a director is also one of our executive officers, we will not pay any
compensation to such person for services rendered as a director.

Long-Term Incentive Plan

We have adopted a long-term incentive plan which we use to attract and retain qualified directors, officers,
employees, and consultants. Our long-term incentive plan offers these individuals an opportunity to participate in our growth
through awards in the form of, or based on, our common stock. We currently anticipate that we will issue awards only to our
independent directors under our long-term incentive plan.

The long-term incentive plan authorizes the granting of restricted stock, stock options, stock appreciation rights,
restricted or deferred stock units, dividend equivalents, other stock-based awards and cash-based awards to directors,
employees and consultants of ours selected by the board of directors for participation in our long-term incentive plan. Stock
options granted under the long-term incentive plan will not exceed an amount equal to 10.0% of the outstanding shares of our
common stock on the date of grant of any such stock options. Stock options may not have an exercise price that is less than
the fair market value of a share of our common stock on the date of grant.

Our board of directors or a committee appointed by our board of directors administers the long-term incentive plan,
with sole authority to determine all of the terms and conditions of the awards, including whether the grant, vesting or
settlement of awards may be subject to the attainment of one or more performance goals. As described above, our
independent directors receive shares of restricted stock under a sub-plan to our long-term incentive plan, thereby aligning
their interests more closely with the interests of our stockholders. No awards will be granted under the long-term incentive
plan if the grant or vesting of the awards would jeopardize our status as a REIT under the Internal Revenue Code or
otherwise violate the ownership and transfer restrictions imposed under our charter. Unless otherwise determined by our
board of directors, no award granted under the long-term incentive plan will be transferable except through the laws of
descent and distribution.
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We have authorized and reserved an aggregate maximum number of 2,000,000 shares for issuance under the long-
term incentive plan, of which 1,965,000 shares remained as of December 31, 2017. In the event of a transaction between our
company and our stockholders that causes the per-share value of our common stock to change (including, without limitation,
any stock dividend, stock split, spin-off, rights offering or large nonrecurring cash dividend), the share authorization limits
under the long-term incentive plan will be adjusted proportionately and the board of directors will make such adjustments to
the long-term incentive plan and awards as it deems necessary, in its sole discretion, to prevent dilution or enlargement of
rights immediately resulting from such transaction. In the event of a stock split, a stock dividend or a combination or
consolidation of the outstanding shares of common stock into a lesser number of shares, the authorization limits under the
long-term incentive plan will automatically be adjusted proportionately and the shares then subject to each award will
automatically be adjusted proportionately without any change in the aggregate purchase price.

Our board of directors may in its sole discretion at any time determine that all or a portion of a participant’s awards
will become fully vested. The board may discriminate among participants or among awards in exercising such discretion. The
long-term incentive plan will automatically expire on the tenth anniversary of the date on which it is approved by our board
of directors and stockholders, unless extended or earlier terminated by our board of directors. Our board of directors may
terminate the long-term incentive plan at any time. The expiration or other termination of the long-term incentive plan will
not, without the participant’s consent, have an adverse impact on any award that is outstanding at the time the long-term
incentive plan expires or is terminated. Our board of directors may amend the long-term incentive plan at any time, but no
amendment will adversely affect any award without the participant’s consent and no amendment to the long-term incentive
plan will be effective without the approval of our stockholders if such approval is required by any law, regulation or rule
applicable to the long-term incentive plan.

Compensation Committee Interlocks and Insider Participation

We currently do not have a compensation committee of our board because we do not pay, or plan to pay, any
compensation to our officers. There are no interlocks or insider participation as to compensation decisions required to be
disclosed pursuant to SEC regulations.

ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
Equity Compensation Plan Information

The following table provides information about our common stock that may be issued upon the exercise of options,
warrants and rights under our long-term incentive plan, as of December 31, 2017.

Number of Number of
Securities to be Weighted- Securities
Issued Upon average Remaining
Exercise of Exercise Price Available for
Outstanding of Outstanding  Future Issuance
Options, Options, Under Equity
Warrants and Warrants and Compensation
Plan Category Rights Rights Plans
Equity compensation plans approved by security holders: .... — — 1,965,000
Equity compensation plans not approved by security
NOLAETS: ..ot N/A N/A N/A
— — 1,965,000
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Security Ownership of Beneficial Owners

The following table sets forth the beneficial ownership of our common stock as of March 6, 2018, for each person or
group that holds more than 5.0% of our outstanding shares of common stock, for each director and executive officer and for
our directors and executive officers as a group. To our knowledge, each person who beneficially owns our shares of our
common stock has sole voting and disposition power with regard to such shares.

Number of
Shares

Beneficially Percent of All
Name of Beneficial Owner® Owned® Shares
Officers and Directors
BIett C. MOOAY® ..ottt s s esanena 9,521 0.1%
William H. ArMSEIONG ....cooviiiieiieiiieieciesieee ettt ea e sse e seensesnneens 14,211 0.2%
RODEIt W, ENZEL ..ottt ettt — —
Charles L. HOIN .......vviiieieece et e et e e e 13,075 0.1%
CULfford P. MCDANIEL ........ooiieiiieieiiie e 10,957 0.1%
JOhN P. TROMPSON ...ouvieiiieiiiciieiieeee et ens 5,079 0.1%
All Directors and Executive Officers as a group (6 persons)®............cccccoveveverevennes 52,843 0.6%

(1) The address of each of Messrs. Moody, Armstrong, Engel, Horn, McDaniel and Thompson is ¢/o Moody National REIT
I1, Inc., 6363 Woodway Drive, Suite 110, Houston, Texas 77057.

(2) Under SEC rules, a person is deemed to be a “beneficial owner” of a security if that person has or shares “voting power,”
which includes the power to dispose of or to direct the disposition of such security. A person also is deemed to be a
beneficial owner of any securities which that person has a right to acquire within 60 days. Under these rules, more than
one person may be deemed to be a beneficial owner of the same securities and a person may be deemed to be a beneficial
owner of securities as to which he or she has no economic or pecuniary interest.

(3) Includes 9,521 shares owned by our sponsor, which is indirectly owned and controlled by Mr. Moody.

ITEM 13. Certain Relationships and Related Transactions and Director Independence

The following describes all transactions during the year ended December 31, 2017 involving us, our directors, our
advisor, our sponsor and any affiliate thereof and all such proposed transactions. See also Note 7 (Related Party
Arrangements) to the consolidated financial statements included in this Annual Report. Our independent directors are
specifically charged with and have examined the fairness of such transactions to our stockholders, and have determined that
all such transactions are fair and reasonable to us.

Ownership Interests

Our sponsor owns 8,000 shares of our common stock that it purchased for an aggregate of $200,000 on August 14,
2014. Moody LPOP II contributed $1,000 to our operating partnership in exchange for special limited partnership interests
and our affiliate, Moody Holdings II, contributed $1,000 to our operating partnership in exchange for limited
partnership interests.

As of December 31, 2017, Moody Holdings Il owned less than 1% of the outstanding limited partnership interests in
our operating partnership and Moody LPOP II owned 100% of the special limited partnership interests issued by our
operating partnership. We are the sole general partner of our operating partnership and own approximately 96.5% of the
limited partnership units of our operating partnership. Moody LPOP II’s ownership interest of the special limited partnership
interests entitles it to receive distributions equal to 15% of our net cash flows, whether from continuing operations, the
repayment of loans, the disposition of assets or otherwise, but only after our stockholders have received, in the aggregate,
cumulative distributions equal to their total invested capital plus a 6% cumulative, non-compounded annual pre-tax return on
such aggregated invested capital. In addition, the special limited partnership interest holder will be entitled to a separate
payment if it redeems its special limited partnership interests. The special limited partnership interests may be redeemed
upon: (1) the listing of our common stock on a national securities exchange; or (2) the occurrence of certain events that result
in the termination or non-renewal of our advisory agreement, in each case for an amount that Moody LPOP II would have
been entitled to receive as if our operating partnership had disposed of all of its assets at the enterprise valuation as of the date
of the event triggering the redemption.
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Merger with Moody National REIT I, Inc.

As described above in Part [, Item 1, “Business—Business—Merger With Moody National REIT I, Inc.,” and Part
I, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Merger with Moody
National REIT I, Inc.” on September 27, 2017, we completed the mergers, which included payment of certain fees and
expenses to related parties as described in such item, and which description is incorporated herein by reference.

Townplace Suites Forth Worth Loan

On August 15, 2017, our operating partnership made a loan in the amount of $7,106,506 to Moody National
International-Fort Worth Holding, LLC, an indirect subsidiary of Moody I OP. The loan matured and was retired upon
completion of the mergers.

Marriott Courtyard Lyndhurst Loan

On September 6, 2017, our operating partnership made a loan in the amount of $30,647,770 to Moody National 1
Polito Lyndhurst Holding, LLC, an indirect subsidiary of Moody I OP. The loan matured and was retired upon completion of
the mergers.

Our Relationships with our Advisor and our Sponsor

Our advisor, Moody National Advisor II, LLC, supervises and manages our day-to-day operations and selects our
real property investments and real estate-related investments, subject to the oversight by our board of directors. Our advisor
also provides marketing, sales and client services on our behalf. Our advisor was formed in July 2014 and is indirectly owned
by our sponsor. Brett C. Moody, the Chairman of our board of directors, Chief Executive Officer and President, also serves
as the Chief Executive Officer of our sponsor and our advisor. All of our officers and directors, other than our independent
directors, are officers of our advisor and serve, and may serve in the future, other affiliates of our advisor.

Fees and Expense Reimbursements Paid to our Advisor
Pursuant to the advisory agreement, we pay our advisor or its affiliates the fees described below.

e AsofJanuary 16, 2018, our advisor assumed responsibility for the payment of all selling commissions, dealer
manager fees and stockholder servicing fees paid in connection with our offering. In connection therewith, we
increased the acquisition fee we pay our advisor from 1.5% to 3.85% of (1) the cost of all investments that we
acquire (including our pro rata share of any indebtedness assumed or incurred in respect of the investment and
exclusive of acquisition and financing coordination fees), (2) our allocable cost of investments acquired in a
joint venture (including our pro rata share of the purchase price and our pro rata share of any indebtedness
assumed or incurred in respect of that investment and exclusive of acquisition fees and financing coordination
fees) or (3) the amount funded by us to acquire or originate a loan or other investment, including mortgage,
mezzanine or bridge loans (including any third-party expenses related to such investment and exclusive of
acquisition fees and financing coordination fees). The 3.85% of acquisition fees consist of (i) a 1.5% base
acquisition fee and (ii) up to an additional 2.35% contingent advisor payment; provided, however, that the first
$3,500,000 of aggregate contingent advisor payments that would otherwise be paid to our advisor for dealer
manager fees, sales commissions or stockholder servicing fees, which we refer to as the “contingent advisor
holdback,” will be retained by us until January 16, 2019, at which time any portion of the contingent advisor
holdback owed to our advisor will be paid. Our advisor intends to recoup the selling commissions, dealer
manager fees and stockholder servicing fees it funds through receipt of the contingent advisor payment. For the
year ended December 31, 2017, we paid our advisor acquisition fees of $670,000 in connection with the
mergers, which amount was equal to 1.5% of the cash consideration paid to the stockholders of Moody I. For
the year ended December 31, 2016, we paid our advisor acquisition fees of $1,111,500 in connection with the
acquisition of the Springhill Suites Seattle.

e We pay our advisor a financing coordination fee of 1% of the amount available under any loan or line of credit
made available to us and 0.75% of the amount available or outstanding under any refinanced loan or line of
credit. Our advisor will pay some or all of these fees to third parties with whom it subcontracts to coordinate
financing for us. For the year ended December 31, 2017, we paid $1,720,000 in financing coordination fees to
our advisor in connection with the acquisition of the Moody I portfolio based on the loans assumed from Moody
I in connection with the mergers, including the debt held by us related to the Marriott Courtyard Lyndhurst and
the Townplace Suites Forth Worth. For the year ended December 31, 2016, we paid our advisor financing
coordination fees of $562,500 in connection with the acquisition of the Springhill Suites Seattle.
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We pay our advisor a monthly asset management fee of one-twelfth of 1.0% of the cost of investment of all real
estate investments we acquire. For the years ended December 31, 2017 and 2016, we incurred asset
management fees of $1,913,000 and $725,751, respectively.

We pay Moody National Hospitality Management, LLC, or the property manager, an affiliate of our advisor, a
monthly hotel management fee equal to 4% of the monthly gross receipts from the properties managed by the
property manager for services it provides in connection with operating and managing such properties. The
property manager may pay some or all of the compensation it receives from us to a third-party property
manager for management or leasing services. In the event that we contract directly with a non-affiliated third-
party property manager, we will pay the property manager a market-based oversight fee. We will reimburse the
costs and expenses incurred by the property manager on our behalf, including legal, travel and other out-of-
pocket expenses that are directly related to the management of specific properties, but we will not reimburse the
property manager for general overhead costs or personnel costs other than employees or subcontractors who are
engaged in the on-site operation, management, maintenance or access control of the properties. For the years
ended December 31, 2017 and 2016, we paid the property manager property management fees of $1,409,841
and $588,396, respectively, and accounting fees of $154,000 and $47,500, respectively.

We pay an annual incentive fee to the property manager. Such annual incentive fee is equal to 15% of the
amount by which the operating profit from the properties managed by the property manager for such fiscal year
(or partial fiscal year) exceeds 8.5% of the total investment in such properties. The property manager may pay
some or all of this annual fee to third-party sub-property managers for management services. For purposes of
this fee, “total investment” means the sum of (i) the price paid to acquire a property, including closing costs,
conversion costs, and transaction costs; (ii) additional invested capital; and (iii) any other costs paid in
connection with the acquisition of the property, whether incurred pre- or post-acquisition. As of December 31,
2017, we had not paid any annual incentive fees.

If our advisor provides a substantial amount of services in connection with the sale of a property or other
investment, as determined by our independent directors, we may also pay our advisor a disposition fee in an
amount of up to one-half of the brokerage commission paid but in no event greater than 3% of the contract sales
price of each property or other investment sold; provided, however, in no event may the aggregate disposition
fees paid to our advisor and any real estate commissions paid to unaffiliated third parties exceed 6% of the
contract sales price. As of December 31, 2017, we had not paid any disposition fees to our advisor. However,
pursuant to our advisory agreement, during the first year following the consummation of the mergers, if we sell
a property previously owned by Moody I, then any disposition fee to which our advisor would be entitled will
be reduced by an amount equal to the portion of the Moody I advisor payment attributable to such property.

In addition to the fees we pay to our advisor pursuant to the advisory agreement, we also reimburse our advisor for
the following costs and expenses:

We will reimburse our advisor for organizational and offering expenses incurred on our behalf, but only to the
extent that such reimbursements do not exceed actual expenses incurred by our advisor and do not cause the
cumulative selling commissions, dealer manager fees, trailing stockholder servicing fees and other organization
and offering expenses borne by us to exceed 15% of gross offering proceeds from the sale of shares in our
initial public offering as of the date of reimbursement. As of December 31, 2017, total offering costs were
$17,236,706, comprised of $12,333,647 of offering costs incurred directly by us and $4,903,059 in offering
costs incurred by and reimbursable to our advisor. As of December 31, 2017, we had $631,995 due to our
advisor for reimbursable offering costs.

We will reimburse our advisor for all expenses paid or incurred by our advisor in connection with the services
provided to us, subject to the limitation that we will not reimburse our advisor for any amount by which our
operating expenses (including the asset management fee) at the end of the four preceding fiscal quarters exceeds
the 2%/25% Limitation. Notwithstanding the above, we may reimburse our advisor for expenses in excess of
this limitation if a majority of our independent directors determines that such excess expenses are justified
based on unusual and non-recurring factors. For the four fiscal quarters ended December 31, 2017, our total
operating expenses were $3,468,733, which included $2,279,203 in operating expenses incurred directly by us
and $1,189,530 incurred by our advisor on our behalf. Of the $3,468,733 in total operating expenses incurred
during the four fiscal quarters ended December 31, 2017, $0 exceeded the 2%/25% Limitation. We reimbursed
our advisor $1,297,000 during four fiscal quarters ended December 31, 2017, which includes reimbursements
for quarters prior to the four quarters ended December 31, 2017. As of December 31, 2017, we had $419,000
due from our advisor for operating expense reimbursement.

We reimburse our advisor for acquisition expenses incurred related to the selection and acquisition of real
property investments and real estate-related investments; provided, however, that in no event will the total of all
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acquisition fees (including financing coordination fees) and acquisition expenses payable exceed 6% of the
contract purchase price of all real estate investments acquired. As of December 31, 2017, we had not
reimbursed our advisor for any acquisition expenses.

Selling Commissions and Fees Paid to our Dealer Manager

During the year ended December 31, 2017, we paid Moody Securities the following fees in connection with our
offering: (A) up-front selling commissions of up to (i) 7.0% of the gross proceeds of the Class A Shares sold in the primary
offering and (ii) 3.0% of the gross proceeds of the Class T Shares sold in the primary offering; (B) up-front dealer manager
fees of up to (i) 3.0% of the gross proceeds of the Class A Shares sold in the primary offering and (ii) 2.5% of the gross
proceeds of the Class T Shares sold in the primary offering (our sponsor also agreed to pay Moody Securities (i) up-front
dealer manager fees of up to 1.0% of the total amount of Class I Shares purchased in the Primary Offering and (ii) up-front
selling commissions of up to 3.0% on purchases of $5,000,000 or more of our Class D Shares purchased in the primary
offering, which were not subject to reimbursement by us); and (C) trailing stockholder servicing fees of (i) 1.0% per annum
of the NAV per share of Class T Shares sold in the primary offering and (ii) 0.5% per annum of the NAV of Class D Shares
sold in the primary offering. Shares sold pursuant to the DRP are not subject to selling commissions, dealer manager fees or
stockholder servicing fees. Moody Securities may reallow all or a portion of the foregoing selling commissions, dealer
manager fees or stockholder servicing fees to participating broker-dealers.

As of December 31, 2017, we had paid Moody Securities $9,423,133 in selling commissions and trailing
stockholder servicing fees related to the Offering and $2,099,018 in dealer manager fees related to the Offering, which
amounts have been recorded as a reduction to additional paid-in capital in the consolidated balance sheets. As noted above,
beginning as of January 16, 2018, our advisor assumed responsibility for the payment of all selling commissions, dealer
manager fees and stockholder servicing fees paid in connection with our offering. Additionally, in connection with the
mergers, we paid approximately $7.0 million in stockholder servicing fees to Moody Securities, all of which were re-allowed
to broker-dealers that provide ongoing financial advisory services to former Moody I stockholders.

Approval of Related Party Transactions

Our board, including our independent directors, has examined the material terms, factors and circumstances
surrounding the transactions and arrangements described above. On the basis of such examination, our board, including our
independent directors, has determined that such transactions are fair and reasonable to us and on terms and conditions not less
favorable to us than those available from unaffiliated third parties.

Conflict Resolution Procedures

As discussed above, we are subject to potential conflicts of interest arising out of our relationship with our advisor
and its affiliates. These conflicts may relate to compensation arrangements, the allocation of investment opportunities, the
terms and conditions on which various transactions might be entered into by us and our advisor or its affiliates and other
situations in which our interests may differ from those of our advisor or its affiliates. We have adopted the procedures set
forth below to address these potential conflicts of interest.

Allocation of Investment Opportunities

Many investment opportunities that are suitable for us may also be suitable for our sponsor or its affiliates. We, our
sponsor, our advisor and other affiliates share certain of the same executive officers and key employees. In the event that we,
or any other investment vehicle formed or managed by these real estate professionals, or any other investment vehicle
sponsored by our sponsor and its affiliates, are in the market and seeking investments similar to those we intend to make,
these real estate professionals will review the investment objectives, portfolio and investment criteria of each such investment
vehicle to determine the suitability of the investment opportunity.

In connection with determining whether an investment opportunity is suitable for one or more investment vehicles
sponsored by our sponsor and its affiliates, these real estate professionals may take into account such factors as they, in their
discretion, deem relevant, including, among others, the following:

e the investment objectives and criteria of our sponsor and other affiliates;

e the cash requirements of our sponsor and its affiliates;

e the portfolio of our sponsor and its affiliates by type of investment and risk of investment;
e the policies of our sponsor and its affiliates relating to leverage;

e the anticipated cash flow of the asset to be acquired;
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e the income tax effects of the purchase;
e the size of the investment; and

e the amount of funds available to our sponsor and its affiliates and the length of time such funds have been available
for investment.

Following the completion of suitability determinations, these real estate professionals shall have the authority, in
their sole discretion, to direct the investment opportunity to the entity for which such investment opportunity would be the
most suitable. The advisory agreement requires that this determination be made in a manner that is fair without favoring our
sponsor or any other affiliate. Notwithstanding the foregoing, in the event that an investment opportunity becomes available
that is equally suitable, under all of the factors considered by these real estate professionals, for both us and one or more other
public or private entities sponsored by our sponsor and its affiliates, or managed by these real estate professionals, then the
entity that has had the longest period of time elapse since it was offered an investment opportunity will first be offered such
investment opportunity.

If a subsequent event or development causes any investment, in the opinion of these real estate professionals, to be
more appropriate for another affiliated entity, they may offer the investment to such entity. In making an allocation
determination, these real estate professionals have no obligation to make any investment opportunity available to us.

Independent Directors

Our independent directors, acting as a group, will resolve potential conflicts of interest whenever they determine that
the exercise of independent judgment by the board of directors or our advisor or its affiliates could reasonably be
compromised. However, the independent directors may not take any action which, under Maryland law, must be taken by the
entire board of directors or which is otherwise not within their authority. The independent directors, as a group, are
authorized to retain their own legal and financial advisors. Among the matters the independent directors review and act
upon are:

e the continuation, renewal or enforcement of our agreements with our advisor and its affiliates, including the
advisory agreement with our advisor and the dealer manager agreement with our dealer manager;

e transactions with affiliates, including our directors and officers;
e awards under our long-term incentive plan; and
e pursuit of a potential liquidity event.

Compensation Involving Our Advisor and its Affiliates

The independent directors will evaluate at least annually whether the compensation that we contract to pay to our
advisor and its affiliates is reasonable in relation to the nature and quality of services performed and whether such
compensation is within the limits prescribed by our charter. The independent directors will supervise the performance of our
advisor and its affiliates and the compensation we pay to them to determine whether the provisions of our advisory agreement
are being carried out. The independent directors record their findings on the factors they deem relevant in the minutes of the
meetings of our board of directors.

Term of Advisory Agreement

Each contract for the services of our advisor may not exceed one year, although there is no limit on the number of
times that we may retain a particular advisor. Our charter provides that a majority of the independent directors may terminate
our advisory agreement with our advisor without cause or penalty on 60 days’ written notice and that we may terminate the
advisory agreement immediately for fraud, criminal conduct, misconduct or negligent breach of fiduciary duty by our
advisor, a material breach of the advisory agreement by our advisor or upon the bankruptcy of our advisor.

Acquisition, Leases and Sales Involving Affiliates

We will not purchase assets in which our sponsor, our advisor, any of our directors or any of their affiliates has an
interest without a determination by a majority of our board of directors, including a majority of the independent directors, not
otherwise interested in the transaction that such transaction is fair and reasonable to us and at a price to us no greater than the
cost of the asset to the affiliated party from which we are purchasing the asset, or, if the price to us is in excess of such cost,
that substantial justification for such excess exists and such excess is reasonable. In no event may we acquire or lease any
such asset at an amount in excess of its current appraised value.
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We will not sell or lease assets to our advisor, our sponsor, any of our directors or any of their respective affiliates
without a determination by a majority of our board of directors, including a majority of the independent directors, not
otherwise interested in the transaction that such transaction is fair and reasonable to us.

Our charter provides that the consideration we pay for real property will ordinarily be based on the fair market value
of the property as determined by a majority of our board of directors or the members of a duly authorized committee of the
board. In cases in which a majority of our independent directors so determine, and in all cases in which real property is
acquired from our sponsor, our advisor, any of our directors or any of their affiliates, the fair market value shall be
determined by an independent expert selected by our independent directors not otherwise interested in the transaction.

Mortgage Loans Involving Affiliates

We are prohibited from investing in or making mortgage loans unless an appraisal of the underlying property is
obtained. In all cases in which the transaction is with our advisor, our sponsor, our directors or any of their respective
affiliates, the appraisal must be obtained by an independent expert, and we must keep the appraisal for at least five years and
make it available for inspection and duplication by any of our common stockholders. In addition, we must obtain a
mortgagee’s or owner’s title insurance policy or commitment as to the priority of the mortgage or the condition of the title. In
addition, our charter prohibits us from investing in indebtedness secured by a mortgage that is subordinate to any lien or other
indebtedness of our sponsor, our advisor, any of our directors or any of our affiliates.

Loans Involving Affiliates

We will not make any loans to our advisor, our sponsor, any of our directors or any of their respective affiliates
except mortgage loans for which an appraisal of the underlying property is obtained from an independent appraiser or loans
to wholly owned subsidiaries. In addition, we will not borrow from our advisor, our sponsor, any of our directors or any of
their respective affiliates unless a majority of our board of directors, including a majority of the independent directors, not
otherwise interested in the transaction approve the transaction as being fair, competitive and commercially reasonable and no
less favorable to us than comparable loans between unaffiliated parties. These restrictions on loans will only apply to
advances of cash that are commonly viewed as loans, as determined by our board of directors. By way of example only, the
prohibition on loans would not restrict advances of cash for legal expenses or other costs incurred as a result of any legal
action for which indemnification is being sought, nor would the prohibition limit our ability to advance reimbursable
expenses incurred by our directors or officers, our sponsor, our advisor or any of their respective affiliates.

Other Transactions Involving Affiliates

We will not engage in any other transaction with our sponsor, our advisor, any of our directors or any of their
respective affiliates unless a majority of our board of directors, including a majority of the independent directors, not
otherwise interested in such transaction approve such transaction as fair and reasonable to us and on terms and conditions no
less favorable to us than those available from unaffiliated third parties.

Director Independence

We have a five-member board. One of our directors, Brett C. Moody, is affiliated with our sponsor and its affiliates,
and we do not consider Mr. Moody to be an independent director. The four remaining directors qualify as “independent
directors” as defined in our charter in compliance with the requirements of the North American Securities Administrators
Association’s Statement of Policy Regarding Real Estate Investment Trusts. Although our shares are not listed on any
national securities exchange, our independent directors are “independent” as defined by the standards of the New York Stock
Exchange, or the NYSE. The NYSE standards provide that to qualify as an independent director, in addition to satisfying
certain bright-line criteria, the board must affirmatively determine that a director has no material relationship with us (either
directly or as a partner, stockholder or officer of an organization that has a relationship with us).
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Our charter provides that a majority of the directors must be “independent directors.” As defined in our charter, an
“independent director” is a person who is not, on the date of determination, and within the last two years from the date of
determination has not been, directly or indirectly, associated with our sponsor or our advisor by virtue of (1) ownership of an
interest in our sponsor, our advisor, or any of their affiliates, other than us; (2) employment by our sponsor, our advisor, or
any of their affiliates; (3) service as an officer or director of our sponsor, our advisor, or any of their affiliates, other than as
one of our directors; (4) performance of services, other than as a director, for us; (5) service as a director or trustee of more
than three real estate investment trusts organized by our sponsor or advised by our advisor; or (6) maintenance of a material
business or professional relationship with our sponsor, our advisor, or any of their affiliates. A business or professional
relationship is considered “material” if the aggregate gross revenue derived by the director from the sponsor, the advisor, and
their affiliates (excluding fees for serving as one of our directors or other REIT or real estate program organized or advised or
managed by the advisor or its affiliates) exceeds 5% of either the director’s annual gross revenue during either of the last two
years or the director’s net worth on a fair market value basis. An indirect association with the sponsor or the advisor shall
include circumstances in which a director’s spouse, parent, child, sibling, mother- or father-in-law, son- or daughter-in-law,
or brother- or sister-in-law is or has been associated with the sponsor, the advisor, any of their affiliates, or with us. None of
our independent directors face conflicts of interest because of affiliations with other programs sponsored by our sponsor and
its affiliates.

Currently Proposed Transactions

There are no currently proposed material transactions with related persons other than those transactions described
above.

ITEM 14. Principal Accountant Fees and Services
Independent Registered Public Accounting Firm

Frazier & Deeter, LLC, or Frazier & Deeter, has served as our independent registered public accounting firm
since 2014.

Pre-Approval Policies

The audit committee charter imposes a duty on the audit committee to pre-approve all auditing services performed
for us by our independent auditors as well as all permitted non-audit services in order to ensure that the provision of such
services does not impair the auditors’ independence. In determining whether or not to pre-approve services, the audit
committee will consider whether the service is a permissible service under the rules and regulations promulgated by the SEC.
The audit committee, may, in its discretion, delegate to one or more of its members the authority to pre-approve any audit or
non-audit services to be performed by the independent auditors, provided any such approval is presented to and approved by
the full audit committee at its next scheduled meeting.

All services rendered by Frazier & Deeter for the years ended December 31, 2017 and 2016 were pre-approved in
accordance with the policies and procedures described above.

Independent Registered Public Accounting Firm Fees

The audit committee reviewed the audit services performed by Frazier & Deeter, as well as the fees charged by
Frazier & Deeter for such services. Frazier & Deeter did not provide any non-audit services. The aggregate fees billed to us
by Frazier & Deeter for professional accounting services for the years ended December 31, 2017 and 2016 are set forth in the
table below.

Year ended Year ended
December 31, December 31,
2017 2016
AUAIE FEES ...ttt e e e e et e e e e e s e ae e e e e e e s enanaaees $ 306,561 $ 142,032
AUIL TEIALEA TEES ...t eeareee s — —
5 =1 TR — —
ATLOTNET TEES .ottt e et e e et e s eaa e e s saaeeeenes — —
17 DO $ 306,561 $ 142,032
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For purposes of the preceding tables, Frazier & Deeter’s professional fees are classified as follows:

Audit fees—These are fees for professional services performed for the audit of our annual consolidated financial
statements, the required review of quarterly financial statements, registration statements and other procedures
performed by independent auditors in order for them to be able to form an opinion on our consolidated

financial statements.

Audit-related fees—These are fees for assurance and related services that traditionally are performed by
independent auditors that are reasonably related to the performance of the audit or review of the financial
statements, such as due diligence related to acquisitions and dispositions, attestation services that are not
required by statute or regulation, internal control reviews, and consultation concerning financial accounting and
reporting standards.

Tax fees—These are fees for all professional services performed by professional staff in our independent
auditor’s tax division, except those services related to the audit of our financial statements. These include fees
for tax compliance, tax planning, and tax advice, including federal, state, and local issues. Services may also
include assistance with tax audits and appeals before the IRS and similar state and local agencies, as well as
federal, state, and local tax issues related to due diligence.

All other fees—These are fees for any services not included in the above-described categories, including
assistance with internal audit plans and risk assessments.
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PART IV
ITEM 15. Exhibits and Financial Statement Schedules
The following documents are filed as part of this Annual Report:
(@) List of Documents Filed
(1) The financial statements contained herein begin on page F-1 hereof
2) Financial Statement Schedules
Schedule IIT — Real Estate Assets and Accumulated Depreciation is set forth on page F-31 hereof.

All other schedules for which provision is made in the applicable accounting regulations of the SEC are not
required under the related instructions or are not applicable and therefore have been omitted.

(3)  Exhibits
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Exhibit
Number

EXHIBIT INDEX

Description

2.1

2.2

3.1

32

3.3

34

4.1

4.2

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Agreement and Plan of Merger, dated as of November 16, 2016, among Moody National REIT II, Inc.,
Moody National Operating Partnership II, LP, Moody National Advisor II, LLC, Moody Merger Sub, LLC,
Moody National REIT 1, Inc., Moody National Operating Partnership I, LP and Moody National Advisor I,
LLC (incorporated by reference to Exhibit 2.1 to the Current Report on Form 8-K filed November 17, 2016)

Amendment No. 1, dated as of August 9, 2017 to the Agreement and Plan of Merger, dated as of November
16, 2017, by and among Moody National REIT II, Inc., Moody National Operating Partnership II, LP, Moody
Merger Sub, LLC, Moody National Advisor II, LLC, Moody National REIT I, Inc., Moody National
Operating Partnership I, L.P., and Moody National Advisor I, LLC (incorporated by reference to Exhibit 2.1
to the Current Report on Form 8-K filed on August 10, 2017)

Articles of Amendment and Restatement of Moody National REIT II, Inc. (incorporated by reference to
Exhibit 3.1 to Pre-Effective Amendment No. 3 to the Registration Statement (defined below) filed January 12,
2015 (“Pre-Effective Amendment No. 37))

Articles of Amendment to the Articles of Amendment and Restatement of Moody National REIT II, Inc.
(incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K filed on June 13, 2017)

Articles Supplementary to the Articles of Amendment and Restatement of Moody National REIT II, Inc.
(incorporated by reference to Exhibit 3.2 to the Current Report on Form 8-K filed on June 13, 2017)

Bylaws of Moody National REIT II, Inc. (incorporated by reference to Exhibit 3.3 to the Registration
Statement on Form S-11 (File No. 333-198305) filed on August 22, 2014 (the “Registration Statement”))

Form of Subscription Agreement (included in Appendix B to prospectus and incorporated by reference to
Exhibit 4.1 to Post-Effective Amendment No. 2 to the Registration Statement filed January 15, 2016 (“Post-
Effective Amendment No. 2”))

Second Amended and Restated Distribution Reinvestment Plan of Moody National REIT I, Inc. (incorporated
by reference to Exhibit 4.1 to the Current Report on Form 8-K filed on June 13, 2017)

Amended and Restated Limited Partnership Agreement of Moody National Operating Partnership II, LP
(incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on May 26, 2016 (the
“May 26, 2016 Form 8-K”))

Escrow Agreement, dated January 12, 2015, by and among Moody National REIT II, Inc., Moody Securities,
LLC and UMB Bank, N.A. (incorporated by reference to Exhibit 10.3 to Pre-Effective Amendment No. 3)

Moody National REIT II, Inc. 2015 Long-Term Incentive Plan (incorporated by reference to Exhibit 10.4 to
Pre-Effective Amendment No. 3)

Moody National REIT II, Inc. Independent Directors Compensation Plan (incorporated by reference to Exhibit
10.5 to Pre-Effective Amendment No. 3)

Assignment Agreement, dated September 25, 2015, by and between Moody National REIT I, Inc. and Moody
National REIT II, Inc. (incorporated by reference to the Company’s Quarterly Report on Form 10-Q filed with
the SEC on November 16, 2015)

Agreement of Purchase and Sale, made as of May 11, 2015, by and between Mueller Hospitality, LP and
Moody National REIT I, Inc. (incorporated by reference to Exhibit 10.7 to Post-Effective Amendment No. 2)

Assignment and Assumption of Agreement of Purchase and Sale, dated as of October 15, 2015, by and
between Moody National REIT II, Inc. Moody National Lancaster-Austin Holding, LLC and Moody National
Lancaster-Austin MT, LLC (incorporated by reference to Exhibit 10.8 to Post-Effective Amendment No. 2)
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10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

Hotel Lease Agreement, effective October 15, 2015, between Moody National Lancaster-Austin Holding,
LLC and Moody National Lancaster-Austin MT, LLC (incorporated by reference to Exhibit 10.9 to Post-
Effective Amendment No. 2)

Hotel Management Agreement, effective October 15, 2015, between Moody National Lancaster-Austin, LLC
and Moody National Hospitality Management, LLC (incorporated by reference to Exhibit 10.10 to Post-
Effective Amendment No. 2)

Relicensing Franchise Agreement, dated October 15, 2015, between Marriott International, Inc. and Moody
National Lancaster-Austin MT, LLC (incorporated by reference to Exhibit 10.11 to Post-Effective
Amendment No. 2)

Loan Agreement, dated as of October 15, 2015 between Moody National Lancaster-Austin Holdings, LLC and
KeyBank National Association (incorporated by reference to Exhibit 10.12 to Post-Effective
Amendment No. 2)

Guarantee Agreement, dated as of October 15, 2015 by and among Brett C. Moody, Moody National REIT II,
Inc. and KeyBank National Association (incorporated by reference to Exhibit 10.13 to Post-Effective
Amendment No. 2)

Environmental Indemnity Agreement, dated as of October 15, 2015, by and among Moody National
Lancaster-Austin Holding, LLC, Brett C. Moody, Moody National REIT II, Inc. and KeyBank National
Association (incorporated by reference to Exhibit 10.14 to Post-Effective Amendment No. 2)

Assignment and Assumption of Agreement of Purchase and Sale, dated January 28, 2016, by and between
Moody National Companies, L.P. and Moody National REIT II, Inc. (incorporated by reference to Exhibit
10.16 to Post-Effective Amendment No. 3 to Moody National REIT II, Inc.’s Registration Statement on Form
S-11 (File No. 333-198305) filed on April 21, 2016 (“Post-Effective Amendment No. 3”))

Agreement of Purchase and Sale, dated as of October 26, 2015, by and among Moody National SHS Seattle
MT, LLC, certain Fee Owners, and Moody National Companies, LP (incorporated by reference to Exhibit
10.17 to Post-Effective Amendment No. 3)

Assignment and Assumption of Agreement of Purchase and Sale, dated May 24, 2016, by and between
Moody National REIT II, Inc., Moody National Yale-Seattle Holding, LLC and Moody National Yale-Seattle
MT, LLC (incorporated by reference to Exhibit 10.2 to the May 26, 2016 Form 8-K)

Hotel Lease Agreement, effective May 24, 2016, between Moody National Yale-Seattle Holding, LLC and
Moody National Yale-Seattle MT, LLC (incorporated by reference to Exhibit 10.3 to the May 26, 2016
Form 8-K)

Hotel Management Agreement, effective May 24, 2016, between Moody National Yale-Seattle MT, LLC and
Moody National Hospitality Management, LLC (incorporated by reference to Exhibit 10.4 to the May 26,
2016 Form 8-K)

Promissory Note, dated May 24, 2016, by Moody National Yale-Seattle Holding, LLC in favor of KeyBank
National Association (incorporated by reference to Exhibit 10.5 to the May 26, 2016 Form 8-K))

Loan Agreement, dated as of May 24, 2016, between Moody National Yale-Seattle Holding, LLC and
KeyBank National Association (incorporated by reference to Exhibit 10.6 to the May 26, 2016 Form 8-K)

Guaranty of Recourse Obligations Agreement, made as of May 24, 2016 by and among Brett C. Moody,
Moody National Operating Partnership II, LP, Moody National REIT II, Inc. in favor of KeyBank National
Association (incorporated by reference to Exhibit 10.7 to the May 26, 2016 Form 8-K)

Guaranty of Payment Agreement, made as of May 24, 2016 by and among Brett C. Moody, Moody National

Operating Partnership II, LP, Moody National REIT II, Inc. in favor of KeyBank National Association
(incorporated by reference to Exhibit 10.8 to the May 26, 2016 Form 8-K)
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10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

Deed of Trust, Assignment of Leases and Rents, Security Agreement and Fixture Filing, dated as of May 24,
2016, by and among Moody National Yale-Seattle Holding, LLC, Old Republic Title, Ltd. For the benefit of
KeyBank National Association (incorporated by reference to Exhibit 10.9 to the May 26, 2016 Form 8-K)

Environmental Indemnity Agreement, made as of May 24, 2016, by and among Moody National Yale-Seattle
Holding, LLC, Brett C. Moody, Moody National Operating Partnership II, LP, Moody National REIT II, Inc.
in favor of KeyBank National Association (incorporated by reference to Exhibit 10.10 to the May 26, 2016
Form 8-K)

Relicensing Franchise Agreement, dated as of May 24, 2016, between Marriott International, Inc. and Moody
National Yale-Seattle MT, LLC (incorporated by reference to Exhibit 10.11 to the May 26, 2016 Form 8-K)
Promissory Note, dated September 20, 2016, by Moody National Yale-Seattle Holding, LLC in favor of
KeyBank National Association (incorporated by reference to Exhibit 10.1 to Moody National REIT II, Inc.’s
Current Report on Form 8-K, filed on September 26, 2016 (the “September 26, 2016 Form 8-K”))

Loan Agreement, dated as of September 20, 2016, between Moody National Yale-Seattle Holding, LLC and
KeyBank National Association (incorporated by reference to Exhibit 10.2 to the September 26, 2016
Form 8-K)

Guaranty Agreement, made as of September 20, 2016, by Moody National REIT II, Inc. in favor of KeyBank
National Association (incorporated by reference to Exhibit 10.3 to the September 26, 2016 Form 8-K)

Deed of Trust, Assignment of Leases and Rents, Security Agreement and Fixture Filing, dated as of
September 20, 2016, by and among Moody National Yale-Seattle Holding, LLC, Old Republic Title, Ltd., for
the benefit of KeyBank National Association (incorporated by reference to Exhibit 10.4 to the September 26,
2016 Form 8-K)

Environmental Indemnity Agreement, made as of September 20, 2016, by and among Moody National Yale-
Seattle Holding, LLC, Moody National REIT II, Inc. in favor of KeyBank National Association (incorporated
by reference to Exhibit 10.5 to the September 26, 2016 Form 8-K)

First Amendment to Hotel Lease Agreement, effective as of September 20, 2016, between Moody National
Yale-Seattle Holding, LLC and Moody National Yale-Seattle MT, LLC (incorporated by reference to Exhibit
10.6 to the September 26, 2016 Form 8-K)

Amended and Restated Advisory Agreement, dated as of November 16, 2016, by and among Moody National
REIT II, Inc., Moody National Operating Partnership II, LP and Moody National Advisor II, LLC
(incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K, filed on November 17, 2016)

Termination Agreement, dated as of November 16, 2016, by and among Moody National REIT I, Inc., Moody
National Operating Partnership I, L.P., Moody National Advisor I, LLC, Moody National Realty Company,
L.P., Moody OP Holdings I, LLC and Moody National REIT II, Inc. (incorporated by reference to Exhibit
10.2 to the Current Report on Form 8-K, filed on November 17, 2016)

Second Amended and Restated Advisory Agreement, dated as of June 12, 2017, by and among Moody
National REIT II, Inc., Moody National Operating Partnership II, LP and Moody National Advisor II, LLC
(incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on June 13, 2017)

Second Amended and Restated Limited Partnership Agreement of Moody National Operating Partnership II,
LP (incorporated by reference to Exhibit 10.2 to the Current Report on Form 8-K filed on June 13, 2017)

Moody National REIT 11, Inc. Amended and Restated Long-Term Incentive Plan (incorporated by reference to
Exhibit 10.3 to the Current Report on Form 8-K filed on June 13,2017)

Promissory Note, dated August 15, 2017, by Moody National International-Fort Worth Holding, LLC in favor

of Moody National Operating Partnership II, LP (incorporated by reference to Exhibit 10.1 to the Current
Report on Form 8-K filed on August 18, 2017)
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10.38

10.39

10.40

10.41

10.42

10.43

10.44

10.45

10.46*

21.1

24.1*

31.1%*

31.2*

32.1%

32.2%

101.INS

101.SCH

101.CAL

Promissory Note, dated September 6, 2017, by Moody National 1 Polito Lyndhurst Holding, LLC in favor of
Moody National Operating Partnership II, LP (incorporated by reference to Exhibit 10.1 to the Current Report
on Form 8-K filed on September 12, 2017)

Term Loan Agreement, dated as of September 27, 2017 by and among Moody National Operating Partnership
II, LP, Moody National REIT II, Inc. and KeyBank National Association (incorporated by reference to
Exhibit 10.1 to the Current Report on Form 8-K filed on September 28, 2017)

Guaranty dated as of September 27, 2017 and executed and delivered for KeyBank National Association by
Moody National REIT II, Inc., MN REIT II TRS, Inc., Moody National 1 Polito Lyndhurst Holding, LLC,
Moody National International-Fort Worth Holding, LLC, MN Lyndhurst Venture, LLC and MN Fort Worth
Venture, LLC (incorporated by reference to Exhibit 10.2 to the Current Report on Form 8-K filed on
September 28, 2017)

Environmental Indemnity given as of September 27, 2017 by Moody National REIT II, Inc., MN REIT II
TRS, Inc., Moody National Operating Partnership II, LP, Moody National 1 Polito Lyndhurst Holding, LLC,
Moody National International-Fort Worth Holding, LLC, MN Lyndhurst Venture, LLC and MN Fort Worth
Venture, LLC (incorporated by reference to Exhibit 10.3 to the Current Report on Form 8-K filed on
September 28, 2017)

Third Amended and Restated Limited Partnership Agreement of Moody National Operating Partnership II, LP
dated as of September 27, 2017 (incorporated by reference to Exhibit 10.4 to the Current Report on Form 8-K
filed on September 28, 2017)

Letter Agreement, dated as of December 27, 2017, by and among Moody National Operating Partnership II,
LP, Moody National REIT II, Inc. and KeyBank National Association (incorporated by reference to
Exhibit 10.1 to the Current Report on Form 8-K filed on January 2, 2018)

Amendment No. 1 to the Second Amended and Restated Advisory Agreement, by and among Moody National
REIT II, Inc., Moody National Operating Partnership II, LP and Moody National Advisor II, LLC dated as of
January 16, 2018 (incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on
January 16, 2018)

Amendment No. 2 to the Second Amended and Restated Dealer Manager Agreement by and among Moody
National REIT 11, Inc., Moody National Operating Partnership II, LP, Moody Securities, LLC and Moody
National Advisor II, LLC dated as of March 19, 2018

Letter Agreement, dated as of March 28, 2018, by and among Moody National Operating Partnership II, LP,
Moody National REIT II, Inc., MN REIT II TRS, Inc., Keybank National Association and certain other parties
(incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K filed on March 20, 2018)

Subsidiaries of the Company (incorporated by reference to Exhibit 21.1 to Post-Effective Amendment No. 8
to the Registration Statement on Form S-11 (Registration No. 333-198305), filed on October 31, 2017)

Power of Attorney (included on the signature page)

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
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101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

* Filed herewith.
ITEM 16. Form 10-K Summary

The company has elected not to provide summary information.
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SIGNATURES

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

MOODY NATIONAL REIT II, INC.

Date: April 2, 2018 By: /s/ Brett C. Moody
Brett C. Moody
Chief Executive Officer and President

POWER OF ATTORNEY

Each individual whose signature appears below constitutes and appoints Brett C. Moody his true and lawful
attorney-in-fact and agent with full power of substitution, for him and in his name, place and stead, in any and all capacities,
to sign any and all amendments to this report on Form 10-K, and to file the same, with all exhibits thereto and all documents
in connection therewith, with the Securities and Exchange Commission, granting unto said attorney-in-fact and agent, and
each of them, full power and authority to do and perform each and every act and thing requisite and necessary to be done in
and about the premises, as fully to all intents and purposes as he might or could do in person, hereby ratifying and confirming
all that said attorney-in-fact and agent or his substitute, may lawfully do or cause to be done or by virtue hereof.

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

Signature Title(s) Date
/s/ Brett C. Moody Chairman of the Board, Chief Executive Officer and President April 2,2018
Brett C. Moody (Principal Executive Officer)
/s/ Robert W. Engel Chief Financial Officer, Treasurer and Secretary (Principal April 2,2018
Robert W. Engel Financial and Accounting Officer)
/s/ Charles L. Horn Director April 2,2018

Charles L. Horn

/s/ Clifford P. McDaniel Director April 2,2018
Clifford P. McDaniel

/s/ John P. Thompson Director April 2,2018
John P. Thompson

/s/ William H. Armstrong I1I Director April 2,2018
William H. Armstrong 111




Moody National REIT 11, Inc.
Index to Consolidated Financial Statements and Schedule

Page

Number
Report of Independent Registered Public Accounting FIrM ..........ccooovieiiiiiiieiiiiece e F-2
Consolidated Balance Sheets as of December 31, 2017 and 2016.........ccvveiiiuiiiiiiiieeeieeeeeee e F-3
Consolidated Statements of Operations for the years ended December 31, 2017 and 2016..........cccceevvveveerecneenen. F-4
Consolidated Statements of Equity for the years ended December 31, 2017 and 2016.........ccccveveeverienreeieenennen. F-5
Consolidated Statements of Cash Flows for the years ended December 31, 2017 and 2016...........ccevvveeveeeerenennen. F-6
Notes to Consolidated FInancial StateMENLS..........c.eeierieriieieieieeieneeieeteste et eteseesseesseeteeneeensesseensesnsesssesseensens F-7
Schedule III - Real Estate Assets and Accumulated Depreciation............c.vecveeierieriierieeeieniesieseeie e F-8

F-1



Report of Independent Registered Public Accounting Firm

To the Stockholders and Board of Directors of
Moody National REIT II, Inc.

Opinion on the Consolidated Financial Statements

We have audited the accompanying consolidated balance sheets of Moody National REIT II, Inc. and subsidiaries (the
“Company”) as of December 31, 2017 and 2016, and the related consolidated statements of operations, equity, and cash
flows for the years then ended, and the related notes and financial statement schedule III (collectively, the “consolidated
financial statements”). In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Company as of December 31, 2017 and 2016, and the results of its operations and its cash flows for
the years then ended, in conformity with U.S. generally accepted accounting principles.

Basis for Opinion

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

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the consolidated financial statements are free of material
misstatement, whether due to error or fraud. The Company is not required to have, nor were we engaged to perform, an audit
of its internal control over financial reporting. As part of our audits, we are required to obtain an understanding of internal
control over financial reporting, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion.

Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial
statements, whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the consolidated financial statements. Our
audits also included evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reasonable
basis for our opinion.

/s/ Frazier & Deeter, LLC
We have served as the Company’s auditor since 2014.

Atlanta, Georgia
April 2,2018
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MOODY NATIONAL REIT II, INC.
CONSOLIDATED BALANCE SHEETS

December 31,

2017 2016
ASSETS
Investment in hotel Properties, NEt .........ccvvecveecieriieiiereeie ettt e, $ 396,634,870 $ 99,989,740
Cash and cash eqUIVAIENES ...........coivevuiiiiiieieeie ettt e ne e, 8,213,522 19,577,312
RESIICIEA CASNL ...ttt e et e e e et e e s enaee e, 13,520,966 1,870,304
Accounts receivable, net of allowance of $33,000 and $3,000 as of December 31,
2017 and 2016, 1€SPECLIVELY ....viieiieieceieeiieiieteete ettt enne, 1,382,971 278,796
Mortgage note receivable from related party ..........ccocceeveeeeieeciencienieriee e, 11,200,000 11,200,000
Notes receivable from related Parties.........cocvveevereeerierierie e, 11,250,000 —
Prepaid expenses and Other @SSELS ........ccvvvververierierieeie et 3,027,404 209,535
EaINeSt MOMNEY ....ceviieieiieie ettt sttt ettt et sae e st et e et enteeseeeseesneenne, — 2,000,000
Deferred franchise costs, net of accumulated amortization of $50,430 and $15,656
as of December 31, 2017 and 2016, reSpectively........ccooereereerernenieiiesieeseeieeen, 1,016,637 234,344
Due from related PArtieS.......c.covieivieiieieiieieesie ettt ettt et b e sreesaeere b enae e, 230,000 398,743
TTOLA ASSELS ..ottt et et ettt e e e e e et et et et e e e et eeaeese et teue et e e eeeenaeenesreeneeeeenens $ 446,476,370 $ 135,758,774
LIABILITIES AND EQUITY
Liabilities:

Notes payable, net of unamortized debt issuance costs of $4,837,521 and $931,498

as of December 31, 2017 and 2016, reSpectively.......ccoovvevieriecreeciieiecieeeeesreereeenen, $ 264,335,798 $§ 69,043,502
Accounts payable and accrued EXPENSES ........ccvvvviriirierierieniieteeeeereesre e se e en, 8,425,141 1,431,535
DUE t0 related PATTICS.......ieieerieiieiiieieeieeee st esteete et e et ettt ebeesbeeteesbeesseesbeesseesnesseenne, 569,274 —
Dividends Payable .......ccoeouieiiiiieieeiecieie ettt taesreenee, 1,585,370 451,631
Operating partnership distributions payable............ccoecvevierieciincienieriee e, 46,979 2,668

TOtal LIADIIITIES ...ttt e, 274,962,562 70,929,336
Special Limited Partnership INtErestS .........ocooeoveeeieeeeeeeeee e, 1,000 1,000

Commitments and Contingencies — Note 10
Equity:

Stockholders’ equity:
Preferred stock, $0.01 par value per share; 100,000,000 shares authorized; no
shares issued and OULStANAING ........c.ecverieriierieiie e, — —
Common stock, $0.01 par value per share; 1,000,000,000 shares authorized,
8,693,367 and 3,173,348 shares issued and outstanding as of December 31, 2017

aANd 2016, TESPECTIVELY ..eeuvieiieiieie ettt ettt e e, 86,934 31,733
Additional paid-in capital...........coocieriiiiiiee e, 193,865,200 68,571,270
Accumulated defiCit ........ooieiiiiieie e (28,501,476) (4,154,395)

Total Stockholders’ EqUILY.......ceeruerierieiiee ettt s, 165,450,658 64,448,608

Noncontrolling interests in Operating Partnership...........ccooeeveeveieenieniecicieceeceereeen, 6,062,150 379,830
TOLAL EQUILY ..ottt b e e, 171,512,808 64,828,438
Total Liabilities and EQUILY ........cooviveeeeeeeeeeeeeeeeeeeeeeeeee e, $ 446,476,370 $ 135,758,774

See accompanying notes to consolidated financial statements.
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MOODY NATIONAL REIT II, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue
ROOM TEVEIUE ...ttt e e e et e e e e e e e nabaneeeeeennes
Other NOLE] TEVENUE ......oovveieie ettt ettt e e e eaeeeree s
Total ROLE] TEVENUE ......c.vveieiiieieeeee ettt ettt enee s
Interest income from notes receivable...........cveveviiiiiiieiiiiiiiecec e
TOLAl TEVEIUE ...oceveecevieceiee ettt ettt e e et e e e aae e e areeetaeeeaneeane s

Expenses
Hotel Operating €XPENSES. .......eeveruieruieriieieeieseenteesteeseeaeseesseesseessessesnsesssesseesseassenns
Property taxes, insurance and Other.............coeovivierieriieieee e
Depreciation and amortiZation ...........cc.eereereerieeierieseese ettt ee e
ACQUISTEION EXPEIISES ....vveneientienteenteeeeeueesteesteeteeneesseeteenseeneesseesseenseesesneesneesseenseanseans
Corporate general and adminiStrative..........c.eeeereereereeieee e
TOtAl EXPEIISES. ..eeuveeeeeieeeiie ettt ettt ettt et et et e s ee et e see et e et ene e ae et e et e eneeeneennean
Operating INCOME (10SS)......veeveereeieete ettt ettt ettt ettt ettt ete e eve e s ennens
Interest expense and amortization of debt iSSUANCE COSLS .....eevvvrrrvrerieerieeriieeiieeieeenes
L 0SS DEFOre INCOME TAXES ......covvveiiiieiiiricicct e
Income tax expense (DENETit).......ccceevieriiiciiiieiieeee et
INBELOSS ...
Net loss attributable to noncontrolling interests in Operating Partnership ....................

Net loss attributable to common StOCKNOIEYS ........coovviimeeeeeeeeeee e

Per-share information — basic and diluted:
Net loss attributable to common StOCKNOIEYS ........ccouviieeeeeeeeeeee e
DivIdeNds AECIAIEd.............oooiuiiieiece ettt

Years ended December 31,

2017 2016
$ 33,101,687 $ 13,853,608
2,323,552 857,799
35,425,239 14,711,407
1,143,355 147,465
36,568,594 14,858,872
21,404,197 7,496,095
2,225,188 793,763
4,748,528 1,711,145
11,829,874 2,407,445
3,667,704 1,590,687
43,875,491 13,999,135
(7,306,897) 859,737
7,072,103 3,137,208
(14,379,000) (2,277,471)
666,000 (4,000)
(15,045,000) (2,273,471)
260,071 15,560
$ (14,784,929) $  (2,257.911)
$ (2.70) $ (1.26)
$ 175 $ 1.75
5,479,557 1,798,364

See accompanying notes to consolidated financial statements.
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Balance at December 31, 2015 .....
Issuance of common stock, net
of offering costs .........ccouveveeene.
Redemption of common stock......
Issuance of operating partnership
units, net of offering costs .......
Issuance of common stock
pursuant to dividend
reinvestment plan..........c..........
Stock-based compensation ....
Net loss
Dividends and distributions
declared.........ccoviiiciicennnn
Balance at December 31, 2016.....

Issuance of common stock, net
of offering costs ..........c.ccceuene.
Redemption of common stock......
Issuance of common stock in
connection with Merger...........
Issuance of operating partnership
units, net of offering costs .......
Issuance of common stock
pursuant to dividend
reinvestment plan
Stock-based compensation .
Net loss ...
Dividends and distributions
declared.......ccoeeineicninnicens
Balance at December 31, 2017 .....

MOODY NATIONAL REIT II, INC.
CONSOLIDATED STATEMENTS OF EQUITY
Years ended December 31, 2017 and 2016

Noncontrolling

Interests in
Operating
Preferred Stock Common Stock Partnership
Retained
Number Additional Earnings
of Par Number of Par Paid-In (Accumulated  Number of Total
Shares Value Shares Value Capital Deficit) Units Value Equity

— 3 — 520,969 $ 5210 $ 10,990,045 $ 1,264,956 — 3 — $ 12,260,211
— — 2,626,152 26,261 56,897,131 — — — 56,923,392

(16,893) (169) (422,663) (422,832)
- — — — — — 18,000 414,497 414,497
— — 33,120 331 786,271 — — — 786,602
— — 10,000 100 320,486 — — — 320,586
— — — — — (2,257,911) — (15,560) (2,273,471)
— — — — — (3,161,440) — (19,107) (3,180,547)
— — 3,173,348 31,733 68,571,270 (4,154,395) 18,000 379,830 64,828,438
— — 1,817,854 18,179 39,925,425 — — — 39,943,604

(36,718) (367) (897,284) (897,651)
— — 3,625,269 36,253 83,592,238 83,628,491
— — — — — — 298,037 6,111,070 6,111,070
— — 98,614 986 2,446,006 — — — 2,446,992
— — 15,000 150 227,545 — — — 227,695
— — — — — (14,784,929) — (260,071) (15,045,000)
— — — — — (9,562,152) — (168,679) (9,730,831)
— 3 — 8,693,367 $ 86,934 $ 193,865,200 $ (28,501,476) 316,037 § 6,062,150 $ 171,512,808

See accompanying notes to consolidated financial statements.
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MOODY NATIONAL REIT II, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year ended December 31,

2017 2016
Cash flows from operating activities
INEE 0SS 1ttt ettt ettt et ettt et h ettt h et ea b e eh e et eat e bt et e ate bt e bt enee et eneeneas § (15,045,000) $ (2,273,471)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amoOTtiZation..........cecueeeereerierienieeie ettt ettt st e see e 4,748,528 1,711,145
Amortization Of debt ISSUANCE COSTS .....vviiiiiuiiiiiiiiiiiieie et e et eere et eeaaeeeenaeeas 794,018 876,352
Deferred income tax expense (Denefit)........ccoevveereeririeneenienieeeeeeeee e 610,000 (4,000)
Stock-based COMPENSALION .......ocueeiiriiirieeieniieieeitertt ettt ettt st sae et st e st sirenbeens 227,695 320,586
Changes in operating assets and liabilities:
RESIICIEd CASI ....eieeiiiciiiece ettt et (2,877,365) (86,588)
ACCOUNES TECEIVADIC ...ttt ettt e be e nas 181,510 (232,037)
Prepaid expenses and Other aSSEtS.........ccoirieriiriirieniiiiiiene et 175,742 (156,682)
Accounts payable and accrued EXPENSES......cccuereerueerierierieeieeeeieeeeseeeie e e eeeseeennes (2,786,797) 879,250
Due to related PArties .......ccveviiriiiiiiiienieiie sttt 40,370 (42,500)
Due from related parties 445,173 (70,965)
Net cash provided by (used in) operating activities...........cecueveerverieneeneeneenenneennen (13,486,126) 921,090
Cash flows from investing activities
Increase in reStricted CASI ....ooouvviiiiiiiieeeeeeeee e (3,713,647) (1,495,632)
Origination of Mortgage Note reCeiVable.........ccviiiiiirieiiiiet e — (11,200,000)
Due t0 1elated PATLIES .....ocueeruiriiiniieteiiteee ettt 2,000,000 —
Earnest MONEY PAId........ccueeiuiiieiieiieierie ettt ettt st see et enaesaeeneeenaeenean — (2,000,000)
Origination of notes receivable from Moody L..........cccocoviiiiiiiiiiiieniiceeee e (37,754,276) —
Payment of deferred franchiSe COSES........ooriiiiririiiieiiet et — (100,000)
Improvements and additions to hotel properties...........ccevereererririeninsiieeneeeneec e (3,187,661) (220,769)
Acquisition of Moody I, net of cash acquired ............ccceevirienieniiciinie e (43,830,642) —
Acquisition Of NOtEl PrOPETLY ....ccoverviiiiiiiiiiieree ettt — (73,649,460)
Net cash used in INVEStING ACLIVITIES .....eevieieieieiieieseeeie et sae e e (86,486,226) (88,665,861)
Cash flows from financing activities
Proceeds from issuance of COmMMON StOCK..........ciivviiiiiiiiicieiccceeeeeee e 46,563,817 65,654,316
Redemptions of cOmMMmON STOCK ........ooueeiiriiiiiiiiieieeiete e (897,851) (422,832)
OFfEriNG COSS PAIA ....eevieiieie ittt ettt ettt sttt et e et e teeneesseeneeeneesnean (12,663,486) (9,358,377)
Offering costs paid for issuance of operating partnership Units ...........c.ccoceverenenencnennnn. — (36,043)
DiIvIAends PAId ......eeviiieiiieie et ettt sttt enaennean (5,981,421) (1,990,961)
Operating partnership distributions paid .........ccccecereerieriiiieniieeee e (165,792) (16,439)
Proceeds from notes Payable.........cciiieiieiiiiiriee e 70,000,000 109,650,000
Repayment of NOtes Payable ........cccoiiiiiriiiiiiniii e (3,546,664) (56,250,000)
Payment of debt 1SSUANCE COSES ....eouviiuiriiiiiiieii ettt ettt (4,700,041) (1,488,548)
Net cash provided by financing activities.........cceeevereerieriereerieriereee e 88,608,562 105,741,116
Net change in cash and cash eqUIVAIENLS .........cceeiiiiiiieieciee e (11,363,790) 17,996,345
Cash and cash equivalents at beginning of Year.........c.ccecceveeririiirieneeienieneeeeeeeee e 19,577,312 1,580,967
Cash and cash equivalents at €nd Of YEar.........cceviririerierieierieieee e $ 8,213,522 $ 19,577,312
Supplemental Disclosure of Cash Flow Activity
INEETEST PAIA......veveeieeeeeeetceee ettt ettt ettt ae e et et eae s e st eses et et eseeseneaeseenesenesens $ 6,021,930 $ 2,091,131
Supplemental Disclosure of Non-Cash Financing Activity
Increase (decrease) in accrued offering costs due to related party ..........cocceeeveereniinennene $ 959,773  $ (627,453)
Issuance of common stock from dividend reinvestment plan..............ccceveeeieecieneeiennennens $ 2,446,992  § 786,602
Issuance of common stock in connection with Merger ...........cocvveerieieneeneniereeeeeene $ 90,631,737 $ —
Issuance of operating partnership units in connection with Merger...........cccceveeeveeveneennen. $ 6,111,070 § 450,540
Assumption of notes payable in connection with MErger .........c.ccoceveveneneniencncncnienennns § 132,744,983 § —
Repayment of notes receivable from Moody I in connection with Merger.............c..cuo.n.... $ 37,754276 § —
Dividends PaYADIE.......c.oeiiiieieeiieteee ettt sttt et enean $ 1,585,370  $ 451,631
Operating partnership distribution payable ............coccevieriiiiinieiiiiee e $ 46,979 § 2,668

See accompanying notes to consolidated financial statements.
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MOODY NATIONAL REIT I1, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

1. Organization
Overview

Moody National REIT II, Inc. (the “Company”’) was formed on July 25, 2014, as a Maryland corporation and has
elected to be taxed as a real estate investment trust (“REIT”) beginning with the year ended December 31, 2016. The
Company has used, and expects to use, the proceeds from its initial public offering (as described below) to invest in a
portfolio of hospitality properties focusing primarily on the premier-brand, select-service segment of the hospitality sector.
To a lesser extent, the Company may also invest in hospitality-related real estate securities and debt investments. As
discussed in Note 6, “Equity,” the Company was initially capitalized by Moody National REIT Sponsor, LLC (the
“Sponsor”). The Company’s fiscal year end is December 31.

As of December 31, 2017, the Company owned (1) interests in fourteen hotel properties located in six states
comprising a total of 1,941 rooms, (2) a loan with a current principal amount of $6,750,000 originated to an affiliate of
Sponsor used to acquire a commercial property located in Katy, Texas, (3) a loan in the principal amount of $4,500,000
originated to an affiliate of Sponsor used to acquire a commercial property located in Houston, Texas and (4) a mortgage note
receivable with a current principal amount of $11,200,000 from a related party. For more information on the Company’s real
estate investments, see Note 3, “Investment in Hotel Properties” and Note 4, “Notes Receivable from Related Parties.”

On January 20, 2015, the Securities and Exchange Commission (the “SEC”) declared the Company’s registration
statement on Form S-11 effective, and the Company commenced its initial public offering (the “Offering”), of up to
$1,100,000,000 in shares of common stock consisting of up to $1,000,000,000 in shares of the Company’s common stock
offered to the public (the “Primary Offering”), and up to $100,000,000 in shares offered to the Company’s stockholders
pursuant to its distribution reinvestment plan (the “DRP”).

On June 26, 2017, the SEC declared effective the Company’s post-effective amendment to its registration statement
for the Offering, which reallocated the Company’s shares of common stock as Class A common stock, $0.01 par value per
share (“Class A Shares”), Class D common stock, $0.01 par value per share (“Class D Shares”), Class I common stock, $0.01
par value per share (“Class I Shares™), and Class T common stock, $0.01 par value per share (“Class T Shares” and, together
with the Class A Shares, the Class D Shares and the Class I Shares, the “Shares”) to be sold on a “best efforts” basis. On
January 16, 2018, the Advisor assumed responsibility for the payment of all selling commissions, dealer manager fees and
stockholder servicing fees paid in connection with the Offering; provided, however that the Advisor intends to recoup the
selling commissions, dealer manager fees and stockholder servicing fees that it funds through an increased acquisition fee, or
“Contingent Advisor Payment,” as described in Note 7, “Related Party Arrangements.”

On March 19, 2018, the Company’s board of directors determined an estimated net asset value (“NAV”) per share
of all classes of the Company’s common stock of $23.19 per share as of December 31, 2017. Accordingly, the Company is
currently offering the Shares (i) to the public in the Primary Offering at a purchase price of $23.19 per share, which is equal
to the estimated NAV per share for each class as of December 31, 2017, and (ii) to the Company’s stockholders pursuant to
the DRP at a purchase price of $23.19 per share, which is equal to the estimated NAV per share for each class as of
December 31, 2017.

As of December 31, 2017, the Company had received and accepted investors’ subscriptions for and issued 5,037,374
shares in the Offering, excluding shares issued in connection with the Company’s merger with Moody National REIT I, Inc.
and including 133,680 shares pursuant to the DRP, resulting in gross offering proceeds of $123,729,965. On January 18,
2018, the Company filed a registration statement on Form S-11 (Registration No. 333-222610) registering $990,000,000 in
any combination of the Shares to be sold on a “best efforts” basis. This registration statement is not yet effective. The
Company is currently taking advantage of an extension to the Offering which allows it to continue selling the Shares in the
Offering until July 19, 2018.

The Company’s advisor is Moody National Advisor II, LLC (the “Advisor”), a Delaware limited liability company
and an affiliate of the Sponsor. Pursuant to an advisory agreement among the Company, the OP (defined below) and the
Advisor (the “Advisory Agreement”), and subject to certain restrictions and limitations therein, the Advisor is responsible for
managing the Company’s affairs on a day-to-day basis and for identifying and making acquisitions and investments on behalf
of the Company.
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MOODY NATIONAL REIT I1, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

Substantially all of the Company’s business is conducted through Moody National Operating Partnership 11, LP, a
Delaware limited partnership (the “OP”). The Company is the sole general partner of the OP. The initial limited partners of
the OP were Moody OP Holdings II, LLC, a Delaware limited liability company and a wholly owned subsidiary of the
Company (“Moody Holdings II’), and Moody National LPOP II, LLC (“Moody LPOP II”), an affiliate of the Advisor.
Moody Holdings II initially invested $1,000 in the OP in exchange for limited partnership interests, and Moody LPOP II has
invested $1,000 in the OP in exchange for a separate class of limited partnership interests (the “Special Limited Partnership
Interests”). As the Company accepts subscriptions for shares of common stock, it transfers substantially all of the net
proceeds from such sales to the OP as a capital contribution. The limited partnership agreement of the OP provides that the
OP will be operated in a manner that will enable the Company to (1) satisfy the requirements for being classified as a REIT
for tax purposes, (2) avoid any federal income or excise tax liability and (3) ensure that the OP will not be classified as a
“publicly traded partnership” for purposes of Section 7704 of the Internal Revenue Code of 1986, as amended (the “Internal
Revenue Code”), which classification could result in the OP being taxed as a corporation, rather than as a partnership. In
addition to the administrative and operating costs and expenses incurred by the OP in acquiring and operating real properties,
the OP will pay all of the Company’s administrative costs and expenses, and such expenses will be treated as expenses of
the OP.

Merger with Moody National REIT I, Inc.

On November 16, 2016, the Company along with the OP, the Advisor, Moody National REIT I, Inc. (“Moody I”’), a
Maryland corporation and a related party of the Company, Moody National Operating Partnership I, L.P., the operating
partnership of Moody I (“Moody I OP”), Moody National Advisor I, LLC (“Moody I Advisor”), and Moody Merger Sub,
LLC, the Company’s wholly owned subsidiary (“Merger Sub”), entered into an agreement and plan of merger (the “Merger
Agreement”). On September 27, 2017 (the “Closing Date”), pursuant to the Merger Agreement, Moody I merged with and
into Merger Sub, and merger sub subsequently merged with and into the Company (the foregoing transaction, the “Merger”).
In addition, pursuant to the Merger Agreement and Amendment No. 1 thereto, Moody I OP merged with and into the OP (the
“Partnership Merger”), with the OP continuing as the surviving partnership following the Partnership Merger. Unless context
suggests otherwise, the Merger and the Partnership Merger together shall be the “Mergers.” Pursuant to the terms of the
Merger Agreement, former Moody I stockholders received a total of approximately 3.63 million Class A Shares as stock
consideration, which was equal to approximately 43% of the Company’s diluted common equity as of the Closing Date, and
a total of approximately $44.7 million in cash consideration. In addition, upon consummation of the Partnership Merger
between Moody I OP and the OP, each issued and outstanding unit of limited partnership interest in Moody I OP was
automatically cancelled and retired and converted into 0.41 units of Class A limited partnership interest in the OP. As a result
of the Mergers, the Company’s portfolio was expanded from two hotel properties and one note receivable from related party
to 14 hotel properties and three notes receivable from related parties.

Concurrently with the entry into the Merger Agreement, the Company, Moody I, Moody I OP, Moody I Advisor,
Moody National Realty Company, L.P. (“Moody Realty””) and Moody OP Holdings I, LLC (“OP Holdings”), the holder of
all outstanding special partnership units in Moody I OP, entered into a termination agreement (the “Termination
Agreement”). Pursuant to the Termination Agreement, at the REIT Merger Effective Time, the amended and restated
advisory agreement, dated August 14, 2009, among Moody I, Moody I OP, Moody I Advisor and Moody Realty (the “Moody
I Advisory Agreement”) was terminated and Moody I subsequently paid Moody I Advisor a payment of $5,580,685 (the
“Moody I Advisor Payment”). During the first year following the consummation of the Mergers, if the Company sells a
property that was previously owned by Moody I, then any disposition fee to which the Advisor would be entitled under the
Advisory Agreement will be reduced by an amount equal to the portion of the Moody I Advisor Payment attributable to such
property. In addition, pursuant to the Termination Agreement, Moody I OP paid $613,751 to OP Holdings, which amount
was the promote payment to which OP Holdings was entitled under the terms of the limited partnership agreement.

The Company paid the Advisor an acquisition fee of $670,000 in connection with the Mergers, which amount was
equal to 1.5% of the cash consideration paid to Moody I stockholders. Additionally, the Company paid the Advisor a
financing coordination fee of $1,720,000 based on the loans assumed from Moody I in connection with the Merger, including
the debt held by the Company related to the Marriott Courtyard Lyndhurst and the Townplace Suites Forth Worth.
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MOODY NATIONAL REIT I1, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2017 and 2016

Also in connection with the Mergers, on February 2, 2017, the Company entered into a stockholder servicing
coordination agreement (the “Stockholder Servicing Coordination Agreement”) with Moody Securities, LLC (“Moody
Securities”), the dealer manager of the Offering and an affiliate of Advisor, which agreement provided for the payment of
certain “Stockholder Servicing Fees” in connection with the Mergers. All Stockholder Servicing fees were re-allowed to
broker-dealers that provide ongoing financial advisory services to forever Moody I stockholders following the Mergers and
that entered into participating broker-dealer agreements with Moody Securities. The aggregate amount of Stockholder
Servicing Fees was based on the number of shares of the Company’s common stock issued as consideration in the Merger,
and was approximately $7.0 million.

2. Summary of Significant Accounting Policies
Basis of Presentation and Principles of Consolidation

The Company’s consolidated financial statements include its accounts and the accounts of its subsidiaries over
which it has control. All intercompany balances and transactions are eliminated in consolidation.

The Company includes the accounts of certain entities in its consolidated financial statements when the Company is
the primary beneficiary for entities deemed to be variable interest entities (“VIEs”) through which the Company has a
controlling interest. Interests in entities acquired are evaluated based on GAAP, which requires the consolidation of VIEs in
which the Company is deemed to have the controlling financial interest. The Company has the controlling financial interest if
the Company has the power to direct the activities of the VIE that most significantly impact its economic performance and
the obligation to absorb losses or receive benefits from the VIE that could be significant to the Company. If the interest in the
entity is determined not to be a VIE, then the entity is evaluated for consolidation based on legal form, economic substance,
and the extent to which the Company has control and/or substantive participating rights under the respective ownership
agreement. There are judgments and estimates involved in determining if an entity in which the Company has an investment
is a VIE. The entity is evaluated to determine if it is a VIE by, among other things, determining if the equity investors as a
group have a controlling financial interest in the entity and if the entity has sufficient equity at risk to finance its activities
without additional subordinated financial support. The Company did not have any VIE interests as of December 31, 2017
or 2016.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. Generally Accepted Accounting
Principles (“GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the consolidated financial statements and reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Organization and Offering Costs

Organization and offering costs of the Company are paid directly by the Company or may be incurred by the
Advisor on behalf of the Company. Pursuant to the Advisory Agreement between the Company and the Advisor, the
Company is obligated to reimburse the Advisor or its affiliates, as applicable, for organization and offering costs incurred by
the Advisor associated with each of the Company’s public offerings, provided that within 60 days of the last day of the month
in which a public offering ends, the Advisor is obligated to reimburse the Company to the extent organization and offering
costs incurred by the Company in connection with the completed public offering exceed 15.0% of the gross offering proceeds
from the sale of the Company’s shares of common stock in the completed public offering. Such organization and offering
costs include selling commissions and dealer manager fees paid to a dealer manager, legal, accounting, printing and other
offering expenses, including marketing, salaries and direct expenses of the Advisor’s employees and employees of the
Advisor’s affiliates and others. Any reimbursement of the Advisor or its affiliates for organization and offering costs will not
exceed actual expenses incurred by the Advisor.

All offering costs, including selling commissions and dealer manager fees, are recorded as an offset to additional
paid-in-capital, and all organization costs are recorded as an expense when the Company has an obligation to reimburse
the Advisor.

As of December 31, 2017, total offering costs for the Offering were $17,236,706, comprised of $12,333,647 of
offering costs incurred directly by the Company and $4,903,059 in offering costs incurred by and reimbursable to the
Advisor. As of December 31, 2017, the Company had $631,995 due to the Advisor for reimbursable offering costs.
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Income Taxes

The Company elected to be taxed as a REIT under Sections 856 through 860 of the Internal Revenue Code
commencing with the taxable year ended December 31, 2016. The Company did not meet all of the qualifications to be a
REIT under the Internal Revenue Code for the years ended December 31, 2015 and 2014, including not having 100
shareholders for a sufficient number of days in 2015. Prior to qualifying to be taxed as a REIT, the Company is subject to
normal federal and state corporation income taxes.

Provided that the Company continues to qualify as a REIT, it generally will not be subject to federal corporate
income tax to the extent it distributes its REIT taxable income to its stockholders, so long as it distributes at least 90% of its
REIT taxable income (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) and satisfies the other organizational and
operational requirements for qualification as a REIT. Even if the Company qualifies for taxation as a REIT, it may be subject
to certain state and local taxes on its income and property, and federal income and excise taxes on its undistributed income.
The Company leases the hotels it acquires to a wholly-owned taxable REIT subsidiary (“TRS”) that is subject to federal, state
and local income taxes.

The Company accounts for income taxes of its TRS 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 consolidated financial statements if it is more likely than not that the tax
position will be sustained upon examination. The Company had no material uncertain tax positions as of December 31, 2017.

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 2013 through 2016 remaining subject to
examination by various federal and state tax jurisdictions. For more information, see Note 11, “Income Taxes.”

Fair Value Measurement

Fair value measures are classified into a three-tiered fair value hierarchy, which prioritizes the inputs used in
measuring fair value as follows:

Level 1: Observable inputs such as quoted prices in active markets.
Level 2: Directly or indirectly observable inputs, other than quoted prices in active markets.
Level 3: Unobservable inputs in which there is little or no market data, which require a reporting entity to

develop its own assumptions.
Assets and liabilities measured at fair value are based on one or more of the following valuation techniques:

Market approach: Prices and other relevant information generated by market transactions involving identical or
comparable assets or liabilities.

Cost approach: Amount required to replace the service capacity of an asset (replacement cost).

Income approach: Techniques used to convert future income amounts to a single amount based on market
expectations (including present-value, option-pricing, and excess-earnings models).
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The Company’s estimates of fair value were determined using available market information and appropriate
valuation methods. Considerable judgment is necessary to interpret market data and develop estimated fair value. The use of
different market assumptions or estimation methods may have a material effect on the estimated fair value amounts. The
Company classifies assets and liabilities in the fair value hierarchy based on the lowest level of input that is significant to the
fair value measurement.

The Company elected not to use the fair value option in recording its financial instruments, which include cash and
cash equivalents, restricted cash, accounts receivable, notes receivable, notes payable, and accounts payable and accrued
expenses. With the exception of the Company’s fixed-rate notes receivable from related parties and notes payable, the
carrying amounts of these financial instruments approximate their fair values due to their short-term nature. For the fair value
of the Company’s note receivable from related parties and notes payable, see Note 4, “Notes Receivable from Related
Parties” and Note 5, “Debt.” Additionally, for the fair value information related to purchase accounting for the Mergers, see
Note 3, “Investment in Hotel Properties.”

Concentration of Risk

As of December 31, 2017, the Company had cash and cash equivalents and restricted cash deposited in certain
financial institutions in excess of federally insured levels. The Company diversifies its cash and cash equivalents with several
banking institutions in an attempt to minimize exposure to any one of these institutions. The Company regularly monitors the
financial stability of these financial institutions and believes that it is not exposed to any significant credit risk in cash and
cash equivalents or restricted cash.

The Company is also exposed to credit risk with respect to its notes receivable from related parties. The failure of
the any of the borrowers on the notes receivable from related parties to make payments of interest and principal when due, or
any other event of default under the notes receivable from related parties, would have an adverse impact on the Company’s
results of operations.

The Company is exposed to geographic risk in that eight of its fourteen hotel properties are located in one
state, Texas.

Valuation and Allocation of Hotel Properties — Acquisition

Upon acquisition, the purchase price of hotel properties is allocated to the tangible assets acquired, consisting of
land, buildings and furniture, fixtures and equipment, any assumed debt, identified intangible assets and asset retirement
obligations, if any, based on their fair values. Acquisition costs are charged to expense as incurred. Initial valuations are
subject to change during the measurement period, but the measurement period ends as soon as the information is available.
The measurement period shall not exceed one year from the acquisition date.

Land values are derived from appraisals and building values are calculated as replacement cost less depreciation or
estimates of the relative fair value of these assets using discounted cash flow analyses or similar methods. The value of
furniture, fixtures and equipment is based on their fair value using replacement costs less depreciation. Any difference
between the fair value of the hotel property acquired and the purchase price of the hotel property is recorded as goodwill or
gain on acquisition of hotel property.

The Company determines the fair value of any assumed debt by calculating the net present value of the scheduled
mortgage payments using interest rates for debt with similar terms and remaining maturities that the Company believes it
could obtain at the date of acquisition. Any difference between the fair value and stated value of the assumed debt is recorded
as a discount or premium and amortized over the remaining life of the loan as interest expense.

In allocating the purchase price of each of the Company’s properties, the Company makes assumptions and uses
various estimates, including, but not limited to, the estimated useful lives of the assets, the cost of replacing certain assets and
discount rates used to determine present values. The Company uses Level 3 inputs to value acquired properties. Many of
these estimates are obtained from independent third party appraisals. However, the Company is responsible for the source
and use of these estimates. These estimates require judgment and are subject to being imprecise; accordingly, if different
estimates and assumptions were derived, the valuation of the various categories of the Company’s hotel properties or related
intangibles could in turn result in a difference in the depreciation or amortization expense recorded in the Company’s
consolidated financial statements. These variances could be material to the Company’s results of operations and
financial condition.
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Valuation and Allocation of Hotel Properties — Ownership

Investment in hotel properties is recorded at cost less accumulated depreciation. Major improvements that extend the
life of an asset are capitalized and depreciated over a period equal to the shorter of the life of the improvement or the
remaining useful life of the asset. The costs of ordinary repairs and maintenance are charged to expense when incurred.

Depreciation expense is computed using the straight-line method based upon the following estimated useful lives:

Estimated
Useful Lives
(years)
Buildings and improvements ............c.eccueveerreerieeeeseenreesre e ereeeveesseennens 39-40
EXterior iMPrOVEMENTS .......cc.eeveueerieerieenreenieenreesireessreesseeesseeessseesseennns 10-20
Furniture, fixtures and equipment..............cccveeverveereeneenieeceeeeeseeseeenenns 5-10

Impairments

The Company monitors events and changes in circumstances indicating that the carrying amount of a hotel property
may not be recoverable. When such events or changes in circumstances are present, the Company assesses potential
impairment by comparing estimated future undiscounted cash flows expected to be generated over the life of the asset from
operating activities and from its eventual disposition, to the carrying amount of the asset. In the event that the carrying
amount exceeds the estimated future undiscounted cash flows, the Company recognizes an impairment loss to adjust the
carrying amount of the asset to estimated fair value for assets held for use and fair value less costs to sell for assets held for
sale. There were no such impairment losses for the years ended December 31, 2017 and 2016.

In evaluating a hotel property for impairment, the Company makes several estimates and assumptions, including, but
not limited to, the projected date of disposition of the property, the estimated future cash flows of the property during the
Company’s ownership and the projected sales price of the property. A change in these estimates and assumptions could result
in a change in the estimated undiscounted cash flows or fair value of the Company’s hotel property which could then result in
different conclusions regarding impairment and material changes to the Company’s consolidated financial statements.

Revenue Recognition

Hotel revenues, including room, food, beverage and other ancillary revenues, are recognized as the related services
are delivered. Revenue is recorded net of any sales and other taxes collected from customers. Interest income is recognized
when earned. Amounts received prior to guest arrival are recorded as advances from the customer and are recognized at the
time of occupancy. Refer to “Recent Accounting Pronouncements” below for further discussion of revenue recognition.

Cash and Cash Equivalents

Cash and cash equivalents represent cash on hand or held in banks and short-term investments with an initial
maturity of three months or less at the date of purchase.

Restricted Cash

Restricted cash includes reserves for property taxes, as well as reserves for property improvements, replacement of
furniture, fixtures, and equipment and debt service, as required by certain management or mortgage and term debt agreements
restrictions and provisions.

Accounts Receivable

The Company takes into consideration certain factors that require judgments to be made as to the collectability of
receivables. Collectability factors taken into consideration are the amounts outstanding, payment history and financial
strength of the customer, which, taken as a whole, determines the valuation. Ongoing credit evaluations are performed and an
allowance for potential credit losses is provided against the portion of accounts receivable that is estimated to
be uncollectible.
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Impairment of Notes Receivable from Related Parties

The Company reviews the notes receivable from related parties for impairment in each reporting period pursuant to
the applicable authoritative accounting guidance. A loan is impaired when, based on current information and events, it is
probable that the Company will be unable to collect all amounts recorded as assets on the consolidated balance sheets. The
Company applies normal loan review and underwriting procedures (as may be implemented or modified from time to time) in
making that judgment.

When a loan is impaired, the Company measures impairment based on the present value of expected cash flows
discounted at the loan’s effective interest rate against the value of the asset recorded on the consolidated balance sheets. The
Company may also measure impairment based on a loan’s observable market price or the fair value of collateral, if the loan is
collateral dependent. If a loan is deemed to be impaired, the Company records a valuation allowance through a charge to
earnings for any shortfall. The Company’s assessment of impairment is based on considerable judgment and estimates. The
Company did not record a valuation allowance during the years ended December 31, 2017 or 2016.

Prepaid Expenses and Other Assets

Prepaid expenses include prepaid property insurance and hotel operating expenses. Other assets also include the
Company’s deferred income tax asset.

Deferred Franchise Costs

Deferred franchise costs are recorded at cost and amortized over the term of the respective franchise contract on a
straight-line basis. Accumulated amortization of deferred franchise costs was $50,430 and $15,656 as of December 31, 2017
and 2016, respectively. Expected future amortization of deferred franchise costs as of December 31, 2017 is as follows:

Years Ending December 31,

0T ettt ettt et et e ettt e et e et e et e ateenteeteanteeaeeeteeateerteeaeeaeans $ 83,088
2009 ettt ettt e ettt et e et et e ete e tt et e et e eateeteenteenteereenaeans 83,088
2020 ettt ettt ettt et et e et e et e et e et e att e teeteenteeaeeeteeateerteereenaeans 83,088
2021 ettt ettt ettt e ettt et e et e erteete e teeteeteeateeteenteereereenreens 83,088
2022 ettt ettt ettt e et e att et e et e et e et e et eeteeteateeateeteenteeneeereenrean 82,200
B 1T TN () RS 602,085
TOTAL. ettt ettt et e et e a e ettt e te ettt e et eete e te et e et e etbeeateereeaeeneeeareenreenreeaeen $ 1,016,637

Debt Issuance Costs

Debt issuance costs are presented as a direct deduction from the carrying value of the notes payable on the
consolidated balance sheets. Debt issuance costs are amortized as a component of interest expense over the term of the
related debt using the straight-line method, which approximates the interest method. Accumulated amortization of debt
issuance costs was $1,029,922 and $325,904 as of December 31, 2017 and 2016, respectively. Expected future amortization
of debt issuance costs as of December 31, 2017 is as follows:

Years Ending December 31,

0T ettt ettt ettt et e et e ettt e et e et e ereeeteeeteete et e et e eteeateereenreereans $ 1,822,818
2009 ettt ettt ettt et et e et e att e aeete et e eateereeateenreenneeaeans 510,654
2020 .ttt ettt ettt et eett e ettt e et e et e et e ateenaeeteete et eeteeateenreenreeneens 512,074
2021 ettt ettt ettt et et e ete e te et e ebe et e ete e teeteeteeateeteereereeareeaeans 510,654
2022 ettt ettt et ettt te et et e ate e teeae et e et eateeeteeteeteeateeteeareereeareeneens 510,654
B 1T (T2 N () TP 970,667
0] 721 DSOS URUPRRRPRR PR $ 4,837,521

Earnings (Loss) per Share

Earnings (loss) per share (“EPS”) is calculated based on the weighted average number of shares outstanding during
each period. Basic and diluted EPS are the same for all periods presented. Non-vested shares of restricted common stock
totaling 11,250 and 5,000 shares as of December 31, 2017 and 2016, respectively, held by the Company’s independent
directors are included in the calculation of basic EPS because such shares have been issued and participate in dividends.
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Comprehensive Income

For the periods presented, there were no differences between reported net income (loss) attributable to common
stockholders and comprehensive income (loss).

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update
(“ASU”) No. 2014-09, “Revenue from Contracts with Customers,” which requires an entity to recognize the amount of
revenue to which it expects to be entitled for the transfer of promised goods or services to customers. ASU No. 2014-09 will
replace most existing revenue recognition guidance in GAAP when it becomes effective. The standard permits the use of
either the full retrospective or modified retrospective adoption. In July 2015, the FASB voted to defer the effective date to
January 1, 2018 with early adoption beginning January 1, 2017. The Company has begun to evaluate each of its revenue
streams under the new model. Based on preliminary assessments, the Company does not expect the adoption of ASU No.
2014-09 to have a material effect on the Company’s consolidated financial position or the Company’s consolidated results of
operations. The Company completed its evaluation of the effect that ASU No. 2014-09 will have on the Company’s
consolidated financial statements and our evaluation of each of our revenue streams under the new standard. Because of the
short-term day-to-day nature of the Company’s hotel revenues, the Company determined that the pattern of revenue
recognition will not change significantly. Under ASU No. 2014-09, there will be a recharacterization of certain revenue
streams affecting both gross and net revenue reporting due to changes in principal versus agency guidance, which
presentation is deemed immaterial for the Company and will not affect net income. Additionally, the Company does not sell
hotel properties to customers as defined by FASB, but have historically disposed of hotel properties for cash sales with no
contingencies and no future involvement in the hotel operations, and therefore, ASU No. 2014-09 will not impact the
recognition of hotel sales. The Company finalized its expanded disclosure for the notes to the consolidated financial
statements pursuant to the new requirements. The Company adopted this standard on its effective date of January 1, 2018
under the cumulative effect transition method. No adjustment will be recorded to the Company’s opening balance of retained
earnings on January 1, 2018 as there was no impact to our net income. Additionally, comparative information beginning in
2018 will not be restated and will continue to be reported under Revenue Recognition (Topic 605). The Company also
expects that the effect of ASU No. 2014-09 will be immaterial to us on an on-going basis.

In February 2016, the FASB issued ASU No. 2016-02, “Leases,” which changes lessee accounting to reflect the
financial liability and right-of-use assets that are inherent to leasing an asset on the balance sheet. The standard requires a
modified retrospective approach, with restatement of the prior periods presented in the year of adoption, subject to any FASB
modifications. This standard will be effective for the first annual reporting period beginning after December 15, 2018. The
Company anticipates adopting standard on January 1, 2019. In evaluating the effect that ASU No. 2016-02 will have on the
Company’s consolidated financial statements and related disclosures, the Company believes the impact will be minimal to
the Company’s consolidated statements of operations.

In August 2016, the FASB issued ASU No. 2016-15, “Classification of Certain Cash Receipts and Cash Payments,”
which addresses the Statement of Cash Flow classification and presentation of certain cash transactions. ASU No. 2016-15 is
effective for the Company’s fiscal year commencing on January 1, 2018. The effect of this amendment is to be applied
retrospectively where practical and early adoption is permitted. The Company expects to adopt ASU No. 2016-15 for the
Company’s fiscal year commencing on January 1, 2018. The Company does not believe that the adoption of ASU No. 2016-
15 will have a material effect on the Company’s consolidated financial position or the Company’s consolidated results
of operations.

In November 2016, the FASB issued ASU No. 2016-18, “Classification of Restricted Cash,” which requires that
amounts generally described as restricted cash and restricted cash equivalents be included with cash and cash equivalents
when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. This
standard will be effective for the first annual period beginning after December 15, 2017, including interim periods within
those periods. Early adoption is permitted. The Company adopted this standard on January 1, 2018. As a result, restricted
cash reserves will be included with cash and cash equivalents on the Company’s consolidated statements of cash flows. The
adoption will not change the presentation of the Company’s consolidated balance sheets.
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In January 2017, the FASB issued ASU No. 2017-01, “Clarifying the Definition of a Business,” with the objective
of adding guidance to assist entities with evaluating whether transactions should be accounted for as an acquisition of assets
or a business. ASU No. 2017-01 is effective for the Company’s fiscal year commencing on January 1, 2018. The effect of
this guidance is to be applied prospectively and early adoption is permitted. The Company does not believe that the adoption
of ASU No. 2017-01 will have a material effect on the Company’s consolidated financial position or the Company’s
consolidated results of operations.

In February 2017, the FASB issued ASU No. 2017-05, Other Income-Gains and Losses from the Derecognition of
Nonfinancial Assets: Clarifying the Scope of Asset Derecognition Guidance and Accounting for Partial Sales of Nonfinancial
Assets, which clarifies the scope of asset derecognition and adds further guidance for recognizing gains and losses from the
transfer of nonfinancial assets in contracts with non-customers. ASU No. 2017-05 will impact the recognition of gains and
losses from hotel sales. This standard will be effective for the first annual period beginning after December 15, 2017,
including interim periods within those periods. Early adoption is permitted. The Company adopted this standard on January
1, 2018 and does not anticipate that ASU No. 2017-05 will affect the Company’s consolidated statements of operations and
comprehensive income.

In August 2017, the FASB issued ASU No. 2017-12, Derivatives and Hedging: Targeted Improvements to
Accounting for Hedging Activities, which improves the financial reporting of hedging relationships to better portray the
economic results of an entity’s risk management activities in its financial statements and simplifies the application of hedge
accounting. This standard will be effective for the first annual period beginning after December 15, 2018, including interim
periods within those periods. Early adoption is permitted. The Company adopted this standard on January 1, 2018 and aside
from minor presentation changes in its disclosure on derivative and hedging activities, it will not have a material effect on the
Company’s consolidated financial statements.
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3. Investment in Hotel Properties
The following table sets forth summary information regarding the Company’s investment in hotel properties as of
December 31, 2017:
Original Mortgage
Ownership Purchase Debt
Property Name Date Acquired Location Interest Price®™ Rooms Outstanding®
Residence Inn October 15, Austin, Texas

AuStin....ocoeereennne, 2015 Seattle, 100% $ 27,500,000 112§ 16,575,000
Springhill Suites

Seattle......coceeveennnene May 24,2016 Washington 100% 74,100,000 234 45,000,000
Homewood Suites September 27, The Woodlands,

Woodlands................ 20176 Texas 100% 17,355,672 91 9,208,948
Hyatt Place September 27, Germantown,

Germantown............. 20170 Tennessee 100% 16,073,719 127 7,178,639
Hyatt Place North September 27,  North Charleston,

Charleston ................ 20176 South Carolina 100% 13,805,648 113 7,291,839
Hampton Inn September 27,

Austin...oocoverrienee 2017® Austin, Texas 100% 19,327,908 123 10,870,546
Residence Inn September 27,

Grapevine.................. 20176 Grapevine, Texas 100% 25,244,614 133 12,555,885
Marriott Courtyard September 27, Lyndhurst, New

Lyndhurst ................. 20176 Jersey ® 39,547,484 227 —
Hilton Garden Inn September 27,

Austin........ccoeeeenee. 20176 Austin, Texas 100% 29,287,695 138 18,707,199
Hampton Inn Great September 27, Frazer,

Valley ...cccovevenenenne. 20176 Pennsylvania 100% 15,284,824 125 8,119,879
Embassy Suites September 27, Nashville,

Nashville .................. 20179 Tennessee 100% 82,207,322 208 42,714,881
Homewood Suites September 27,

Austin.....cooeerrieinee 2017® Austin, Texas 100% 18,834,848 96 10,946,152
Townplace Suites Fort ~ September 27, Fort Worth,

Worth....ooeeeeeeeen. 2017® Texas @ 11,241,742 95 —
Hampton Inn September 27,

Houston .......ccco...... 20176 Houston, Texas 100% 9,959,747 119 4,604,351
Totals.....ccocoevveeerene. $ 399,771,223 1,941 $§ 193,773,319
(1) Excludes closing costs and includes gain on acquisition.

(2) As of December 31, 2017.
(3) The Marriott Courtyard Lyndhurst is owned by MN Lyndhurst Venture, LLC, of which the OP is a member and holds

100% of the Class B membership interests therein.
“4)

)

100% of the Class B membership interests therein.
Property acquired as a result of the Mergers.

The Townplace Suites Fort Worth is owned by MN Fort Worth Venture, LLC, of which the OP is a member and holds

Investment in hotel properties consisted of the following at December 31, 2017 and 2016:

LLANG -ttt sttt $
Buildings and improvements
Furniture, fixtures and equipment
TOTAL COSE.cnvitinieiintiiettrtet ettt ettt sttt et sa et sa et eene
Accumulated depreciation
Investment in hotel properties, net

December 31,

December 31,

2017 2016
70,455,689 $ 18,350,000
................................................................. 297,553,603 80,810,000
................................................................. 35,170,361 2,660,769
403,179,653 101,820,769
................................................................. (6,544,783) (1,831,029)

$§ 396,634,870

$ 99,989,740
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Acquisition of Springhill Suites Seattle

On May 24, 2016, Moody National Yale-Seattle Holding, LLC, a wholly owned subsidiary of the OP, acquired fee
simple title to the Springhill Suites Seattle from the then current tenant-in-common owners of the Springhill Suites Seattle for
an aggregate purchase price of $74,100,000, excluding acquisition costs.

Acquisition of Moody |

On September 27, 2017, in connection with the Mergers, the Company acquired interests in twelve hotel properties,
including two joint venture interests, and two notes receivable from related parties from Moody I (the “Moody I Portfolio™).

As of the date of the Mergers, there were 13,257,126 shares of Moody I common stock issued and outstanding,
resulting in aggregate merger consideration of $135,885,546, consisting of the following:

Value of Company’s Class A Shares issued to Moody I stockholders ...........ccccoevenininiencniinicncncnene. $ 90,631,737
Cash CONSIACTAtION PALA ......eeruieiieiieieeieciestete ettt et et et e e s eeesteesseesseenseenaesneesseesseanseenseensesnsenseens 45,253,809
Aggregate Merger CONSIACTALION .....c..evueruiriiriiiiietentete ettt sttt et st be st b et ae e e b e $ 135,885,546

67% of Moody I stockholders elected to receive stock consideration in the Merger resulting in the Company’s then
current stockholders owning 57% and former Moody I stockholders owning 43% of the common stock of the Company
outstanding after the consummation of the Merger, as follows:

Company shares outstanding at date Of MEIZET .......c.cocvirierierieieeie e, 4,903,836
Company Class A common shares issued to Moody I stockholders on date of merger............cocccceverencnncenn, 3,625,270
Total Company shares outstanding after MEIZET .........c.cocverierieriieieeie ettt eaessee e, 8,529,106

After consideration of all applicable factors pursuant to the business combination accounting rules, the Company is
considered the “legal acquirer” because the Company is issuing common stock to Moody I stockholders, and also due to
various factors including that the Company’s stockholders immediately preceding the Merger hold the largest portion of the
voting rights in the Company immediately after the Merger.

The aggregate purchase price consideration as shown above was allocated to assets and liabilities of Moody I was
as follows:

Assets
Investment in NOtEl PrOPEITIES. .....ccueiuiereieiieieeie ettt ettt ettt et eeete st e s teesseeseensesaaesneesseenseensesseenseenes $ 298,171,223
Cash and cash equivalents, restricted cash, accounts receivable, prepaid expenses and other assets,

deferred income tax asset, deferred franchise costs, and due from related parties...........cccccveeeervereeennen. 13,339,593
Notes receivable from related PATIES ........c.eeoueiierieiiee ettt et et eee e 11,250,000

Liabilities and Equity

INOLES PAYADIE ..ottt ettt e et e st e e be et e e tbeets e te e beesbeesbeesbesraesae e beenbeeraesreenbeennens (132,744,983)
Notes receivable fTom MOOAY L.......c.oiiiiiiiiiiiiecieeieete ettt e e bee e teeebeesbeessbeesseennns (37,754,276)
Accounts payable and accrued expenses, due to related parties, and operating partnership distributions

J oA 2 10) (SRS (10,264,941)
Noncontrolling intereSts 1N OP ........cc.occiiiiiiieiieiieieee ettt a e steesre e beesseessessaesseesseensenes (6,111,070)
Aggregate MErger CONSIACTATION .........eiieriieriieieeieetteste et et e et e ette e e beeaesaesteesseesseessesssessaaseessesssesssesssenses $ 135,885,546

The estimated fair values for the assets acquired and the liabilities assumed are preliminary and are subject to
change during the measurement period as additional information related to the inputs and assumptions used in determining
the fair value of the assets and liabilities becomes available. Subsequent adjustments to the preliminary purchase price
allocation are not expected to have a material impact to the Company’s consolidated financial statements.
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The purchase price allocation was based on the Company’s assessment of the fair value of the acquired assets and
liabilities, as summarized below.

Investment in hotel properties — The Company estimated the fair value generally by applying an income approach
methodology using a discounted cash flow analysis. Key assumptions include terminal capitalization rates, discount rates and
future cash flows of the properties. Capitalization and discount rates were determined by market based on recent appraisals,
transactions or other market data. This valuation methodology is based on Level 3 inputs in the fair value hierarchy.

Cash and cash equivalents, restricted cash, accounts receivable, prepaid expenses and other assets, deferred
franchise costs, and due from related parties — The fair value was estimated to be their cost basis due to their short-
term nature.

Deferred income tax asset — The Company estimated the fair value of the deferred income tax asset by estimating
the amount of the net operating loss that will be utilized in future periods by the TRS. The estimated fair value assumes the
net operating losses of Moody I will be able to be utilized by the Company’s TRS.

Notes receivable from related parties — The fair value was determined using discounted cash flow analyses at
market interest rates. The valuation methodology is based on Level 2 inputs in the fair value hierarchy.

Notes payable — The fair value was determined using discounted cash flow analyses at market interest rates, which
are Level 2 inputs in the fair value hierarchy.

Accounts payable and accrued expenses, due to related parties, and operating partnership distributions payable -
The fair value was estimated to be their cost basis due to their short-term maturities.

Noncontrolling interests in Operating Partnership — The Company estimated the portion of the fair value of the net
assets of the OP owned by third parties. This valuation methodology is based on Level 3 inputs in the fair value hierarchy.

The following unaudited pro forma consolidated financial information for the years ended December 31, 2017 and
2016 is presented as if the Company acquired the Springhill Suites Seattle and the Moody I Portfolio on January 1, 2016.
This information is not necessarily indicative of what the actual results of operations would have been had the Company
completed the acquisition of the Springhill Suites Seattle and the Moody I Portfolio on January 1, 2016, nor does it purport to
represent the Company’s future operations:

Years ended December 31,

2017 2016
REVENUE ..o $§ 85,029,818 $§ 86,343,603
NELLOSS -enienieieeieee ettt (8,688,957) (20,838,526)
Net loss attributable to common stockholders ..................... (8,380,815) (20,757,740)
Net loss per common share - basic and diluted.................... $ (0.98) $ (2.43)

4, Notes Receivable from Related Parties

As of December 31, 2017 and 2016, the amount of the mortgage note receivable from related party was
$11,200,000. As of December 31, 2017 and 2016, the amounts of notes receivable from related parties were $11,250,000 and
$0, respectively.

Mortgage Note Receivable from Related Party

On October 6, 2016, the Company originated a secured loan in the aggregate principal amount of $11,200,000 (the
“MN TX II Note”) to MN TX II, LLC, a Texas limited liability company and a related party (“MN TX II"). Proceeds from
the MN TX II Note were used by MN TX II solely to acquire a commercial real property located in Houston, Texas. The
Company financed the MN TX II Note in part with the proceeds of a loan from a bank secured by the MN TX II Note, with
an initial principal balance of $8,400,000.
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The entire unpaid principal balance of the MN TX II Note and all accrued and unpaid interest thereon are due and
payable on October 6, 2018. Interest on the outstanding principal balance of the MN TX II Note accrues at a fixed per annum
rate equal to 5.50%, provided that in no event will the interest rate exceed the maximum rate permitted by applicable law.
The MN TX II Note may be prepaid in whole or part by MN TX II without penalty at any time upon prior written notice to
the Company. Interest income on the mortgage note receivable from related party for the years ended December 31, 2017 and
2016 was $624,555 and $147,465, respectively, and interest receivable on the mortgage note receivable from related parties
as of December 31, 2017 and 2016 was $0 and $147,465, respectively, and is included in Due from Related Parties in the
consolidated balance sheets.

The estimated fair value of the MN TX II Note as of December 31, 2017 and 2016 was $11,200,000. The fair value
of the MN TX II Note was estimated based on discounted cash flow analyses using the current incremental lending rates for
similar types of lending arrangements as of the respective reporting dates. The discounted cash flow method of assessing fair
value results in a general approximation of value, and such value may never actually be realized.

Notes Receivable from Related Parties

Related Party Note. On August 21, 2015, Moody I originated an unsecured loan in the aggregate principal amount of
$9,000,000 (the “Related Party Note™) to Moody National DST Sponsor, LLC, a Texas limited liability company and an
affiliate of Sponsor (“DST Sponsor”). Proceeds from the Related Party Note were used by DST Sponsor solely to acquire a
commercial real property located in Katy, Texas (the “Subject Property”). The balance of the Related Party Note was
$6,750,000 and $0 as of December 31, 2017 and 2016, respectively. The Company acquired the Related Party Note in
connection with the Mergers.

In March 2018, the unpaid principal balance of the Related Party Mezzanine Note and all accrued and unpaid
interest thereon, and all other amounts due under the Related Party Mezzanine Note, were paid in full. Prior to the retirement
of the Related Party Mezzanine Note, interest on the outstanding principal balance of such note accrued at a fixed per annum
rate equal to 10%. Moody Realty also agreed to pay an origination fee in the amount of $45,000, and an exit fee of $45,000
upon maturity.

On August 15, 2016, the maturity date of the Related Party note was extended from August 21, 2016 to August 21,
2017 and the origination fee in the amount of $90,000 and an extension fee in the amount of $45,000 were paid to Moody I
by DST Sponsor. On September 24, 2017, the maturity date was extended to August 21, 2018.

Related Party Mezzanine Note. On April 29, 2016, Moody I originated an unsecured loan in the aggregate principal
amount of $4,500,000 (the “Related Party Mezzanine Note”) to Moody Realty, an affiliate of Sponsor. Proceeds from the
Related Party Mezzanine Note were used by Moody Realty solely to acquire a multifamily real property located in Houston,
Texas. The Company acquired the Related Party Mezzanine Note in connection with the Mergers.

In March 2018, the unpaid principal balance of the Related Party Mezzanine Note and all accrued and unpaid
interest thereon, and all other amounts due under the Related Party Mezzanine Note, were paid in full. Prior to the retirement
of the Related Party Mezzanine Note, interest on the outstanding principal balance of such note accrued at a fixed per annum
rate equal to 10%. Moody Realty also agreed to pay an origination fee in the amount of $45,000, and an exit fee of $45,000
upon maturity.

Interest income from notes receivable from related parties was $348,800 and $0 for the years ended December 31,
2017 and 2016, respectively. Interest receivable on notes receivable from related parties was $0 as of December 31, 2017.

The aggregate estimated fair values of the notes receivable from related parties as of December 31, 2017 was
$11,250,000. The fair value of the notes receivable from related parties was estimated based on discounted cash flow
analyses using the current incremental lending rates for similar types of lending arrangements as of the respective reporting
dates. The discounted cash flow method of assessing fair value results in a general approximation of value, and such value
may never actually be realized.
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Lyndhurst Loan. On September 6, 2017, the OP made a loan in the amount of $30,647,770 (the “Lyndhurst Loan”)
to Moody National 1 Polito Lyndhurst Holding, LLC (“Lyndhurst Holding”), an indirect subsidiary of Moody I OP , and
Lyndhurst Holding executed a promissory note (the “Lyndhurst Note”) evidencing the Lyndhurst Loan in favor of the
Company. The Lyndhurst Note bore interest at a rate of 6.50% per annum and was secured by the Marriott Courtyard hotel
property owned by Lyndhurst Holding and located in Lyndhurst, New Jersey (the “Lyndhurst Property”). The Lyndhurst
Loan matured upon the consummation of the Mergers. Interest income from the Lyndhurst Loan was $115,000 and $0 for the
years ended December 31, 2017 and 2016, respectively. Lyndhurst Holding used the proceeds of the Lyndhurst Loan to repay
a loan secured by the Lyndhurst Property that had matured and had become due.

Fort Worth Loan. On August 15,2017, the OP made a loan in the amount of $7,106,506 (the “Fort Worth Loan”) to
Moody National International-Fort Worth Holding, LLC, (“Fort Worth Holding”), an indirect subsidiary of Moody I OP, and
Fort Worth Holding executed a promissory note (the “Fort Worth Note”) evidencing the Fort Worth Loan in favor of the
Company. The Fort Worth Note bore interest at a rate of 6.50% per annum and was secured by a Townplace Suites hotel
property owned by Moody I and located in Ft. Worth, Texas (the “Fort Worth Property”). The Fort Worth Loan matured
upon the consummation of the Mergers. Interest income from the Fort Worth Loan was $55,000 and $0 for the years ended
December 31, 2017 and 2016, respectively. Fort Worth Holding used the proceeds of the Fort Worth Loan to repay an
existing loan secured by the Fort Worth Property that had matured and had become due. See Note 7, “Related Party
Arrangements.”

5. Debt

The Company’s aggregate borrowings are reviewed by the Company’s board of directors at least quarterly. Under
the Company’s Articles of Amendment and Restatement (as amended, the “Charter”), the Company is prohibited from
borrowing in excess of 300% of the value of the Company’s net assets. “Net assets” for purposes of this calculation is defined
to be the Company’s total assets (other than intangibles), valued at cost prior to deducting depreciation, reserves for bad debts
and other non-cash reserves, less total liabilities. However, the Company may temporarily borrow in excess of these amounts
if such excess is approved by a majority of the Company’s independent directors and disclosed to stockholders in the
Company’s next quarterly report, along with an explanation for such excess. As of December 31, 2017, the Company’s debt
levels did not exceed 300% of the value of the Company’s net assets, as defined above.

As of December 31, 2017 and 2016, the Company’s notes payable consisted of the following:

Principal as of Principal as of Interest Rate
December 31, December 31, at December

Loan 2017 2016 31, 2017 Maturity Date
Residence Inn Austin® ............oooinin.n. $ 16,575,000 $ 16,575,000 4.580% November 1, 2025
Springhill Suites Seattle® ................... 45,000,000 45,000,000 4.380%  October 1, 2026
MN TXIINote® ..t 8,400,000 8,400,000 4.500% October 6, 2018
Homewood Suites Woodlands™® ............. 9,208,948 — 4.690% April 11, 2025
Hyatt Place Germantown® .................. 7,178,639 — 4.300% May 6, 2023
Hyatt Place North Charleston® .............. 7,291,839 — 5.193% August 1, 2023
Hampton Inn Austin® ...................... 10,870,546 — 5.426% January 6, 2024
Residence Inn Grapevine® .................. 12,555,885 — 5.250% April 6, 2024
Hilton Garden Inn Austin® .................. 18,707,199 — 4.530% December 11, 2024
Hampton Inn Great Valley™ ................. 8,119,879 — 4.700% April 11,2025
Embassy Suites Nashville® ................. 42,714,881 — 4.2123% July 11, 2025
Homewood Suites Austin® .................. 10,946,152 — 4.650%  August 11,2025
Hampton Inn Houston® ..................... 4,604,351 — 6.500% April 28,2018
30-day
LIBOR plus
Term Loan® .......ovviiiiiiiiiiiiiinin.n. 67,000,000 — 7.250% September 27, 2018
Total notes payable..............cooevnena... 269,173,319 69,975,000
Less unamortized debt issuance costs ......... (4,837,521) (931,498)
Total notes payable, net of unamortized debt
ISSUANCE COSES +vvvvvviiiiinnnnnnnnnnnnns $ 264,335,798 $ 69,043,502

(1) Monthly payments of interest are due and payable until the maturity date. Monthly payments of principal are due and
payable beginning in December 2017 until the maturity date.
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(2) Monthly payments of interest only are due and payable in calendar years 2016 and 2017, after which monthly payments
of principal and interest are due and payable until the maturity date.

(3) Monthly payments of interest only are due until the maturity date.

(4) Monthly payments of principal and interest are due and payable until the maturity date.

(5) Monthly payments of interest are due and payable until the maturity date. Monthly payments of principal and interest are
due and payable beginning in November 2017 until the maturity date.

Hotel properties secure their respective loans. The MN TX II Note loan is secured by the MN TX II Note. The Term
Loan is partially secured by Marriott Courtyard Lyndhurst and Townplace Suites Fort Worth, and is partially unsecured.

Scheduled maturities of the notes payable as of December 31, 2017 are as follows:

Years ending December 31,

0 A $ 82,287,476
200D et e e e e 3,221,725
2020 ettt e e e e e e 3,350,173
0125 P 3,532,852
012 R 3,700,181
B 1153 T Y (2 AP 173,080,912
8 0] ¥ 1 P $ 269,173,319

Term Loan Agreement

On September 27, 2017, the OP, as borrower, the Company and certain of the Company’s subsidiaries, as
guarantors, and KeyBank National Association, or KeyBank, as agent and lender, entered into a term loan agreement (as
amended, the “Term Loan Agreement”) (the Company refers to KeyBank, in its capacity as lender, together with any other
lender institutions that may become parties thereto as the “Lenders”). Pursuant to the Term Loan Agreement, the Lenders
have made a term loan to the OP in the principal amount of $70.0 million (the “Term Loan”). Capitalized terms used in this
description of the Term Loan and not defined herein have the same meaning as in the Term Loan Agreement. The Company
used proceeds from the Term Loan to pay the cash consideration in connection with the Merger, other costs and expenses
related to the Mergers and for other corporate purposes.

The outstanding principal of the Term Loan will initially bear interest, payable monthly, at either (i) 6.25% per year
over the base rate, which is defined in the Term Loan Agreement as the greatest of (a) the fluctuating annual rate of interest
announced from time to time by the Agent at the Agent’s Head Office as its “prime rate,” (b) the then applicable LIBOR for a
one month Interest Period plus one percent (1.00%), or (c) one half of one percent (0.5%) above the Federal Funds Effective
Rate or (ii) 7.25% per year over the LIBOR rate for the applicable Interest Period, but upon reduction of the outstanding
principal balance of the Term Loan to a specified level, the margins over the base rate or LIBOR rate will be reduced to
2.95% and 3.95%, respectively. As a condition to the funding of the Term Loan, the OP has entered into an interest rate cap
arrangement with KeyBank that caps LIBOR at 1.75% until the initial Maturity Date with respect to $26.0 million of the
principal of the Term Loan.

Provisions of the Term Loan Agreement require that the Company raise a minimum of $10 million per quarter in
gross offering proceeds from the Company’s public offerings, beginning with the quarter ending June 30, 2018. The
Company began making principal payments of $1.5 million per month in November 2017.

The Term Loan will mature on September 27, 2018, but can be extended for six months, to March 27, 2019, subject
to satisfaction of certain conditions, including payment of an extension fee in the amount of 0.5% of the then outstanding
principal amount of the Term Loan. The Outstanding Balance, together with any and all accrued and unpaid interest thereon,
and all other Obligations, will be due on the Maturity Date. In addition, the Term Loan provides for monthly interest
payments, for mandatory prepayments of principal from the proceeds of certain capital events, and for monthly payments of
principal in an amount equal to the greater of (i) 50% the OP’s Consolidated Net Cash Flow or (ii) $1,500,000. The Term
Loan may be prepaid at any time, in whole or in part, without premium or penalty, as described in the Term Loan Agreement.
Upon the occurrence of an event of default, the Lenders may accelerate the payment of the Outstanding Balance.
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The Company plans to extend the Term Loan for six months when it matures in September 2018. The Company
intends to retire to Term Loan with proceeds from long-term loans secured by the Marriott Courtyard Lyndhurst and
Townplace Suites Forth Worth hotel properties, with proceeds from the Company’s offering, and through the Company’s
monthly principal reductions of $1.5 million. The Company also intends to refinance or extend the loans secured by the MN
TX II Note and the Hampton Inn Houston upon their maturities in 2018. If the Company cannot successfully refinance these
loans, it may be necessary to sell these or other assets to repay the loans. The Company may not be able to extend, refinance
or repay the forgoing loans at all, or be able to extend or refinance such loans on a favorable basis.

The Term Loan Agreement also contains various customary covenants, including but not limited to financial
covenants, covenants requiring monthly deposits in respect of certain property costs, such as taxes, furniture, fixtures and
equipment, and insurance, covenants imposing restrictions on indebtedness and liens, and restrictions on investments and
participation in other asset disposition, merger or business combination or dissolution transactions.

Failure of the Company to comply with financial and other covenants contained in its mortgage loan or the Term
Loan could result from, among other things, changes results of operations, the incurrence of additional debt or changes in
general economic conditions.

If the Company violates financial and other covenants contained in any of the mortgage loans or Term Loan
described above, the Company may attempt to negotiate waivers of the violations or amend the terms of the applicable
mortgage loan or the Term Loan with the lenders thereunder; however, the Company can make no assurance that it would be
successful in any such negotiations or that, if successful in obtaining waivers or amendments, such amendments or waivers
would be on terms attractive to the Company. If a default under the mortgage loans or the Term Loan were to occur, the
Company would possibly have to refinance the debt through additional debt financing, private or public offering of debt
securities, or additional equity financings. If the company is unable to refinance its debt on acceptable terms, including a
maturity of the mortgage loans or the Term Loan, it may be forced to dispose of the hotel properties on disadvantageous
terms, potentially resulting in losses that reduce cash flow from operating activities. If, at the time of any refinancing,
prevailing interest rates or other factors result in higher interest rates upon refinancing, increase interest expense would lower
the Company’s cash flow, and, consequently, cash available for distribution to stockholders.

Cash traps associate with a mortgage loan may limit the overall liquidity for the Company as cash from the hotel
securing such mortgage would not be available for the Company to use. If the Company is unable to meet mortgage payment
obligations, including the payment obligation upon maturity of the mortgage borrowing, the mortgage securing the specific
property could be foreclosed upon by, or the property could be otherwise transferred to, the mortgagee with a consequent loss
of income and asset value to the Company.

As of December 31, 2017, the Company was in compliance with all debt covenants, current on all loan payments
and not otherwise in default under the mortgage loans or the Term Loan.

The estimated fair value of the Company’s notes payable as of December 31, 2017 and 2016 was $269,000,000 and
$70,000,000, respectively. The fair value of the notes payable was estimated based on discounted cash flow analyses using
the current incremental borrowing rates for similar types of borrowing arrangements as of the respective reporting dates. The
discounted cash flow method of assessing fair value results in a general approximation of value, and such value may never
actually be realized
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6. Equity
Capitalization

Under its Charter, the Company has the authority to issue 1,000,000,000 shares of common stock and 100,000,000
shares of preferred stock. All shares of such stock have a par value of $0.01 per share. On August 15, 2014, the Company
sold 8,000 shares of common stock to the Sponsor at a purchase price of $25.00 per share for an aggregate purchase price of
$200,000, which was paid in cash. As of December 31, 2017, there were a total of 8,693,367 shares of the Company’s
common stock issued and outstanding, including 5,037,374 shares, net of redemptions, issued in the Offering, 3,612,993
shares, net of redemptions, issued in connection with the Merger, the 8,000 shares sold to Sponsor and 35,000 shares of
restricted stock, as discussed in Note 8, “Incentive Award Plan,” as follows:

Shares
Outstanding as
of December 31,

Class 2017

Class A Shares. .....ooveiiiiiiiiiiii i eiiiiieeennnns 8,613,346

Class D Shares. ......coieeiiiiiiiiiii i iiiiiiiieeeenns —

Class T Shares.....oovieeeeeeiiiiiiieeeeiiiieeeennnns 41,673

Class I Shares ....oovriiiiiiiii e 38,348
Total o e 8,693,367

The Company’s board of directors is authorized to amend its Charter without the approval of the stockholders to
increase the aggregate number of authorized shares of capital stock or the number of shares of any class or series that the
Company has authority to issue.

Distributions

The Company’s board of directors has authorized and declared a distribution to its stockholders for 2017 that (1)
was calculated daily and reduced for class-specific expenses; (2) was payable in cumulative amounts on or before the 15th
day of each calendar month to stockholders of record as of the last day of the previous month; and (3) was calculated at a rate
of $1.75 per share of the Company’s common stock per year, or approximately $0.00479 per share per day, before any class-
specific expenses. The Company first paid distributions on September 15, 2015.

The following table summarizes distributions paid in cash and pursuant to the DRP for the years ended
December 31, 2017 and 2016.

Distribution
Paid Total
Cash Pursuantto  Amount of
Period Distribution DRP® Distribution
First Quarter 2017 .o vttt ettt ettt e et e, $ 1,016,749 $ 410,733 $ 1,427,482
Second Quarter 2017 ...ttt e e e e 1,325,157 589,483 1,914,640
Third Quarter 2017 ..ttt e et ittt it 1,478,301 626,925 2,105,226
Fourth Quarter 2017 .. ..utii ittt e it ie e i it 2,161,214 819,851 2,981,065
8 107 1 P $ 5981,421 $§ 2,446,992 $§ 8,428,413
First Quarter 2016 ...ttt ittt e e et eit et $ 185,952 $ 84,466 $ 270,418
Second Quarter 2016 ... ..eiiit ittt e i et 351,169 157,799 508,968
Third Quarter 2016 ... .eiii ittt ittt ittt et aieannns 634,948 229,708 864,656
Fourth Quarter 2016 . ..ottt it it i e eiieennns 818,892 314,629 1,133,521
8 107 1 A $ 1,990,961 $ 786,602 $ 2,777,563

(1) Amount of distributions paid in shares of common stock pursuant to the Company’s distribution reinvestment plan.
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Noncontrolling Interest in Operating Partnership

Noncontrolling interests in the OP at December 31, 2017 was $6,062,150, which represented 316,037 common units
in the OP issued in connection with the acquisition of the Springhill Suites Seattle and the Partnership Merger, and is
reported in equity in the consolidated balance sheets. Loss from the OP attributable to these noncontrolling interests was
$260,071 and $15,560 for the years ended December 31, 2017 and 2016, respectively.

7. Related Party Arrangements

Pursuant to the Advisory Agreement, Advisor and certain affiliates of Advisor receive fees and compensation in
connection with the Offering and the acquisition, management and sale of the Company’s real estate investments. In addition,
in exchange for $1,000 and in consideration of services to be provided by Advisor, the OP has issued an affiliate of the
Advisor, Moody LPOP II, a separate, special limited partnership interest, in the form of Special Limited Partnership Interests.
For further detail, please see Note 9, “Subordinated Participation Interest.”

Sales Commissions, Dealer Manager Fees and Stockholder Servicing Fees

During the year ended December 31, 2017, the Company paid Moody Securities the following fees in connection
with the Offering: (A) up-front selling commissions of up to (i) 7.0% of the gross proceeds of the Class A Shares sold in the
Primary Offering and (ii) 3.0% of the gross proceeds of the Class T Shares sold in the Primary Offering; (B) up-front dealer
manager fees of up to (i) 3.0% of the gross proceeds of the Class A Shares sold in the Primary Offering and (ii) 2.5% of the
gross proceeds of the Class T Shares sold in the Primary Offering (the Sponsor may also pay Moody Securities (i) up-front
dealer manager fees of up to 1.0% of the total amount of Class I Shares purchased in the Primary Offering and (ii) up-front
selling commissions of up to 3.0% on purchases of $5,000,000 or more of our Class D Shares purchased in the Primary
Offering, which will not be reimbursed by the Company); and (C) a trailing stockholder servicing fee of (i) 1.0% per annum
of the net asset value (“NAV”) of Class T Shares sold in the Primary Offering and (ii) 0.5% per annum of the NAV of Class
D Shares sold in the Primary Offering. Shares sold pursuant to the DRP are not subject to selling commissions, dealer
manager fees or stockholder servicing fees. Moody Securities may reallow all or a portion of the foregoing selling
commissions, dealer manager fees or stockholder servicing fees to participating broker-dealers.

As of December 31, 2017, the Company had paid Moody Securities $9,423,133 in selling commissions and trailing
stockholder servicing fees related to the Offering and $2,099,018 in dealer manager fees related to the Offering, which
amounts have been recorded as a reduction to additional paid-in capital in the consolidated balance sheets. Beginning as of
January 16, 2018, the Advisor assumed responsibility for the payment of all selling commissions, dealer manager fees and
stockholder servicing fees paid in connection with the Offering; provided, however, that the Advisor intends to recoup the
funding of such amounts through the Contingent Advisor Payment (described below). Additionally, in connection with the
Mergers, the Company paid approximately $7.0 million in stockholder servicing fees to Moody Securities, all of which were
re-allowed to broker-dealers that provide ongoing financial advisory services to former Moody I stockholders.

Organization and Offering Expenses

Advisor will receive reimbursement for organizational and offering expenses incurred on the Company’s behalf, but
only to the extent that such reimbursements do not exceed actual expenses incurred by Advisor and do not cause the
cumulative selling commissions, dealer manager fees, stockholder servicing fees and other organization and offering
expenses borne by the Company to exceed 15.0% of gross offering proceeds from the sale of shares in the Offering as of the
date of reimbursement.

As of December 31, 2017, total offering costs were $17,236,706, comprised of $12,333,647 of offering costs
incurred directly by the Company and $4,903,059 in offering costs incurred by and reimbursable to Advisor. As of December
31, 2017, the Company had $631,995 due to Advisor for reimbursable offering costs.
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Acquisition Fees

As of January 16, 2018, the Advisor assumed responsibility for the payment of all selling commissions, dealer
manager fees and stockholder servicing fees in connection with the Offering. In connection therewith, as of January 16, 2018,
the acquisition fee payable to the Advisor was increased from 1.5% to 3.85% of (1) the cost of all investments the Company
acquires (including the Company’s pro rata share of any indebtedness assumed or incurred in respect of the investment and
exclusive of acquisition and financing coordination fees), (2) the Company’s allocable cost of investments acquired in a joint
venture (including the Company’s pro rata share of the purchase price and the Company’s pro rata share of any indebtedness
assumed or incurred in respect of that investment and exclusive of acquisition fees and financing coordination fees) or (3) the
amount funded by the Company to acquire or originate a loan or other investment, including mortgage, mezzanine or bridge
loans (including any third-party expenses related to such investment and exclusive of acquisition fees and financing
coordination fees). The 3.85% of acquisition fees consist of (i) a 1.5% base acquisition fee and (ii) up to an additional 2.35%
“Contingent Advisor Payment;” provided, however, that the first $3,500,000 of aggregate Contingent Advisor Payments that
would otherwise be paid to the Advisor for dealer manager fees, sales commissions or stockholder servicing fees (the
“Contingent Advisor Holdback”), will be retained by the Company until January 16, 2019, at which time any portion of the
Contingent Advisor Holdback owed to the Advisor will be paid. For the year ended December 31, 2017, the Company paid
the Advisor acquisition fees of $670,000 in connection with the Mergers, which amount was equal to 1.5% of the cash
consideration paid to Moody I stockholders. For the year ended December 31, 2016, the Company paid the Advisor
acquisition fees of $1,111,500 in connection with the acquisition of the Springhill Suites Seattle Hotel.

Reimbursement of Acquisition Expenses

Advisor may also be reimbursed by the Company for actual expenses related to the evaluation, selection and
acquisition of real estate investments, regardless of whether the Company actually acquires the related assets. The Company
did not reimburse Advisor for any acquisition expenses during the years ended December 31, 2017 and 2016.

Financing Coordination Fee

Advisor also receives financing coordination fees of 1% of the amount available under any loan or line of credit
made available to the Company and 0.75% of the amount available or outstanding under any refinanced loan or line of credit.
Advisor will pay some or all of these fees to third parties with whom it subcontracts to coordinate financing for the Company.
For the year ended December 31, 2017, the Company paid $1,720,000 in financing coordination fees to the Advisor in
connection with the acquisition of the Moody I Portfolio based on the loans assumed from Moody I in connection with the
Merger, including the debt held by the Company related to the Marriott Courtyard Lyndhurst and the Townplace Suites Fort
Worth. For the year ended December 31, 2016, the Company paid the Advisor financing coordination fees of $562,500 in
connection with the acquisition of the Springhill Suites Seattle Hotel.

Property Management Fee

The Company pays Moody National Hospitality Management, LLC (“Property Manager”) a monthly hotel
management fee equal to 4.0% of the monthly gross operating revenues from the properties managed by Property Manager
for services it provides in connection with operating and managing properties. The hotel management agreements between
the Company and the Property Manager generally have initial terms of ten years. Property Manager may pay some or all of
the compensation it receives from the Company to a third-party property manager for management or leasing services. In the
event that the Company contracts directly with a non-affiliated third-party property manager, the Company will pay Property
Manager a market-based oversight fee. The Company will reimburse the costs and expenses incurred by Property Manager
on the Company’s behalf, including legal, travel and other out-of-pocket expenses that are directly related to the management
of specific properties, but the Company will not reimburse Property Manager for general overhead costs or personnel costs
other than employees or subcontractors who are engaged in the on-site operation, management, maintenance or access control
of the properties. For the years ended December 31, 2017 and 2016, the Company paid the Property Manager property
management fees of $1,409,841 and $588,396, and accounting fees of $154,000 and $47,500, respectively, which are
included in hotel operating expenses in the accompanying consolidated statements of operations.
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The Company will also pay an annual incentive fee to Property Manager. Such annual incentive fee is equal to 15%
of the amount by which the operating profit from the properties managed by Property Manager for such fiscal year (or partial
fiscal year) exceeds 8.5% of the total investment of such properties. Property Manager may pay some or all of this annual fee
to third-party sub-property managers for management services. For purposes of this fee, “total investment” means the sum of
(1) the price paid to acquire a property, including closing costs, conversion costs, and transaction costs; (ii) additional
invested capital and (iii) any other costs paid in connection with the acquisition of the property, whether incurred pre- or
post-acquisition. As of December 31, 2017, the Company had not paid any annual incentive fees.

Asset Management Fee

The Company will pay Advisor a monthly asset management fee of one-twelfth of 1.0% of the cost of investment of
all real estate investments the Company acquires. For the year ended December 31, 2017 and 2016, the Company incurred
asset management fees of $1,913,000 and $725,751, respectively, payable to the Advisor, which are recorded in corporate
general and administrative expenses in the accompanying consolidated statements of operations.

Disposition Fee

Advisor or its affiliates will also receive a disposition fee, subject to limitation if the property was previously owned
by Moody I, in an amount of up to one-half of the brokerage commission paid on the sale of an asset, but in no event greater
than 3% of the contract sales price of each property or other investment sold; provided, however, in no event may the
aggregate disposition fees paid to the Advisor and any real estate commissions paid to unaffiliated third parties exceed 6% of
the contract sales price. During the first year following the consummation of the Mergers, if the Company sells a property
that was previously owned by Moody I, then any disposition fee to which the Advisor would be entitled under the Advisory
Agreement will be reduced by an amount equal to the portion of the Moody I Advisor Payment attributable to such property.
As of December 31, 2017, the Company had not paid any disposition fees to Advisor.

Operating Expense Reimbursement

The Company will reimburse Advisor for all expenses paid or incurred by Advisor in connection with the services
provided to the Company, subject to the limitation that the Company will not reimburse Advisor for any amount by which its
operating expenses (including the asset management fee) at the end of the four preceding fiscal quarters exceeds the greater
of: (1) 2% of its average invested assets, or (2) 25% of its net income determined without reduction for any additions to
reserves for depreciation, bad debts or other similar non-cash reserves and excluding any gain from the sale of the
Company’s assets for that period (the “2%/25% Limitation”). Notwithstanding the above, the Company may reimburse
Advisor for expenses in excess of this limitation if a majority of the independent directors determines that such excess
expenses are justified based on unusual and non-recurring factors. For the four fiscal quarters ended December 31, 2017, total
operating expenses of the Company were $3,468,733, which included $2,279,203 in operating expenses incurred directly by
the Company and $1,189,530 incurred by Advisor on behalf of the Company. Of the $3,468,733 in total operating expenses
incurred during the four fiscal quarters ended December 31, 2017, $0 exceeded the 2%/25% Limitation. The Company
reimbursed Advisor $1,297,000 during four fiscal quarters ended December 31, 2017, which includes reimbursements for
quarters prior to the four quarters ended December 31, 2017. As of December 31, 2017, the Company had $419,000 due from
Advisor for operating expense reimbursement.

Springhill Suites Seattle

On May 24, 2016, the OP acquired fee simple title to the Springhill Suites Seattle from the current tenant-in-
common owners of the Springhill Suites Seattle (the “Seattle TIC Owners”), for an aggregate purchase price, exclusive of
closing costs, of $74,100,000. The Seattle TIC Owners acquired their tenant-in-common interests in the Springhill Suites
Seattle in a tenant-in-common program sponsored by an affiliate of Sponsor.

Merger with Moody |
See Note 1, “Organization—Merger with Moody National REIT I, Inc.”
Forth Worth Loan

On August 15, 2017, the OP made a loan in the amount of $7,106,506 (the “Fort Worth Loan”) to Moody National
International-Fort Worth Holding, LLC, an indirect subsidiary of Moody I OP. The loan matured and was retired upon
completion of the Mergers. Interest income from the Fort Worth Loan was $55,000 and $0 for the years ended December 31,
2017 and 2016, respectively.
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Lyndhurst Loan

On September 6, 2017, the OP made a loan in the amount of $30,647,770 (the “Lyndhurst Loan”) to Moody
National 1 Polito Lyndhurst Holding, LLC, an indirect subsidiary of Moody I OP. The loan matured and was retired upon
completion of the Mergers. Interest income from the Lyndhurst Loan was $115,000 and $0 for the years ended December 31,
2017 and 2016, respectively.

Earnest Money

The Company assigned its earnest money contract in the amount of $2,000,000 to a related party for consideration
paid to the Company of $2,000,000 during the year ended December 31, 2017.

8. Incentive Award Plan

The Company has adopted an incentive plan (the “Incentive Award Plan”) that provides for the grant of equity
awards to its employees, directors and consultants and those of the Company’s affiliates. The Incentive Award Plan
authorizes the grant of non-qualified and incentive stock options, restricted stock awards, restricted stock units, stock
appreciation rights, dividend equivalents and other stock-based awards or cash-based awards. Shares of common stock will
be authorized and reserved for issuance under the Incentive Award Plan. The Company has also adopted an independent
directors compensation plan (the “Independent Directors Compensation Plan”) pursuant to which each of the Company’s
independent directors was entitled, subject to the Independent Directors Compensation Plan’s conditions and restrictions, to
receive an initial grant of 5,000 shares of restricted stock when the Company raised the minimum offering amount of
$2,000,000 in the Offering. Each new independent director who subsequently joins the Company’s board of directors will
receive a grant of 5,000 shares of restricted stock upon his or her election to the Company’s board of directors. In addition,
on the date of each of the first four annual meetings of the Company’s stockholders at which an independent director is re-
elected to the Company’s board of directors, he or she will receive an additional grant of 2,500 shares of restricted stock.
Subject to certain conditions, the non-vested shares of restricted stock granted pursuant to the Independent Directors
Compensation Plan will vest and become non-forfeitable in four equal quarterly installments beginning on the first day of the
first quarter following the date of grant; provided, however, that the restricted stock 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. As of December 31, 2017, there were 1,965,000 common shares remaining available for
future issuance under the Incentive Award Plan and the Independent Directors Compensation Plan.

The Company recorded compensation expense related to such shares of restricted stock of $227,695 and $320,586
for the years ended December 31, 2017 and 2016, respectively. As of December 31, 2017, there were 11,250 non-vested
shares of restricted common stock granted pursuant to the Independent Directors Compensation Plan. The remaining
unrecognized compensation expense associated with those 11,250 non-vested shares of $259,788 will be recognized during
the first, second and third quarters of 2018.

The following is a summary of activity under the Independent Directors Compensation Plan for the years ended
December 31, 2017 and 2016:

Weighted
Average
Grant
Number of Date Fair
Shares Value
Balance of non-vested shares as of December 31, 2015 ........cooviiiiiiiiiiieiieeeeeeee e, 7,500 $ 25.00
Shares granted on February 23, 2016 .........ccooveiiieriieiiiieceeciece e, 5,000 25.00
Shares granted on August 10, 2016 ........ccoeeieiieiiieiieie e, 5,000 25.00
SRATES VESTEA ..e.uvieiiieiieciieiieie ettt ettt et e e b e e beesaeseeesseesseenseesseesseesaensaenne, (12,500) 25.00
Balance of non-vested shares as of December 31, 2016..........cccvevvviiiiiioeeiiiceeeeeeeeeeees, 5,000 25.00
Shares granted on AUuguUSt 10, 2017 .....c.ooiieiieiiieieee e, 5,000 27.82
Shares granted on September 27, 2017......ccvevieiieiieie et 10,000 27.82
SRATES VESTEA ... ettt ettt ettt sttt et et be bt enee (8,750) 27.82
Balance of non-vested shares as of December 31, 2017 ......oooivmiiiieiiiiiiieeeeeeeeeeee e, 11,250 $ 27.82
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9. Subordinated Participation Interest

Pursuant to the limited partnership agreement for the OP, Moody LPOP II, the holder of the Special Limited
Partnership Interests, is entitled to receive distributions equal to 15.0% of the OP’s net cash flows, whether from continuing
operations, the repayment of loans, the disposition of assets or otherwise, but only after the Company’s stockholders (and
current and future limited partnership interest holders of the OP other than the former limited partners of Moody I OP) have
received, in the aggregate, cumulative distributions equal to their total invested capital plus a 6.0% cumulative, non-
compounded annual pre-tax return on such aggregated invested capital. Former limited partners of Moody I OP must have
received a cumulative annual return of 8.0%, which is equal to the same return to which such holders were entitled before
distributions to the special limited partner of Moody I OP could have been paid under the limited partnership agreement of
Moody I OP. In addition, Moody LPOP II is entitled to a separate payment if it redeems its Special Limited Partnership
Interests. The Special Limited Partnership Interests may be redeemed upon: (1) the listing of the Company’s common stock
on a national securities exchange or (2) the occurrence of certain events that result in the termination or non-renewal of the
Advisory Agreement, in each case for an amount that Moody LPOP II would have been entitled to receive had the OP
disposed of all of its assets at the enterprise valuation as of the date of the event triggering the redemption.

10. Commitments and Contingencies

Restricted Cash

Under certain management and debt agreements existing at December 31, 2017, the Company escrows payments
required for property improvement plans, real estate taxes, replacement of hotel furniture and fixtures, debt service and
rent holdback.

The composition of the Company’s restricted cash as of December 31, 2017 and 2016 is as follows:

December 31,

2017 2016

Property improvement PIan ..........cc.ccueeeveieeieenieenieeeeeeeere e $ 4,017,625 $ 1,200,000
REAL ESTALE TAXES.....uvviiieeiiee ettt e s e e e e eaae e e eeaaeeeens 2,767,874 92,434
TNSUTANCE . ...t e e e e et e e e eeens 228,288 —
Hotel furniture and fIXtTUIES..........c.c.ooovviieiiiiiieeeeee e 3,199,485 329,150
DEDE SEIVICE ..ot e e eree s 2,913,129 —
SEASONALILY ...eeuvieiieeie ettt ettt et et et e te s e steesseesseeseenseeneesneenseenseans 369,845 234,000
EXPENSE AEPOSIE ...eeueieueieiieiieiieie ettt ettt 10,000 —
Rent holdDacCK ......cc.vviiieeeceeeeee e 14,720 14,720

Total 1eSrICEd CASH.....ccviiviieieeieieeeeeeeeeee ettt $ 13,520,966 $ 1,870,304

Franchise Agreements

As of December 31, 2017, all of the Company’s hotel properties, including those acquired as part of the Moody I
Portfolio, are operated under franchise agreements with initial terms ranging from 10 to 20 years. The franchise agreements
allow the properties to operate under the franchisor’s brand. Pursuant to the franchise agreements, the Company pays a
royalty fee generally between 3.0% to 6.0% of room revenue, plus additional fees for marketing, central reservation systems
and other franchisor costs that amount to between 1.5% and 4.3% of room revenue. The Company incurred franchise fee
expense of approximately $2,832,000 and $1,132,000 for the years ended December 31, 2017 and 2016, respectively, which
is included in hotel operating expenses in the accompanying consolidated statements of operations.

11. Income Taxes

The Company has formed a TRS that is a C-corporation for federal income tax purposes and uses the asset and
liability method of accounting for income taxes. Tax return positions are recognized in the consolidated financial statements
when they are “more-likely-than-not” to be sustained upon examination by the taxing authority. Deferred income tax assets
and liabilities result from temporary differences. Temporary differences are differences between the tax bases of assets and
liabilities and their reported amounts in the consolidated financial statements that will result in taxable or deductible amounts
in future periods. A valuation allowance may be placed on deferred income tax assets, if it is determined that it is more likely
than not that a deferred tax asset may not be realized.

As of December 31, 2017, the Company had operating loss carry-forwards of $281,051.
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The Company had deferred tax assets of $2,303,000 and $10,000 as of December 31, 2017 and 2016, respectively,
related to net operating loss carry forwards of the TRS. As of December 31, 2017, the TRS had a net operating loss carry-
forward of $10,081,351 of which $7,249,846 was transferred from Moody I’s taxable REIT subsidiaries when they were
merged into our TRS on the date of the Merger.

The income tax expense (benefit) for the years ended December 31, 2017 and 2016 consisted of the following:

Years ended December 31,

2017 2016
CUITENE EXPEIISE .v.eevveeeeverieeeeeteeeeteseeseseseeseteseesesesese et eseesseseseeseseseasesesessesesessesesessesesensesesenea, $ 56,000 $ —
Deferred expense (DeNETit)........ccuevieriieiiieiiiieiieeee et 610,000 (4,000)
Total eXPenSe (DENETIL) ........ocveviirireeiitiieeietie ettt ettt ettt se v seeaees, $ 666,000 $ (4,000)
FOACTAL ...ttt sttt ettt sttt e ettt ne bt ene $ 610,000 $ (4,000)
AL .ottt e e e e ettt —— e e e e e ee—————ae e e e e ———aaeeeeaataraaeaeeaann, 56,000 —
Total tax eXpense (DENETIL) ........ccvieiirierieiieieeieeereee e, $ 666,000 $ (4,000)

The reconciliation of income tax expense (benefit) to the expected amount computed by applying federal statutory
rate to income before income taxes is as follows:

Years ended December 31,

2017 2016
Expected federal tax benefit at Statutory rate...........cceeveeveevreeciieieeiereereeee e $ (3,020,000) $ (774,000)
Tax impact Of REIT €leCtiON .......cc.ecviiieiiiiieeiicie ettt 3,686,000 770,000
Income tax expense (DENETIL) .......ocvoiiuieveuiiiieieece ettt $ 666,000 $ (4,000)

On December 31, 2017, the Company had net deferred tax assets of $2,303,000 primarily due to current and past
years’ federal and state tax operating losses of the TRS. These loss carryforwards will generally expire in 2033 through 2037
if not utilized by then. The Company analyzes state loss carryforwards on a state by state basis and records a valuation
allowance when management deems it more likely than not that future results will not generate sufficient taxable income in
the respective state to realize the deferred tax asset prior to the expiration of the loss carryforwards. Management believes
that it is more likely than not that the results of future operations of the TRS will generate sufficient taxable income to realize
the deferred tax assets related to federal and state loss carryforwards prior to the expiration of the loss carryforwards and has
determined that no valuation allowance is necessary. From time to time, the Company may be subjected to federal, state or
local tax audits in the normal course of business.

The recently enacted tax reform bill, informally known as the Tax Cuts and Jobs Act, made significant changes to
the U.S. federal income tax laws. For example, the top corporate income tax rate was reduced to 21%, and the corporate
alternative minimum tax was repealed. Additionally, for taxable years beginning after December 31, 2017, the Tax Cuts and
Jobs Act limits interest deductions for businesses, whether in corporate or pass-through form, to the sum of the taxpayer’s
business interest income for the tax year and 30% of the taxpayer’s adjusted taxable income for the tax year, but the tax rules
do permit a real estate business, such as a REIT, to elect out of the interest limitation rules in exchange for depreciating its
real estate assets using alternative depreciation system principles. Technical corrections or other amendments to, or
administrative guidance interpreting, the Tax Cuts and Job Act may be forthcoming at any time. The Company cannot predict
the long-term effect of the Tax Cuts and Jobs Act or any future changes on REITs and their stockholders. For the Company,
the reduction in the federal corporate tax rate resulted in a change to the net deferred tax assets of the TRS.
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12. Subsequent Events
Distributions Declared

On December 31, 2017, the Company declared a distribution in the aggregate amount of $1,284,972, of which
$1,284,972 was paid in cash on January 15, 2018, $0 was paid pursuant to the DRP in the form of additional shares of the
Company’s common stock, and $44,635 was paid to reduce deferred distributions pending the return of letters of transmittal
by former Moody I stockholders. On January 31, 2018, the Company declared a distribution in the aggregate amount of
$1,294,076, of which $956,869 was paid in cash on February 15,2017, $337,207 was paid pursuant to the DRP in the form
of additional shares of the Company’s common stock, and $35,531 was paid in cash to reduce deferred dividends pending the
return of letters of transmittal by former Moody I stockholders. On February 28, 2018, the Company declared a distribution
in the aggregate amount of $1,180,845 of which $884,062 was paid in cash on March 15, 2018, $296,381 was paid pursuant
to the DRP in the form of additional shares of the Company’s common stock, and $402 was deferred pending the return of
letters of transmittal.

Retirement of Related Party Mezzanine Note

In March 2018, the unpaid principal balance of the Related Party Mezzanine Note and all accrued and unpaid
interest thereon, and all other amounts due under the Related Party Mezzanine Note, were paid in full.

Amendment of Term Loan Agreement

On March 28, 2018, the parties to the Term Loan Agreement entered into a letter agreement pursuant to which the
parties thereto agreed to change the commencement of the Company’s obligation under the Term Loan Agreement to raise
$10 million per quarter in gross offering proceeds to the calendar quarter ending June 30, 2018.
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DECEMBER 31, 2017
(in thousands)

Initial Cost to Company Total Cost
Cost
Capitalized Accumulated
Building, Subsequent Building, Depreciation Original
Ownership Improvements, to Improvements and Date of Date
Description Location Percent Encumbrances Land and FF&E Total Acquisition Land and FF&E Total @ Amortization Construction Acquired
Residence Inn Austin .. Austin, Texas 100.0% $ 16,575,000 $ 4,310,000 $ 23,190,000 $ 27,500,000(2) $ 54971 § 4310000 $ 23244971 $ 27554971 § 1,557,857 2014 October 15, 2015
Springhill Suites Seattl Seattle, Washington 100.0% 45,000,000 14,040,000 60,060,000 74,100,000 393,272 14,040,000 60,453,272 74,493,272 2,601,609 2001 May 24, 2016
Homewood Suites Woodland: The Woodlands, Texas 100.0% 9,208,948 2,827,609 14,528,063 17,355,672 109,652 2,827,609 14,637,715 17,465,324 136,898 2001 September 27, 2017
Hyatt Place Germantown ... Germantown, Tennessee 100.0% 7,178,639 1,873,624 14,200,095 16,073,719 — 1,873,624 14,200,095 16,073,719 134,940 2009 September 27, 2017
Hyatt Place North Charleston North Charleston, South Carolina 100.0% 7,291,839 783,299 13,022,349 13,805,648 67,009 783,299 13,089,358 13,872,657 125,579 2009 September 27, 2017
Hampton Inn Austin.... Austin, Texas 100.0% 10,870,546 4,328,646 14,999,262 19,327,908 88,514 4,328,646 15,087,776 19,416,422 162,119 1997 September 27, 2017
Residence Inn Grapevine Grapevine, Texas 100.0% 12,555,885 2,027,680 23,216,934 25,244,614 — 2,027,680 23,216,934 25,244,614 214,435 2007 September 27, 2017
Marriott Courtyard Lyndhurs Lyndhurst, New Jersey 3) — 2,662,518 36,884,966 39,547,484 18,918 2,662,518 36,903,384 39,566,402 342,047 1990 September 27, 2017
Hilton Garden Inn Austin... Austin, Texas 100.0% 18,707,199 9,058,050 20,229,645 29,287,695 39,005 9,058,050 20,268,650 29,326,700 221,579 2002 September 27, 2017
Hampton Inn Great Valley . Frazer, Pennsylvania 100.0% 8,119,879 1,730,357 13,554,467 15,284,824 993,260 1,730,357 14,547,727 16,278,084 155,647 1998 September 27, 2017
Embassy Suites Nashville .. Nashville, Tennessee 100.0% 42,714,881 14,805,355 67,401,967 82,207,322 494,586 14,805,355 67,896,553 82,701,908 569,419 2001 September 27, 2017
Homewood Suites Austin... Austin, Texas 100.0% 10,946,152 4,218,221 14,616,627 18,834,848 499,236 4,218,221 15,115,863 19,334,084 158,849 1998 September 27, 2017
TownPlace Suites Fort Worth Fort Worth, Texas @3) — 4,240,306 7,001,436 11,241,742 24,698 4,240,306 7,026,134 11,266,440 82,732 1998 September 27, 2017
Hampton Inn Houston..................... Houston, Texas 100.0% 4,604,351 3,550,024 6,409,723 9,959,747 625,309 3,550,024 7,035,032 10,585,056 81,073 1995 September 27, 2017
Total $ 193,773,319 § 70,455,689 $ 329,315,534 $ 399,771,223 $ 3,408430 §$ 70,455,689 § 332,723,964 $ 403,179,653 $ 6,544,783

1) The aggregate cost of real estate for federal income tax purposes was $345,556,453 as of December 31, 2017.
(2)  Includes gain on acquisition of hotel property of $2,000,000.
3) 100% of the Class B membership interests of a joint venture.
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MOODY NATIONAL REIT II, INC.
SCHEDULE 111

REAL ESTATE ASSETS AND ACCUMULATED DEPRECIATION (CONTINUED)

DECEMBER 31, 2017

Balance at the beginning of the Year ..........cccocvvevvieeiiiieiiecececeeceee e

Acquisitions.

Improvements and additions ............coereriririeieniinee e e

Dispositions.

Balance at the end 0f the Year ........ccoecuieieiieiieeee e

Accumulated depreciation:
Balance at the beginning Of the YEar ..........ccecveiieciiiieiieceee e

Depreciation

Dispositions.

Balance at the end 0f the YEar ..........cocveeiiiiiiecc e
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2017 2016
101,820,769 $ 27,500,000
298,171,223 74,100,000
3,187,661 220,769
403,179,653 $ 101,820,769
1,831,029 $ 133,840
4,713,754 1,697,189
6,544,783 $ 1,831,029




EXHIBIT 10.46

KeyBank
Real Estate Capital

o

March 28, 2018

Moody National Operating Partnership II, LP
c/o Moody National Companies

6363 Woodway Drive, Suite 110

Houston, Texas 77057

Attention: Brett C. Moody, CEO
Re: Credit Facility with KeyBank National Association
Ladies and Gentlemen:

Reference is hereby made to that certain loan arrangement (the “Loan Arrangement”) entered into by KeyBank
National Association, as Administrative Agent and Lender (collectively, the “Agent”) and Moody National Operating
Partnership II, LP, as Borrower, and certain affiliates of the Borrower, as Guarantors, which loan arrangement is evidenced
by, among other documents and instruments, that certain Term Loan Agreement dated as of September 27, 2017, as modified
by that certain Letter Agreement dated December 27, 2017 (the “Loan Agreement”; unless otherwise defined herein
capitalized terms shall have the definitions provided in the Loan Agreement). In connection therewith, the Agent and the
Borrower have agreed to modify and/or waive certain conditions set forth in the Loan Agreement in the manner set forth
herein. Accordingly, for good and valuable consideration, the receipt and sufficiency of which is hereby acknowledged, the
Agent and the Borrower hereby agree as follows:

1. §9.4 of the Loan Agreement is hereby amended by deleting the reference contained therein to “March 31,
2018” and replacing same with “June 30, 2018

2. This letter agreement, which may be executed in multiple counterparts, constitutes one agreement and
delivery of a signature page by pdf or other similar electronic means shall, for all purposes, constitute delivery of an original
signature page. This letter agreement shall be governed by and construed in accordance with the laws of the State of
New York.

3. By their execution hereof, the Borrower and each Guarantor acknowledge and represent that, after giving
effect to the terms of this letter, no Default or Event of Default is currently in existence under the Loan Documents.

4. Except as expressly provided herein, all provisions, terms and conditions of the Credit Agreement and all
other documents and instruments executed in connection therewith shall remain in full force and effect. The execution,
delivery and effectiveness of this letter agreement shall not operate as a waiver of any right, power or remedy of the Agent
and the Lenders under any Loan Document, nor constitute a waiver of any provision of any Loan Document, except as
expressly set forth herein. The Borrower hereby acknowledges and agrees that all representations and warranties made by the
Borrower under the Loan Documents continue to remain true and accurate in all material respects, with the exception of those
that expressly relate to an earlier date.

5. The Borrower and each Guarantor hereby acknowledge and agree that they have no claims, counterclaims,
offsets or defenses against the Agent or the Lenders with respects to the amounts outstanding under Loan Documents or
otherwise in connection with the Loan Arrangement, and to the extent such claims, counterclaims, offsets or defenses should
exist, the Borrower and each Guarantor each hereby expressly waive same and release the Agent and the Lenders from all
liability in connection therewith.

SIGNATURES ON FOLLOWING PAGE



Moody National Operating Partnership II, LP
c/o Moody National Companies
March 28, 2018
Page 2
Very truly yours,
AGENT:
KEYBANK NATIONAL ASSOCIATION

By: /S/ JENNIFER L. POWER

Name: Jennifer L. Power
Title: Vice President

BORROWER:

MOODY NATIONAL OPERATING PARTNERSHIP 11, LP, a Delaware
limited partnership

By: Moody National REIT II, Inc., a Maryland corporation, its General
Partner

By: /s/ BRETT C. MOODY

Name: Brett C. Moody
Title: President

ACKNOWLEDGED AND AGREED:
MOODY NATIONAL REIT II, INC., a Maryland corporation

By: /S/ BRETT C. MOODY

Name:  Brett C. Moody
Title: President

MN REIT II TRS, INC., a Delaware corporation

By: /S/ BRETT C. MOODY

Name:  Brett C. Moody
Title: President

MOODY NATIONAL 1 POLITO LYNDHURST HOLDING, LLC,

MOODY NATIONAL INTERNATIONAL-FORT WORTH HOLDING, LLC,
MN LYNDHURST VENTURE, LLC,

MN FORT WORTH VENTURE, LLC,

each a Delaware limited liability company

By: /s/ BRETT C. MOODY

Name: Brett C. Moody
Title: President




EXHIBIT 31.1

Certification of Principal Executive Officer Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Brett C. Moody, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Moody National REIT II, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of],
and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: April 2, 2018

By: /s/ Brett C. Moody
Brett C. Moody
Chairman of the Board, Chief Executive Officer and
President (Principal Executive Officer)




EXHIBIT 31.2

Certification of Principal Financial Officer Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Robert W. Engel, certify that:

1.
2.

I have reviewed this annual report on Form 10-K of Moody National REIT II, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: April 2, 2018

By: /s/ Robert W. Engel
Robert W. Engel
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Officer)




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and in connection with the Annual Report on Form 10-K
of Moody National REIT II, Inc. (the “Company”) for the period ended December 31, 2017, as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), the undersigned, the Principal Executive Officer of the Company,
certifies, to his knowledge, that:

(1 The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934, as amended; and

2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: April 2, 2018

By: /s/ Brett C. Moody
Brett C. Moody
Chairman of the Board, Chief Executive Officer and
President (Principal Executive Officer)




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and in connection with the Annual Report on Form 10-K
of Moody National REIT II, Inc. (the “Company”) for the period ended December 31, 2017, as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), the undersigned, the Principal Financial and Accounting Officer of
the Company, certifies, to his knowledge, that:

(1 The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934, as amended; and

2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of the Company.

Date: April 2, 2018

By: /s/ Robert W. Engel
Robert W. Engel
Chief Financial Officer, Treasurer and Secretary
(Principal Financial and Accounting Officer)




