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CORPORATE PROFILE Apple REIT Eight, Inc. is a real estate investment
trust (REIT) focused on the ownership of hotels that generate attractive returns for
our shareholders. Our hotels operate under the Courtyard® by Marriott®, Fairfield
Inn® by Marriott®, Fairfield Inn & Suites® by Marriott®, Residence Inn® by Marriott®,
SpringHill Suites® by Marriott®, TownePlace Suites® by Marriott®, Marriott®,
Homewood Suites by Hilton®, Hilton Garden Inn®, Hampton Inn® and Hampton
Inn & Suites® brands. Our portfolio consists of 51 hotels, containing a total of
5,909 guestrooms in 19 states.

MISSION' Apple REIT Eight is a premier real estate investment company

committed to providing maximum value for our shareholders.

FINANCIAL RIGHLIGHTS

(in thousands, except per share and statistical datal

Operating results for the years ended December 31, 2008 2007
TOTAL REVENUE ‘ $133,284 $1,485
NET INCOME : $14,265 $5.398
FUNDS FROM OPERATIONS (&) '$36300 $5731
DISTRIBUTIONS PAID PER SHARE. 88 40
WEIGHTEQ‘-AYERAGESHARES OUTSTANDING 87271 15,376
REVENUE PER AVAILABLE ROOM (REVPAR) ~  $83 $58

Balance sheet data as of December 31, 2008 2007
INVESTMENT IN HOTELS, NET - $982,886 $87,310
TOTAL ASSETS $1,003,048  $670,771
SHAREHOLDERS® EQUITY | $842,304  $670,319

{A}Funds from operations {FFO} is defined as net income [computed in accordance with generally accepted
accounting principles — GAAP) excluding gains and losses from sales of depreciable property, plus
depreciation and amortization. The Company considers FFO in evaluating property acquisitions and its
operating performance and believes that FFO should be considered along with, but not as an alternative
to, net income and cash flows as a measure of the company’s activities in accordance with GAAP. FFO is
not necessarily indicative of cash available to fund cash needs.
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DEAR SHAREHOLDER

Apple REIT Eight, Inc. experienced a year of unparalleled portfolio growth in 2008. With a focus on the protection
of shareholder principal, the distribution of the highest possible returns and the appreciation of our assets over
time, we hand-selected an attractive and diversified portfolio of well-branded lodging real estate located in a
diversified selection of growing domestic markets and acquired them primarily on an all-cash basis. While we
anticipate market conditions will be challenging in 2009, the strength of our 2008 accomplishments, our overall
capital structure, the quality of our assets and the expertise of our team provide us with confidence in our ability

to successfully weather the unstable economic times that are predicted for 2009.

Apple REIT Eight entered 2008 with a total of six hotels. Over the course of the year, the Company purchased
45 hotels and by December 31, 2008 there were no additional purchase contracts outstanding. Our ability to
make acquisitions with cash at a time of instability in our nation’s debt markets provided excellent purchasing
opportunities in the unique 2008 marketplace. Today, the total portfolio reflects an investment of more than
$1 billion and includes 50 Marriott®- or Hilton®-branded hotels and the soon-to-be Renaissance® New York
Hotel 57, that collectively contain 5,909 guestrooms in 19 states. A complete listing of our 2008 acquisitions

can be found on subsequent pages of this report.

While I believe all elements of the Apple REIT Eight program are strong, from our attractive, well-branded real
estate to our expert hospitality management teams, I find great strength in the condition of our balance sheet.

With approximately 15 percent of our total capital from debt, we spend little time on the management of loans
and are able to devote the majority of our time to ensuring the proficient operation of our hotels. The majority
of the debt obligations that we currently have are associated with individual property acquisitions, lessening the
level of any associated risk to the Company as a whole, and are the result of pre-existing mortgages for which

the principal could not cost-effectively be paid in full at the time of the acquisitions. We assumed varying levels

of debt at the acquisition of 15 of our hotels.

Our brands implement a variety of renovation initiatives designed to maintain the competitive status of our hotels
and ensure exceptional levels of customer satisfaction. Frequently, refurbishment projects are put in place at the
time of purchase and may include the replacement of a variety of furnishings like bed linens, carpet or drapery
or other aesthetic upgrades. Our New York City property, Hotel 57, was a unique acquisition for Apple REIT
Eight and is currently undergoing the Company’s largest and most extensive renovation with $10.6 million devoted
to the project in 2008. The beautiful 1916 architecture of the soon-to-be Renaissance® New York Hotel 57 will
be transformed into a luxuriously comfortable retreat within the heart of New York City’s shopping district and
minutes from Times Square. We estimate this project will be complete in the spring of this year. This project,
like all of our ongoing renovation projects, is executed through a disciplined approach to capital allocation with
the intention of protecting shareholder capital and providing strong returns over time. We anticipate additional

capital will be carefully allocated to a variety of improvement projects in 2009 on an as-needed basis.
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COURTYARD, VIRGINIA BEACH, VA

The properties within the Apple REIT Eight portfolio reported stable operations for the first three quarters of
2008, with declines occurring during the last three months of the year. In 2008, our hotels reported an average
nightly occupancy rate of 69 percent and an average daily rate (ADR) of $121. The resulting revenue per available
room {RevPAR) was $83. Since the majority of the properties in the portfolio have not experienced a full-year
of Apple ownership, year-over-year comparisons based on operational performance are not meaningful at this
time. More significant comparisons will be available as the portfolio matures. Funds from operations for 2008

totaled $36.3 million, or $0.42 per share.

On April 22, 2008, the Company completed its best efforts offering upon reaching its goal of $1 billion rotal funds
raised. The Company’s fundraising goal was achieved in a remarkable 10 months time. Upon completion of the
offering, the Company implemented a Dividend Reinvestment Plan (DRIP), allowing each of our shareholders
the opportunity to reinvest their monthly dividend by purchasing additional shares of the Company. Shares purchased
through our DRIP are free of any brokerage fees, commissions or other service charges. If you have not already

received your DRIP Prospectus and application form, please contact your broker for additional information.

Apple REIT Eight is currently in the development stage of its program, a phase during which our new hotels are
tasked with establishing themselves as competitors within their markets and our preexisting hotels are adjusting
to any staff changes following Apple acquisition and completing any necessary property improvement projects.
Although the majority of the hotels in the Apple REIT Eight portfolio are within this anticipated ramp-up
phase, a preliminary analysis of our 2009 operations indicates that the current economic downturn will lengthen
our ramp-up period. In an effort to match earnings schedules to dividend payments, under the guidance of our
management team and our Board of Directors, we have decided to reduce your annual dividend rate by one percentage
point. Beginning May 15, 2009, your dividend payment will reflect a seven percent annual return, based on an
$11 share price, or an annualized dividend rate of $0.77 per share. I believe that we are well poised to withstand
the adversities of this challenging economic environment and I anticipate operations will return to normal in all

of our markets as consumer confidence grows.

Although I anticipate 2009 will be a challenging year, I am confident in the long term success of Apple REIT
Eight. Our portfolio of hotels includes some of the best brands in the hotel industry in some of the strongest
markets of the United States. I look forward to sharing our future progress with you in upcoming shareholder

reports. Thank you for investing with us.

Sincerely,

Glade M. Knight
Chairman and Chief Executive Officer
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MARRIOTT,

SUPERIOR ASSET
MANAGEMENT

Wich a steadfast dedication to the protection of shareholder principal and the

distribution of attractive returns, the Apple REIT Eight asset management team
diligently works to maximize hotel performance through competitive pricing
strategies, cost-effective operations and superior hospitality service. In addition to
carefully monitoring the day-to-day operations of our hotels, our asset managers
also review the performance of competitors in our markets to ensure the best possible
results on all measures of operational performance, including occupancy levels and
nightly rates. In addition to our Marriott® management team, Apple REIT Eight
has contracted with a diverse group of third-party management companies—Crestline
Hotels and Resorts, Dimension Development Company, InnVentures, InterMountain
Management, Larry Blumberg & Associates, McKibbon Hotel Management,
Newport Hospitality, Texas Western Hospitality Management, True North Hotel
Group, and White Lodging Services—to bring a wealth of regional expertise to our
lodging real estate. The breadth of our diverse selection of skilled management
companies allows our asset managers to pinpoint and benchmark successtul lodging

practices and share them among our properties.
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STRATEGIC ACQUISITIONS

Apple REIT Eight's acquisition strategy has always been quite simple. Acquire attractive
Marriort®- or Hilton®-branded extended-stay, select-service or full-service hotels that
are ideally located in stable and growing domestic markets primarily on an all-cash
basis. In 2008 the Company invested more than $900 million in the acquisition of 45
attractive hotels, taking the lead as one of the most prominent buyers in the market-
place. Apple REIT Eight entered the year with a total of six properties, all of which
were acquired during the fourth quarter of 2007, and by December 31, 2008, the
Company’s portfolio consisted of 51 hotels, with 5,909 guestrooms, in 19 states. At

this time, we are fully invested and do not anticipate additional hotel acquisitions.

CLOCKWISE FROM TOP LEFT: HITON GARDEN INN, SAVANNAH, GA; HOTEL 57, NEW YORK CITY, NY: COURTYARD, TEXARKANA, TX; HOTEL 57, NEW YORK CITY, NY; MARRIOTT, CHESAPEAKE, VA






MARKET DIVERSITY

51 HOTELS, 5,909 GUESTROOMS

® Apple REIT Eight property
@ Apple REIT Eight owns more

than one property in this marker

ABAMA

Birmingham

Rogers

Springdale

CALIFORNIA

Burbank
Cypress
Oceanside
Sacramento
San Jose
Tulare
FLORIDA
Jacksonville
Sanford
Tallahassee

Tampa
GEORGIA
Savannah
Savannah

KENSAS

Overland Park
Overland Park

TownePlace
SEITES

Narcolt
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Homewood Suites

Fairfield Inn & Suites
Residence Inn

Residence Inn

Residence Inn
Courryard
Residence Inn
Hilton Garden Inn
Homewood Suites

Hampton Inn & Suites

Homewood Suites
SpringHill Suites
Hilton Garden Inn

TownePlace Suites

Hampton Inn

Hilton Garden Inn

Fairfield Inn & Suites

Residence Inn

URIYARD

Overland Park SpringHill Suites
Wichita Courtyard
KENTUCKY =
Bowling Green Hampton Inn
MARYLAND =
Annapolis Hilton Garden Inn
MASSACHUSETTS

Marlborough Residence Inn
Westford Hampton Inn & Suites
Westford Residence Inn
MISSOURL

Kansas City Residence Inn

NEW JERSEY

Somerset Courtyard
{EW YORK s
New York Cicy Hotel 57

NORTH CAROLINA &

Carolina Beach Courtyard
Concord Hampron Inn
Dunn Hampton Inn
Fayetteville Residence Inn
Greensboro SpringHill Suites
Matthews Hamprton Inn
Wilmington Fairfield Inn & Suites

HOMEWOOD % ?}ig;}kﬁen jEitie
SUITES

Hilton

- SPRINGHILL
7 Sultts b

Nl

Winston-Salem ' ourtyard
OKLAHOMA -
Tulsa South/Bixby ~ Hampton Inn & Suites
SOUTH CAROLINA :

Columbia

Hilton Garden Inn

Greenville Residence Inn
Hilton Head Hilron Garden Inn
TENNESSEE: \ :
Chattanooga Homewood Suites
TEXAS &
Texarkana Courtyard
Texarkana TownePlace Suites
VIRGINIA S
Chartlottesville Courtyard
Harrisonburg Courtyard
Norfolk/Chesapeake Marriott
Courtyard

Suffolk/Chesapeake
Suffolk/Chesapeake

TownePlace Suites

Virginia Beach North Courtyard
Virginia Beach South Courtyard

WASHINGTON
Tukwila

Homewood Suites

Marnoft.

L Residence |
2 i HOYELS & RESORTS




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

Annual report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2008

O Transition report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934

Commission File Number 000-53175

APPLE REIT EIGHT, INC.

(Exact name of registrant as specified in its charter)

VIRGINIA 20-8268625
(State of Organization) (L.LR.S. Employer ldentification Number)
814 EAST MAIN STREET
RICHMOND, VIRGINIA 23219
(Address of principal executive offices) (Zip Code)

(804) 344-8121

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12 (b) of the act: None
Securities registered pursuant to Section 12 (g) of the Act:
Units (Each Unit is equal to one common share, no par value and one Series A preferred share)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes [ No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes L1 No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. Yes X No (]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not

be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of
this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller

reporting company. See the definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting company” in Rule 12b-2 of
the Exchange Act.
Large accelerated filer(3 Accelerated filer[] Non-accelerated filerX] Smaller reporting company]

(Do not check if a smaller
reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [1 No

There is currently no established public market on which the Company’s common shares are traded. Based upon the price of Apple
REIT Eight, Inc.’s common equity last sold, which was $11 on June 30, 2008, the aggregate market value of the voting common equity
held by non-affiliates of the registrant on such date was $1,004,217,000. The Company does not have any non-voting common equity.

The number of common shares outstanding on March 1, 2009 was 92,531,243.

Documents Incorporated by Reference.

The information required by Part III of this report, to the extent not set forth herein, is incorporated by reference from the registrant’s
definitive proxy statement for the annual meeting of shareholders to be held on May 14, 2009.
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PART 1

This Annual Report contains 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. Such statements involve known and unknown
risks, uncertainties, and other factors which may cause the actual results, performance, or achievements of Apple REIT Eight, Inc.
(“the Company”) to be materially different from future results, performance or achievements expressed or implied by such forward-
looking statements. Such factors include, but are not limited to, the ability of the Company to implement its acquisition strategy and
operating strategy; the Company’s ability to manage planned growth; changes in economic cycles, including the current economic
recession throughout the United States and competition within the hotel industry. Although the Company believes that the assumptions
underlying the forward-looking statements contained herein are reasonable, any of the assumptions could be inaccurate, and therefore
there can be no assurance that such statements included in this Annual Report will prove to be accurate. In light of the significant
uncertainties inherent in the forward-looking statements included herein, the inclusion of such information should not be regarded
as a representation by the Company or any other person that the results or conditions described in such statements or the objectives
and plans of the Company will be achieved. In addition, the Company’s qualification as a real estate investment trust involves the
application of highly technical and complex provisions of the Internal Revenue Code. Readers should carefully review the Company’s
financial statements and the notes thereto, as well as the risk factors described in the Company’s filings with the Securities and
Exchange Commission (“SEC”) and Item 1A.

Item 1. Business

Apple REIT Eight, Inc. is a Virginia corporation that was formed to invest in hotels, residential apartment communities and other
income-producing real estate assets in selected metropolitan areas in the United States. Initial capitalization occurred on January 22,
2007, when 10 Units, each Unit consisting of one common share and one Series A preferred share were purchased by Apple Eight
Advisors, Inc. (“A8A”) and 240,000 Series B convertible shares were purchased by Glade M. Knight, the Company’s Chairman and
Chief Executive Officer. The Company’s first investor closing occurred on July 27, 2007 and the Company acquired its first property
on November 9, 2007. The Company’s fiscal year end is December 31. As of December 31, 2008, the Company owned 51 hotel
properties operating in nineteen states. The Company completed its best efforts-offering of Units in April 2008.

The Company is a real estate investment trust (“REIT”) for federal income tax purposes. The REIT Modernization Act, effective
January 1, 2001, permits real estate investment trusts to establish taxable businesses to conduct certain previously disallowed business
activities. The Company has wholly-owned taxable REIT subsidiaries (collectively, the “Lessee”), which lease all of the Company’s
hotels from wholly-owned qualified REIT subsidiaries. The hotels are operated and managed by affiliates of Newport Hospitality
Group, Inc. (“Newport”), Larry Blumberg & Associates (“LBA”), Western International (“Western™), Marriott International, Inc.
(“Marriott™), White Lodging Services Corporation (“WLS”), Dimension Development Company (“Dimension”), Inn Ventures,

Inc. (“Inn Ventures”), True North Hotel Group, Inc. (“True North”), Intermountain Management, LLC (“Intermountain”), MHH
Management, LLC (“McKibbon”) and Crestline Hotels & Resorts, Inc. (“Crestline”) under separate hotel management agreements.

The Company separately evaluates the performance of each of its hotel properties. Until the acquisition of its hotel in New
York, New York in 2008, the Company had one reportable segment as each hotel owned was not individually significant. Due to
the significance of the New York, New York hotel, the Company now has two reportable segments. The Company has no foreign
operations. The consolidated financial statements include the accounts of the Company and its subsidiaries. All inter-company

transactions and balances have been eliminated upon consolidation. Refer to Part II, Item 8 of this report, for the consolidated financial
statements.

Website Access

The address of the Company’s Internet website is www.applereiteight.com. The Company makes available free of charge through
its Internet website its annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments
to those reports filed or furnished pursuant to section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended, as soon as
practicable after the Company electronically files such material with, or furnishes it to, the SEC.



Business Objectives

The Company’s primary objective is to enhance shareholder value by increasing funds from operations and cash available for
distributions through internal growth and selective hotel renovation. The Company’s acquisition strategy, substantially complete as of
December 2008, included purchasing income producing real estate with strong brand recognition, high levels of customer satisfaction
and the potential for cash flow growth. The internal growth strategy includes utilizing the Company’s asset management expertise to
improve the quality of the Company’s properties by renovating existing properties, aggressively managing room rates, partnering with
industry leaders in management and franchising the hotels with leading brands, thereby improving revenue and operating performance.
When cost effective, the Company renovates its properties to increase its ability to compete in particular markets. The Company
believes its completed acquisitions, planned renovations and strong asset management will improve each hotel’s performance in
its individual market and as a result its portfolio will show improved financial results over the long-term, although there can be no
assurance of these results.

The Company owned 51 hotel properties as of December 31, 2008, with 45 hotel properties purchased in 2008 and six purchased
in 2007. As of December 31, 2008 the Company had no outstanding contracts to purchase additional hotels.

Financing

The Company purchased 45 hotels in 2008. The total gross purchase price for these properties was approximately $865.9
million. The Company used proceeds from its best-efforts offering, completed in April 2008, in addition to assuming secured debt
of approximately $128.9 million, to fund the purchase price of the hotel properties acquired during 2008. The Company has no
outstanding purchase contracts for additional properties as of December 31, 2008. In November 2008 the Company entered into
a $75.0 million revolving line of credit which expires in November 2010. The outstanding balance on the line as of December 31,
2008 was $10.3 million. The Company anticipates that cash flow from operations and credit availability will be adequate to meet
substantially all of its anticipated liquidity requirements, including capital expenditures, debt service and distributions to shareholders.
The Company’s bylaws require board approval and review of any debt financing obtained by the Company.

Industry and Competition

The hotel industry is highly competitive. Each of the Company’s hotels is located in a developed area that includes other hotels
and competes for guests primarily with other hotels in the Company’s immediate vicinity and secondarily with other hotels in the
Company’s 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 (“ADR”) and revenue per available room (“RevPAR”) of the Company’s hotels in that area.
The Company believes that brand recognition, location, price and quality (of both the hotel and the services provided) are the principal
competitive factors affecting the Company’s hotels. Additionally, general economic conditions in a particular market, or nationally,
impact the performance of the hotel industry on a local and national basis.

Hotel Operating Performance

At December 31, 2008, the Company owned five Homewood Suites hotels, six Hilton Garden Inn hotels, five Hampton Inn hotels,
three Hampton Inn and Suites hotels, ten Residence Inn hotels, eleven Courtyard hotels, three Fairfield Inn & Suites hotels, three
SpringHill Suites hotels, three TownePlace Suites hotels, one full-service Marriott hotel and one boutique hotel, in the process of being
converted to a Marriott Renaissance hotel. They are located in nineteen states and, in aggregate, consist of 5,909 rooms.

Room revenue for these hotels totaled $124.2 million for the period owned in 2008, and the hotels achieved average occupancy of
69%, ADR of $121 and RevPAR of $83. The Company’s average RevPAR index was 119.8. The market average is 100. The RevPAR
index measures an individual hotel’s performance as compared to other hotels in a particular market, and is provided by Smith Travel
Research, Inc.®, an independent company that tracks historical hotel performance throughout the world. These rates are comparable
with industry and brand averages, given the Company’s portfolio of hotels and the markets where the Company’s hotels are located.

During the fourth quarter of 2008, the overall weakness in the U.S. economy had a considerable negative impact on both
consumer and business travel. As a result, lodging demand declined. The Company expects this trend to continue into 2009 and will
not improve until general economic conditions improve.



During the period from the Company’s initial formation on January 22, 2007 through November 8, 2007, the Company owned
no properties, had no revenue exclusive of interest income, and was primarily engaged in capital formation activities. Operations
commenced on November 9, 2007 with the Company’s first property acquisition. A total of six hotels were purchased in 2007. With
the majority of the Company’s hotels as of December 31, 2008 being purchased during 2008, a comparison of 2008 operations to prior
year results is not meaningful. Room revenue for the year ended December 31, 2007 totaled $1.4 million and the Company’s six hotels

achieved average occupancy of 61%, ADR of $95 and RevPAR of $58 for their period of ownership by the Company during the year
ended December 31, 2007.

Management and Franchise Agreements

Each of the Company’s 51 hotels are operated and managed, under separate management agreements, by affiliates of one of the
following companies: Newport, LBA, Western, Marriott, WLS, Dimension, Inn Ventures, True North, Intermountain, McKibbon and
Crestline. The agreements provide for initial terms ranging from one to thirty years. Fees associated with the agreements generally
include the payment of base management fees, incentive management fees, accounting fees, and other fees for centralized services
which are allocated among all of the hotels that receive the benefit of such services. Base management fees are calculated as a
percentage of gross revenues. Incentive management fees are calculated as a percentage of operating profit in excess of a priority
return to the Company, as defined in the management agreements. The Company has the option to terminate the management
agreements if specified performance thresholds are not satisfied. During the years ended December 31, 2008 and 2007, the Company
incurred approximately $4.5 million and $45 thousand in management fees.

Newport, LBA, Western, WLS, Dimension, Inn Ventures, True North, Intermountain, McKibbon and Crestline are not affiliated
with either Marriott or Hilton, and as a result, the hotels they manage were required to obtain separate franchise agreements with
each respective franchisor. The Hilton franchise agreements generally provide for a term of 10 to 20 years. Fees associated with the
agreements generally include the payment of royalty fees and program fees. The Marriott franchise agreements provide for initial
terms of 10-30 years with certain agreements having renewal options. Fees associated with the agreements include the payment of
royalty fees, marketing fees, reservation fees and a communications support fee based on room revenues. During the years ended
December 31, 2008 and 2007 the Company incurred approximately $5.2 million and $72 thousand in franchise fees.

Maintenance and Renovation

The Company’s hotels have an ongoing need for renovation and refurbishment. Under various hotel management agreements,
the Company has agreed to fund expenditures for periodic repairs, replacement or refurbishment of furniture, fixtures and equipment
for the hotels in an amount equal to a certain percentage of gross revenues. In addition, other capital improvement projects may be
directly funded by the Company. During 2008, the Company’s capital expenditures were approximately $14.6 million.

Employees

During 2008, all employees involved in the day-to-day operation of the Company’s hotels were employed by third party
management companies engaged pursuant to the hotel management agreements. The Company utilizes, through an advisory
agreement for corporate and strategic support, personnel from A8A which in turn utilizes employees from Apple REIT Six, Inc.

Environmental Matters

In connection with each of the Company’s hotel acquisitions, the Company obtains a Phase 1 Environmental Report and additional
environmental reports and surveys, as are necessitated by the preliminary report. Based on the reports, the Company is not aware
of any environmental situations requiring remediation at the Company’s properties, which have not been, or are not currently being
remediated as necessary. No material remediation costs have or are expected to occur.

Property Acquisitions

The Company acquired a total of 45 hotel properties in 2008. The following table summarizes the location, brand, manager, date
acquired, number of rooms and gross purchase price for each hotel acquired in 2008. All dollar amounts are in thousands.



Gross

Date Purchase

Location State Brand Manager Acquired Rooms Price

Port Wentworth ........coocovviiiiieeiicns GA Hampton Inn Newport 1/2/2008 106 $ 10,780
New YOrk ...cooovvvevenininieiieeeen NY Independent Marriott 1/4/2008 200 99,000
Marlborough ......ccccoovvvivieiiniiiiiiecne MA Residence Inn True North 1/15/2008 112 20,200
Annapolis ......coocceveriniiniciciii e MD Hilton Garden Inn White 1/15/2008 126 25,000
Matthews.......coocceiiiniiiiciiesece NC Hampton Inn Newport 1/15/2008 92 11,300
DUNDN...oiiiiiiicici e NC Hampton Inn McKibbon 1/24/2008 120 12,500
Tallahassee ........cocvvveeveveeeeieeee e FL Hilton Garden Inn LBA 1/25/2008 85 13,200
ROZETS .o AR Fairfield Inn & Suites Intermountain  2/29/2008 99 8,000
ROZETS .ottt AR Residence Inn Intermountain  2/29/2008 88 11,744
Westford.......ccoooiviiniiiiin MA Hampton Inn & Suites True North 3/6/2008 110 15,250
Sacramento.......ccveeeriiiieeeiiineeeeeereeienns CA Hilton Garden Inn Dimension /7/2008 154 27,630
Concord.....c..coereneiieiicei NC Hampton Inn Newport 3/7/2008 101 9,200
Texarkana.........cccocvvmenvccnninine e TX Courtyard Intermountain ~ 3/7/2008 90 12,924
Texarkana...........ccocooviieiiiiiencciieee, TX TownePlace Suites Intermountain ~ 3/7/2008 85 9,057
Springdale ... AR Residence Inn Intermountain  3/14/2008 72 5,606
Sanford.......cccooeoiiiiiii FL SpringHill Suites LBA 3/14/2008 105 11,150
Overland Park .......ccccoevvvvevivnniinicne KS SpringHill Suites True North 3/17/2008 102 8,850
CYPIeSS..ecuiciiiiiiiiiiiiiiiiccecec CA Courtyard Dimension 4/30/2008 180 31,164
Overland Park .........coooveeveiiieeiene KS Residence Inn True North 4/30/2008 120 15,850
WeSHTOrd ... MA Residence Inn True North 4/30/2008 108 14,850
Kansas City ...c.occocevvereecvenennieneniennns MO Residence Inn True North 4/30/2008 106 17,350
Fayetteville.........ccooviiviiiiininiiiiiicies NC Residence Inn Intermountain ~ 5/9/2008 92 12,201
BurbanK........ccccoeveiivieiieeeeeee s CA Residence Inn Marriott 5/13/2008 166 50,500
Oceanside.........oovvvvvviiiiiiiiiiiiee e CA Residence Inn Marriott 5/13/2008 125 28,750
Winston-Salem.........cccccccnnnniinniicnnens NC Courtyard McKibbon 5/19/2008 122 13,500
Greenville......oovievieciiieireeeeeeie e SC Residence Inn McKibbon 5/19/2008 78 8,700
Birmingham ..., AL Homewood Suites McKibbon 5/23/2008 95 16,500
Hilton Head........ccovveevveiciiiiiiiieiieens SC Hilton Garden Inn McKibbon 5/29/2008 104 13,500
Carolina Beach.........ccccccvniiniiicinnicnnnne NC Courtyard Crestline 6/5/2008 144 24,214
Charlottesville ........oococovrininiiinniicinnns VA Courtyard Crestline 6/5/2008 137 27,900
Virginia Beach.............o VA Courtyard Crestline 6/5/2008 141 27,100
Virginia Beach...........ccoo VA Courtyard Crestline 6/5/2008 160 39,700
WIChIta ..o KS Courtyard Intermountain  6/13/2008 90 8,874
Jacksonville.........cocooevvveviiiiiiiiiieieees FL. Homewood Suites McKibbon 6/17/2008 119 23,250
TAMPA..everiiinieeeereneneeeeeee e FL TownePlace Suites McKibbon 6/17/2008 95 11,250
Tulare ..o CA Hampton Inn & Suites Inn Ventures  6/26/2008 86 10,331
San JOSE.....ccoeriiiree e CA Homewood Suites Dimension 7/2/2008 140 21,862
SUffolK...veiiiiiiii e VA Courtyard Crestline 7/2/2008 92 12,500
Suffolk.....oooerieieecee VA TownePlace Suites Crestline 7/2/2008 72 10,000
Tukwila ...co.ooooveiieiiiieiieeceeeeee e WA Homewood Suites Dimension 7/2/2008 106 15,707
Savannah ..........cccoecineiiiiiiine e GA Hilton Garden Inn Newport 7/31/2008 105 12,500
Overland Park ..........ccc.oooovieiiiiiiiiineen, KS Fairfield Inn & Suites True North 8/20/2008 110 12,050
Columbia.......c..cooiriniiciiie e SC Hilton Garden Inn Newport 9/22/2008 143 21,200
Chesapeake .......cocoevvevercenenenenienieenn VA Marriott Crestline 10/21/2008 226 38,400
Wilmington ........ccccooevvreeccinnernennennns NC Fairfield Inn & Suites Crestline 12/11/2008 122 14,800

5,231 $ 865,894

The Company leased all of its hotels to wholly-owned taxable REIT subsidiaries under master hotel lease agreements. The
Company also used the proceeds of its best-efforts offering to pay 2% of the gross purchase price for these hotels, which equals
approximately $17.3 million, as a commission to Apple Suites Realty Group, Inc. (“ASRG”). ASRG is 100% owned by the
Company’s Chairman and Chief Executive Officer, Glade M. Knight.

No goodwill was recorded in connection with any of the Company’s acquisitions.



The Company assumed approximately $128.9 million of mortgage indebtedness during 2008, associated with 15 of its hotel
acquisitions. The following table summarizes the interest rate, maturity date and principal amount assumed associated with each
mortgage. All dollar amounts are in thousands.

Principal

Location Brand Interest Rate Maturity Date Assumed
Concord, NC .....oooooiiiiriiiiieeeeecceeeiiieies Hampton Inn 6.10% 3/1/2017 $ 5,143
Westford, MA.......cooovieiieeeceeeeeeeceeeee Residence Inn 6.50% 11/10/2010 7,199
Overland Park, KS .......cooviiiiieeeeee, Residence Inn 5.74 % 4/1/2015 7,079
Kansas City, MO .....ccc.oovveviiviiiiecicieeee Residence Inn 5.74 % 11/1/2015 11,645
Fayetteville, NC.......coovvvveeiniereieieienen. Residence Inn 8.12% 11/1/2011 7,204
Greenville, SC.........coovvvvivieiieceececes Residence Inn 6.03 % 2/8/2017 6,512
Winston-Salem, NC ...........cccooiiiiiininnnnn. Courtyard 5.94 % 12/8/2016 8,000
Birmingham, AL ........cccocvvvivivioinirerene Homewood Suites 6.03 % 2/8/2017 11,815
Hilton Head, SC.......ccooooiiiiiieees Hilton Garden Inn 6.29% 4/11/2016 6,371
Tampa, FL ..ooooiiiieeccee TownePlace Suites 6.06 % 2/8/2017 8,268
Jacksonville, FL ........cc.coooeiiiiiiiis Homewood Suites 6.03 % 2/8/2017 17,159
Suffolk, VA ..o TownePlace Suites 6.03 % 7/1/2017 6,630
Suffolk, VA, Courtyard 6.03 % 7/1/2017 8,644
Savannah, GA ........ccccooovvivevieeieece e Hilton Garden Inn 5.87% 2/1/2017 5,679
Columbia, SC....cooveviiiiieiiiie e Hilton Garden Inn (a) 2/1/2012 11,576
$ 128,924

(a) The interest rate on this mortgage is a variable rate based on 3-month LIBOR. As of December 31, 2008, the current interest rate was
6.89%.

In addition to the gross purchase price for the hotels in New York, New York, Tallahassee, Florida, one of the Virginia Beach,
Virginia hotels and the hotel in Port Wentworth (Savannah), Georgia, the Company assumed land leases. The remaining minimum lease
payments for the New York lease are $228.8 million and the term runs through August 2046. The remaining minimum lease payments
for the Tallahassee lease are $3.7 million and the term runs through December 2088. The remaining minimum lease payments for the
Virginia Beach property are $0.9 million and the term runs through December 31, 2023. The remaining minimum lease payments for the
Savannah property are $0.8 million and the term runs through August 2054.

Also, as part of the purchase of the New York, New York hotel, the Company assumed six leases for retail space in the building. The
remaining terms of these leases range from approximately five to ten years and the remaining minimum lease payments to be received are
$11.1 million. Rental income from these leases is recorded in “Other Revenue” in the Company’s Consolidated Statements of Operations.

As of December 31, 2008 the Company had no outstanding contracts for the purchase of hotel properties or other real estate.

Related Parties

The Company has significant transactions with related parties. These transactions cannot be construed to be arms length, and the
results of the Company’s operations may be different if these transactions were conducted with non-related parties.

The Company has a contract with ASRG, a related party, to provide brokerage services for the acquisition and disposition of the
Company’s real estate assets. In accordance with the contract, ASRG is paid a fee of 2% of the gross purchase price of any acquisitions
or gross sale price of any dispositions of real estate investments, subject to certain conditions. As of December 31, 2008, payments to
ASRG for services under the terms of this contract have totaled approximately $19.0 million since inception, which were capitalized as a
part of the purchase price of the hotels.

The Company is party to an advisory agreement with A8A, pursuant to which A8A provides management services to the Company.
An annual fee ranging from 0.1% to 0.25% of total equity proceeds received by the Company, in addition to certain reimbursable
expenses, are payable for these services. A8A utilizes Apple REIT Six, Inc. to provide these services. Expenses related to this agreement
totaled $2.7 million in 2008 and $626 thousand in 2007.



Including ASRG and A8A discussed above, Mr. Knight is also Chairman and CEO of Apple REIT Six, Inc., Apple REIT Seven,
Inc. and Apple REIT Nine, Inc. Members of the Company’s Board of Directors are also on the boards of Apple REIT Six, Inc., Apple
REIT Seven, Inc. and Apple REIT Nine, Inc.

During the fourth quarter of 2008, the Company entered into a series of assignments of contracts with Apple REIT Nine, Inc.
(“AR9”) to transfer its rights and obligations under three purchase contracts for four hotels which are under construction. Under the
terms and conditions of the contracts, the Company assigned to AR9 all of its rights and obligations under these purchase contracts.
No consideration or fees were paid to the Company for the assignment of the purchase contracts except for the reimbursement of the
following payments previously made by the Company: (i) initial deposits totaling $1.2 million; and (ii) transactional costs paid to third
parties totaling approximately $64,000. These reimbursement payments did not constitute or result in a profit or loss for the Company.

Item 1A.  Risk Factors
The following describes several risk factors which are applicable to the Company.
Hotel Operations

The Company’s hotels are subject to all of the risks common to the hotel industry. 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.

General Economic Conditions

Changes in general or local economic or market conditions, increased costs of energy, increased costs of insurance, increased
costs of products, increased costs and shortages of labor, competitive factors, fuel shortages, quality of management, the ability of a
hotel chain to fulfill any obligations to operators of its hotel business, limited alternative uses for the building, changing consumer
habits, condemnation or uninsured losses, changing demographics, changing traffic patterns, inability to remodel outmoded buildings
as required by the franchise or lease agreement and other factors beyond the Company’s control may reduce the value of properties
that the Company owns. As a result, cash available to make distributions to shareholders may be affected.

Current General Economic Recession and Slowdown in the Lodging Industry

The present economic recession and the uncertainty over its depth and duration will continue to have a negative impact on the
lodging industry. There is now general consensus among economists that the economy in the United States is now in a recession and
as a result the Company is experiencing reduced demand for hotel rooms. Accordingly, financial results have been impacted by the
economic slowdown and future financial results and growth will be further harmed while the recession continues.

Hospitality Industry

The success of the Company’s properties will depend largely on the property operators’ ability to adapt to dominant trends in
the hotel industry as well as greater competitive pressures, increased consolidation, industry overbuilding, dependence on consumer
spending patterns and changing demographics, the introduction of new concepts and products, availability of labor, price levels and
general economic conditions. The success of a particular hotel brand, the ability of a hotel brand to fulfill any obligations to operators
of its business, and trends in the hotel industry may affect the Company’s income and the funds it has available to distribute to
shareholders.

The hospitality industry could also experience a significant decline in occupancy and average daily rates due to a reduction in both
business and leisure travel. General economic conditions, increased fuel costs, natural disasters and terrorist attacks are a few factors
that could affect an individual’s willingness to travel. The Company’s property insurance will typically cover losses for property
damage due to terrorist attacks or natural disasters. However, the Company is not insured against the potential negative effect a
terrorist attack or natural disaster would have on the hospitality industry as a whole.



Seasonality

The hotel industry is seasonal in nature. Generally, occupancy rates and hotel revenues are greater in the second and third
quarters than in the first and fourth quarters. As a result, there may be quarterly fluctuations in results of operations. As a result, the

Company may need to enter into short-term borrowing in certain periods in order to offset these fluctuations in revenues and to make
distributions to shareholders.

Franchise Agreements

The Company’s wholly-owned taxable REIT subsidiaries operate all of the properties pursuant to franchise or license agreements
with nationally recognized hotel brands with the exception of the New York, New York hotel which is in the process of converting
from an unbranded hotel to a Renaissance franchise. These franchise agreements contain specific standards for, and restrictions and
limitations on, the operation and maintenance of the Company’s properties in order to maintain uniformity within the franchisor

system. These standards could potentially conflict with the Company’s ability to create specific business plans tailored to each
property and to each market.

Competition

The hotel industry is highly competitive. Each of the Company’s hotels is located in a developed area that includes other hotels
and competes for guests primarily with other hotels in the Company’s immediate vicinity and secondarily with other hotels in the
Company’s 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 revenue per available room of the Company’s hotels in that area. In addition, increases
in operating costs due to inflation may not be offset by increased room rates.

Transferability of Shares

There will be no public trading market for the common shares and the Series A preferred shares for an indefinite period of time,
if ever. Therefore, the Units will be highly illiquid and very difficult to trade. In addition, there are restrictions on the transfer of the
common shares. In order to qualify as a REIT, the shares must be beneficially owned by 100 or more persons and no more than 50% of
the value of the Company’s issued and outstanding shares may be owned directly or indirectly by five or fewer individuals. Therefore,
the Company’s bylaws provide that no person may own more than 9.8% of the issued and outstanding Units. Any purported transfer of
the Company’s shares that would result in a violation of either of these limits will be declared null and void.

Qualification as a REIT

The rules governing a REIT are highly technical and complex. They require ongoing compliance with a variety of tests that
depend on, among other things, future operations. While the Company expects to satisfy these tests, it cannot ensure it will qualify as a

REIT for any particular year. There is also the risk that the applicable laws governing a REIT could be changed, which could adversely
affect the Company and its shareholders.

Distributions to Shareholders

If the Company’s properties do not generate sufficient revenue to meet operating expenses, the Company’s cash flow and the
Company’s ability to make distributions to shareholders may be adversely affected. The Company is subject to all operating risks
common to hotels. These risks might adversely affect occupancy or room rates. Increases in operating costs due to inflation and other
factors may not necessarily be offset by increased room rates. The local, regional and national hotel markets may limit the extent to
which room rates may be increased to meet increased operating expenses without decreasing occupancy rates. While the Company
intends to make monthly distributions to shareholders, there can be no assurance that the Company will be able to make distributions
at any particular time or rate, or at all. Further, there is no assurance that a distribution rate achieved for a particular period will be
maintained in the future. Also, while management may establish goals as to particular rates of distribution or have an intention to make
distributions at a particular rate, there can be no assurance that such goals or intentions will be realized.

While the Company continues to seek generally to make distributions from its operating revenues, distributions may be made
(although there is no obligation to do so) in certain circumstances in part from financing proceeds or other sources, such as proceeds
from the offering of Units. While distributions from such sources would result in the shareholder receiving cash, the consequences to
the shareholders would differ from a distribution out of the Company’s operating revenues. For example, if financing is the source of
a distribution, that financing would have to be repaid, and if proceeds from the offering of Units are distributed, those proceeds would
not then be available for other uses (such as property acquisitions or improvements).

Financing Risks

Although the Company anticipates maintaining low levels of debt, it may periodically use short-term financing to perform
renovations to its properties or make shareholder distributions in periods of fluctuating income from its properties. Due to the recent
economic events in the United States, there has been a contraction in available credit in the marketplace. As a result, the Company
may not be able to use debt to meet its cash requirements.



Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

As of December 31, 2008, the Company owned 51 hotels with an aggregate of 5,909 rooms, consisting of the following:

Total by Number of

Brand Brand Rooms
Hampton Inn ..o, 5 550
Hampton Inn & Suites ..........cccooeireiiiiiieciene, 3 298
Hilton Garden Inn........ccoooceoiiiiiiiice e 6 717
Homewood Suites ..........ccooeiieeiriiiiecieeece 5 536
CoUrtyard ........ccoeeueiiiieeci e 11 1,443
Fairfield Inn & Suites.........ccccocooeieiiiiinnie e 3 331
MAITIOtt ..ottt 1 226
Residence INN..........cccoooouiiviiioiiieeee e 10 1,067
SpringHill Suites.........cccoovviiriiniiciiiiecce 3 289
TownePlace SUItes .........cccovvvvrenirnnireeeeeee, 3 252
Independent.......c..cooeieieiiciiiiieice e 1 200

TOtal ..o 51 5,909
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The following table includes the location of each hotel, the date of construction, the date acquired, encumbrances (if any), initial acquisition cost, gross carrying value and the
number of rooms of each hotel.
Real Estate and Accumulated Depreciation

As of December 31, 2008
(Dollars in thousands)

Subsequently
Initial Cost Capitalized
Bldg. # of

Imp. & Total Acc. Date of Date Depreciable Guest
City State Brand Encumbrances Land Bldg./FF&E FF&E Gross Cost Deprec. Construction Acquired Life Rooms
Birmingham ............. AL Homewood Suites $ 11,738 $ 1,171 $ 15793 $ 241 $ 17,205 $ (330) 2005 May-08 3-39yrs. 95
Rogers..... AR Fairfield Inn & Suites - 885 7,389 27 8,301 (197) 2002 February-08 3 -39 yrs. 99
Rogers.. AR Residence Inn - 924 11,183 47 12,154 (320) 2003 February-08 3 -39 yrs. 88
Springdale AR  Residence Inn - 451 5,379 14 5,844 (149) 2001 March-08 3-39yrs. 72
Sacramento. .... CA Hilton Garden Inn - 2,549 25,759 709 29,017 (663) 1999 March-08 3-39 yrs. 154
Cypress ...... . CA Courtyard - 3,242 28,680 178 32,100 (672) 1988 April-08 3 -39 yrs. 180
Oceanside CA Residence Inn - 3,313 25,963 19 29,295 (552) 2007 May-08 3-39yrs. 125
Burbank... CA  Residence Inn - 4,230 47,200 4 51,434 9s1) 2007 May-08 3-39yrs. 166
Tulare...... CA  Hampton Inn & Suites - 1,105 9,490 - 10,595 (209) 2008 June-08 3 -39 yrs. 86
San Jose ... CA  Homewood Suites - 6,542 15,882 137 22,561 (276) 1991 July-08 3-39 yrs. 140
Tallahassee . . FL  Hilton Garden Inn - - 13,588 31 13,619 (446) 2006 January-08 3 -39 yrs. 85
Sanford.... FL  SpringHill Suites - 937 10,605 24 11,566 (275) 2000 March-08 3-39yrs. 105
Tampa ..... FL  TownePlace Suites 8,222 1,306 10,293 198 11,797 (196) 1999 June-08 3-39yrs. 95
Jacksonville.... FL Homewood Suites 17,062 1,545 22,296 526 24,367 (402) 2005 June-08 3-39yrs. 119
Port Wentworth......... GA Hampton Inn - 841 10,284 36 11,161 (306) 1997 January-08 3 -39 yrs. 106
Savannah . GA Hilton Garden Inn 5,635 - 15,291 - 15,291 (242) 2004 July-08 3-39yrs. 105
Overland Park. KS  SpringHill Suites - 944 8,209 30 9,183 (194) 1999 March-08 3 -39 yrs. 102
Overland Park. KS Residence Inn 6,976 1,536 14,711 141 16,388 351) 2000 April-08 3 -39 yrs. 120
Wichita........... KS Courtyard - 1,184 8,006 133 9,323 (184) 2000 June-08 3-39yrs. 90
Overland Park........... KS Fairfield Inn & Suites - 1,578 10,863 - 12,441 (160) 2008 August-08 3-39yrs. 110
Bowling Green.......... KY Hampton Inn - 1,486 17,885 21 19,392 (600) 1989 December-07 3 - 39 yrs. 131
Marlborough... MA Residence Inn - 2,117 18,586 17 20,720 (604) 2006 January-08 3 -39 yrs. 112
Westford.. MA Hampton Inn & Suites - 1,576 14,116 - 15,692 (400) 2007 March-08 3-39yrs. 110
Westford.. MA Residence Inn 7,092 900 14,040 25 14,965 (347) 2000 April-08 3-39yrs. 108
Annapolis ... MD Hilton Garden Inn - 2,446 23,336 4 25,786 (741) 2007 January-08 3 -39 yrs. 126
Kansas City . MO Residence Inn 11,543 1,194 16,306 11 17,511 (404) 1968 April-08 3-39yrs. 106
Greensboro . . NC SpringHill Suites - 667 7,630 20 8,317 (278) 2004 November-07 3 - 39 yrs. 82
Matthews. . NC Hampton Inn - 648 10,566 276 11,490 (370) 1995 January-08 3 -39 yrs. 92
Dunn... . NC Hampton Inn - 548 12,539 48 13,135 437) 2006 January-08 3 -39yrs. 120
Concord... . NC Hampton Inn 5,098 1,234 8,274 27 9,535 (261) 1996 March-08 3-39yrs. 101
Fayetteville.... . NC Residence Inn 7,141 671 12,567 5 13,243 (285) 2006 May-08 3-39yrs. 92
Winston-Salem .. . NC Courtyard 8,000 1,445 12,455 11 13,911 (283) 1998 May-08 3 -39 yrs. 122
Carolina Beach .. . NC Courtyard - 3,255 21,629 1 24,885 (382) 2003 June-08 3-39yrs. 144
Wilmington.... . NC Fairfield Inn & Suites - 1,847 13,463 - 15,310 (40) 2008 December-08 3 - 39 yrs. 122
Somerset..... . NJ  Courtyard - - 16,504 36 16,540 (606) 2001 November-07 3 -39 yrs. 162
New York . NY Not Currently Branded - - 111,870 10,599 122,469 (4,259) 1916 January-08 3 -39 yrs. 200
Tulsa...... . OK Hampton Inn & Suites - 904 9,935 3 10,842 (394) 2007 December-07 3 -39 yrs. 102
Greenville... . SC Residence Inn 6,469 692 8,330 27 9,049 (181) 1998 May-08 3-39yrs. 78
Hilton Head . SC Hilton Garden Inn 6,302 1,077 12,863 240 14,180 (278) 2001 May-08 3-39 yrs. 104
Columbia.... . SC Hilton Garden Inn 11,523 1,384 20,423 4 21,811 (228) 2006 September-08 3 - 39 yrs. 143
Chattanooga. . TN Homewood Suites - 692 8,207 169 9,068 (292) 1997 December-07 3 -39 yrs. 76
Texarkana... . TX TownePlace Suites - 618 8,740 11 9,369 (262) 2006 March-08 3-39yrs. 85
Texarkana... . TX Courtyard = 681 12,653 43 13,377 (308) 2003 March-08 3-39yrs. 90
Harrisonburg.. . VA Courtyard - 1,688 22,134 33 23,855 (750) 1999 November-07 3 - 39 yrs. 125
Virginia Beach . VA Courtyard - 7,230 20,728 1 27,959 (358) 1999 June-08 3 -39 yrs. 141
Virginia Beach.. . VA Courtyard - 9,891 30,984 1 40,876 (530) 2002 June-08 3-39yrs. 160
Charlottesville . VA Courtyard - 2,317 26,440 1 28,758 (453) 2000 June-08 3 -39 yrs. 137
Suffolk ....... . VA TownePlace Suites 6,579 772 9,590 - 10,362 (172) 2007 July-08 3 -39 yrs. 72
Suffolk ... . VA Courtyard 8,576 997 11,947 - 12,944 (219) 2007 July-08 3-39yrs. 92
Chesapeake. . VA Marriott Full Service - 3,264 36,373 - 39,637 (360) 2008 October-08 3 -39 yrs. 226
Tukwila .. . WA Homewood Suites - 1,393 14,751 - 16,144 (220) 1991 July-08 3-39yrs. 106

- - 489 489 -

Construction in Progress -
$ 127,956 $ 87,917 $ 902,728 $14,618 $ 1,005,263 $(22,377) 5,909




Investment in hotels at December 31, 2008, consisted of the following (in thousands):

December 31,

2008
Land......ccoooiiiicinnee $ 87917
Building and Improvements..................... 860,013
Furniture, Fixtures and Equipment........... 57,333

1,005,263
Less Accumulated Depreciation............... (22,377)
Investment in hotels, net...............ccccu..... $ 982,886

For additional information about the Company’s properties, refer to Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations.

Item 3. Legal Proceedings
The Company is not presently subject to any material litigation nor, to the Company’s knowledge, is any litigation threatened
against the Company or any of its properties, other than routine actions arising in the ordinary course of business, some of which are

expected to be covered by liability insurance and all of which collectively are not expected to have a material adverse effect on the
Company’s business or financial condition or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

None.
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PART I1

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

Common Shares

There is currently no established public market in which the Company’s common shares are traded. As of December 31, 2008
there were 92,478,078 Units outstanding. Each Unit consists of one common share, no par value, and one series A preferred share
of the Company. The per share estimated market value of common stock is deemed to be the offering price of the shares, which is
currently $11.00 per share. This market valuation is supported by the fact that the Company is currently selling shares to the public at

a price of $11.00 per share through its Dividend Reinvestment Plan. As of December 31, 2008 the Units were held by approximately
20,600 beneficial shareholders.

Dividend Reinvestment Plan

In the second quarter of 2008 the Company instituted a Dividend Reinvestment Plan for its shareholders. The plan provides a
convenient and cost effective way to increase shareholder investment in the Company by reinvesting dividends to purchase additional
Units of the Company. The uses of the proceeds from this plan may include purchasing Units under the Company’s Unit Redemption
Program, enhancing properties, satisfying financing obligations and other expenses, increasing working capital, funding various
corporate operations, and acquiring hotels. The Company has registered 10 million Units for potential issuance under the plan. As of

December 31, 2008, approximately 1.5 million Units, representing $16.0 million in proceeds to the Company, have been issued under
the plan.

Unit Redemption Program

The Company has a Unit Redemption Program to provide limited interim liquidity to its shareholders who have held their Units
for at least one year. Shareholders may request redemption of Units for a purchase price equal to 92% of the price paid per Unit if
the Units have been owned for less than three years, or 100% of the price paid per Unit if the Units have been owned more than three
years. The maximum number of Units that may be redeemed in any 12-month period will be three percent of the weighted average
number of Units outstanding during the 12-month period immediately prior to the date of redemption. The Company reserves the
right to change the purchase price for redemptions, reject any request for redemption, or otherwise amend the terms of, suspend,

or terminate the Unit Redemption Program. There was no Unit redemption activity during 2007. The following is a summary of
redemptions during the fourth quarter of 2008:

Issuer Purchases of Equity Securities

(a) (b) (©) (d)
Total Number of Maximum Number
Units Purchased as of Units that May
Total Number Average Part of Publicly Yet Be Purchased
of Units Price Paid Announced Plans Under the Plans or
Period Purchased per Unit or Programs Programs
October 2008..........ccooiiiiririieieeeeeee e 101,991 $10.45 101,991 )]

(1) The maximum number of Units that may be redeemed in any 12 month period is limited to three percent (3.0%) of the weighted
average number of Units outstanding from the beginning of the 12 month period.

Series A Preferred Shares

The Series A preferred shares have no voting rights and no conversion rights. In addition, the Series A preferred shares are not
separately tradable from the common shares to which they relate. The Series A preferred shares do not have any distribution rights
except a priority distribution upon the sale of the Company’s assets. The priority distribution (“Priority Distribution”) will be equal to
$11.00 per Series A preferred share, and will be paid before any distribution will be made to the holders of any other shares. Upon the
Priority Distribution the Series A preferred shares will have no other distribution rights.
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Series B Convertible Preferred Shares

The Company currently has 240,000 Series B convertible preferred shares issued and outstanding, all owned by Glade M. Knight,
the Company’s Chairman and Chicf Executive Officer. There are no dividends payable on the Series B convertible preferred shares.
Holders of more than two-thirds of the Series B convertible preferred shares must approve any proposed amendment to the Articles
of Incorporation that would adversely affect the Series B convertible preferred shares. Upon liquidation, each holder of the Series
B convertible preferred shares is entitled to a priority liquidation payment. However the priority liquidation payment of the holder
of the Series B convertible preferred shares is junior to the holders of the Series A preferred shares distribution rights. The holder
of a Series B convertible preferred share is entitled to a liquidation payment of $11 per number of common shares into which each
Series B convertible preferred share would convert. In the event that the liquidation of the Company’s assets results in proceeds that
exceed the distribution rights of the Series A preferred shares and the Series B convertible preferred shares, the remaining proceeds
will be distributed between the common shares and the Series B convertible preferred shares, on an as converted basis. The Series
B convertible preferred shares are convertible into common shares upon and for 180 days following the occurrence of any of the
following events: (1) substantially all of the Company’s assets, stock or business is sold or transferred through exchange, merger,
consolidation, lease, share exchange, sale or otherwise, other than a sale of assets in liquidation, dissolution or winding up of the
Company’s business; or (2) the termination or expiration without renewal of the advisory agreement with Apple Eight Advisors, Inc.,
or if the company ceases to use Apple Suites Realty Group, Inc. to provide property acquisition and disposition services; or (3) the
Company’s common shares are listed on any securities exchange or quotation system or in any established market.

Preferred Shares

The Company’s articles of incorporation authorize issuance of up to 15 million additional preferred shares. No preferred shares
other than the Series A preferred shares and the Series B convertible preferred shares (discussed above) have been issued. The
Company believes that the authorization to issue additional preferred shares benefits the Company and its sharcholders by permitting
flexibility in financing additional growth, giving the Company additional financing options in corporate planning and in responding
to developments in business, including financing of additional acquisitions and other general corporate purposes. Having authorized
preferred shares available for issuance in the future gives the Company the ability to respond to future developments and allows
preferred shares to be issued without the expense and delay of a special shareholders’ meeting. At present, the Company has no
specific financing or acquisition plans involving the issuance of additional preferred shares and the Company does not propose to
fix the characteristics of any series of preferred shares in anticipation of issuing preferred shares other than the Series A preferred
shares and Series B convertible preferred shares discussed above. The Company cannot now predict whether or to what extent, if any,
additional preferred shares will be used or if so used what the characteristics of a particular series may be. The voting rights and rights
to distributions of the holders of common shares will be subject to the prior rights of the holders of any subsequently-issued preferred
shares. Unless otherwise required by applicable law or regulation, the preferred shares would be issuable without further authorization
by holders of the common shares and on such terms and for such consideration as may be determined by the Board of Directors. The
preferred shares could be issued in one or more series having varying voting rights, redemption and conversion features, distribution
(including liquidating distribution) rights and preferences, and other rights, including rights of approval of specified transactions. A
series of preferred shares could be given rights that are superior to rights of holders of common shares and a series having preferential
distribution rights could limit common share distributions and reduce the amount holders of common shares would otherwise receive
on dissolution.

Distribution Policy

To maintain its REIT status the Company is required to distribute at least 90% of its ordinary income. Distributions in 2008
totaled $76.4 million and were paid monthly at a rate of $0.073334 per common share. The timing and amounts of distributions to
shareholders are within the discretion of the Company’s Board of Directors. The amount and frequency of future distributions will
depend on the Company’s results of operations, cash flow from operations, economic conditions, working capital requirements, cash
requirements to fund investing and financing activities, capital expenditure requirements, including improvements to and expansions
of properties and the acquisition of additional properties, as well as the distribution requirements under federal income tax provisions
for qualification as a REIT.
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Non-Employee Directors Stock Option Plan and Incentive Plan

The Company’s Board of Directors has adopted and the Company’s shareholders have approved a Non-Employee Directors
Stock Option Plan and an Incentive Plan. The options issued under each plan convert upon exercise of the options to Units. Each Unit
consists of one common share and one Series A preferred share of the Company. As of December 31, 2008, options to purchase 94,900

Units were outstanding with a weighted average exercise price of $11 per Unit. The following is a summary of securities issued under
the plans as of December 31, 2008:

Number of securities

Number of securities to be Weighted-average remaining available for
issued upon exercise of exercise price of future issuance under
outstanding options, outstanding options, equity compensation
Plan Category warrants and rights warrants and rights plans
Equity Compensation plans approved by security holders
Non-Employee Directors’ Stock Option Plan ....................... 94,900 $ 11.00 1,504,645
Incentive Plan...........cccoeeviniiiicoiiicnieeeeeeee e f  — 4,029,318

Item 6. Selected Financial Data

The following table sets forth selected financial data for the year ended December 31, 2008 and the period from January 22, 2007
(initial capitalization) through December 31, 2007. Certain information in the table has been derived from the Company’s audited
financial statements and notes thereto. This data should be read in conjunction with Item 7, Management’s Discussion and Analysis of
Financial Condition and Results of Operations, and Item 15(1), the Consolidated Financial Statements and Notes thereto, appearing
elsewhere in this Annual Report on Form 10-K. During the period from the Company’s initial capitalization on January 22, 2007 to
November 8, 2007, the Company owned no properties, had no revenue exclusive of interest income, and was primarily engaged in
capital formation activities. Operations commenced on November 9, 2007 with the Company’s first property acquisition.
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For the period

January 22,2007
(initial
For the capitalization)
year ended through
December 31, December 31,
(in thousands except per share and statistical data) 2008 2007
Revenues:
ROOIM TEVEIUE ...ttt e e e e et e seasteeaasaeeesseesass e st e e e s eteeesaaaseansesassssseeeasneesnnes $ 124,208 $ 1,385
ONET FEVETIUE ...ttt ettt et et e et e et e st e bt e st e st e sbaeaeeseesbaebeansassesseneesbesrene 9,076 100
TOAL FEVEIIUE ..o oottt e e e e e e e e e e e e et ab e e e e eeeeeesenaansaresesaaaaaeeaessssnssneneas 133,284 1,485
Expenses:
HOtE] OPErating EXPENSES ...c.ceeriiiirieriieeiteitereteteeeesseeseee e st e s ere bt st eseseuesne s s eaae s e 77,612 886
Taxes, INSUrance and OthET .........ccoivviiiiiiiceeiie et e e ee e e s saaee e eeesnneeesnnneeeessbeeeas 6,818 116
Land 1€aSe EXPENSE ..o 6,258 49
General and adMINISTIALIVE ......c..ooiiviiiiieeeieeie ettt et et eeaeeeaeesrneeeneaennen 4,359 1,046
DIEPTECIALION .....teveeeeet ettt ettt et h e e s s e s e e e ceeeae s eae s eaeeaeeneace 22,044 333
INVESTMENT INCOMIE, MEL ... ..ottt ettt eteeseee et ee s et etseaeesese s et asensereasesersereeseneeneasenseseaes (2,225 (6,343)
INEETESE EXPEIISE ... c.eveneeeuieieeiirterie ettt ettt eea st bsshs e e sb e ebe s s s 4,153 -
TOtAl EXPEIISES ......vecveenvsreieseeesesssesssssssessessssessessessssessssessesseese b et ect e bt caes et e s sseeaeensseesessns 119,019 (3,913
INEE ITICOTIIC ¢.veeeieviie ittt ettt ettt ettt e eett e et e e et e eeaseeease e e aseeesaseseneeenseeenbeeenseassrsseersaeessseasssaeaseaans $ 14,265 $ 5,398
Per Share
Earnings per COMMON SHATE...........coririiriirieniriieie ettt st st $ 0.16 $ 0.35
Distributions paid to common shareholders ............coo.oeiiiiiiiiieniniienceee e $ 0.88 $ 0.40
Weighted-average common shares outstanding - basic and diluted ................ccccccovnn 87,271 15,376
Balance Sheet Data (at end of period)
Cash and cash eQUIVAIENTS .......cco.ociiiiiieiiieiecereee ettt sttt eeeeene $ - $ 562,009
Investment N NOLEIS, M ........cciiiiiiieiie ettt te e te e e et e ereete s e eneeneeaeens $ 982,886 $ 87,310
TOLAL @SSEES ....ovviiviieeieee ettt ettt et et et et eatee et et e ete e teeseeseeseeseeae e beeseebeeebe st eabeseessensensasnens $ 1,003,048 $ 670,771
NOLES PAYADIE ......vcviieiirieiii ettt sttt s ettt sttt et n bttt enene $ 138,704 $ -
SharehOlders” EQUILY....ccveuieieieetiree ettt ettt et ettt b e s et sae st enceneas $ 842,304 $ 670,319
Net book value Per SHare..........cvvveeiiereiiiceee et $ 9.11 $ 9.72
Other Data
Cash flow from:
OPerating ACtIVILIES ........ccoriviiiiieii e $ 39,714 $ 5,563
INVESHING ACHIVITIES ...oovviiiitiiticieiteetet ettt ettt et et est et et e e e sbeeteeneesresbeeneesaeneeseensenbenne $ (766,854 ) $ (108,549)
FINANCING ACHVILIES ...vevveiiiiiitiitieeietesiesieeeeee et see ettt ebe et ea e sbcebeseis et eaee e saea $ 165,131 $ 664,971
Number of hotels owned at end of Period..........occovviviirieneiiiiineiiceencee e 51 6
Average Daily Rate (ADR) (D) .o.ooiiiiiiieiieeieeeet et s $ 121 $ 95
OCCUPANCY ...ttt et sae et r e et 69 % 61 %
Revenue Per Available Room (REVPAR) (€) .vvovivvoviiiirieieiiceeetete et $ 83 $ 58
Funds From Operations Calculation
INEE ITICOIIIC 1.ttt e e et e e et e e eat s eaateesas e e ssbesentseasesannnneserabsenssseasesessaesssananseaans $ 14,265 $ 5,398
Depreciation of real estate OWNEd.......c.cooiiiiiiiiiiciicr e e 22,044 333
Funds from operations (@) ........cccceouiriririneriiniiiiie it $ 36,309 $ 5,731

(a) Funds from operations (FFO) is defined as net income (computed in accordance with generally accepted accounting principles
- GAAP) excluding gains and losses from sales of depreciable property, plus depreciation and amortization. The Company
considers FFO in evaluating property acquisitions and its operating performance and believes that FFO should be considered
along with, but not as an alternative to, net income and cash flows as a measure of the Company’s activities in accordance with
GAAP and is not necessarily indicative of cash available to fund cash needs.

(b) Total room revenue divided by number of rooms sold.

(c) ADR multiplied by occupancy percentage.



Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operation

This Annual Report contains 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. Such statem.ents involve known and unknown risks,
uncertainties, and other factors which may cause the actual results, performance, or achievements of the Company to be materially
different from future results, performance or achievements expressed or implied by such forward-looking statements. Such factors
include, but are not limited to, the ability of the Company to implement its acquisition strategy and operating strategy; the Company’s
ability to manage planned growth; and changes in economic cycles, including the current economic recession throughout the United
States and competition within the hotel industry. Although the Company believes that the assumptions underlying the forward-looking
statements contained herein are reasonable, any of the assumptions could be inaccurate, and therefore there can be no assurance
that such statements included in this Annual Report will prove to be accurate. In light of the significant uncertainties inherent in the
forward-looking statements included herein, the inclusion of such information should not be regarded as a representation by the
Company or any other person that the results or conditions described in such statements or the objectives and plans of the Company
will be achieved. In addition, the Company’s qualification as a real estate investment trust involves the application of highly technical
and complex provisions of the Internal Revenue Code. Readers should carefully review the Company’s financial statements and the

notes thereto, as well as the risk factors described in the Company’s filings with the Securities and Exchange Commission and Item
1A.

General

The Company was formed and initially capitalized on January 22, 2007, with its first investor closing on July 27, 2007. The
Company owned 51 hotels as of December 31, 2008, located within different markets in the United States. The Company is treated as
a Real Estate Investment Trust (“REIT”) for federal income tax purposes. The Company’s first six hotels were acquired in November
and December 2007, and 45 additional hotels were purchased in 2008. Accordingly, the results of operations include only the results of

operations of the hotels for the periods owned. Exclusive of interest income, the Company had no operating revenues before the first
hotel acquisition in November 2007.

Although hotel performance can be influenced by many factors including local competition, local and general economic
conditions in the United States and the performance of individual managers assigned to each hotel, performance of the hotels, in
general, has met the Company’s expectations for the period owned within their respective markets. In evaluating financial condition
and operating performance, the most important matters on which the Company focuses are revenue measurements, such as average
occupancy, average daily rate (“ADR”), revenue per available room (“RevPAR”), and Market Yield which compares an individual

hotel’s results to other hotels in its local market, and expenses, such as hotel operating expenses, general and administrative and other
expenses described below.

As noted above, the Company owned 51 hotels at December 31, 2008 (consisting of 5,909 rooms), compared to six hotels at
December 31, 2007 (consisting of 678 rooms), therefore a comparison of results in 2008 to results in 2007 is not meaningful. The
following is a summary of results for the year ended December 31, 2008.
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Year Ended Percent of
(in thousands, except statistical data) December 31, 2008 Revenue
TOtAl TEVEIMUES ...vveiiiieiiiiee ettt ettt e e et e et e enbe e sebe s nn e e s eeesaensneesnseesassaeenss $ 133,284 100%
HOtE] dIr€Ct EXPEISES ..o neieiiiiiiiiieiie ettt ettt ettt e st a st sbe st et e et steesaeeebeasbanneeenns 77,612 58%
Taxes, insurance and Other EXPENSE .......cc.evveuireriierieriirrceiet ettt 6,818 5%
Land 18aS€ EXPEIISE .......cceeviriiiiiririiieeieen ettt ettt 6,258 5%
General and adminISrative EXPEINSE .......cververerereiieeriierriierereeesesieseetesreeeseseesenseseesessesaeseenss 4,359 3%
DEPIECIALION ...ttt ettt ettt ettt et ete et ettt e b eebt et ees e eneentesbeneesbeebeets et eteenbenbesae s e eaeanns 22,044
INVESMENT INCOIME, NEL....oiiviiiiiriiiieiiitiiie ettt et e e et e e eteeeetee e eteeatreeeeataesreeeatseanseseeaeeeeneas 2,225
INEETESE EXPEIISE. .. eeiieureirerieieeieeeteeiieeeeete et e et e e taeeta e trenseeteebeseseetaensbeasbenasenteseseensesneannseenses 4,153
INUMDET Of ROLEIS ...ttt st sttt st e sbe et eie e 51
Average RevPAR Market Yield(1).....ocooooiriiiiicc e 119.8
Average Daily Rate (ADR) .....coooiiiiiiiiiiiciiieccietet ettt ettt es s $ 121
OCCUPANCY .. enveeiinieitiite ettt ettt ettt er e e re et eseter e s bt bt sbtset st e snesn e b et et e neenteanenne 69 %
REVPAR ...ttt et b et st e bt e e b ekt ebe s et et et et et eaeenn s eenenis $ 83

(1) Statistics calculated from data provided by Smith Travel Research, Inc.®

Hotels Owned

As of December 31, 2008, the Company owned 51 hotels, with a total of 5,909 rooms. The following table summarizes the
location, brand, manager, date acquired, number of rooms and gross purchase price for each hotel. All dollar amounts are in thousands.
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Gross

Date Purchase

Location State  Brand Manager Acquired Rooms Price
Birmingham AL Homewood Suites McKibbon 5/23/2008 95 $ 16,500
Rogers AR Fairfield Inn & Suites Intermountain  2/29/2008 99 8,000
Rogers AR Residence Inn Intermountain  2/29/2008 88 11,744
Springdale AR Residence Inn Intermountain ~ 3/14/2008 72 5,606
Burbank CA Residence Inn Marriott 5/13/2008 166 50,500
Cypress CA Courtyard Dimension 4/30/2008 180 31,164
Oceanside CA Residence Inn Marriott 5/13/2008 125 28,750
Sacramento CA Hilton Garden Inn Dimension 3/7/2008 154 27,630
San Jose CA Homewood Suites Dimension 7/2/2008 140 21,862
Tulare CA Hampton Inn & Suites Inn Ventures  6/26/2008 86 10,331
Jacksonville FL Homewood Suites McKibbon 6/17/2008 119 23,250
Sanford FL SpringHill Suites LBA 3/14/2008 105 11,150
Tallahassee FL Hilton Garden Inn LBA 1/25/2008 85 13,200
Tampa FL TownePlace Suites McKibbon 6/17/2008 95 11,250
Port Wentworth GA Hampton Inn Newport 1/2/2008 106 10,780
Savannah GA Hilton Garden Inn Newport 7/31/2008 105 12,500
Overland Park KS SpringHill Suites True North 3/17/2008 102 8,850
Overland Park KS Residence Inn True North 4/30/2008 120 15,850
Overland Park KS Fairfield Inn & Suites True North 8/20/2008 110 12,050
Wichita KS Courtyard Intermountain  6/13/2008 90 8,874
Bowling Green KY Hampton Inn Newport 12/6/2007 131 18,832
Marlborough MA Residence Inn True North 1/15/2008 112 20,200
Westford MA Hampton Inn & Suites True North 3/6/2008 110 15,250
Westford MA Residence Inn True North 4/30/2008 108 14,850
Annapolis MD Hilton Garden Inn White 1/15/2008 126 25,000
Kansas City MO Residence Inn True North 4/30/2008 106 17,350
Carolina Beach NC Courtyard Crestline 6/5/2008 144 24,214
Concord NC Hampton Inn Newport 3/7/2008 101 9,200
Dunn NC Hampton Inn McKibbon 1/24/2008 120 12,500
Fayetteville NC Residence Inn Intermountain ~ 5/9/2008 92 12,201
Greensboro NC SpringHill Suites Newport 11/9/2007 82 8,000
Matthews NC Hampton Inn Newport 1/15/2008 92 11,300
Wilmington NC Fairfield Inn & Suites Crestline 12/11/2008 122 14,800
Winston-Salem NC Courtyard McKibbon 5/19/2008 122 13,500
Somerset NJ Courtyard Newport 11/9/2007 162 16,000
New York NY Independent Marriott 1/4/2008 200 99,000
Tulsa OK Hampton Inn & Suites Western 12/28/2007 102 10,200
Columbia SC Hilton Garden Inn Newport 9/22/2008 143 21,200
Greenville SC Residence Inn McKibbon 5/19/2008 78 8,700
Hilton Head SC Hilton Garden Inn McKibbon 5/29/2008 104 13,500
Chattanooga TN Homewood Suites LBA 12/14/2007 76 8,600
Texarkana X Courtyard Intermountain ~ 3/7/2008 90 12,924
Texarkana X TownePlace Suites Intermountain 3/7/2008 85 9,057
Charlottesville VA Courtyard Crestline 6/5/2008 137 27,900
Chesapeake VA Marriott Crestline 10/21/2008 226 38,400
Harrisonburg VA Courtyard Newport 11/16/2007 125 23,219
Suffolk VA Courtyard Crestline 7/2/2008 92 12,500
Suffolk VA TownePlace Suites Crestline 7/2/2008 72 10,000
Virginia Beach VA Courtyard Crestline 6/5/2008 141 27,100
Virginia Beach VA Courtyard Crestline 6/5/2008 160 39,700
Tukwila WA Homewood Suites Dimension 7/2/2008 106 15,707

5909  $950,745
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The Company leased all of its hotels to wholly-owned taxable REIT subsidiaries (collectively, the “lessee”) under master hotel
lease agreements. The Company also used the proceeds of its best-efforts offering to pay 2% of the gross purchase price for these
hotels, which equals approximately $19.0 million, as a commission to Apple Suites Realty Group, Inc. (“ASRG”). ASRG is 100%

owned by the Company’s Chairman and Chief Executive Officer, Glade M. Knight.

With the exception of assumed mortgage loans in 2008 on 15 of its hotel properties, substantially all of the purchases were funded
with proceeds of the Company’s best-efforts offering of Units. The following table summarizes the hotel, interest rate, maturity date,
principal amount assumed associated with each mortgage, and outstanding principal balance as of December 31, 2008. All dollar

amounts are in thousands.

Outstanding
Principal
Balance as of
Maturity Principal December 31,
Location Brand Interest Rate Date Assumed 2008

Concord, NC Hampton Inn 6.10% 3/1/2017 $ 5,143 $ 5,098
Westford, MA Residence Inn 6.50 % 11/10/2010 7,199 7,092
Overland Park, KS Residence Inn 5.74 % 4/1/2015 7,079 6,976
Kansas City, MO Residence Inn 574 % 11/1/2015 11,645 11,543
Fayetteville, NC Residence Inn 8.12% 11/1/2011 7,204 7,141
Greenville, SC Residence Inn 6.03 % 2/8/2017 6,512 6,469
Winston-Salem, NC Courtyard 5.94 % 12/8/2016 8,000 8,000
Birmingham, AL Homewood Suites 6.03 % 2/8/2017 11,815 11,738
Hilton Head, SC Hilton Garden Inn 6.29 % 4/11/2016 6,371 6,302
Tampa, FL TownePlace Suites 6.06 % 2/8/2017 8,268 8,222
Jacksonville, FL Homewood Suites 6.03 % 2/8/2017 17,159 17,062
Suffolk, VA TownePlace Suites 6.03 % 7/1/2017 6,630 6,579
Suffolk, VA Courtyard 6.03 % 7/1/2017 8,644 8,576
Savannah, GA Hilton Garden Inn 5.87 % 2/1/2017 5,679 5,635
Columbia, SC Hilton Garden Inn (a) 2/1/2012 11,576 11,523
$ 128,924 $ 127,956

(a) The interest rate on this mortgage is a variable rate based on 3-month LIBOR. As of December 31, 2008, the current interest rate

was 6.89%.

No goodwill was recorded in connection with any of the acquisitions.

Management and Franchise Agreements

Each of the Company’s 51 hotels are operated and managed, under separate management agreements, by affiliates of one of the
following companies: Newport Hospitality Group, Inc. (“Newport™), Larry Blumberg & Associates (“LBA”), Western International
(“Western”), Marriott International, Inc. (“Marriott”), White Lodging Services Corporation (“WLS"), Dimension Development
Company (“Dimension”), Inn Ventures, Inc. (“Inn Ventures”), True North Hotel Group, Inc. (“True North”), Intermountain
Management, LLC (“Intermountain”), MHH Management, LLC (“McKibbon”) and Crestline Hotels & Resorts, Inc. (“Crestline”).
The agreements provide for initial terms ranging from one to thirty years. Fees associated with the agreements generally include
the payment of base management fees, incentive management fees, accounting fees, and other fees for centralized services which
are allocated among all of the hotels that receive the benefit of such services. Base management fees are calculated as a percentage
of gross revenues. Incentive management fees are calculated as a percentage of operating profit in excess of a priority return to
the Company, as defined in the management agreements. The Company has the option to terminate the management agreements
if specified performance thresholds are not satisfied. During the years ended December 31, 2008 and 2007, the Company incurred
approximately $4.5 million and $45 thousand in management fees.

Newport, LBA, Western, WLS, Dimension, Inn Ventures, True North, Intermountain, McKibbon and Crestline are not affiliated
with either Marriott or Hilton, and as a result, the hotels they manage were required to obtain separate franchise agreements with
each respective franchisor. The Hilton franchise agreements generally provide for a term of 10 to 20 years. Fees associated with the
agreements generally include the payment of royalty fees and program fees. The Marriott franchise agreements provide for initial
terms of 10-30 years with certain agreements having renewal options. Fees associated with the agreements include the payment of
royalty fees, marketing fees, reservation fees and a communications support fee based on room revenues. During the years ended
December 31, 2008 and 2007 the Company incurred approximately $5.2 million and $72 thousand in franchise fees.
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Results of Operations

During the period from initial capitalization on January 22, 2007 through November 8, 2007, the Company owned no properties,
had no revenue and was primarily engaged in initial capital-raising activities. During this period, the Company incurred miscellaneous
start-up costs and interest expense related to an unsecured line of credit. Operations did not commence until November 2007, when the
Company purchased its first three hotels. During the remainder of 2007, the Company purchased an additional three hotel properties.
With the purchase of an additional 45 hotels in 2008, the Company owned 51 hotels at December 31, 2008, compared to six at
December 31, 2007. As a result, a comparison of 2008 operating results to prior year results is not meaningful.

Hotel performance is impacted by many factors including the economic conditions in the United States as well as each locality.
Due to a general decline in economic conditions throughout the United States, the financial results of the Company’s hotels did not
meet expectations during the fourth quarter of 2008. The Company’s hotels’ performance as compared to other hotels within each
individual market has met expectations for the period held. It is anticipated the properties’ financial performance will be below original
expectations until general economic conditions improve. The Company will continue to aggressively pursue market opportunities to
improve revenue and cost controls to improve results during and after the economic downturn.

The Company separately evaluates the performance of each of its hotel properties. Until the acquisition of its hotel in New
York, New York in 2008, the Company had one reportable segment as each hotel owned was not individually significant. Due to the
significance of the New York, New York hotel, the Company now has two reportable segments.

Revenues

The Company’s principal source of revenue is hotel room revenue and other related revenue. For the year ended December 31,
2008, the Company had total revenue of $133.3 million. Revenue for the New York hotel was $14.4 million or 11% of total revenue
for the year. These results refiect hotel operations for the respective period of ownership for the 51 hotels owned at December 31,
2008. For the year, the hotels achieved combined average occupancy of approximately 69%, average daily rate (“ADR”) of $121and
revenue per available room (“RevPAR”) of $83. The New York hotel had average occupancy of 66%, ADR of $253 and RevPAR of
$166. All other hotels combined had occupancy of 69%, ADR of $114 and RevPAR of $79. RevPAR is calculated as ADR multiplied
by the occupancy percentage. ADR is calculated as room revenue divided by the number of rooms sold. The Company’s 2008 Average

RevPAR Index was 119.8. The market average is 100. The RevPAR index is a measure of each hotel’s RevPAR compared to the
average in the market.

The New York hotel’s market demands and receives a significantly higher room rate than the Company’s other hotel locations.
The Company believes that upon completion of the conversion of the hotel to a Renaissance hotel in 2009, the hotel will be able to
command even greater rates as compared to its market. Additionally, due to the conversion, approximately 19 percent of the rooms
were out of service in the second half of 2008, which negatively impacted ADR and RevPAR.

The revenue rates earned by the Company are consistent with industry and brand averages. As supply of hotel rooms in the
markets the Company serves began to meet demand, and general economic conditions weakened in late 2008, the Company’s
revenues at some individual hotels experienced declines from anticipated results. The Company expects this trend to continue in 2009.
As a result, the Company expects declines in occupancy levels, ADR and RevPAR for the next several quarters, versus comparable
periods in 2008. Although it is not possible to predict when economic conditions will improve or their impact on the hotel industry,
many industry analysts forecast 10-15% declines in RevPAR in 2009 as compared to 2008 rates.

Expenses

For the year ended December 31, 2008, hotel direct expenses of the Company’s hotels totaled $77.6 million or 58% of total
revenue. The New York hotel had direct expenses of $8.4 million or 59% of its total revenue for the year. Hotel direct expenses consist

of operating expense, hotel administrative expense, sales and marketing expense, utilities expense, repair and maintenance expense,
franchise fees and management fees.
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Operating expenses were negatively impacted by start up costs associated with several new hotels and transition costs associated
with changing managers in several acquisitions. The Company is aggressively working with its managers to reduce operating costs of
its hotels where possible; however, it’s not anticipated that cost reductions will offset revenue declines in the short term.

Taxes, insurance, and other expense for the 2008 year totaled $6.8 million or 5% of total revenues of which approximately $418
thousand related to the New York hotel. The Company anticipates 2009 property taxes and insurance rates to remain consistent with
2008 rates.

Land lease expense was $6.3 million for 2008. This expense represents the expense incurred by the Company to lease land for five
hotel properties. Four of these hotels, located in New York, New York, Tallahassee, Florida, Virginia Beach, Virginia, and Savannah,
Georgia were acquired in 2008. The fifth hotel, located in Somerset, New Jersey, was acquired in 2007. Land lease expense for year
ended December 31, 2008 for the New York hotel was $5.8 million.

General and administrative expense for the 2008 was $4.4 million. The principal components of general and administrative
expense are advisory fees, legal fees, accounting fees and reporting expense.

Depreciation expense was $22.0 million for the year. This expense includes $4.3 million for the New York hotel. Depreciation
expense represents depreciation expense of the Company’s hotel buildings and related improvements, and associated furniture, fixtures
and equipment, for the respective periods owned.

For the year ended December 31, 2008, the Company recognized interest income of $6.1 million. Interest income represents
earnings on excess cash invested in short term money market instruments and certificates of deposit. During the year the Company
acquired and sold equity securities in several publicly traded Real Estate Investment Trusts (“REITs”). The Company recognized
investment income, net of realized gains and losses of $0.5 million during 2008. At December 31, 2008, the Company owned
marketable equity securities of one publicly traded REIT with a fair value of $1.1 million, and a cost of $5.5 million. The Company
reviewed its investment in the fourth quarter of 2008 and determined that the decline in value of this equity investment was other than
temporary and recorded an impairment loss of $4.4 million. The investment impairment loss of $4.4 million and the other investment
and interest income are recorded as Investment income, net in the Company’s Consolidated Statements of Operations. The remaining
investment is recorded in Other assets, net on the Company’s Consolidated Balance Sheet at December 31, 2008.

Interest expense for the same period totaled $4.2 million and primarily represents interest expense incurred on mortgage loans
assumed on 15 hotel properties acquired during 2008. Interest costs of $0.7 million were capitalized during the year in conjunction
with the renovation of three hotel properties.

Related Party Transactions

The Company has significant transactions with related parties. These transactions cannot be construed to be arms length, and the
results of the Company’s operations may be different if these transactions were conducted with non-related parties.

The Company has a contract with ASRG, a related party, to provide brokerage services for the acquisition and disposition of
the Company’s real estate assets. In accordance with the contract, ASRG is paid a fee of 2% of the gross purchase price of any
acquisitions or gross sale price of any dispositions of real estate investments, subject to certain conditions. As of December 31, 2008,
payments to ASRG for services under the terms of this contract have totaled approximately $19.0 million since inception, which were
capitalized as a part of the purchase price of the hotels.

The Company is party to an advisory agreement with Apple Eight Advisors, Inc. (“A8A”), pursuant to which A8A provides
management services to the Company. An annual fee ranging from 0.1% to 0.25% of total equity proceeds received by the Company,
in addition to certain reimbursable expenses, are payable for these services. A8A utilizes Apple REIT Six, Inc. to provide these
services. Expenses related to this agreement totaled $2.7 million in 2008 and $626 thousand in 2007.

Including ASRG and A8A discussed above, Mr. Knight is also Chairman and CEO of Apple REIT Six, Inc., Apple REIT Seven,

Inc. and Apple REIT Nine, Inc. Members of the Company’s Board of Directors are also on the boards of Apple REIT Six, Inc., Apple
REIT Seven, Inc. and Apple REIT Nine, Inc.
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During the fourth quarter of 2008, the Company entered into a series of assignments of contracts with Apple REIT Nine, Inc.
(“AR9”) to transfer its rights and obligations under three purchase contracts for four hotels which are under construction. Under the
terms and conditions of the contracts, the Company assigned to AR9 all of its rights and obligations under these purchase contracts.
No consideration or fees were paid to the Company for the assignment of the purchase contracts except for the reimbursement of the
following payments previously made by the Company: (i) initial deposits totaling $1.2 million; and (ii) transactional costs paid to third
parties totaling approximately $64,000. These reimbursement payments did not constitute or result in a profit or loss for the Company.

The Company has issued 240,000 Series B convertible preferred shares to Glade M. Knight, Chairman and Chief Executive
Officer of the Company, in exchange for the payment by him of $0.10 per Series B convertible preferred share, or an aggregate of

$24,000. The Series B convertible preferred shares are convertible into common shares pursuant to the formula and on the terms and
conditions set forth below.

There are no dividends payable on the Series B convertible preferred shares. Holders of more than two-thirds of the Series B

convertible preferred shares must approve any proposed amendment to the articles of incorporation that would adversely affect the
Series B convertible preferred shares.

Upon the Company’s liquidation, the holder of the Series B convertible preferred shares is entitled to a priority liquidation
payment before any distribution of liquidation proceeds to the holders of the common shares. However, the priority liquidation
payment of the holder of the Series B convertible preferred shares is junior to the holders of the Series A preferred shares distribution
rights. The holder of a Series B convertible preferred share is entitled to a liquidation payment of $11 per number of common shares
each Series B convertible preferred share would be convertible into according to the formula described below. In the event that
the liquidation of the Company’s assets results in proceeds that exceed the distribution rights of the Series A preferred shares and

the Series B convertible preferred shares, the remaining proceeds will be distributed between the common shares and the Series B
convertible preferred shares, on an as converted basis.

Each holder of outstanding Series B convertible preferred shares shall have the right to convert any of such shares into common
shares of the Company upon and for 180 days following the occurrence of any of the following events:

(1) substantially all of the Company’s assets, stock or business is sold or transferred through exchange, merger, consolidation,
lease, share exchange, sale or otherwise, other than a sale of assets in liquidation, dissolution or winding up of the Company;

(2) the termination or expiration without renewal of the advisory agreement with A8A, or if the Company ceases to use ASRG to
provide property acquisition and disposition services; or

(3) the Company’s common shares are listed on any securities exchange or quotation system or in any established market.

Upon the occurrence of any conversion event, each Series B convertible preferred share may be converted into 24.17104 common
shares. In the event that after raising gross proceeds of $1 billion, the Company raises additional gross proceeds in a subsequent
public offering, each Series B convertible preferred share may be converted into an additional number of common shares based on the
additional gross proceeds raised through the date of conversion in a subsequent public offering according to the following formula:
(X/50 million) x 1.20568, where X is the additional gross proceeds rounded down to the nearest 50 million.

No additional consideration is due upon the conversion of the Series B convertible preferred shares. The conversion into common
shares of the Series B convertible preferred shares will result in dilution of the shareholders’ interests.
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Expense related to the issuance of 240,000 Series B convertible preferred shares to Mr. Knight will be recognized at such time
when the number of common shares to be issued for conversion of the Series B shares can be reasonably estimated and the event
triggering the conversion of the Series B shares to common shares occurs. The expense will be measured as the difference between
the fair value of the common stock for which the Series B shares can be converted and the amounts paid for the Series B shares. If a
conversion event had occurred at December 31, 2008, expense would have ranged from $0 to in excess of $63.0 million (assumes $11
per common share fair market value) which represents approximately 5.8 million shares of common stock.

Liquidity and Capital Resources

The following is a summary of the Company’s significant commercial commitments as of December 31, 2008. See “Capital
Requirements and Resources” for a discussion of the Company’s liquidity and available capital resources as of December 31, 2008.

Amount of Commitments Expiring per Period

Less than Over
Commercial Commitments (000’s) Total 1 Year 2-3 Years 4-5 Years 5 Years
Debt (including interest of $48.9 million) ..........ccoccoerrinnnnn. $ 187,119 $ 20,864 $ 41,449 $ 15,381 $109,425
Ground 1€aSES.......c.vvvrierierireierieieneeiee st et seesnenne 244391 3,700 7,722 8,175 224,794

$ 431,510 $ 24564 §$49,171 $ 23,556 $334,219

Capital Requirements and Resources

In November 2008 the Company entered into a $75.0 million revolving line of credit which expires in November 2010. The line
of credit was obtained to meet short-term cash needs as the Company plans on completing approximately 12 renovations in 2009 and
newly opened properties will have a period of ramp up to normal operating status. The line of credit bears interest based on LIBOR.
With the availability of this line of credit, the Company maintains little cash on hand, accessing the line as necessary. As a result,
cash on hand was $0 at December 31, 2008. The outstanding balance on the line as of December 31, 2008 was $10.3 million. The
Company anticipates that cash flow from operations and the revolving line of credit will be adequate to meet its anticipated liquidity
requirements, including anticipated distributions to shareholders, capital expenditures and debt service.

To maintain its REIT status the Company is required to distribute at least 90% of its ordinary income. Distributions in 2008
totaled $76.4 million and were paid monthly at a rate of $0.073334 per common share. The distributions paid in 2008 included a
return of capital. For the same period the Company’s cash generated from operations was approximately $39.7 million. Due to the
inherent delay between raising capital and investing that same capital in income producing real estate, the Company had significant
amounts of cash earning interest at short term money market rates during the course of the year. As a result, the difference between
distributions paid and cash generated from operations was funded from proceeds from the Company’s completed initial public offering
of Units (completed in April 2008), and this portion of distributions is expected to be treated as a return of capital for federal income
tax purposes. Since a portion of distributions has to date been funded with proceeds from the offering of Units, the Company’s
ability to maintain its current intended rate of distribution will be based on results of the properties’ operations. Since there can be no
assurance of the ability of the Company’s properties to provide income at this level, there can be no assurance as to the classification
or duration of distributions at the current rate. Proceeds of the offering which were distributed are not available for investment in
properties. Additionally, in light of the weakness in economic conditions throughout the United States, the Board of Directors monitors
the Company’s distribution rate relating to the performance of the hotels on an ongoing basis and may make adjustments to the
distribution rate as determined to be prudent in relation to other cash requirements of the Company.

The Company has on-going capital commitments to fund its capital improvements. The Company is required, under all of the
hotel management agreements, and under certain loan agreements, to make available, for the repair, replacement, refurbishing of
furniture, fixtures, and equipment, a percentage of gross revenues provided that such amount may be used for the Company’s capital
expenditures with respect to the hotels. As of December 31, 2008, the Company held $9.5 million in reserve for capital expenditures.

The Company is converting the hotel in New York to a Renaissance franchised hotel. In order to complete this conversion, the
company anticipates spending $17 million in capital expenditures with $10.6 million having been spent through the end of 2008. The
Company also has 11 other major renovations scheduled for 2009. Total capital expenditures for all hotels in 2009 is anticipated to be
approximately $30 million.
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In the second quarter of 2008, the Company instituted a Dividend Reinvestment Plan for its shareholders. The plan provides a
convenient and cost effective way to increase shareholder investment in the Company by reinvesting dividends to purchase additional
Units of the Company. The uses of the proceeds from this plan may include purchasing Units under the Company’s Unit Redemption
Program, enhancing properties, satisfying financing obligations and other expenses, increasing working capital, funding various
corporate operations, and acquiring hotels. The Company has registered 10 million Units for potential issuance under the plan. Since

inception through December 31, 2008, approximately 1.5 million Units were issued under the plan representing approximately $16.0
million.

The Company’s Board of Directors has approved a Unit Redemption Program to provide limited interim liquidity to its
shareholders who have held their Units for at least one year. Shareholders may request redemption of Units for a purchase price equal
to 92% of the price paid per Unit if the Units have been owned less than three years or 100% of the price per Unit if the Units have
been owned more than three years. The maximum number of Units that may be redeemed in any given year will be three percent
of the weighted average number of Units outstanding for the year. The Company reserves the right to change the purchase price of
redemptions, reject any request for redemption, or otherwise amend the terms of, suspend, or terminate the Unit Redemption Program.
As of December 31, 2008, the Company has redeemed approximately 102,000 Units in the amount of $1.1 million under the program.
No redemptions occurred during the year ended December 31, 2007.

Subsequent Events

In January 2009, the Company declared and paid $6.8 million or $.073334 per common share, in a distribution to its common
shareholders, of which $2.4 million or 220,192 Units were reinvested under the Company’s Dividend Reinvestment Plan.

On January 20, 2009, the Company redeemed 387,499 Units in the amount of $4.0 million under its Unit Redemption Program.

In February 2009, the Company declared and paid $6.8 million or $.073334 per common share, in a distribution to its common
shareholders, of which $2.4 million or 220,471 Units were reinvested under the Company’s Dividend Reinvestment Plan.

Impact of Inflation

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. Currently the Company is not experiencing any material
impact from inflation.

Seasonality

The hotel industry historically has been seasonal in nature. Seasonal variations in occupancy at the Company’s hotels may cause
quarterly fluctuations in its revenues. To the extent that cash flow from operations is insufficient during any quarter, due to temporary
or seasonal fluctuations in revenue, the Company expects to utilize cash on hand or available credit to make distributions.

Critical Accounting Policies

The following contains a discussion of what the Company believes to be critical accounting policies. These items should be
read to gain a further understanding of the principles used to prepare the Company’s financial statements. These principles include

application of judgment; therefore, changes in judgments may have a significant impact on the Company’s reported results of
operations and financial condition.

Capitalization Policy

The Company considers expenditures to be capital in nature based on the following criteria: (1) for a single asset, the cost must
be at least $500, including all normal and necessary costs to place the asset in service, and the useful life must be at least one year; (2)
for group purchases of 10 or more identical assets, the unit cost for each asset must be at least $50, including all normal and necessary
costs to place the asset in service, and the useful life must be at least one year; (3) for major repairs to buildings, the repair must be at
least $2,500 and the useful life of the asset must be substantially extended.
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Impairment Losses Policy

The Company records impairment losses on hotel properties used in operations if indicators of impairment are present, and
the sum of the undiscounted cash flows estimated to be generated by the respective properties are less than the properties’ carrying
amounts. Impairment losses are measured as the difference between the asset’s fair value less cost to sell, and its carrying value. No
impairment losses have been recorded to date.

Investment Policy

The purchase price of real estate properties acquired is allocated to the various components, such as land, buildings and
improvements, intangible assets and in-place leases as appropriate, in accordance with Statement of Financial Accounting Standards
No. 141, “Business Combinations”. The purchase price is allocated based on the fair value of each component at the time of
acquisition. Generally the Company does not acquire real estate assets that have significant in-place leases as lease terms for hotel
properties are very short term in nature. However, in conjunction with two hotel acquisitions in 2008, amounts were identified and
allocated for market lease values and tenant relationships and are included in Intangible liabilities, net in the Company’s Consolidated
Balance Sheets. The Company has not allocated any purchase price to intangible assets such as management contracts and franchise
agreements as such contracts are generally at current market rates and any other value attributable to these contracts is not considered
material.

Recently Adopted or Issued Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement No. 157, Fair Value Measurements
(“SFAS 1577). SFAS 157 defines fair value, establishes a framework for measuring fair value and expands disclosures about fair
value measurements. The Statement applies under other accounting pronouncements that require or permit fair value measurements.
Accordingly, this Statement does not require any new fair value measurements. In February 2008, the FASB released FASB Staff
Position (FSP) FAS 157-2 — Effective Date of FASB Statement No. 157, which defers the effective date of SFAS 157 to fiscal years
beginning after November 15, 2008 for all nonfinancial assets and liabilities, except those items that are recognized or disclosed at
fair value in the financial statements on a recurring basis (at least annually). The effective date of the statement related to those items
not covered by the deferral (all financial assets and liabilities or nonfinancial assets and liabilities recorded at fair value on a recurring
basis) is for fiscal years beginning after November 15, 2007. The adoption of this statement did not have and is not anticipated to have
a material impact on the Company’s results of operations and financial position.

In February 2007, FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (“SFAS
1597). SFAS 159 permits entities to choose to measure many financial instruments and certain other items at fair value. The objective
of the guidance is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings
caused by measuring related assets and liabilities differently without having to apply complex hedge accounting provisions. SFAS 159
is effective as of the beginning of the first fiscal year that begins after November 15, 2007. SFAS 159 was effective for the Company
beginning January 1, 2008. The Company has elected not to use the fair value measurement provisions of SFAS 159 and therefore,
adoption of this standard did not have an impact on the financial statements.

In December 2007, the FASB issued FASB Statement No. 141R, Business Combinations. This statement revises SFAS 141,
Business Combinations, by requiring an acquirer to recognize the assets acquired, the liabilities assumed, and any noncontrolling
interest in the acquiree at the acquisition date, measured at their fair values as of that date, with limited exceptions. This method
replaces the cost-allocation process, which required the cost of an acquisition to be allocated to the individual assets acquired and
liabilities assumed based on their estimated fair values. A significant change included in SFAS 141R is the requirement that costs
incurred to effect an acquisition, as well as restructuring costs resulting from an acquisition, must be accounted for separately as
expenses. These costs were previously capitalized as part of the cost of the acquisition. Another significant change is the requirement
that pre-acquisition contingencies be recognized at fair value as of the date of acquisition if it is more likely than not that they will
meet the definition of an asset or liability. Statement 141R will be adopted by the Company in the first quarter of 2009. The adoption
of the statement is not anticipated to have a material impact on the Company’s results of operations or financial position, as the
Company does not anticipate the acquisition of any significant businesses after the effective date.
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In December 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements-
an amendment of ARB No. 51(“SFAS 1607). SFAS 160 requires that ownership interests in subsidiaries held by parties other than
the parent be clearly identified, labeled, and presented in the consolidated statement of financial position within equity, but separate
from the parent’s equity. The Statement also requires that the amount of consolidated net income attributable to the parent and to the
noncontrolling interest be clearly identified and presented on the face of the consolidated statement of income. SFAS 160 will be
adopted by the Company in the first quarter of 2009. The adoption of the statement is not anticipated to have a material impact on the
Company’s results of operations or financial position.

In March 2008, FASB issued Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities, an
Amendment of FASB Statement No. 133 (“SFAS 1617). SFAS 161 is intended to improve transparency in financial reporting by
requiring enhanced disclosures of an entity’s derivative instruments and hedging activities and their effects on the entity’s financial
position, financial performance, and cash flows. SFAS 161 applies to all derivative instruments within the scope of SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”). It also applies to non-derivative hedging instruments
and all hedged items designated and qualifying as hedges under SFAS 133. SFAS 161 is effective prospectively for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008. The Company does not currently have
any instruments that qualify within the scope of SFAS 133, and therefore the adoption of this statement is not anticipated to have a
material impact on the Company’s financial statements.

Item 7A.  Quantitative and Qualitative Disclosure About Market Risk

The Company does not engage in transactions in derivative financial instruments or derivative commodity instruments. As
of December 31, 2008, the Company’s financial instruments were not exposed to significant market risk due to foreign currency
exchange risk, or commodity price risk. The Company will be exposed to interest rate risk due to possible changes in short term
interest rates as it invests its cash or borrows on its line of credit and due to its variable interest rate mortgage on its Columbia, South
Carolina hotel. The Company had an outstanding balance of $10.3 million on its $75 million line of credit at December 31, 2008, and
to the extent it utilizes the line of credit, the Company will be exposed to changes in short-term interest rates. The outstanding balance
on the Company’s variable rate mortgage was $11.5 million at December 31, 2008. Based on these outstanding balances at December
31, 2008, every 100 basis points change in interest rates will impact the Company’s annual net income by $0.2 million, all other
factors remaining the same. The Company’s cash balance at December 31, 2008 was $0.

As of December 31, 2008, the Company was exposed to market risk due to equity price risk. At December 31, 2008, the Company
owned marketable equity securities, classified as available-for-sale, with a carrying value of $1.1 million. These securities were
comprised of one publicly traded Real Estate Investment Trust. There is no assurance that future declines in values will not have an
impact on the Company’s future results of operations.

The Company has assumed fixed interest rate notes payable to lenders under permanent financing arrangements, one variable
rate note and a variable rate line of credit. The following table summarizes the annual maturities and average interest rates of the
Company’s fixed rate notes payable outstanding at December 31, 2008. All dollar amounts are in thousands.

Fair

Market

(000’s) 2009 2010 2011 2012 2013 Thereafter Total Value
Maturities $ 13,332 $ 18,933 $ 8,680 $ 1,838 $ 1,967 $ 93,465 $138,215 $148,398

Average Interest rate 6.0% 5.9% 6.1% 6.0% 6.0% 6.0%
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Item 8. Financial Statements and Supplementary Data

Report of Management
on Internal Control Over Financial Reporting

March 3, 2009
To the Shareholders
Apple REIT Eight, Inc.

Management of Apple REIT Eight, Inc. (the “Company”) is responsible for establishing and maintaining adequate internal control
over financial reporting and for the assessment of the effectiveness of internal control over financial reporting. As defined by the
Securities and Exchange Commission, internal control over financial reporting is a process designed by, or under the supervision of the
Company’s principal executive and principal financial officers and effected by the Company’s Board of Directors, management and
other personnel, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of the consolidated
financial statements in accordance with U.S. generally accepted accounting principles.

The Company’s internal control over financial reporting is supported by written policies and procedures that (1) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the Company’s transactions and dispositions of
the Company’s assets; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of the
consolidated financial statements in accordance with generally accepted accounting principles, and the receipts and expenditures of
the Company are being made only in accordance with authorizations of the Company’s management and directors; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets
that could have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In connection with the preparation of the Company’s annual consolidated financial statements, management has undertaken an
assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO Framework). Management’s assessment included an evaluation of the design of the Company’s internal
control over financial reporting and testing of the operational effectiveness of those controls.

Based on this assessment, management has concluded that as of December 31, 2008, the Company’s internal control over
financial reporting was effective to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with U.S. generally accepted accounting principles.

Ernst & Young LLP, the independent registered public accounting firm that audited the Company’s consolidated financial
statements included in this report, has issued an attestation report on the Company’s internal control over financial reporting, a copy of
which appears on the next page of this annual report.

/s/ GLADE M. KNIGHT /s/ BRYAN PEERY
Glade M. Knight Bryan Peery
Chairman and Chief Executive Officer Chief Financial Officer

(Principal Accounting Officer)
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders of Apple REIT Eight, Inc.

We have audited Apple REIT Eight, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). Apple REIT Eight, Inc.’s management is responsible for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying
Report of Management on Internal Control Over Financial Reporting. Our responsibility is to express an opinion on the company’s
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of
internal control based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed 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. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, Apple REIT Eight, Inc. maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the

2008 consolidated financial statements of Apple REIT Eight, Inc. and our report dated March 2, 2009 expressed an unqualified opinion
thereon.

/s/ ERNST & YOUNG LLP

Richmond, Virginia
March 2, 2009
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Shareholders of Apple REIT Eight, Inc.

We have audited the accompanying consolidated balance sheets of Apple REIT Eight, Inc. as of December 31, 2008 and
2007, and the related consolidated statements of operations, shareholders’ equity, and cash flows for the year ended December 31,
2008 and the period January 22, 2007 (initial capitalization) through December 31, 2007. Our audits also included the financial
statement schedule listed in the Index at Item 15(2). These financial statements and schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position
of Apple REIT Eight, Inc. at December 31, 2008 and 2007, and the consolidated results of its operations and its cash flows for the year
ended December 31, 2008 and the period January 22, 2007 (initial capitalization) through December 31, 2007, in conformity with U.S.
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to
the basic financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Apple REIT Eight, Inc.’s internal control over financial reporting as of December 31, 2008, based on criteria established in Internal

Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report
dated March 2, 2009 expressed an unqualified opinion thereon.

/s ERNST & YOUNG LLP

Richmond, Virginia
March 2, 2009
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Apple REIT Eight, Inc.
Consolidated Balance Sheets
(In thousands, except share data)

December 31,

December 31,

2008 2007
ASSETS
Investment in hotels, net of accumulated depreciation of $22,377 and $333........cccceenv $ 982,886 $ 87,310
Cash and cash eqUIVALENES ......c...ccoiiiiiiiiicice et - 562,009
Restricted cash-furniture, fixtures and other €SCIOWS..........cccvovvivieiivieiiereeeeeeee e 10,720 -
Due from third party managers, NEt..........ccovevererrieriieerinnince e eee s enes 3,942 370
Other @SSELS, TIET...cciiiiiiiiiee e ettt e e et e e et e e ceer e e e es bt e e e stteeearaeseeeesessseaesssssaeesannnsansnnseannns 5,500 21,082
TOTAL ASSETS $ 1,003,048 $ 670,771
LIABILITIES
Accounts payable and accrued EXPEenSES .........ecveerirriieereerii et $ 10,126 $ 452
Intangible Habilities, MET ......ccioiiiicicie ettt sttt e 11,914 -
NOLES PAYADLE. ... e 138,704 -
TOTAL LIABILITIES ..ottt a e e e reeasaeaeens 160,744 452
SHAREHOLDERS’ EQUITY
Preferred stock, authorized 15,000,000 shares; none issued andoutstanding................... - -
Series A preferred stock, no par value, authorized 200,000,000 shares;
issued and outstanding 92,478,078 and 68,942,756 shares............cccceeeeeecrcenceennns - -
Series B convertible preferred stock, no par value, authorized 240,000
shares; issued and outstanding 240,000 Shares...........ccccovveeverierirecreereeeseeeeeesrenens 24 24
Common stock, no par value, authorized 200,000,000 shares;
issued and outstanding 92,478,078 and 68,942,756 shares..........cccccoevveirccccnnencns 913,459 679,361
Distributions greater than Net INCOME ...........ccveiririieietieeireeeeeeee et seeneees (71,179) (9,066)
TOTAL SHAREHOLDERS’ EQUITY ....oooieee et 842,304 670,319
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY .....ooooiiiiiieieeeeeeeeee $ 1,003,048 $ 670,771

See notes to consolidated financial statements.

Note: The Company was initially capitalized on January 22, 2007 and commenced operations November 9, 2007.

31



Apple REIT Eight, Inc.
Consolidated Statements of Operations
(In thousands, except per share data)

For the period

January 22,2007

(Initial Capitalization)
Year ended through
December 31, December 31,
2008 2007
Revenues:
ROOIMI FEVEINUE ...ttt ettt te e e e e e et ee e s e e s et eseneeeeeeeeene $ 124,208 $ 1,385
ONET TEVEIUE. .....vvviiviiiiiee ettt e e st e sttt e et e eentessssessamseeseesrssaraean 9,076 100
TOLAL TEVEIUE ...ttt ettt ettt et e et e e ettt e e o et eeesee e e e e s enee s s aeeeeeeeneenanean 133,284 1,485
Expenses:

OPEIALING EXPEIISE ...evenreerenreiciciitiettetettrtesenteteitstestate et e eeeeameameeeeeseareseeseneenseaenesasaenseneres 34,563 388
Hotel adminiStrative EXPENSE.......cccriiiriririiicetiiaiiere st eee e steeste bt e ie st eaesresressesee e 12,314 139
Sales and MAarketing ...........coooiiiiiiii e 8,719 103
TTHITEIES ..ottt ettt ettt et e et et e e eae e et eaeeneas 5,624 69
Repair and mMaint@NaNCe. ........oeevuerieeieiieieiireri et crerie s eeesreebeaebe s eses e sbesseseaneaseanes 6,633 70
FranChiSe fEES ......cocviiuiiiiiecic ettt ettt ettt et eae e 5,218 72
ManagemMENT fEES ......c.eoiiiieriiiiiitete ettt st 4,541 45
Taxes, INSUrance and OtHET........c..oooviiiiiiiii ettt e st e st eaeesneesareas 6,818 116
Land 1€8S€ €XPENSE .......cerieueemiieiiieieiiteieieiei ettt ettt b et 6,258 49
General and adMINISIIATIVE ........ooiviiiiiiiie ettt eseeaeete et e e e aa e e e s eaareessaeeeeeneeesrenees 4,359 1,046
DEPreCiatiOn EXPEIISEC. ....eveveerirerterteseeteeeerersiesesaesesteseeseasesseneassensasesssesensensesensasessasessessssases 22,044 333
TOTAL EXPEIISES ..uvevieiieirietieti et ette et et et ae et eteere b e ebe s ersers et ereetsensestessreessenseatestessssreeneesesaessenseas 117,091 2,430
Operating INCOME/(10SS)...cuverrirririerieeieieieiriecte s rtere e eeseesarsbe st e et assaesessseseebessassassees 16,193 (945)
INVESTMENT INCOMIE, TIEL...ei ittt ee e ee e s e s eeeere e e s e e e e e e e eeaenesreneeesenens 2,225 6,353

INTETEST EXPEIISE ..eoiiiiiiiiiie ettt sttt ettt st e e aesta e st s e s ansensensesseesesbessessassenes (4,153) (10)
INEE INICOME ....ovirireteeieet ettt ettt ettt e e e eaeeeeeae et e ese e e s eseeseeeteesteeneassansanseaseeasesestensansannas $ 14,265 $ 5,398
Basic and diluted net income per common Share..............cocoveiieinennenn e $ 0.16 $ 0.35
Weighted average common shares outstanding - basic and diluted............cocoooonrinicinnnnnnn, 87,271 15,376
Distributions declared and paid per common Share..........c..cooovoiniiereinicincieeeeeeeeeiens $ 0.88 $ 0.40

See notes to consolidated financial statements.
Note: The Company was initially capitalized on January 22, 2007 and commenced operations November 9, 2007.
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Apple REIT Eight, Inc.

Consolidated Statements of Shareholders’ Equity
(in thousands, except per share data)

Class B Convertible
Common Stock Preferred Stock Distributions
Number Number Greater than
of Shares Amount of Shares  Amount Net Income Total
Initial capitalization January 22,2007 ............ - 3 - 240 $ 24 $ - $ 24
Net proceeds from the sale of common shares... 68,943 679,361 - - - 679,361
NEt INCOME ... et saeceneenas - - - - 5,398 5,398
Cash distributions declared to shareholders
($0.40 per share) .........occecevermnnnieiiccceenn - - - - (14,464) (14,464)
Balance at December 31,2007 ......................... 68,943 679,361 240 24 (9,066) 670,319
Net proceeds from the sale of common shares... 23,637 235,164 - - - 235,164
Common shares redeemed...........cocoeceeeeirienenne. (102) (1,066) - - - (1,066)
NEt INCOME ....oiiiiiiiieieeiee et e et eeeeeeaane s - - - - 14,265 14,265
Cash distributions declared to shareholders
($0.88 per share) .....cocoevevveeieniceenicciccnen, - - - - (76,378) (76,378)
Balance at December 31,2008 ........................ 92,478 $913,459 240 § 24 $ (71,179 $ 842,304

See notes to consolidated financial statements.

Note: The Company was initially capitalized on January 22, 2007 and commenced operations November 9, 2007.
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Apple REIT Eight, Inc.
Consolidated Statements of Cash Flows
(In thousands)

Cash flow from operating activities:
INEE ITICOIMIC ...ttt ettt e bt e e st e b et e sttt emt e besaee s et e e st eneenaeennes
Adjustments to reconcile net income to cash provided by operating activities:
DIEPTECIALION . ...e.vivvieeeiieereetirteeeestesseetest et esaesrestesteesantseaaeseaseseasessteseessessasseensensenssennesssessas
Amortization of deferred financing costs and fair value adjustments ..............cccoccooeeeee.
Net realized loss on sale Of INVESIMENLS .......ccccoveiriiiriiniiriiieneececc e
Impairment Of EQUILY SECUITLIES ...ovveieriirriierierierieasrsasesarreseaesersesseeseesessessaensesneanseannas
Changes in operating assets and liabilities:
InCrease in Other @SSELS ........oovoiiiiiiiii e
Increase in funds due from third party managers ............c.ccccoiiiiiiiiiiiiicic
Increase in accounts payable and accrued eXpenses.........covveeererreriereneneeneeneeneeees

Net cash provided by operating activities...........cccoeciiiiiiiniiiiiiiici s

Cash flow used in investing activities:
Increase in capital IMPrOVEMENE TESEIVES.........c.evvivviirirreiriieieseesteereeteereeaeeneeaesseesesaeesrene
Cash paid for the acquisition of hotel properties..........ccvvvvveeirrierrerieiiirineesee e
Deposits and other disbursements for the potential acquisition of hotel properties..........
Purchase of investments in equity securities - available for sale..........cccooovvivenvvreeniennn,
Proceeds from sale of equity securities - available for sale................c.ccci,
Capital IMPTOVEIMENLS .....eouiecviieieeieeerieet et ereeeee e e et eresre s et essesessesseessessessaensensessssnss

Net cash used in INVESING ACIVILIES ..c.verveerieiieiiiiitieieeseteste et erese et st sa e sae e ns

Cash flow from financing activities:
Net proceeds related to issuance of common StOCK.........ccoeereiiivniiniciiicinccccees
Redemptions Of COMMON SEOCK ...c.veiueeereiiiiiriiiieiiieiee ettt eebe e saesn e eeneesae e
Cash distributions paid to common shareholders...........coovevveevieierienienienieenineneieneenen
Proceeds from line of Credit...........ooooeiiiiiiiiiin e
Payments of NOteS Payable.......co.ueviririiiiiiiiiece e
Deferred financing COSLS ..........civiriiriiiiiiiiiiniceiii ettt

Net cash provided by financing activities ............ecveeeeieieieiirieireec et
Net (decrease)/increase in cash and cash equivalents ...................c.cccoevvvineninnenecnnnnnnn.

Cash and cash equivalents, beginning of period ...............c..cccocvinnininn
Cash and cash equivalents, end of period .................ccooooeiiieiiiniiii e

Supplemental information:
INEETESE PALA ...ttt ettt ettt bt basn e e e e esn e ne s e s nens

Non-cash transactions:
Notes payable assumed in aCqUISTHONS. ........ccccccciiiiiiiiiiiiieeie et

Intangible liabilities assumed N ACQUISTHION.......cc.ccveveruirirerierieriereerrereseseenee e e seeaes

See notes to consolidated financial statements.

For the period
January 22,2007
(Initial Capitalization)
Year ended through
December 31, December 31,
2008 2007
$ 14,265 $ 5,398
22,044 333
(718) -
362 -
4,397 -
(2,296) (22)
(3,654) (370)
5,314 224
39,714 5,563
(1,657) -
(747,997) (87,643)
- (20,906)
(30,562) -
24,711 -
(11,349) -
(766,854) (108,549)
235,120 679,435
(1,066) -
(76,378) (14,464)
10,258 -
(967) -
(1,836) -
165,131 664,971
(562,009) 561,985
562,009 24
$ - $ 562,009
$ 4,242 $ -
$ 128924 $ -
$ 12,685 $ -

Note: The Company was initially capitalized on January 22, 2007 and commenced operations November 9, 2007.
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Notes to Consolidated Financial Statements
Note 1

General Information and Summary of Significant Accounting Policies

Organization

Apple REIT Eight, Inc. (the “Company™) is a Virginia corporation formed to invest in real estate in select metropolitan areas in
the United States. Initial capitalization occurred on January 22, 2007 and operations began on November 9, 2007 when the Company
acquired its first hotels. The Company has no foreign operations or assets and as of December 31, 2008, its operations include
two segments. The consolidated financial statements include the accounts of the Company and its subsidiaries. All intercompany
transactions and balances have been eliminated upon consolidation.

The Company has elected to be treated as a real estate investment trust (“REIT”) for federal income tax purposes. The REIT
Modernization Act, effective January 1, 2001, permits real estate investment trusts to establish taxable businesses to conduct certain

previously disallowed business activities. The Company has wholly-owned taxable REIT subsidiaries (collectively, the “Lessee”),
which lease all of the Company’s hotels.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquid investments with original maturities of three months or less. The fair market
value of cash and cash equivalents approximates their carrying value. All cash and cash equivalents are currently held at two
institutions, Wachovia Bank, N.A. and BB&T Corporation and the balances may at times exceed federal depository insurance limits.

Investment in Hotels and Related Depreciation

The hotels are stated at cost, net of depreciation, and include real estate brokerage commissions paid to Apple Suites Realty
Group, Inc. (“ASRG”), a related party 100% owned by Glade M. Knight, Chairman and Chief Executive Officer of the Company.
Repair and maintenance costs are expensed as incurred while significant improvements, renovations, and replacements are capitalized.
Depreciation is computed using the straight-line method over estimated useful lives of the assets, which are 39 years for buildings, ten
years for major improvements and three to seven years for furniture and equipment.

The Company considers expenditures to be capital in nature based on the following criteria: (1) for a single asset, the cost must
be at least $500, including all normal and necessary costs to place the asset in service, and the useful life must be at least one year; (2)
for group purchases of 10 or more identical assets, the unit cost for each asset must be at least $50, including all normal and necessary
costs to place the asset in service, and the useful life must be at least one year; (3) for major repairs to buildings, the repair must be at
least $2,500 and the useful life of the asset must be substantially extended.

The Company records impairment losses on hotel properties used in operations if indicators of impairment are present, and the
undiscounted cash flows estimated to be generated by the respective properties are less than their carrying amount. Impairment losses

are measured as the difference between the asset’s fair value less cost to sell, and its carrying value. No impairment losses have been
recorded to date.

The purchase price of real estate properties acquired is allocated to the various components, such as land, buildings and
improvements, intangible assets and in-place leases as appropriate, in accordance with Statement of Financial Accounting Standards
No. 141, “Business Combinations”. The purchase price is allocated based on the fair value of each component at the time of
acquisition. Generally, the Company does not acquire real estate assets that have in-place leases as lease terms for hotel properties
are very short term in nature. However, in conjunction with two hotel acquisitions in 2008, one in New York, New York and one
in Savannah, Georgia, amounts were identified and allocated for market lease values and tenant relationships and are included in
Intangible liabilities, net in the Company’s Consolidated Balance Sheets. These amounts are being amortized to rental income and land
lease expense over the remaining terms of the associated contracts (terms range from 8-46 years). The total value of these liabilities
was $10.2 million for the New York hotel and $2.4 million for the Savannah, Georgia hotel. The Company has not allocated any
purchase price to intangible assets such as management contracts and franchise agreements as such contracts are generally at current
market rates and any other value attributable to these contracts are not considered material.
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Investment in Equity Securities

In 2008 the Company purchased equity securities that are classified as available-for-sale, in accordance with Statement of
Financial Accounting Standards No. 115, Accounting for Certain Investments in Debt and Equity Securities, and are included in
Other assets, net in the Company’s Consolidated Balance Sheets at fair value which was $1.1 million at December 31, 2008. Under
Financial Accounting Standards Board Statement No. 157 the investments are classified as Level 1 as the fair value is determined
based on quoted prices of identical investments. Realized gains and losses on the sale of investments, as well as declines in value
of a security considered to be other than temporary, are recognized in operations on the specific identification basis. The Company
reviews the status of each security quarterly to determine whether an other-than-temporary impairment has occurred. Upon review
of its investment for the fourth quarter, the Company determined that the decline in value was other-than-temporary, and recognized
an impairment loss of $4.4 million. This loss is reported in Investment income, net in the Company’s Consolidated Statements of
Operations with other net realized gains of $0.5 million and interest income of $6.1 million. The Company will continue to review the
investment for impairment on a quarterly basis.

Revenue Recognition

Revenue is recognized as earned, which is generally defined as the date upon which a guest occupies a room or utilizes the hotel’s
services.

Offering Costs

In April 2008, the Company completed its best-efforts offering of Units (each Unit consists of one common share, no par value,
and one Series A preferred share) by David Lerner Associates, Inc., which received a selling commission and a marketing expense
allowance based on proceeds of the Units sold. Additionally, the Company incurred other offering costs including costs for legal,
accounting and reporting services. These offering costs are recorded by the Company as a reduction of shareholders’ equity. From the
Company’s initial capitalization on January 22, 2007 through the conclusion of the offering, the Company sold 91.1 million Units for
gross proceeds of $1.0 billion and proceeds net of offering costs of $899 million.

Comprehensive Income

For the year ending December 31, 2008 and the period ended December 31, 2007, the Company recorded no comprehensive
income other than net income.

Earnings Per Common Share

Basic earnings per common share is computed based upon the weighted average number of shares outstanding during the year.
Diluted earnings per share is calculated after giving effect to all potential common shares that were dilutive and outstanding for the
year. There were no dilutive shares outstanding at December 31, 2008 or 2007. As a result, basic and dilutive outstanding shares were
the same. Series B preferred convertible shares are not included in earnings per common share calculations until such time the Series
B preferred convertible shares are converted to common shares (see Note 4).

Federal Income Taxes

The Company is operated as, and has elected to be taxed as, a REIT under Sections 856 to 860 of the Internal Revenue Code.
Earnings and profits, which will determine the taxability of distributions to shareholders, will differ from income reported for financial
reporting purposes primarily due to the differences for federal income tax purposes in the estimated useful lives used to compute
depreciation. The characterization of 2008 distributions of $0.88 per share for tax purposes were 53% ordinary income and 47% return
of capital (unaudited). The characterization of 2007 distributions of $0.40 per share for tax purposes was 30% ordinary income and
70% return of capital (unaudited).

The Lessee, as a taxable REIT subsidiary of the Company, is subject to federal and state income taxes. The taxable REIT
subsidiary incurred a loss for the years ended December 31, 2008 and 2007, and therefore did not have any federal tax expense.
No operating loss benefit has been recorded in the consolidated balance sheet since realization is uncertain. Total net operating loss
carry forward for federal income tax purposes was approximately $10 million as of December 31, 2008. The net operating loss carry
forward will expire beginning in 2027. There are no material differences between the book and tax basis of the Company’s assets.
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Sales and Marketing Costs

Sales and marketing costs are expensed when incurred. These costs represent the expense for franchise advertising and reservation
systems under the terms of the hotel management and franchise agreements and general and administrative expenses that are directly
attributable to advertising and promotion.

Use of Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in the United States requires
management to make certain estimates and assumptions that affect amounts reported in the financial statements and accompanying
notes. Actual results may differ from those estimates.

Recently Adopted or Issued Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement No. 157, Fair Value Measurements
(“SFAS 1577). SFAS 157 defines fair value, establishes a framework for measuring fair value and expands disclosures about fair
value measurements. The Statement applies under other accounting pronouncements that require or permit fair value measurements.
Accordingly, this Statement does not require any new fair value measurements. In February 2008, the FASB released FASB Staff
Position (FSP) FAS 157-2 — Effective Date of FASB Statement No. 157, which defers the effective date of SFAS 157 to fiscal years
beginning after November 15, 2008 for all nonfinancial assets and liabilities, except those items that are recognized or disclosed at
fair value in the financial statements on a recurring basis (at least annually). The effective date of the statement related to those items
not covered by the deferral (all financial assets and liabilities or nonfinancial assets and liabilities recorded at fair value on a recurring
basis) is for fiscal years beginning after November 15, 2007. The adoption of this statement did not have and is not anticipated to have
a material impact on the Company’s results of operations and financial position.

In February 2007, FASB issued Statement No. 159, The Fair Value Option for Financial Assets and Financial Liabilities (“SFAS
159”). SFAS 159 permits entities to choose to measure many financial instruments and certain other items at fair value. The objective
of the guidance is to improve financial reporting by providing entities with the opportunity to mitigate volatility in reported earnings
caused by measuring related assets and liabilities differently without having to apply complex hedge accounting provisions. SFAS 159
is effective as of the beginning of the first fiscal year that begins after November 15, 2007. SFAS 159 was effective for the Company
beginning January 1, 2008. The Company has elected not to use the fair value measurement provisions of SFAS 159 and therefore,
adoption of this standard did not have an impact on the financial statements.

In December 2007, the FASB issued FASB Statement No. 141R, Business Combinations. This statement revises SFAS 141,
Business Combinations, by requiring an acquirer to recognize the assets acquired, the liabilities assumed, and any noncontrolling
interest in the acquiree at the acquisition date, measured at their fair values as of that date, with limited exceptions. This method
replaces the cost-allocation process, which required the cost of an acquisition to be allocated to the individual assets acquired and
liabilities assumed based on their estimated fair values. A significant change included in SFAS 141R is the requirement that costs
incurred to effect an acquisition, as well as restructuring costs resulting from an acquisition, must be accounted for separately as
expenses. These costs were previously capitalized as part of the cost of the acquisition. Another significant change is the requirement
that pre-acquisition contingencies be recognized at fair value as of the date of acquisition if it is more likely than not that they will
meet the definition of an asset or liability. Statement 141R will be adopted by the Company in the first quarter of 2009. The adoption
of the statement is not anticipated to have a material impact on the Company’s results of operations or financial position, as the
Company does not anticipate the acquisition of any significant businesses after the effective date.

In December 2007, the FASB issued FASB Statement No. 160, Noncontrolling Interests in Consolidated Financial Statements-
an amendment of ARB No. 51 (“SFAS 160”). SFAS 160 requires that ownership interests in subsidiaries held by parties other than
the parent be clearly identified, labeled, and presented in the consolidated statement of financial position within equity, but separate
from the parent’s equity. The Statement also requires that the amount of consolidated net income attributable to the parent and to the
noncontrolling interest be clearly identified and presented on the face of the consolidated statement of income. SFAS 160 will be

adopted by the Company in the first quarter of 2009. The adoption of the statement is not anticipated to have a material impact on the
Company’s results of operations or financial position.
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In March 2008, FASB issued Statement No. 161, Disclosures about Derivative Instruments and Hedging Activities, an
Amendment of FASB Statement No. 133 (“SFAS 1617). SFAS 161 is intended to improve transparency in financial reporting by
requiring enhanced disclosures of an entity’s derivative instruments and hedging activities and their effects on the entity’s financial
position, financial performance, and cash flows. SFAS 161 applies to all derivative instruments within the scope of SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities (“SFAS 133”). It also applies to non-derivative hedging instruments
and all hedged items designated and qualifying as hedges under SFAS 133. SFAS 161 is effective prospectively for financial
statements issued for fiscal years and interim periods beginning after November 15, 2008. The Company does not currently have
any instruments that qualify within the scope of SFAS 133, and therefore the adoption of this statement is not anticipated to have a
material impact on the Company’s financial statements.

Note 2
Investments in Hotels

As of December 31, 2008, the Company owned 51 hotels, located in nineteen states, consisting of the following:

Total by Number of

Brand Brand Rooms
Hampton Inn ... 5 550
Hampton Inn & Suites .......cccoovivreeiiiniiicciceeeee e 3 298
Hilton Garden INn ...........c.cocoeviiiiiiiiiiceececeeeee, 6 717
Homewood SUILES ........c.ccovieriiiiieieiiceeeec e, 5 536
CoUrtYArd .......ccoovieviiiiieeteee et 11 1,443
Fairfield Inn & SUIeS.........c.covivvovieieeeeieececeeeeeee e 3 331
IMAITIOEE vttt e ens 1 226
ReSIAENCE INM.....coeiiiiiiieiiee et e e e ee e e 10 1,067
SpringHill Suites........cccovioeeeoririiiiieeeeeeeee e 3 289
TownePlace SUIES .........ccoovveviereeeeeiieeeeeeeeeeeeeeeeeeeeeees 3 252
Independent.........ccooeiioiiiiinieiieieeceee e 1 200

TOtal....cooiiiieiice e 51 5,909

December 31, December 31,
2008 2007
Land .....oooeiiee e $ 87,917 $ 5,431
Building and Improvements ..............c..ccooeevevveiivieecesireecenenn 860,013 78,268
Furniture, Fixtures and Equipment.........c.c.cccooeevvvivinnievennen. 57,333 3,944
1,005,263 87,643
Less Accumulated Depreciation ................cccooeveveinveiiecennnn, (22,377) (333)
Investment in hotels, N€t...........cooviiieeeeeeenieeeeeeee e $ 982,886 $ 87,310
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The following table summarizes the location, brand, manager, date acquired, number of rooms and gross purchase price for each

hotel. All dollar amounts are in thousands.

Gross
Date Purchase
Location State  Brand Manager Acquired Rooms Price
Greensboro......oo.evverecerrecceeceeceennerreinenenes NC SpringHill Suites Newport 11/9/2007 82 $ 8,000
SOMETSEL.cceeveeeieieieeereieeerrie it eeireeeerreeeeesaeens NJ Courtyard Newport 11/9/2007 162 16,000
HarriSonburg .......cccvvveeveeveneneniniencerennn VA Courtyard Newport 11/16/2007 125 23,219
Bowling Green.........cooceeeecveveereeniencnennn. KY Hampton Inn Newport 12/6/2007 131 18,832
Chattanooga .........ccovvevreeeneereeerereeereenneneans ™ Homewood Suites LBA 12/14/2007 76 8,600
TULSE ettt OK Hampton Inn & Suites Western 12/28/2007 102 10,200
Port Wentworth ....oocveeiviveereeeieeeceeeeveeeennns GA Hampton Inn Newport 1/2/2008 106 10,780
NeW YOrK ...ocveviiiniiciiiciiiiieens NY Independent Marriott 1/4/2008 200 99,000
Marlborough ......coccoveeimcormreiiiicncciiiins MA Residence Inn True North 1/15/2008 112 20,200
ANNAPOLIS ... MD Hilton Garden Inn White 1/15/2008 126 25,000
MattheWS ...c.eeviiie e NC Hampton Inn Newport 1/15/2008 92 11,300
DUNN ..ot ns NC Hampton Inn McKibbon 1/24/2008 120 12,500
TallahassSee ....c.ooveeirier i FL Hilton Garden Inn LBA 1/25/2008 85 13,200
ROEETS .ot AR Fairfield Inn & Suites Intermountain  2/29/2008 99 8,000
ROZETS et AR Residence Inn Intermountain ~ 2/29/2008 88 11,744
WeStIOrd ....veeiiiiecieeecccrec e MA Hampton Inn & Suites True North 3/6/2008 110 15,250
SACTAMENTO.....cccvvvvreeriirireeecirreeeceeraeeeaesenans CA Hilton Garden Inn Dimension 3/7/2008 154 27,630
Conecord.......ceveiiicieiiinee NC Hampton Inn Newport 3/7/2008 101 9,200
TEXATKANA .....eeeeeereeeeeeeee e seeeeneeereeeeeenen X Courtyard Intermountain  3/7/2008 90 12,924
TexXarkana........coovvevveeeiiieeereeeeee e eriesveeeenes TX TownePlace Suites Intermountain 3/7/2008 85 9,057
Springdale .......cooeveineniicii e AR Residence Inn Intermountain  3/14/2008 72 5,606
Sanford.....c.oooveeieiiceeeeee e FL SpringHill Suites LBA 3/14/2008 105 11,150
Overland Park ........coocveiieeicicicniiiiie KS SpringHill Suites True North 3/17/2008 102 8,850
CYPIESS..cnverenirreiceieinieee et aens CA Courtyard Dimension 4/30/2008 180 31,164
Overland Park .........ccooiiiiiiiiieeee KS Residence Inn True North 4/30/2008 120 15,850
WeStIOrd ...oeeveiiecirecre e MA Residence Inn True North 4/30/2008 108 14,850
Kansas City .....ocovvvvveerienvercnenencn e MO Residence Inn True North 4/30/2008 106 17,350
Fayetteville......c.oconinnniiiiciinnnininees NC Residence Inn Intermountain 5/9/2008 92 12,201
Burbank........ccocooveeiieiircee e CA Residence Inn Marriott 5/13/2008 166 50,500
OCeanSIde.......oeeeeeveviirieiirireireecreeeeeeeesneens CA Residence Inn Marriott 5/13/2008 125 28,750
Winston-Salem........ccccoocvvniiiniiiniininnne. NC Courtyard McKibbon 5/19/2008 122 13,500
Greenville........oooovvvicoerieiieieceee e SC Residence Inn McKibbon 5/19/2008 78 8,700
Birmingham ........cccoceoviiiiiin AL Homewood Suites McKibbon 5/23/2008 95 16,500
Hilton Head..........cocoeviiinecicnicniceee SC Hilton Garden Inn McKibbon 5/29/2008 104 13,500
Carolina Beach.......coccovvvvviiieicieecereeeeneens NC Courtyard Crestline 6/5/2008 144 24214
Charlottesville ......ccovvvvvieiiiiieiieeeeeeeenenn VA Courtyard Crestline 6/5/2008 137 27,900
Virginia Beach.......cccceevveivnvencnenenennenes VA Courtyard Crestline 6/5/2008 141 27,100
Virginia Beach.......c..cocooevvniincncciicen VA Courtyard Crestline 6/5/2008 160 39,700
WICHITA .ot eaes KS Courtyard Intermountain  6/13/2008 90 8,874
Jacksonville......cooovieeieiniiiiieciee e FL Homewood Suites McKibbon 6/17/2008 119 23,250
TamMPA....oceeeee e FL TownePlace Suites McKibbon 6/17/2008 95 11,250
TUlare .....cooveevvevenieeeccc e CA Hampton Inn & Suites Inn Ventures  6/26/2008 86 10,331
SN JOSE.eeeeeeeeeeeeeeeeeeeeee e CA Homewood Suites Dimension 7/2/2008 140 21,862
SUTOIK. ..ottt VA Courtyard Crestline 7/2/2008 92 12,500
SUFTOLK. e VA TownePlace Suites Crestline 7/2/2008 72 10,000
TuKWila ..o WA Homewood Suites Dimension 7/2/2008 106 15,707
Savannah .........ccccoeeeeiiciiiniiee e GA Hilton Garden Inn Newport 7/31/2008 105 12,500
Overland Park ........c..ccoooeviiviviiienrereeeienee KS Fairfield Inn & Suites True North 8/20/2008 110 12,050
Columbia.......ocooiviiiieeeicieeeceree e SC Hilton Garden Inn Newport 9/22/2008 143 21,200
Chesapeake .....ccooevvvveniccineriienrenenescnennen VA Marriott Crestline 10/21/2008 226 38,400
Wilmington .......cccceeeveceveennniconcncnecnns NC Fairfield Inn & Suites Crestline 12/11/2008 122 14,800
5,909 $950,745
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The Company leased all of its hotels to wholly-owned taxable REIT subsidiaries under master hotel lease agreements. The
Company also used the proceeds of its best-efforts offering to pay 2% of the gross purchase price for these hotels, which equals
approximately $19.0 million, as a commission to ASRG.

No goodwill was recorded in connection with any of the acquisitions.

In addition to the gross purchase price for the hotels in New York, New York, Tallahassee, Florida, one of the Virginia Beach,
Virginia hotels, the hotel in Savannah, Georgia, and the hotel in Somerset, New Jersey, the Company assumed land leases. The
remaining minimum lease payments for the New York lease are $228.8 million and the term runs through August 2046. The
remaining minimum lease payments for the Tallahassee lease are $3.6 million and the term runs through December 2088. The
remaining minimum lease payments for the Virginia Beach property are $0.9 million and the term runs through December 31, 2023.
The remaining minimum lease payments for the Savannah property are $0.8 million and the term runs through August 2054. The
remaining minimum lease payments for the Somerset property are $10.3 million and the lease runs through April 2039.

Also, as part of the purchase of the New York, New York hotel, the Company assumed six leases for retail space in the building.
The remaining terms of these leases range from approximately four to ten years and the remaining minimum lease payments to
be received are $11.1 million. Rental income from these leases is recorded in “Other Revenue” in the Company’s Consolidated
Statements of Operations.

Note 3
Notes Payable and Credit Agreements
In conjunction with the acquisition of 15 hotel properties in 2008, the Company assumed mortgage notes payable, secured by the

applicable hotel property. The following table summarizes the hotel, interest rate, maturity date, principal amount assumed and the
outstanding balance as of December 31, 2008.

Qutstanding
Principal
Balance as of
Maturity Principal December 31,
Location Brand Interest Rate Date Assumed 2008
Concord, NC ....oo.ooiiiiiiiie e, Hampton Inn 6.10% 3/1/2017 $ 5,143 $ 5,098
Westford, MA......cooooeoeeieeeee e, Residence Inn 6.50% 11/10/2010 7,199 7,092
Overland Park, KS ...ooooeeeeeee e, Residence Inn 5.74 % 4/1/2015 7,079 6,976
Kansas City, MO .......ccooovveviieie e, Residence Inn 5.74 % 11/1/2015 11,645 11,543
Fayetteville, NC ........c..cooooiiiiiiiiiieeeee, Residence Inn 8.12% 11/1/2011 7,204 7,141
Greenville, SC......oooiiiiiiiiieeeeeeeeeeeeeeeeeeens Residence Inn 6.03 % 2/8/2017 6,512 6,469
Winston-Salem, NC ............cccooeiiiiiiiieeee, Courtyard 5.94% 12/8/2016 8,000 8,000
Birmingham, AL ..........ccccooeveiieiiiceeeeeeeee Homewood Suites 6.03 % 2/8/2017 11,815 11,738
Hilton Head, SC........c..coovivviieececeeeeeeee, Hilton Garden Inn 6.29 % 4/11/2016 6,371 6,302
Tampa, FL ..o, TownePlace Suites 6.06 % 2/8/2017 8,268 8,222
Jacksonville, FL ......ccooovviioiiiieeeeeeeeeeeeeeee e, Homewood Suites 6.03 % 2/8/2017 17,159 17,062
Suffolk, VA ..., TownePlace Suites 6.03 % 7/1/2017 6,630 6,579
Suffolk, VA ..o Courtyard 6.03 % 7/1/2017 8,644 8,576
Savannah, GA ..............ocooiiii e Hilton Garden Inn 5.87% 2/1/2017 5,679 5,635
Columbia, SC.....cooiiiiieeeeeeeee e, Hilton Garden Inn (a) 2/1/2012 11,576 11,523

§ 128,924 $ 127,956

(a) The interest rate on this mortgage is a variable rate based on 3-month LIBOR. As of December 31, 2008, the current interest rate
was 6.89%.
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In November 2008, the Company entered into a $75 million line of credit. The line matures in November 2010 and bears interest
at the London Interbank Borrowing Rate (“LIBOR”) plus 1.75% annually. As of December 31, 2008, there was $10.3 million
outstanding on the line of credit at an interest rate of 3.66%.

The aggregate amounts of principal payable under the Company’s mortgage obligations, for the five years subsequent to
December 31, 2008 are as follows (in thousands):

2009 ... s $ 13,332
20010 .. it 18,933
2011 e 8,680
2012 et 1,338
20013 e 1,967
Thereafter ...c.cooiiiieeiiicee e 93,465

138,215
Fair Value Adjustment of Assumed Debt ......... 489
TOtal. o $138,704

A fair value adjustment was recorded upon the assumption of an above market rate mortgage loan in connection with one of the
Company’s hotel acquisitions in 2008. This premium will be amortized into interest expense over the remaining term of the related
indebtedness using a method approximating the effective interest rate method. The effective interest rate on the debt obligation
assumed was 5.42% at the date of assumption. The total adjustment to interest expense was $115 thousand in 2008.

During 2008, the Company incurred loan origination costs related to the assumption of the mortgage obligations on purchased
hotels and on the line of credit facility, totaling $1.8 million. Such costs are amortized over the period to maturity of the applicable
mortgage loan, or to termination of the applicable credit agreement, as an addition to interest expense. Amortization of such costs
totaled $168 thousand for the year ended December 31, 2008.

The fair value of the Company’s outstanding debt at December 31, 2008 was approximately $148.4 million.

Note 4

Shareholders’ Equity

The Company concluded its best-efforts offering of Units in April 2008. The Company registered its Units on Registration
Statement Form S-11 (File No. 333-140548) filed July 19, 2007. The Company began its best-efforts offering (the “Offering”) of
Units, on July 19, 2007, the same day the Registration Statement was declared effective by the Securities and Exchange Commission.

The Series A preferred shares have no voting rights and no conversion rights. In addition, the Series A preferred shares are not
separately tradable from the common shares to which they relate. The Series A preferred shares do not have any distribution rights
except a priority distribution upon the sale of the Company’s assets. The priority distribution (“Priority Distribution”) will be equal to
$11.00 per Series A preferred share, and will be paid before any distribution will be made to the holders of any other shares. Upon the
Priority Distribution the Series A preferred shares will have no other distribution rights.

The Company has issued 240,000 Series B convertible preferred shares to Glade M. Knight, Chairman and Chief Executive
Officer of the Company, in exchange for the payment by him of $0.10 per Series B convertible preferred share, or an aggregate of

$24,000. The Series B convertible preferred shares are convertible into common shares pursuant to the formula and on the terms and
conditions set forth below.

There are no dividends payable on the Series B convertible preferred shares. Holders of more than two-thirds of the Series B

convertible preferred shares must approve any proposed amendment to the articles of incorporation that would adversely affect the
Series B convertible preferred shares.
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Upon the Company’s liquidation, the holder of the Series B convertible preferred shares is entitled to a priority liquidation
payment before any distribution of liquidation proceeds to the holders of the common shares. However, the priority liquidation
payment of the holder of the Series B convertible preferred shares is junior to the holders of the Series A preferred shares distribution
rights. The holder of a Series B convertible preferred share is entitled to a liquidation payment of $11 per number of common shares
each Series B convertible preferred share would be convertible into according to the formula described below. In the event that
the liquidation of the Company’s assets results in proceeds that exceed the distribution rights of the Series A preferred shares and
the Series B convertible preferred shares, the remaining proceeds will be distributed between the common shares and the Series B
convertible preferred shares, on an as converted basis.

Each holder of outstanding Series B convertible preferred shares shall have the right to convert any of such shares into common
shares of the Company upon and for 180 days following the occurrence of any of the following events:

(1) substantially all of the Company’s assets, stock or business is sold or transferred through exchange, merger, consolidation,
lease, share exchange, sale or otherwise, other than a sale of assets in liquidation, dissolution or winding up of the Company;

(2) the termination or expiration without renewal of the advisory agreement with Applc Eight Advisors, Inc. (“A8A™), or if the
Company ceases to use ASRG to provide property acquisition and disposition services; or

(3) the Company’s common shares are listed on any securities exchange or quotation system or in any established market.

Upon the occurrence of any conversion event, each Series B convertible preferred share may be converted into 24.17104 common
shares. In the event that after raising gross proceeds of $1 billion, the Company raises additional gross proceeds in a subsequent
public offering, each Series B convertible preferred share may be converted into an additional number of common shares based on the
additional gross proceeds raised through the date of conversion in a subsequent public offering according to the following formula:
(X/50 million) x 1.20568, where X is the additional gross proceeds rounded down to the nearest 50 million.

No additional consideration is due upon the conversion of the Series B convertible preferred shares. The conversion into common
shares of the Series B convertible preferred shares will result in dilution of the shareholders’ interests.

Expense related to issuance of 240,000 Series B convertible preferred shares to Mr. Knight will be recognized at such time when
the number of common shares to be issued for conversion of the Series B shares can be reasonably estimated and the event triggering
the conversion of the Series B shares to common shares occurs. The expense will be measured as the difference between the fair value
of the common stock for which the Series B shares can be converted and the amounts paid for the Series B shares. If a conversion
event had occurred at December 31, 2008, expense would have ranged from $0 to in excess of $63 million (assumes $11 per Unit fair
market value) which represents approximately 5.8 million shares of common stock.

The Company has a Unit Redemption Program to provide limited interim liquidity to its shareholders who have held their Units
for at least one year. Shareholders may request redemption of Units for a purchase price equal to 92% of the price paid per Unit if the
Units have been owned less than three years or 100% of the price paid per Unit if the Units have been owned more than three years.
The maximum number of Units that may be redeemed in any given year will be three percent of the weighted average number of Units
outstanding during the 12-month period immediately prior to the date of redemption. The Company reserves the right to change the
purchase price of redemptions, reject any request for redemption, or otherwise amend the terms of, suspend, or terminate the Unit
Redemption Program.

In the second quarter of 2008, the Company instituted a Dividend Reinvestment Plan for its shareholders. The plan provides a
convenient and cost effective way to increase shareholder investment in the Company by reinvesting dividends to purchase additional
Units of the Company. The uses of the proceeds from this plan may include purchasing Units under the Company’s Unit Redemption
Program, enhancing properties, satisfying financing obligations and other expenses, increasing working capital, funding various
corporate operations, and acquiring hotels. The Company has registered 10 million Units for potential issuance under the plan. Since
inception through December 31, 2008, approximately 1.5 million Units were issued under the plan representing approximately $16.0
million.

42



The Company’s articles of incorporation authorize issuance of up to 15 million additional preferred shares. No preferred shares
other than the Series A preferred shares and the Series B convertible preferred shares (discussed above) have been issued. The
Company believes that the authorization to issue additional preferred shares benefits the Company and its shareholders by permitting
flexibility in financing additional growth, giving the Company additional financing options in corporate planning and in responding
to developments in business, including financing of additional acquisitions and other general corporate purposes. Having authorized
preferred shares available for issuance in the future gives the Company the ability to respond to future developments and allows
preferred shares to be issued without the expense and delay of a special shareholders’ meeting. At present, the Company has no
specific financing or acquisition plans involving the issuance of additional preferred shares and the Company does not propose to
fix the characteristics of any series of preferred shares in anticipation of issuing preferred shares other than the Series A preferred
shares and Series B convertible preferred shares discussed above. The Company cannot now predict whether or to what extent, if any,
additional preferred shares will be used or if so used what the characteristics of a particular series may be. The voting rights and rights
to distributions of the holders of common shares will be subject to the prior rights of the holders of any subsequently-issued preferred
shares. Unless otherwise required by applicable law or regulation, the preferred shares would be issuable without further authorization
by holders of the common shares and on such terms and for such consideration as may be determined by the Board of Directors. The
preferred shares could be issued in one or more series having varying voting rights, redemption and conversion features, distribution
(including liquidating distribution) rights and preferences, and other rights, including rights of approval of specified transactions. A
series of preferred shares could be given rights that are superior to rights of holders of common shares and a series having preferential

distribution rights could limit common share distributions and reduce the amount holders of common shares would otherwise receive
on dissolution.

Note 5

Stock Incentive Plans

During 2007, the Board of Directors approved a Non-Employee Directors Stock Option Plan (the “Directors Plan™) whereby
directors, who are not employees of the Company or affiliates, automatically receive the option to purchase Units. Under the Directors
Plan, the number of Units authorized for issuance is equal to 45,000 plus 1.8% of the number of Units sold in excess of the minimum
offering of 4,761,905 Units. This plan currently relates to the initial public offering of 91,125,541 Units. Therefore, the maximum

number of Units authorized under the Directors Plan is currently 1,599,545 based on the number of shares issued as of December 31,
2008.

Also in 2007, the Board of Directors approved an Incentive Stock Option Plan (the “Incentive Plan”) whereby incentive awards
may be granted to certain employees of the Company or affiliates. Under the Incentive Plan, the number of Units authorized for
issuance is equal to 35,000 plus 4.625% of the number of Units sold in the initial offering in excess of 4,761,905. This plan also
currently relates to the initial public offering of 91,125,541 Units. Therefore, the maximum number of Units that can be issued under
the Incentive Plan is currently 4,029,318 based on the number of shares issued as of December 31, 2008.

Both plans generally provide, among other things, that options be granted at exercise prices not lower than the market value of
the Units on the date of grant. The options expire 10 years from the date of the grant. During 2008 and 2007, the Company granted
options to purchase 72,900 and 22,000 Units under the Directors Plan and granted no options under the Incentive Plan. All of the

options issued vested at the date of issuance and have an exercise price of $11 per Unit. Activity in the Company’s share option plan
during 2008 and 2007 is summarized in the following table:

Year ended Year ended
December 31, December 31,
2008 2007

Outstanding, beginning of year: ..........ccc.c.cccceee 22,000 -
Granted .....o.oooeeeeieeee e 72,900 22,000
Exercised......ccooovvvriieeiiii et e - -
Expired or canceled .........c.oooeoveeiiennniniennn - -
Outstanding, end of year:...........c..cocccociiiincecne 94,900 22,000
Exercisable, end of year:........ccccoeevmiveecvccincnnenne 94,900 22,000
The weighted-average exercise price: ........c.......... $ 11.00 $ 11.00

The Company records compensation expense related to the issuance of stock options under the guidelines established by FASB
Statement No. 123(R), based on a determination of the fair value of options issued. Compensation expense associated with the
issuance of stock options was $61 thousand in 2008 and $20 thousand in 2007.
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Note 6
Management and Franchise Agreements

Each of the Company’s 51 hotels are operated and managed, under separate management agreements, by affiliates of one of the
following companies: Newport Hospitality Group, Inc. (“Newport”), Larry Blumberg & Associates (“LBA”), Western International
(“Western”), Marriott International, Inc. (“Marriott”), White Lodging Services Corporation (“WLS”), Dimension Development
Company (“Dimension”), Inn Ventures, Inc. (“Inn Ventures”), True North Hotel Group, Inc. (“True North”), Intermountain
Management, LLC (“Intermountain”), MHH Management, LLC (“McKibbon”) and Crestline Hotels & Resorts, Inc. (“Crestline™).
The agreements provide for initial terms ranging from one to thirty years. Fees associated with the agreements generally include
the payment of base management fees, incentive management fees, accounting fees, and other fees for centralized services which
are allocated among all of the hotels that receive the benefit of such services. Base management fees are calculated as a percentage
of gross revenues. Incentive management fees are calculated as a percentage of operating profit in excess of a priority return to
the Company, as defined in the management agreements. The Company has the option to terminate the management agreements
if specified performance thresholds are not satisfied. During the years ended December 31, 2008 and 2007, the Company incurred
approximately $4.5 million and $45 thousand in management fees.

Newport, LBA, Western, WLS, Dimension, Inn Ventures, True North, Intermountain, McKibbon and Crestline are not affiliated
with either Marriott or Hilton, and as a result, the hotels they manage were required to obtain separate franchise agreements with
each respective franchisor. The Hilton franchise agreements generally provide for a term of 10 to 20 years. Fees associated with the
agreements generally include the payment of royalty fees and program fees. The Marriott franchise agreements provide for initial
terms of 10-30 years with certain agreements having options to renew. Fees associated with the agreements include the payment of
royalty fees, marketing fees, reservation fees and a communications support fee based on room revenues. During the years ended
December 31, 2008 and 2007 the Company incurred approximately $5.2 million and $72 thousand in franchise fees.

Note 7
Related Parties

The Company has significant transactions with related parties. These transactions cannot be construed to be arms length, and the
results of the Company’s operations may be different if these transactions were conducted with non-related parties.

The Company has a contract with ASRG, a related party, to provide brokerage services for the acquisition and disposition of
the Company’s real estate assets. In accordance with the contract, ASRG is paid a fee of 2% of the gross purchase price of any
acquisitions or gross sale price of any dispositions of real estate investments, subject to certain conditions. As of December 31, 2008,
payments to ASRG for services under the terms of this contract have totaled $19.0 million since inception, which were capitalized as a
part of the purchase price of the hotels.

The Company is party to an advisory agreement with A8A, pursuant to which A8A provides management services to the
Company. An annual fee ranging from 0.1% to 0.25% of total equity proceeds received by the Company, in addition to certain
reimbursable expenses, are payable for these services. A8A utilizes Apple REIT Six, Inc. to provide these services. Expenses related to
this agreement totaled $2.7 million in 2008 and $626 thousand in 2007.

Through a contractual arrangement with Apple REIT Six, Inc., A8A provides the Company with support services. The Company
reimburses A8A for the cost of the services provided by Apple REIT Six, Inc. A8A in turn reimburses Apple REIT Six, Inc. Through
similar contractual arrangements, Apple REIT Six, Inc. provides support services to ASRG, Apple Six Advisors, Inc. (“A6A”), Apple
Seven Advisors, Inc. (“*A7A”), Apple Nine Advisors, Inc. (“A9A™), Apple REIT Seven, Inc., and Apple REIT Nine, Inc. A6A provides
day to day advisory and administrative functions for Apple REIT Six, Inc., A7A provides day to day advisory and administrative
functions for Apple REIT Seven, Inc., and A9A provides day to day advisory and administrative functions for Apple REIT Nine, Inc.
ASRG, ASA, A6A, A7A, ABA and A9A are 100% owned by Glade Knight, the Company’s Chairman and Chief Executive Officer.

Including ASRG, A6A, A7A, A8A and A9A discussed above, Mr. Knight is also Chairman and CEO of Apple REIT Six, Inc.,

Apple REIT Seven, Inc. and Apple REIT Nine, Inc. Members of the Company’s Board of Directors are also on the boards of Apple
REIT Six, Inc., Apple REIT Seven, Inc. and Apple REIT Nine, Inc.
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During the fourth quarter of 2008, the Company entered into a series of assignments of contracts with Apple REIT Nine, Inc.
(“AR9”) to transfer its rights and obligations under three purchase contracts for four hotels which are under construction. Under the
terms and conditions of the contracts, the Company assigned to AR9 all of its rights and obligations under these purchase contracts.
No consideration or fees were paid to the Company for the assignment of the purchase contracts except for the reimbursement of the
following payments previously made by the Company: (i) initial deposits totaling $1.2 million; and (ii) transactional costs paid to third
parties totaling approximately $64,000. These reimbursement payments did not constitute or result in a profit or loss for the Company.

Note 8

Pro Forma Information (Unaudited)

The following unaudited pro forma information for the year ended December 31, 2008, is presented as if the acquisitions of the
51 hotels owned at December 31, 2008 had occurred on the latter of January 1, 2007 or the opening date of the hotel. The pro forma
information does not purport to represent what the Company’s results of operations would actually have been if such transactions, in

fact, had occurred on these applicable dates, nor does it purport to represent the results of operations for future periods. Amounts are in
thousands except per share.

The pro forma information reflects adjustments for actual revenues and expenses of the 51 hotels acquired in 2008 and 2007 for
the respective period owned prior to acquisition by the Company. Net income has been adjusted as follows: (1) interest income has
been adjusted to reflect the reduction in cash and cash equivalents required to fund the acquisitions; (2) interest expense related to

prior owner’s debt which was not assumed has been eliminated; and (3) depreciation has been adjusted based on the Company’s basis
in the hotels.

Year ended Year ended
December 31, December 31,
2008 2007

HoOtel TEVENUES ... $ 180,277 $ 162,822

NELINCOME....ovvieiiieiiee et aaaeas 22,010 17,502

Net income per share - basic and diluted................ $ 0.24 $ 0.25
Note 9
Leases

In connection with the acquisition of five hotels, the Company assumed five land leases. The initial terms of the leases range from
approximately 15 to 80 years. One of the lease’s rent is adjusted periodically for consumer price index increases. Two of the leases
have defined escalations over the life of the lease and straight-line rent is being recorded to reflect the average rent over the life of the
leases. The accrued straight line lease liability balance at December 31, 2008 was $2.8 million and is recorded in “Accounts payable
and accrued expenses” on the Company’s Consolidated Balance Sheets.

The aggregate amounts of the estimated lease payments pertaining to all land leases, for the five years subsequent to December
31, 2008 are as follows (in thousands):

Total

2009 ... $ 3,700
2000 e 3,806
2011 o 3,916
20012 e 4,029
2013 e 4,146
Thereafter .......coovvvviviciece s 224,794

Total...ooviiiicrecie s $ 244391
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Also, as part of the purchase of the New York, New York hotel, the Company assumed six leases for retail space in the building.
The remaining terms of these leases range from approximately four to ten years and the remaining minimum lease payments to be
received are approximately $11.1 million. The aggregate amount of the minimum rentals to be received for the five years subsequent
to December 31, 2008 are as follows (in thousands):

Total

2009 ... i $ 1,594
2000 i 1,749
2011 oo 1,815
2002 e 1,846
2013 e 1,385
Thereafter .....cooovvvveeeieeee e, 2,722

Total ..o $ 11,111

Rental income from these leases is recorded in “Other revenue” in the Company’s Consolidated Statements of Operations.
Note 10

Industry Segments

The Company owns hotel properties throughout the United States that generate rental and other property related income. The
Company separately evaluates the performance of each of its hotel properties. Until the acquisition of the hotel in New York, New
York in 2008, each hotel owned was not individually significant; therefore, the Company consolidated all hotels into one reportable
segment. Due to the significance of the New York hotel, the Company now has two reportable segments. The Company does not
allocate corporate-level accounts to its operating segments, including corporate general and administrative expenses, non-operating
interest income and interest expense. Dollar amounts are in thousands.

For the Year Ended December 31, 2008

New York,
New York All Other
Hotel Hotels Corporate Consolidated

Total revenue $ 14,380 $ 118,904 $ - $ 133,284
Hotel operating expenses 14,710 75,978 - 90,688
General and administrative expense - - 4,359 4,359
Depreciation expense 4,259 17,785 - 22,044
Operating income (loss) (4,589) 25,141 (4,359) 16,193
Investment income, net - - 2,225 2,225
Interest expense - (3,936) (217) (4,153)
Net income/(loss) $ (4,589) $ 21,205 $ (2,351) $ 14,265
Total assets $ 119,582 $ 880,208 $ 3,258 $ 1,003,048

Note 11
Quarterly Financial Data (unaudited)

The following is a summary of quarterly results of operations for the year ended December 31, 2008 and the period ended
December 31, 2007. Income per share for the four quarters in 2007 is non-additive in comparison to income per share for the period

ended December 31, 2007 due to the timing and size of the Company’s Unit issuances. Net income for the fourth quarter of 2008
includes approximately $7.3 million of costs associated with investment losses and $1 million in start up costs for new hotels.
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First Second Third Fourth

2008 (in thousands, except per share data) Quarter Quarter Quarter Quarter
REVEIUES .....oviieiiiiie et $ 12,611 $ 32,219 $ 49,118 $ 39,336
Net INCOME / (10SS8) cv.vvvierieerieeereeee et $ 5,516 $ 7,298 $ 9,460 $ (8,009)
Basic and diluted income / (loss) per common share ............. $ 0.07 $ 0.08 § 010 $ (0.09
Distributions paid per share ............ccocooiiiiiniiiinniniennn, $ 0.22 § 022 § 022 $ 022

First Second Third Fourth
2007 (in thousands, except per share data) Quarter Quarter Quarter Quarter
REVEIUES ... e e $ - $ - $ - $ 1,485
Net InComMe / (10SS) vovioverrreiiririierieereieseere e er v $ 3) § (73 § 422 $ 5,052
Basic and diluted income / (loss) per common share ............. $ - $ - $ 0.08 $ 0.10
Distributions paid per Share ............cccocveveeovvereeeeeeeeeee $ - $ - $ 015 $ 025
Note 12

Subsequent Events

In January 2009, the Company declared and paid $6.8 million or $.073334 per common share, in a distribution to its common
shareholders, of which $2.4 million or 220,192 Units were reinvested under the Company’s Dividend Reinvestment Plan.

On January 20, 2009, the Company redeemed 387,499 Units in the amount of $4.0 million under its Unit Redemption Program.

In February 2009, the Company declared and paid $6.8 million or $.073334 per common share, in a distribution to its common
shareholders, of which $2.4 million or 220,471 Units were reinvested under the Company’s Dividend Reinvestment Plan.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosures

None.
Item 9A.  Controls and Procedures

Senior management, including the Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the
Company’s disclosure controls and procedures as of the end of the period covered by this report. Based on this evaluation process,
the Chief Executive Officer and Chief Financial Officer have concluded that the Company’s disclosure controls and procedures are
effective and that there have been no changes in the Company’s internal control over financial reporting that occurred during the last
fiscal quarter that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial
reporting. Since that evaluation process was completed, there have been no significant changes in internal controls or in other factors

that could significantly affect these controls.

See Item 8 for the Report of Management on Internal Control over Financial Reporting and the Company’s Independent
Registered Public Accounting Firm’s attestation report regarding internal control over financial reporting.

Item 9B. Other Information

None.
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PART 111

Item 10. Directors, Executive Officers and Corporate Governance

The information required by Items 401, 405, 406 and 407(c)(3), (d)(4) and (d)(5) of Regulation S-K will be set forth in the
Company’s 2009 Proxy Statement. For the limited purpose of providing the information necessary to comply with this Item 10, the
2009 Proxy Statement is incorporated herein by this reference.

Item 11. Executive Compensation

The information required by Items 402 and 407(e)(4) and (e)(5) of Regulation S-K will be set forth in the Company’s 2009 Proxy

Statement. For the limited purpose of providing the information necessary to comply with this Item 11, the 2009 Proxy Statement is
incorporated herein by this reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters

The information required by Items 201(d) and 403 of Regulation S-K will be set forth in the Company’s 2009 Proxy Statement.

For the limited purpose of providing the information necessary to comply with this Item 12, the 2009 Proxy Statement is incorporated
herein by this reference.

Item 13. Certain Relationships and Related Transactions and Director Independence

The information required by Items 404 and 407(a) of Regulation S-K will be set forth in the Company’s 2009 Proxy Statement.

For the limited purpose of providing the information necessary to comply with this Item 13, the 2009 Proxy Statement is incorporated
herein by this reference.

Item 14. Principal Accounting Fees and Services

This information required by Item 9(e) of Schedule 14A will be set forth in the Company’s 2009 Proxy Statement. For the limited

purpose of providing the information necessary to comply with this Item 14, the 2009 Proxy Statement is incorporated herein by this
reference.
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Item 15.

PART 1V

Exhibits, Financial Statement Schedule

1. Financial Statements of Apple REIT Eight, Inc.

Report of Management on Internal Control Over Financial Reporting

Report of Independent Registered Public Accounting Firm on Internal Control Over Financial
Reporting — Ernst & Young LLP

Report of Independent Registered Public Accounting Firm—Emst & Young LLP

Consolidated Balance Sheets as of December 31, 2008 and December 31, 2007

Consolidated Statements of Operations for the year ended December 31, 2008 and the period January 22, 2007 (initial
capitalization) through December 31, 2007

Consolidated Statements of Shareholders’ Equity for the year ended December 31, 2008 and the period January 22, 2007
(initial capitalization) through December 31, 2007

Consolidated Statements of Cash Flows for the year ended December 31, 2008 and the period January 22, 2007 (initial
capitalization) through December 31, 2007

Notes to Consolidated Financial Statements

These financial statements are set forth in Item 8 of this report and are hereby incorporated by reference.

2. Financial Statement Schedule

Schedule ITI—Real Estate and Accumulated Depreciation (Included at the end of this Part IV of this report.)

Financial statement schedules not listed are either omitted because they are not applicable or the required information is
shown in the consolidated financial statements or notes thereto.

3. Exhibits

Incorporated herein by reference are the exhibits listed under “Exhibits Index” to this Report Available at www.sec.gov.
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SCHEDULE 111

Real Estate and Accumulated Depreciation
As of December 31, 2008
(Dollars in thousands)

Subsequently
Initial Cost Capitalized
Bldg. #of

Imp. & Total Ace. Date of Date Depreciable Guest
City State Brand Encumbrances Land Bldg./FF&E FF&E Gross Cost (1) Deprec. Construction Acquired Life Rooms
Birmingham AL Homewood Suites $ 11,738 $ 1,171 $ 15,793 $ 241 $ 17,205 $ (330) 2005 May-08 3 -39 yrs. 95
Rogers AR  Fairfield Inn & Suites - 885 7,389 27 8,301 (197) 2002 February-08 3 -39 yrs. 99
Rogers AR Residence Inn - 924 11,183 47 12,154 (320) 2003 February-08 3-39yrs. 88
Springdale AR Residence Inn - 451 5,379 14 5,844 (149) 2001 March-08 3-39yrs. 72
Sacramento CA Hilton Garden Inn - 2,549 25,759 709 29,017 (663) 1999 March-08 3-39yrs. 154
Cypress CA  Courtyard - 3,242 28,680 178 32,100 (672) 1988 April-08 3-39yrs. 180
Oceanside CA Residence Inn - 3,313 25,963 19 29,295 (552) 2007 May-08 3-39yrs. 125
Burbank CA  Residence Inn - 4,230 47,200 4 51,434 (951) 2007 May-08 3-39 yrs. 166
Tulare CA  Hampton Inn & Suites - 1,105 9,490 o 10,595 (209) 2008 June-08 3 -39 yrs. 86
San Jose CA  Homewood Suites - 6,542 15,882 137 22,561 (276) 1991 July-08 3-39yrs. 140
Tallahassee FL  Hilton Garden Inn - - 13,588 31 13,619 (446) 2006 January-08 3-39 yrs. 85
Sanford FL  SpringHill Suites - 937 10,605 24 11,566 (275) 2000 March-08 3 -39 yrs. 105
Tampa FL  TownePlace Suites 8,222 1,306 10,293 198 11,797 (196) 1999 June-08 3 -39 yrs. 95
Jacksonville FL Homewood Suites 17,062 1,545 22,296 526 24,367 (402) 2005 June-08 3 -39 yrs. 119
Port Wentworth GA Hampton Inn - 841 10,284 36 11,161 (306) 1997 January-08 3-39yrs. 106
Savannah GA Hilton Garden Inn 5,635 - 15,291 - 15,291 (242) 2004 July-08 3-39 yrs. 105
Overland Park KS  SpringHill Suites - 944 8,209 30 9,183 (194) 1999 March-08 3-39yrs. 102
Overland Park KS Residence Inn 6,976 1,536 14,711 141 16,388 (351) 2000 April-08 3 -39 yrs. 120
Wichita KS Courtyard - 1,184 8,006 133 9,323 (184) 2000 June-08 3-39yrs. 90
Overland Park KS Fairfield Inn & Suites - 1,578 10,863 - 12,441 (160) 2008 August-08 3-39yrs. 110
Bowling Green KY Hampton Inn - 1,486 17,885 21 19,392 {600) 1989 December-07 3-39yrs. 131
Marlborough MA Residence Inn - 2,117 18,586 17 20,720 (604) 2006 January-08 3-39yrs. 112
Westford MA Hampton Inn & Suites - 1,576 14,116 - 15,692 (400) 2007 March-08 3 -39 yrs. 110
Westford MA Residence Inn 7,092 900 14,040 25 14,965 (347) 2000 April-08 3 -39 yrs. 108
Annapolis MD Hilton Garden Inn - 2,446 23,336 4 25,786 (741) 2007 January-08 3 -39 yrs. 126
Kansas City MO Residence Inn 11,543 1,194 16,306 11 17,511 (404) 1968 April-08 3-39 yrs. 106
Greensboro NC  SpringHill Suites = 667 7,630 20 8,317 (278) 2004 November-07 3-39 yrs. 82
Matthews NC Hampton Inn - 648 10,566 276 11,490 (370) 1995 January-08 3 -39 yrs. 92
Dunn NC Hampton Inn - 548 12,539 48 13,135 (437) 2006 January-08 3-39yrs. 120
Concord NC Hampton Inn 5,098 1,234 8,274 27 9,535 (261) 1996 March-08 3-39yrs. 101
Fayetteville NC Residence Inn 7,141 671 12,567 5 13,243 (285) 2006 May-08 3-39 yrs. 92
Winston-Salem NC Courtyard 8,000 1,445 12,455 11 13,911 (283) 1998 May-08 3-39 yrs. 122
Carolina Beach NC Courtyard - 3,255 21,629 1 24,885 (382) 2003 June-08 3 -39 yrs. 144
Wilmington NC Fairfield Inn & Suites - 1,847 13,463 - 15,310 (40) 2008 December-08 3 -39 yrs. 122
Somerset NJ  Courtyard - - 16,504 36 16,540 (606) 2001 November-07 3-39yrs. 162
New York NY Not Currently Branded - - 111,870 10,599 122,469 (4,259) 1916 January-08 3 -39 yrs. 200
Tulsa OK Hampton Inn & Suites - 904 9,935 3 10,842 (394) 2007 December-07 3-39yrs. 102
Greenville SC  Residence Inn 6,469 692 8,330 27 9,049 (181) 1998 May-08 3-39yrs. 78
Hilton Head SC  Hilton Garden Inn 6,302 1,077 12,863 240 14,180 (278) 2001 May-08 3-39yrs. 104
Columbia SC  Hilton Garden Inn 11,523 1,384 20,423 4 21,811 (228) 2006 September-08 3 -39 yrs. 143
Chattanooga TN Homewood Suites - 692 8,207 169 9,068 (292) 1997 December-07 3 -39 yrs. 76
Texarkana TX TownePlace Suites - 618 8,740 11 9,369 (262) 2006 March-08 3 -39 yrs. 85
Texarkana TX Courtyard - 681 12,653 43 13,377 (308) 2003 March-08 3 -39 yrs. 90
Harrisonburg VA  Courtyard - 1,688 22,134 33 23,855 (750) 1999 November-07 3 -39 yrs. 125
Virginia Beach VA  Courtyard - 7,230 20,728 1 27,959 (358) 1999 June-08 3-39yrs. 141
Virginia Beach VA Courtyard - 9,891 30,984 1 40,876 (530) 2002 June-08 3 -39 yrs. 160
Charlottesville VA  Courtyard - 2,317 26,440 1 28,758 (453) 2000 June-08 3-39 yrs. 137
Suffolk VA  TownePlace Suites 6,579 772 9,590 - 10,362 (172) 2007 July-08 3-39yrs. 72
Suffolk VA  Courtyard 8,576 997 11,947 - 12,944 219) 2007 July-08 3-39yrs. 92
Chesapeake VA  Marriott Full Service - 3,264 36,373 39,637 (360) 2008 October-08 3-39yrs. 226
Tukwila WA Homewood Suites - 1,393 14,751 - 16,144 (220) 1991 July-08 3-39yrs. 106

Construction in Progress - - - 489 489 -
$ 127,956 $ 87917 $ 902,728 $14,618 $ 1,005,263 $(22,377) 5,909
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SCHEDULE 111

Real Estate and Accumulated Depreciation (continued)
As of December 31, 2008
(Dollars in thousands)

2008 2007
Real estate owned:
Balance as of January 1 $ 87,643 $ -
Acquisitions 903,002 87,643
Improvements 14,618 -
Balance at December 31  § 1,005,263 $ 87,643

2008 2007
Accumulated depreciation:
Balance as of January 1 $ (333) $ -
Depreciation expense (22,044) (333)
Balance at December 31 $ (22,377) $ (333)

(1) The gross cost basis for Federal Income Tax purposes approximates the basis used in this schedule.
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“Marriott®,

Courtyard® by Marriore®,” “SpringHill Suires® by Marriotr®,” “Fairfield Inn® by Marriore®,” “Fairfield Inn & Suites®
by Marrion®,” “TownePlace Suites® by Marrion®,” “Renaissance® Hotels & Resorts” and “Residence Inn® by Marriott®” are each
a registered trademark of Marriot® International, Inc. or one of irs affiliates. All references to “Marriote®” mean Marriott®

International, Inc. and all of ixs affiliares and subsidiari

s and their respective officers, direcrors, agents, employees, accountants and
is not responsible for the content of this annual repore, whether relating o the hote! informarion, operating
information, financial mformanon Marriont™’s relationship with Apple REIT Eight or otherwise. Marrion® was not involved in
any way, whether as an “issuer” or “underwriter” or otherwise in the Apple REIT Eight offering and received no proceeds from the
offering. Marriott® has not expressed any approval or disapproval regarding this annual report, and the grant by Marriott® of any
franchise or other rights to Apple REIT E

attorneys. Marriott®

gh shall not be construed as any expression of approval or disapproval. Marriorr® has
not assumed and shall not have any lability in connection with this annual report.

“Hampton Inn®,” “Hampron Inn and Suites®,” “Hilton Garden lon®,” and “Homewood ﬁuites by Hilton®” are each a registered
trademark of Hilton® Hotels Corporation or one of its affiliates. All references to “Hilton®” mean Hilton® Hotels C orporation and
all of ivs affiliates and subsidiaries, and their respective officers, directors, agents, employees, accountants and attorneys. Hilton® is
not responsible for the content of this annual report, whether relating 1o hotel information, operating informarion, financial
mformauon, Hilton®s relationship with Apple REIT Eight, or otherwise. Hilton® was not involved in any way, whether as an

“issuer” or “underwriter” or otherwise, in the Apple REIT Eight offering and received no proceeds from the offering, Hilron® has
not expressed any approval or disapproval regarding this annual report, and the grant by Hilton® of any franchise or other rights
o Apple REIT Eight shall not be cot sion of approval or disapproval. Hilton® has nor assumed and shall not
have any fiability in connection with this annual reporr.

strued as any exp

This annual report conrains forward-looking statements wichin the meaning of Section 274 of the Securities Act of 197
amended, and Section 21E of the Securities Exchange Act of 1934, as amcndu& Such statements involve known and unknown
uncereainties, and other factors which may cause the actual results, performance, or achievements of the company to be marerially
different from any furure results, performangc ot achievements expressed or implied by such forward-looking statements. Such
factors include: the availability and terms of financing; changes in national, regional and local economies and busm( conditions;
competitors within the hotel industry; the ability of the company o implement its operating strategy and to manage planned
growth; and the ability to repay or refinance debt as it becomes due. Although the company believes that the assumprions
underlying the forward-looking saatements contained herein are reasonable, any of the ascumptior‘s could be inaccurare; therefore, there
can be no assurance that such statements included in this ann
of distributions to shareholders are within the dis
inherent in the forward-looking st

report will prove to be accurate. In addition, the timing and level
retion of the company’s board of directors. In light of the significant uncertainties
temencs included herein, the inclusion of such information should not be regarded as a
representation by the company or any other person that the results or conditions described in such statements or the objectives and
plans of the company will be achieved.
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