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Dear Fellow Shareholders,

In 2011, we embarked on a transformation of our business to strengthen our position as a leading global
hospitality management company. Our goal is to build a global portfolio of highly-attractive lifestyle
boutique hotels that measures up to the expectations of our guests. By leveraging our exceptional brands,
developing outstanding properties in high-demand markets, and delivering exceptional guest experiences,
we are committed to bringing the best of our heritage into a new era for Morgans. To achieve this goal,
we made changes in nearly every area of our business during 2011. While our transformation plans are far
from complete, we have made significant progress solidifying our foundation and putting the Company on
the right path for the future.

Strengthened Our Balance Sheet

Qur first priority was to solidify and strengthen our balance sheet. During the year we reduced our
consolidated debt by-approximately $232 million resulting in a much stronger foundation for growth. We
sold three of our owned hotels as well as our.two London joint venture hotels and we aiso refinanced
the mortgage debt on Hudson, thereby addressing all near-term consolidated debt maturities. Qur next
consolidated debt maturity is our convertible notes due in 2014, and we plan to be proactive in continuing to
address maturities and strengthen our balance sheet. In addition, we improved our liquidity position, adding
a new $100 million revolving credit facility to fund investments in our business. Together, these transactions
have allowed us to focus on operational improvements in our infrastructure and core competencies,
re-investment in our existing hotels and expansion through the addition of new hotel management contracts.

Expanded Our Brand and Management Business

On the expansion front, 2011 was a great year as we made substantial progress in strengthening our
pipeline of management deals and expanding our brands. We have taken a disciplined approach towards
development and, during the year, signed numerous long-term hotel management contracts. In most of
these deals, we were specifically selected in a competitive pitch by the property owners to develop and
manage Morgans-branded hotels, which we believe is a testament to the appeal of our unique and iconic
brands and the Company’s overall value proposition. Three of these new deals - Mondrian London,
Mondrian Doha, and Mondrian Baha Mar - have financing and are under construction and will add almost
1,000 rooms to our portfolio, which we expect will be highly accretive to earnings.

At this point, we have the organization in place to scale our management business so we can grow with only
modest increases in our cost base, which we believe will give us meaningful opportunity to improve margins.

We have a healthy pipeline of prospective management deals in regions including Europe, Asia and Latin
America. We continue to stay disciplined and are only seeking development or conversion deals in key
gateway cities and select resort destinations that can generate strong returns on investment, align with our
expansion strategy, and are brand-enhancing to our portfolio.

Enhanced Our Food and Beverage Platform

In 2011 we completely revamped our food and beverage strategy by acquiring The Light Group. This
acquisition is a transformational deal allowing us to provide improved food and beverage, innovative night
life, and the right experiences for our guests. With the acquisition of The Light Group, we gained a first-
class food and beverage platform, a creative and experienced management team, and renowned brand
names, while also being immediately accretive to our earnings.

We are already seeing a positive impact from this transaction. Most notably, The Light Group led the
re-concepting of our food and beverage offerings at Delano, including a new restaurant, Bianca, which
opened in January 2012 to rave reviews. We are confident that The Light Group team will continue to
" improve our food and beverage offerings across our portfolio of hotels, an important step to enhancing our
overall guest experience and driving growth in average daily rate.



Upgrades to Our Owned Hotels and Infrastructure

During 2011, we commenced renovations at our owned hotels, Hudson and Delano, designed to increase
rate and profitability by upgrading the physical properties and improve the overall guest experience. We
recently completed substantial renovations at Delano, which included upgrading the bungalows and
high-end suites and upgrading the common areas, such as the lobby, corridors, bars, public restrooms
and beach furniture. During 2011, we began a significant renovation at Hudson, which is expected to be
completed in the third quarter of 2012, and will include completely renovated guest rooms, repositioned
food and beverage offerings,; and at least 23 new guest rooms. These investments at Delano and Hudson
were made with an eye towards accelerating the pace at which both properties can restore profitability back
towards peak levels.

As well as investing in our hotel assets, we have made major investments in our property management
teams and upgrades to our systems and processes so that we can provide better service and operate more
efficiently. We are re-defining and enhancing our service philosophy and our operating standards and will
be faunching new specialized training and recognition programs designed to increase service performance
and employee retention.

We are confident that improving our physical product, upgrading our processes and infrastructure and
developing more effective management teams will drive even higher levels of guest satisfaction and
engagement and more repeat business, which we believe in turn will raise our rate premiums and increase
profitability.

Stronger Leadership and Operating Teams

Developing a first-class team is core to our strategy and during 2011 we made a number of changes and
additions to help grow the business. At the property level, we recruited five new general managers, as well
as new senior vice presidents for sales and operations, new leaders for revenue management, marketing,
human resources and design. In addition to integrating the new team from The Light Group, we have hired
new leaders in food and beverage, including new directors of restaurants and nightlife. These new hires,
together with the rest of our executive leadership team, are energized and focused on delivering on all of
our commitments to our guests and to the business.

Looking Ahead

2011 was a transitional year for us. While we still have more work to do to complete the transformation of
our business, much of the groundwork has been done and we are now firmly focused on the opportunity
ahead. We are confident that the investments in our owned properties will unlock additional revenues and
return them toward peak performance. We have also announced some great deals, and this only begins to
highlight the potential of our management business. With our team in place, a clear brand strategy, and a
stronger infrastructure, including an enhanced food and beverage platform, we feel we have a compelling
value proposition for development partners. We are confident we will continue to improve the reputation
and profile of our core brands making us a partner of choice for owners and developers and a destination
of choice for our guests,

We are a much stronger organization today, with the people and the tools we need to deliver the experience
our guests and partners expect, and we now have more financial flexibility to invest in growing our business,
thanks to the improvements we have made to our balance sheet. All of this puts us in a better position
than ever to continue to build our higher margin, more scalable management business, boost revenue per
available room and market share, and create long-term shareholder vaiue.

Sincerely

7 . .
David T. Hamamoto Michael J. Gross

Executive Chairman Chief Executive Officer
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FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995. Such forward-looking statements relate to, among other things, the operating
performance of our investments and financing needs. Forward-looking statements are generally identifiable by use of
forward-looking terminology such as “may,” “will,” “should,” “potential,” “intend,” “expect,” “endeavor,” “seek,”
“anticipate,” “estimate,” “overestimate,” “underestimate,” “believe,” “could,” “project,” “predict,” “continue” or other
similar words or expressions. References to “we,” “our” and the “Company” refer to Morgans Hotel Group Co. together in
each case with our consolidated subsidiaries and any predecessor entities unless the context suggests otherwise.:

The forward-looking statements contained in this Annual Report on Form 10-K reflect our current views about future
events.and are subject to risks, uncertainties, assumptions and changes in circumstances that may cause our actual results to
differ materially from those expressed in any forward-looking statement. Although we believe that the expectations reflected
in the forward-looking statements are reasonable, we cannot guarantee future results, levels of activity, performance or
achievements. Important risks and factors that could cause our actual results to differ materially from those expressed in any
forward-looking statements include, but are not limited to economic, business, competitive market and regulatory conditions
such as:

¢  a sustained downturn in economic and market conditions, particularly levels of spending in the business, travel
and leisure industries;

*  continued tightness in the global credit markets;
* general volatility of the capital markets and our ability to access the capital markets;
e our ability to refinance our current outstanding debt and to repay outstanding debt as such debt matures;

e the impact of financial and other covenants in our revolving credit facility and other debt instruments that limit
our ability to borrow and restrict our operations;

*  our ability to protect the value of our name, image and brands-and our intellectual property;
e risks related to natural disasters, such as earthquakes and hurricanes;
* hostilities, including future terrorist attacks, or fear of hostilities that affect travel;

*  risks related to our international operations, such as global economic conditions, political or economic instability,
compliance with foreign regulations and satisfaction of international business and workplace requirements;

e our ability to timely fund the renovations and capital improvements necessary to maintain our properties at the
quality of the Morgans Hotel Group and associated brands;

*  our ability to adjust in a timely manner to any increases in fixed costs, such as taxes and insurance, or reductions
in revenues;

e risks associated with the acquisition, development and integration of properties and businesses;
* the risks of conducting business through joint venture entities over which we may not have full control;

»  our ability to perform under management agreements and to resolve any disputes with owners of properties that
we manage but do not wholly own;

*  the impact of any material litigation;
*  the loss of key members of our senior management;

+  changes in the competitive environment in our industry and the markets where we invest;

* the seasonal nature of the hospitality business;

*  ownership of a substantial block of our common stock by a small number of outside investors and the ability of
such investors to influence key decisions;

* the impact of any dividend payments or accruals on our preferred securities on our cash flow and the value of our
common stock; and ' '

* other risks discussed in this Annual Report- on Form 10-K in the sections entitled “Risk Factors” and
“Management’s Discussion and Analysis of Financial Condition and Result of Operations.”

We are under no duty to update any of the forward-looking statements after the date of this Annual Report on
Form 10-K to conform these statements to actual results.



PART1

ITEM 1. BUSINESS
Overview

Morgans Hotel Group Co. is a fully integrated lifestyle hospitality company that operates, owns, acquires, develops and
redevelops boutique hotels, primarily in gateway cities and select resort markets in the United States, Europe and other
international locations, and nightclubs, restaurants, bars and other food and beverage venues in many of the hotels we operate
as well as in hotels and casinos operated by MGM Resorts International (“MGM”) in Las Vegas.

Over our 28-year history, we have gained experience operating in a variety of market conditions. We operate a
portfolio of twelve boutique hotels in New York, Miami, Los Angeles, San Francisco, Boston, and London. In addition, we
manage a non-Morgans Hotel Group branded hotel in Playa del Carmen, Mexico. We also own, or have ownership interests
in, several of these hotels.-We have a number of hotel development projects, including projects to be developed by third-
parties but managed by us upon completion, in various stages of advancement or pending financing.

Unlike traditional franchised or large brand-managed hotels, we believe our portfolio of boutique hotels provides
guests with a distinctive lodging experience. Each of our Morgans Hotel Group branded hotels has a personality specifically
tailored to reflect the local market environment and features a modern, sophisticated design that includes critically acclaimed
public spaces, popular “destination” bars and restaurants and highly personalized service. Significant media attention has
been devoted to our hotels, which we believe is the result of their distinctive nature, renowned design, dynamic and exciting
atmosphere, celebrity guests and high-profile events. We believe that the Morgans Hotel Group brand and each of our
individual property brands are synonymous with style, innovation and service. We believe that this combination of lodging
and social experiences, and association with our brands, increases our occupancy levels and pricing power.

At December 31, 2011, our portfolio of Morgans Hotel Group branded hotel properties and food and beverage
operations and entities consisted of:

« three hotels that we own and manage (“Owned Hotels”), consisting of Hudson in New York, Delano South
Beach in Miami Beach, and Clift in San Francisco (which we lease under a long-term lease that is treated as a
financing), comprising approximately 1,400 rooms;

*  our wholly-owned food and beverage operations (“Owned F&B Operations”), consisting of certain food and
beverage operations located at Morgans and Hudson in New York, Delano South Beach in Miami Beach, Clift in
San Francisco, and Sanderson and St Martins Lane, both in London. Effective February 1, 2012, we transferred
our ownership interest in Morgans food and beverage operations to the owner of the hotel by terminating our
operating lease for the restaurant space;

*  four hotels that we partially own and manage pursuant to long-term management agreements (“Joint Venture
Hotels”) consisting of:

¢ 2 50% interest in Mondrian South Beach in Miami Beach, which is a hotel condominium project that
opened in December 2008, comprising approximately 280 rooms;

e a7% interest in the 309 room Shore Club in Miami Beach;
e a31% interest in the 114 room Ames in Boston; and

e a20% interest in the 263 room Mondrian SoHo in New York.

*  six hotels that we manage pursuant to long-term management agreements with no ownership interest (“Managed
Hotels”), consisting of Royalton and Morgans in New York, Mondrian in Los Angeles, Sanderson and St Martins
Lane in London, and Hotel Las Palapas in Playa del Carmen, Mexico, comprising approximately 950 rooms;

¢ a90% controlling interest in a group of companies known as The Light Group (“TLG”), a leading lifestyle food
and beverage management company with a ten-year track record of delivering cutting-edge food and beverage
experiences at world class properties. TLG develops, redevelops and operates numerous venues in Las Vegas
pursuant to management agreements with MGM, including nightclubs, such as The Bank Nightclub at Bellagio
Hotel and Casino and Haze at ARIA Resort and Casino at CityCenter, restaurants, such as Yellowtail Japanese
Restaurant & Lounge at Bellagio Hotel and Casino and Diablos Mexican Cantina at Monte Carlo Hotel, pool
lounges and bars. TLG also serves as our food and beverage platform, operating or assisting in the development,
redevelopment, concepting, design and operations of food and beverage venues in many of the hotels we operate;



e our investment in unconsolidated food and beverage operations (“F&B Venture”), consisting of certain food and
beverage operations located at Mondrian South Beach in Miami Beach; and

*  our investments in hotels under development and other proposed properties.

In addition to our current portfolio, we expect to manage, own, acquire, redevelop, and develop new hotel properties
that are consistent with our portfolio in major metropolitan cities and select resort markets in North America, Europe and
other select international destinations. We currently have signed management agreements to manage various other hotels that
are in development, including a Mondrian project in Doha, Qatar, a Mondrian project in The Bahamas, a Mondrian project in
London, England, a Mondrian project in Istanbul, Turkey, a Delano project in Cabo San Lucas, Mexico, a Delano project on
the Aegean Sea in Turkey, and a hotel project in the Highline area in New York City. However, financing has not been
obtained for some of these hotel projects, and there can be no assurances that all or any of these projects will be developed as
planned.

We conduct our operations through Morgans Group LLC, a Delaware limited liability company and our operating
company (“Morgans Group”). Morgans Group holds substantially all of our assets. We are the managing member of Morgans
Group and held approximately 97% of its membership units at December 31, 2011, not including long-term incentive plan
units (“LTIP Units”) convertible into membership units issued as part of our employee compensation plans. We manage all
aspects of Morgans Group, including the operation, development, sale and purchase of, and investments in, hotels primarily
through subsidiaries, including our management company, Morgans Hotel Group Management LLC (“MHG Management
Company”), and certain non-U.S. management company affiliates, and the operation and development of various food and
beverage venues, primarily through TLG. The remaining membership interests in Morgans Group, other than LTIP Units, are
owned by Residual Hotel Interest, LLC or its affiliates and are exchangeable for our common stock.

We were incorporated in Delaware in October 2005 and completed our initial public offering of common stock (“IPO”)
on February 17, 2006. Our corporate offices are located at 475 Tenth Avenue, New York, New York 10018. Our telephone
number is (212) 277-4100. We maintain a website that contains information about us at www.morganshotelgroup .com.

Corporate Strategy

Our corporate strategy is to achieve growth by leveraging our management experience and portfolio of renowned hotel
and food and beverage brands for expansion into both new and existing markets and by targeting strategic internal growth
opportunities. As part of our strategy, we recently shifted towards a more “asset light” business model in 2011 by selling five
hotels we had previously owned or partially owned while retaining management pursuant to long-term management
agreements. We may engage in further asset sales, depending on market opportunities and other factors, and intend to
concentrate on opportunities to sign management contracts and develop our brands without the need to acquire significant
ownership interests in properties. Although we believe our growth will continue to be impacted by the uncertain global
economic recovery and uncertainty in financial markets in the near-term, we intend to continue building on this corporate
strategy in the long-term. We believe that our management team and existing operating infrastructure provide us with the
ability to successfully integrate assets into our portfolio as we grow and expand.

External Growth. We believe that our existing brand portfolio has considerable development potential. Many of our
brands, including hotel brands such as Delano, Mondrian, Sanderson and Hudson, and bar brands such as Skybar, may be
extended to other hotels, restaurants and bars in our existing and new markets. Similarly, we believe our brand portfolio
improves our ability to secure new management agreements with third parties. As the economy and financial markets
continue to show improvement, we believe we are poised for external growth that will be driven by growth in major
metropolitan markets and select resort locations, both domestically and in international locations, as we continue to expand
our hotel, restaurant and bar brands. We intend to be flexible with respect to transaction structures and real estate
requirements as we grow our business.

In 2011, we expanded our hotel portfolio through the development of Mondrian SoHo, which opened in February 2011,
and is our fourth hotel in New York City. Mondrian SoHo introduced the city to our Mondrian brand in a prime downtown
location and was voted one of the top 100 hotels in the world in 2011 by Fodor’s Travel.

Also in 2011, we announced seven new management agreements for development projects which will continue to
expand our iconic brands. Currently, three of these development projects —Mondrian Doha, Mondrian Baha Mar and
Mondrian London — are financed and under construction. Financing for some of the other projects has not yet been identified.
In addition, we have a strong pipeline of potential new projects. Given the continuing uncertainty in the global economic
environment, these and other projects may not be able to obtain adequate project financing in a timely manner or at all. If
adequate project financing is not obtained, external growth projects may need to be limited in scope, deferred or cancelled
altogether.



Finally, our acquisition of TLG also provides us with a first-class food and beverage platform, as well as renowned
nightclub, restaurant and bar brands that we intend to capitalize on and continue to grow, primarily in our existing and
expansion hotel projects. We believe our acquisition of TLG will help us revitalize the food and beverage offerings at our
existing hotels and help us win new hotel projects.

Target Markets. We base our decisions to enter new markets on a number of criteria, with a focus on markets that
attract affluent travelers who value a distinctive and sophisticated atmosphere and outstanding service. Specifically, we target
key gateway destinations that attract both domestic and foreign business and leisure travelers, as well as select resort markets.
We believe that New York City, where we opened Mondrian SoHo during 2011, and London and Istanbul, where we have
recently announced new management agreements, are examples of such markets. Consistent with our prior expansion
activities, we will continue to seek growth primarily in markets with multiple demand drivers and high barriers to entry,
including major North American metropolitan markets with vibrant urban locations, select resort locations, key European
destinations that we believe offer a similar customer base as our established United States and United Kingdom markets, and
select locations in the Middle East, Asia and South America.

Flexible Business Model. We intend to be flexible with respect to transaction structures and real estate requirements as
we grow our business. We will pursue attractive management agreements, joint ventures, acquisitions and other opportunities
as they arise. As we pursue these opportunities, we will place significant emphasis on re-flag and pure management
opportunities and, where equity investment or key money is required, on securing long-term management agreements and a
meaningful percentage of any equity growth or a significant total dollar return on investment. The acquisition and finance
markets and the specifics of any particular deal will influence each transaction’s structure. We believe our flexibility should
allow us greater access to strategically important hotels and other opportunities. Joint ventures with management agreements
should provide us with enhanced return on investment through management and other fee income and access to strategically
important hotels and other opportunities.

Moreover, we believe our flexibility with respect to the physical configuration of buildings gives us more options to
grow in any given market as compared to many of our competitors who require very particular specifications so that their
hotels will all look the same.

Targeted Renovations and Expansions. We will continue to pursue targeted projects throughout our portfolio of hotels
that we believe will increase our appeal to potential guests and improve the revenue generation potential at our properties.

Between 2006 and 2008, we completed renovations of guest rooms and common areas at Delano South Beach,
Royalton, Morgans and Mondrian Los Angeles. Additionally, in late 2011 and into 2012, we made further improvements to
Delano South Beach, upgrading the exclusive bungalows and suites, improving the public areas, including the pool,
restaurant and bar space, and created additional meeting space. In the fourth quarter of 2011, we began renovations at
Hudson, including upgrading Hudson rooms with new furniture and fixtures, lighting and technology, and completely
renovating the hotel corridors. At Hudson, we also intend to convert a.minimum of 23 single room dwelling units (“SRO
units”) into guest rooms at a cost of approximately $130,000 per room, significantly below recent trading prices of hotel
rooms in New York City.

During 2011, we also took several steps to re-energize our food and beverage offerings and improve key facilities with
a focus on driving higher beverage to food ratios and re-igniting the buzz around our nightlife and lobby scenes. In June
2011, we acquired the 50% interests our joint venture partner, affiliates of China Grill Management (“CGM”), owned in our
food and beverage joint ventures with CGM, allowing us to more actively reassess a number of our food and beverage
concepts. In addition, in November 2011, we acquired a 90% controlling interest in TLG, a leading lifestyle food and
beverage management company, which we believe provides us with a first-class food and beverage platform, a creative and
experienced food and beverage management team, and renowned restaurant and bar brands. We intend to utilize TLG as our
food and beverage platform, and expect the acquisition to assist us in improving the operations of our various restaurants,
bars and nightclubs, re-concepting certain of our existing restaurants, bars and nightclubs, concepting new food and beverage
venues, and winning new hotel and food and beverage management contracts. For example, in early 2012, we used TLG to
re-concept and re-launch our restaurants, bars and nightclub at Delano South Beach, including opening Bianca, our newly
renovated restaurant focusing on offering an inventive Italian menu featuring local, farm-to-table organic ingredients in
January 2012, and FDR, our new nightclub, in February 2012.

Operational and Infrastructure Initiatives. We strive to implement state-of-the-art operational systems and apply best
practices to maximize synergies at the portfolio level. During the past few years, we launched a number of operational and
technology initiatives designed to result in revenue growth, significant improvements in our operating costs and efficiencies,
an improved guest experience and an enhanced ability to market to our customers’ specific lodging needs. As an example, in
2010 we provided guests at Royalton with custom Apple® iPads® as a supplement to our concierge program, and we have
extended the initiative to Mondrian SoHo and Delano South Beach in 2011.



We strive to continually find new ways to make our guests’ experiences more efficient and exciting. For example, in
2012, we plan to undertake significant operational and technological initiatives such as deploying a new property
management system to all of our hotels and implementing a key-lock system that will allow guests to unlock the hotel room
doors with their cell phones, rather than key cards.

We also reinvented the hotel gift shop experience with the introduction of oversized vending machines, which we refer
to as Semi-Automatic, in the lobbies of Mondrian South Beach, Hudson and St Martins Lane, continuously stocked with a
curated combination of everyday travel necessities and a myriad of luxury items at the press of a button.

Internal Growth. Our hotels in gateway markets such as New York and London have historically recovered at a more
robust and rapid pace than the industry average. We plan to continue to drive growth at our existing assets through direct
sales efforts, revenue management and cost vigilance. We are particularly focused on driving average rate, which we believe
has a greater impact on profitability. This may be achieved through a shift from lower rated segments to higher rated
segments and proper benchmark rate positioning.

2011 and Other Recent Transactions and Developments

New Management Contracts. Throughout 2011 and consistent with our shift toward an “asset-light” lifestyle
hospitality management company, we made numerous announcements regarding new hotel management agreements. -

*  Mondrian Istanbul. In December 2011, we announced a new hotel management agreement for an approximately
128 room Mondrian-branded hotel to be located in the Old City area of Istanbul, Turkey. Upon completion and
opening of the hotel, we will operate the hotel pursuant to a 20-year management agreement, with a 10-year
extension option. The hotel is scheduled to open in 2014, We contributed approximately $10.3 million in the
form of equity and key money and will have a 20% ownership interest in the venture owning the hotel.

*  Mondrian London. Also in December 2011, we entered into a hotel management agreement for an approximately
360 room Mondrian-branded hotel to be located at Sea Containers on the South Bank of the River Thames in
London. Upon completion and opening of the hotel, we will operate the hotel pursuant to a 25-year management
agreement, with two 10-year extension options. The hotel is scheduled to open in early 2014. We have agreed to
invest approximately £9 million, or approximately $15 million, of key money into the project.

*  Mondrian at Baha Mar. In August 2011, we entered into a hotel management and residential licensing agreement
for a 310 room Mondrian-branded hotel, to be the lifestyle hotel destination in the 1,000 acre destination resort
metropolis, Baha Mar Resort, in 'Nassau; The Bahamas. Upon completion and opening of the hotel, we will
operate Mondrian at Baha Mar pursuant to a 20-year management agreement. The hotel is scheduled to open in
late 2014. We are required to fund approximately $10 million of key money just prior to and at opening of the
hotel. As of December 31,2011, we have an outstanding $10 million standby letter of credit on our credit facility
for up to 48 months to cover this obligation.

*  Mondrian Doha. In February 2011, we announced a new hotel management agreement for a Mondrian hotel in
Doha, Qatar, which is expected to have approximately 270 rooms and is currently under construction and
expected to open in 2013. We will operate the hotel pursuant to a 30-year management contract, with extension
options.

¢ Delano Aegean Sea. In February 2011, we announced a management agreement for an approximately 200 key
Delano on the Aegean Sea in Turkey, an exclusive, high-end resort destination easily accessible from Istanbul
and other key European locations, which is expected to open in 2014. Upon completion and opening of the hotel,
we will operate Delano Aegean Sea pursuant to a 20-year management agreement, with extension options.

*  Delano Cabo San Lucas. In February 2011, we announced a new hotel management agreement for a 114 key
Delano on the beach at the tip of the Baja Peninsula in Cabo San Lucas, Mexico, overlooking the Sea of Cortez.
The hotel is expected to open in 2014. Upon completion and opening of the hotel, we will operate Delano Cabo
San Lucas pursuant to a 20-year management agreement, with extension options. We anticipate contributing
approximately $3 million in key money toward the hotel.

*  Hotel in the Highline Area of New York City. Also in February 2011, we announced a new management
agreement for a 175 key hotel in New York City in the Highline area. The hotel will be branded with one of our
existing brands and is expected to open in 2014. Upon completion and opening of the hotel, we will operate it
pursuant to a 15-year management agreement, with extension options.



Financing for some of these projects has not yet been identified. Given the continuing uncertainty in the global
economic environment, these and other projects may not be able to obtain adequate project financing in a timely manner or at
all. If adequate project financing is not obtained, these projects may need to be limited in scope, deferred or cancelled
altogether.

The Light Group Transaction. On November 30, 2011, certain of our subsidiaries completed the acquisition of 90% of
the equity interests in a group of companies known as The Light Group, an operator of restaurants, nightclubs, bars and other
food and beverage venues, for a purchase price of $28.5 million in cash and up to $18 million in notes convertible into shares
of our common stock at $9.50 per share subject to the achievement of certain EBITDA (earnings before interest, tax,
depreciation and amortization) targets for the acquired business (“The Light Group Transaction™).

Purchase Agreements. As part of The Light Group Transaction, Morgans Group, TLG Acquisition LLC, our newly-
formed subsidiary (“TLG Acquisition”), Sasson Masi F&B Holdings, LLC, Sasson Masi Nightlife Holdings, LLC, Andrew
Sasson and Andy Masi entered into a Master Purchase Agreement (the “Sasson/Masi Purchase Agreement”), pursuant to
which TLG Acquisition agreed to purchase 100% of the equity interest in The Light Group LLC, 50% of the equity interest
in HHH Holdings LLC, and 50% of the equity interest in DDD Holdings, LLC. In addition, Morgans Group, TLG
Acquisition, Zabeel Investments (L.L.C.) and Zabeel Investments Inc. (“Zabeel”) entered into a separate Securities Purchase
Agreement (the “Zabeel Purchase Agreement”), pursuant to which TLG Acquisition agreed to purchase the remaining 50%
of the equity interest in HHH Holdings, LLC and DDD Holdings, LLC. The aggregate purchase price consisted of the
following: (i) $20 million in cash to Zabeel, (ii) $5.5 million in cash to Mr. Sasson and $3.0 million in cash to Mr. Masi, in
each case, subject to customary working capital adjustments, (iii) the issuance of 10% of the equity interests in TLG
Acquisition, with 5% to Mr. Sasson and 5% to Mr. Masi, (iv) promissory notes convertible into shares of our common stock
for up to $18.0 million in potential payments, allocated $16.0 million to Mr. Sasson and $2.0 million to Mr. Masi, and (v) an
annual interest payment of 8% (increasing to 18% after the third anniversary of the closing date, as described below) on the
promissory notes.

The maximum payment of $18.0 million is based on TLG Acquisition achieving EBITDA of at least $18 million from
non-Morgans business (the “Non-Morgans EBITDA”) during the 27-month period starting on January 1, 2012, with ratable
reduction of the payment if less than $18 million of EBITDA is earned. The payment is evidenced by two promissory notes
held individually by Messrs. Sasson and Masi which mature on the fourth anniversary of the closing date and may be
voluntarily prepaid at any time. At either Messrs. Sasson’s or Masi’s options, the notes are payable in cash or in shares of our
common stock valued at $9.50 per share. Each of the promissory notes earns interest at an annual rate of 8%, provided that if
the notes are not paid or converted on or before the third anniversary of the closing date, the interest rate increases to 18%.
The promissory notes provide that 75% of the accrued interest is payable quarterly in cash and the remaining 25% accrues
and is payable at maturity. Morgans Group has guaranteed payment of the promissory notes and interest.

The Sasson/Masi Purchase Agreement provides for the seller parties, jointly and severally, and the buyer parties to
provide customary indemnifications to the other parties for breaches of representations, warranties and other covenants,
subject to a $5 million cap.

Board Seat. On November 27, 2011, our Board increased its size from nine to ten members and appointed Andrew
Sasson to fill the newly created directorship on the Board, effective upon closing of The Light Group Transaction on
November 30, 2011. Mr. Sasson was appointed to the Board pursuant to a one-year consulting agreement we entered into
with Mr. Sasson in connection with The Light Group Transaction, discussed below. Pursuant to the agreement, we agreed to
appoint Mr. Sasson to our Board of Directors (“Board”) and to cause Mr. Sasson to be nominated for election to the Board at
our 2012 annual meeting of stockholders. In the event Mr. Sasson is not elected to the Board, promissory notes convertible
into shares of our common stock for up to $18 million in potential payments, of which $16 million is allocated to Mr. Sasson,
accelerate and become immediately due and payable.

TLG Acquisition Operating Agreement. Concurrent with the closing of The Light Group Transaction, the TLG
Acquisition operating agreement (the “TLG Acquisition Operating Agreement”) was amended and restated to provide that
Morgans Group, which holds 90% of the membership interests in TLG Acquisition, is the managing member and that
Messrs. Sasson and Masi, each of whom hold 5% membership interests in TLG Acquisition, are non-managing members of
TLG Acquisition. Messrs. Sasson and Masi, however, will have approval rights over, among other things, certain
fundamental transactions involving TLG Acquisition and, for so long as the promissory notes remain outstanding, annual
budgets, amendments or terminations of management agreements and other actions that would materially and adversely
affect the likelihood that TLG Acquisition would achieve $18 million in Non-Morgans EBITDA during the applicable
measurement period.



Each of Messrs. Sasson and Masi will have the right to require Morgans Group to purchase his equity interest in TLG
Acquisition at any time after the third anniversary of the closing date at a purchase price equal to seven times the Non-
Morgans EBITDA for the preceding 12 months, subject to certain adjustments. In addition, Morgans Group will have the
right to require each of Messrs. Sasson and Masi to sell his equity interest in TLG Acquisition at any time after the sixth
anniversary of the closing date at a purchase price equal to seven times the Non-Morgans EBITDA for the preceding
12 months, subject to certain adjustments.

Employment and Consulting Agreements. Concurrent with the closing of The Light Group Transaction, we entered into
an employment agreement with Mr. Masi, pursuant to which he will serve as the Chief Executive Officer of TLG Acquisition
for an initial term through March 20, 2014. Following termination of his employment, Mr. Masi will be subject to a non-
solicitation provision for a period of 12 months and a non-competition provision covering the United States and Western
Europe for a period of 6 months, which period may be shorter or longer depending on the circumstances of his departure.

We also entered into a one-year consulting agreement with Mr. Sasson pursuant to which he will provide consulting
services in connection with food and beverage and nightclub operations in hotels managed by us and other venues.
Mr. Sasson will be subject to a non-competition provision for a period of 12 months from the date he enters into the
consulting agreement. Mr. Sasson is also required to first offer any food and beverage opportunities to us for a six month
period following the non-compete period. Mr. Sasson’s compensation for services performed pursuant to the consulting
agreement consists of shares of our common stock with an aggregate value of $300,000 (or 52,817 shares). In addition,
Mr. Sasson is entitled to receive a one-time fee if, prior to the end of the right of first offer period, we enter into a term sheet
. or letter of intent regarding an offered transaction on materially the same terms, and we subsequently complete such
transaction. The fee is equal to 60% of our projected base fees for the fourth year after the closing of such transaction.

Sale of London Hotels. On November 23, 2011, our subsidiary, Royalton Europe Holdings LLC (“Royalton Europe”),
and Walton MG London Hotels Investors V, L.L.C. (“Walton MG London”), each of which owned a 50% equity interest in
the joint venture that owned the Sanderson and St Martins Lane hotels, completed the sale of their respective equity interests
in the joint venture for an aggregate of £192 million (or approximately $297 million) to Capital Hills Hotels Limited, a
Middle Eastern investor with other global hotel holdings. Also parties to the sale were Morgans Group, as guarantor for
Royalton Europe, and Walton Street Real Estate Fund V, L.P., as guarantor for Walton MG London. We continue to operate
the hotels under long-term management agreements that, including extension options, extend the term of the prior
management agreements to 2041 from 2027. We received net proceeds of approximately $73.1 million, after applying a
portion of the proceeds from the sale to retire the £99.5 million of outstanding mortgage debt secured by the hotels and
payment of closing costs.

Hudson Mortgage Loan. On August 12, 2011, certain of our subsidiaries entered into a new mortgage financing with
Deutsche Bank Trust Company Americas and the other institutions party thereto from time to time, as lenders, consisting of
two mortgage loans, each secured by Hudson and treated as a single loan once disbursed, in the following amounts: (1) a
$115.0 million mortgage loan that was funded at closing, and (2) a $20.0 million delayed draw term loan, which will be
available to be drawn over a 15-month period, subject to achieving a debt yield ratio of at least 9.5% (based on net operating
income for the prior 12 months) after giving effect to each additional draw (collectively, the “Hudson 2011 Mortgage Loan”).

Proceeds from the Hudson 2011 Mortgage Loan, cash on hand and cash held in escrow were applied to repay $201.2
million of outstanding mortgage debt, which was secured by Hudson, to repay $26.5 million of outstanding indebtedness
under the Hudson mezzanine loan, and to pay fees and expenses in connection with the financing.

Delano Credit Facility. On July 28, 2011, we entered into a new $100 million senior secured revolving credit facility
with borrowing capacity of up to $110 million, secured by Delano South Beach (the “Delano Credit Facility”). Borrowings
under the Delano Credit Facility are subject to a borrowing base test and as of December 31, 2011, our availability was $95.0
million. The interest rate is LIBOR plus 4.0%, subject to a LIBOR floor of 1.0%. The Delano Credit Facility matures in three
years and contains standard financial covenants, including a minimum fixed charge coverage ratio of 1.05x in the first year
and 1.10x thereafter.

Acquisition of Food and Beverage Joint Venture Interests. In June 2011, we acquired from affiliates of CGM the
50% interests CGM owned in our food and beverage joint ventures with CGM for approximately $20 million (the “CGM
Transaction”). The joint ventures operated certain restaurants and bars at Delano South Beach, Mondrian Los Angeles,
Mondrian South Beach, Morgans, Sanderson and St Martins Lane. CGM has agreed to continue to manage the food and
beverage operations at these properties for a transitional period pursuant to short-term cancellable management agreements
while we reassess our food and beverage strategy. In connection with the transaction, our ownership interest in the Asia de
Cuba brand and all intellectual property related to the Asia de Cuba brand were transferred to CGM.



On August 5, 2011, an affiliate of Pebblebrook Hotel Trust (“Pebblebrook™), the company that purchased Mondrian
Los Angeles in May 2011, exercised its option to purchase our remaining ownership interest in the food and beverage
operations at Mondrian Los Angeles for approximately $2.5 million. As a result of Pebblebrook’s exercise of this purchase
option, we no longer have any ownership interest in the food and beverage operations at Mondrian Los Angeles.

Following the CGM Transaction, we owned 100% of Morgans food and beverage operations, which consisted of an
Asia de Cuba restaurant. In October 2011, the restaurant at Morgans was closed and is currently undergoing a renovation and
re-concepting to create a lounge and restaurant which is expected to open in the first half of 2012. Effective February 1, 2012,
we transferred our ownership interest in Morgans food and beverage operations to the hotel owner, an affiliate of FelCor
Lodging Trust, Incorporated (“FelCor”), by terminating our operating lease for the restaurant space.

Sale of Mondrian Los Angeles. On May 3, 2011, our subsidiary Mondrian Holdings LLC (“Mondrian Holdings”)
completed the sale of Mondrian Los Angeles for $137.0 million to Wolverines Owner LLC, an affiliate of Pebblebrook,
pursuant to a purchase and sale agreement entered into on April 22, 2011. We applied a portion of the proceeds from the sale,
along with approximately $9.2 million of cash in escrow, to retire $103.5 million outstanding on a mortgage secured by
Mondrian Los Angeles. Net proceeds, after the repayment of debt and closing costs, were approximately $40 million. We
continue to operate the hotel under a 20-year management agreement with one 10-year extension option.

Sale of Royalton and Morgans. On May 23, 2011, our subsidiary Royalton LLC completed the sale of Royalton for
$88.2 million to Royalton 44 Hotel, L.L.C., an affiliate of FelCor, and our subsidiary Morgans Holdings LL.C completed the
sale of Morgans for $51.8 million to Madison 237 Hotel, L.L.C., an affiliate of FelCor. We applied a portion of the proceeds
from the sales to retire the outstanding balance on our then existing revolving credit facility. The hotels, along with Delano
South Beach, were collateral for our revolving credit facility, which terminated with these sales of properties securing the
facility. Net proceeds from the sales, after the repayment of debt and closing costs, were approximately $93 million. We
continue to operate the hotels under a 15-year management agreement with one 10-year extension option.

Hard Rock Settlement Agreement. On March 1, 2011, Hard Rock Hotel Holdings, LLC, a joint venture through which
we held a minority interest in the Hard Rock Hotel & Casino in Las Vegas (“Hard Rock™), Vegas HR Private Limited (the
“Mortgage Lender”), Brookfield Financial, LLC — Series B (the “First Mezzanine Lender”), NRFC HRH Holdings, LL.C
(the “Second Mezzanine Lender”), Morgans Group, Morgans Hotel Group Co. and certain affiliates of DLJ Merchant
Banking Partners (“DLIJMB”), as well as Hard Rock Mezz Holdings LLC (the “Third Mezzanine Lender”) and other
interested parties, entered into a comprehensive settlement to resolve the disputes among them and all matters relating to the
Hard Rock and related loans and guaranties. The Hard Rock settlement agreement provided, among other things, for the
following:

* release of the non-recourse carve-out guaranties provided by us with respect to the loans made by the Mortgage
Lender, the First Mezzanine Lender, the Second Mezzanine Lender and the Third Mezzanine Lender to the direct
and indirect owners of the Hard Rock;

* termination of the management agreement pursuant to which we managed the Hard Rock;

» the transfer by Hard Rock Hotel Holdings, LL.C and its subsidiary Hard Rock Hotel Inc. to an affiliate of the First
Mezzanine Lender of 100% of the indirect equity interests in the Hard Rock; and

e certain payments to or for the benefit of the Mortgage Lender, the First Mezzanine Lender, the Second
Mezzanine Lender, the Third Mezzanine Lender and us. Our net payment was approximately $3.7 million.

As a result of the settlement and after completion of certain gaming de-registration procedures, we are no longer
subject to Nevada gaming regulations.

Board of Director and Management Changes. In March 2011, we announced the following changes to our Board and
senior management:

* David Hamamoto, Chairman of the Board and one of our largest stockholders, was appointed Executive
Chairman, effective March 20, 2011;

e  Michael Gross, a member of the Board who previously served on the Corporate Governance and Nominating
Committee, was appointed Chief Executive Officer, effective March 20, 2011;

¢ Daniel Flannery, who previously served with Marriott International, Inc., was appointed Chief Operating Officer,
effective April 4,2011;
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*  Yoav Gery, who previously served with Marriott International, Inc., was appointed Chief Development Officer,
effective March 23, 2011;

* Ron Burkle, Managing Partner at The Yucaipa Companies, LLC (“Yucaipa”), joined the Board, effective
March 20, 2011, as the nominee appointed by Yucaipa, which is our largest stakeholder; and

¢ Jason Taubman Kalisman, a founding member of our largest stockholder; OTK Associates, joined the Board,
effective March 22, 2011.

Also in March 2011, we announced that Fred Kleisner stepped down as Chief Executive Officer and resigned from the
Board effective March 20, 2011 and that the Company’s President, Marc Gordon, was leaving the Company to pursue other
interests and resigned from the Board effective March 22, 2011. In connection with Mr. Gordon’s departure, we entered into
a separation agreement and release (the “Separation Agreement”) on March 20, 2011. Pursuant to the Separation Agreement,
we agreed to pay Mr. Gordon (1) a lump sum severance payment of $2,069,000, (2) monthly consulting payments of $66,666
per month through December 2011, and (3) a lump sum payment of $300,000 in January 2012. We also agreed that all of
Mr. Gordon’s equity awards would vest. In consideration of the monthly consulting payments, Mr. Gordon agreed to make
himself available to provide consulting services to us through December 2011. In addition, Mr. Gordon agreed to certain non-
competition and standstill provisions that were effective for nine months following the date of the Separation Agreement and
certain non-solicitation provisions that are effective through March 31, 2012.

In connection with The Light Group Transaction, the Board increased its size from nine to ten members and appointed
Andrew Sasson to fill the newly created directorship on the Board, effective November 30, 2011, as discussed above.

Settlement of Debt on Property Across from Delano South Beach. In January 2011, our indirect subsidiary transferred
its interests in the property across the street from Delano South Beach to SU Gale Properties, LLC. As a result of this
transaction, we were released from $10.5 million of non-recourse mortgage and mezzanine indebtedness previously
consolidated on our balance sheet. The property across the street from Delano South Beach was a development property with
no operations and generated no earnings before interest tax, depreciation and amortization during 2010 or the first three
months of 2011.

Management and Operations of Our Portfolio
Overview of Management

We manage and operate each of our hotels, which are generally staffed in the United States by our employees and
outside the United States by the employees of the hotel owners, with personnel dedicated to each of the properties, including
a general manager, director of finance, director of sales and marketing, director of revenue management, director of human
resources and other employees. The personnel at each hotel report to the general manager of the hotel. Each general manager
reports to our senior vice president of operations. The corporate office provides support directly to certain functions at the
hotel such as sales, marketing and revenue management. This organizational structure allows for each property to operate in a
responsive and dynamic fashion while ensuring integrity of our guest experience and core values. As we have expanded in
our existing markets, we have begun to regionalize certain operational, finance and sales functions. Our management team is
headquartered in New York City and coordinates our management and operations. The management team reviews business
contracts, oversees the financial budgeting and forecasting for our hotels, performs internal accounting and audit functions,
administers insurance plans and identifies new systems and procedures to employ within our hotels to improve efficiency and
profitability. In addition, the management team is responsible for coordinating the sales and marketing activities at each of
our hotels, designing sales training programs, tracking future business prospects and identifying, employing and monitoring
marketing programs. The management team is also responsible for the design of our hotels and overall product and service
quality levels. :

Our Engaging Dynamic Guest Experience (“EDGE”) service program, which we plan to update in 2012, has been
implemented across our portfolio of Morgans Hotel Group branded hotels. This program is designed to enhance employee
initiative and responsiveness which we believe results in high customer satisfaction. Our EDGE initiative further allows the
sharing of best practices and expertise across-our employee base, creating a culture that we believe is more service-oriented
than many of our competitors. '

Food and Beverage Operations

As a central element of our operating strategy, we focus significant resources on identifying exciting and creative
restaurant, bar and nightclub concepts. During 2011, we took several steps to re-energize our food and beverage offerings and
improve key facilities with a focus on driving higher beverage to food ratios and re-igniting the buzz around our nightlife and
lobby scenes. In November 2011, we acquired a 90% controlling interest in TLG, a leading lifestyle food and beverage

11



management company, which we believe provides us with a first-class food and beverage platform, a creative and
experienced food and beverage management team, and renowned restaurant and bar brands. We intend to utilize TLG as our
food and beverage platform, and expect the acquisition to assist us in improving the operations and our various restaurant,
bars and nightclubs, re-concepting certain of our existing restaurants, bars and nightclubs, concepting new food and beverage
venues and winning new hotel and food and beverage management contracts. For example, in early 2012, we used TLG to re-
concept and re-launch our restaurants, bars and nightclub at Delano South Beach, including opening Bianca, our newly
renovated restaurant focusing on offering an inventive Italian menu featuring local, farm-to-table organic ingredients in
January 2012, and FDR, our new nightclub, in February 2012.

We previously had joint venture relationships with restaurateur Jeffrey Chodorow and his company, China Grill
Management (“CGM”), to develop, own and operate restaurants and bars at certain of the hotels we operate. In June 2011, we
acquired from affiliates of CGM the 50% interests CGM owned in our food and beverage joint ventures. The joint ventures
operated certain restaurants and bars at Morgans, Delano South Beach, Mondrian Los Angeles, St Martins Lane, Sanderson
and Mondrian South Beach. Pursuant to short-term cancellable management agreements, as of December 31, 2011, CGM
continues to manage the food and beverage operations at Mondrian Los Angeles, Mondrian South Beach, Sanderson and St
Martins Lane. During 2012, we will begin re-assessing the concepts at these food and beverage venues with the objective of
transitioning the management of these venues to TLG whenever possible.

Marketing, Sales and Public Relations

Strong direct sales have been an integral part of our success. As of December 31, 2011, we employed a sales force of
approximately 120 people with multiple sales managers stationed in each of our markets. The sales force has responsibility
for sourcing business for their respective hotels. The sales teams are deployed by industry focus and geography.

In 2011, we derived approximately 33% of our business from corporate transient and group accounts. Our core
corporate business comes from the financial services, entertainment, advertising and public relations, technology, fashion and
consumer goods industries.

Also, during 2011, we redeployed our global sales organization in order to sell more strategically to our key accounts.
Our global sales organization handles the majority of these key accounts and can provide them with one point of contact for
all brands. Our sales efforts are designed to be proactive and direct and are focused on building success in the transient,
leisure, corporate business travel, group and consortia markets. We believe these segments are key to our competitiveness in
the market.

Unlike many hotel companies, our sales managers are trained to sell the experience, not simply the rate. By branding
the “experience,” we showcase the kind of creativity that happens inside our hotels and prove that our guests come to us for
much more than just a room or a bed. Our objective is to create differentiation by selling an “experience” and brand.

While our marketing initiatives are customized in order to account for local preferences and market conditions,
consistent major campaign and branding concepts are utilized throughout all our marketing activities. These concepts are
developed by our central brand and marketing teams.

We place significant emphasis on branded communication strategies that are multi-layered and non-traditional. We
believe our public relations and social networking outreach strategy is a highly cost-effective marketing tool for us. Through
highly publicized events, prospective guests are more likely to be made aware of our hotels through word-of-mouth or
magazine, newspaper articles or social networking entries and high-profile events rather than direct advertising. This
publicity is supplemented with focused marketing activities to our existing customers. Our in-house marketing and public
relations team coordinates the efforts of third-party public relations firms to promote our properties through travel magazines
and various local, national and international newspaper travel sections. We regularly host events that attract celebrity guests
and journalists, generating articles in newspapers and magazines around the world. Our marketing efforts also include hosting
other special events, which have included events for Art Basel Miami, The Academy Awards, The Grammy’s, film
premieres, and Fashion Week in New York and London. In addition, we believe our recent acquisition of TLG will enhance
our marketing efforts that target our food and beverage venues through the use of social media and VIP guest relations.
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Integration and Centralization Efforts

We have centralized certain aspects of our operations in an effort to provide further revenue growth and reduce
operating costs. We continuously assess our technological tools and processes and seek to employ current and cutting-edge
tools. In an effort to drive incremental revenues and reduce operating costs, we also continuously assess our revenue facing
systems and employ what we believe to be the state-of-the-art systems available to the hospitality industry. These include
our:

*  Property Management System — Our property management system provides comprehensive guest management
by, among other things, allowing us to track and retrieve information pertaining to guests, groups and company
accounts. We believe that this increases the possibility of maximizing revenue by allowing us to efficiently
respond and cater to guest demands and trends and decreases expenses by centralizing the information database
in an easy to use format. In 2012, we plan to deploy a new property management system to all of our hotels
designed to enhance the experience of our guests and employees in numerous ways, including providing us the
ability to check in guests from anywhere in the hotel as well as show guests photos or videos of room types using
Apple® iPads®.

e Central Reservations System — Our central reservations system and related distribution and reservations services
provide hotel reservations-related services and technology. In the second half of 2012, we plan to implement an
updated central reservation system, designed to provide us with efficiencies such as interfacing with other
systems, like our revenue management system, and provide direct connections to travel agents and other
distribution channels.

¢ Central Reservations Office — Our central reservations office provides contact management