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PART I
Throughout this report, we refer to Choice Hotels International, Inc., together with its subsidiaries as "Choice,
"us" or the "Company".

non

We,"

Forward-Looking Statements

Certain matters discussed in this report constitute forward-looking statements within the meaning of the Private
Securities Litigation Reform Act of 1995. Generally, our use of words such as "expect," "estimate," "believe,"
"anticipate," "should," "will," "forecast,” "plan," "project," "assume" or similar words of futurity identify such
forward-looking statements. These forward-looking statements are based on management's current beliefs, assumption
and expectations regarding future events, which in turn are based on information currently available to management.
Such statements may relate to projections of the Company’s revenue, earnings and other financial and operational
measures, Company debt levels, ability to repay outstanding indebtedness, payment of dividends, and future
operations, among other matters. We caution you not to place undue reliance on any such forward-looking

statements. Forward-looking statements do not guarantee future performance and involve known and unknown risks,
uncertainties and other factors.

Several factors could cause actual results, performance or achievements of the Company to differ materially from
those expressed in or contemplated by the forward-looking statements. Such risks include, but are not limited to,
changes to general, domestic and foreign economic conditions; foreign currency fluctuations; operating risks common
in the lodging and franchising industries; changes to the desirability of our brands as viewed by hotel operators and
customers; changes to the terms or termination of our contracts with franchisees and our relationships with our
franchisees; our ability to keep pace with improvements in technology utilized for marketing and reservations systems
and other operating systems; our ability to grow our franchise system; exposure to risks relating to development
activities; fluctuations in the supply and demand for hotels rooms; the level of acceptance of alternative growth
strategies we may implement; operating risks associated with our international operations; the outcome of litigation;
and our ability to effectively manage our indebtedness. These and other risk factors are discussed in detail in Item 1A.
"Risk Factors" of this report. We undertake no obligation to publicly update or revise any forward-looking statement,
whether as a result of new information, future events or otherwise, except as required by law.

non nn

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and current reports, proxy statements and other information with the Securities and
Exchange Commission ("SEC"). Our SEC filings are available to the public over the internet at the SEC’s web site at
http://www.sec.gov. Our SEC filings are also available free of charge on our website at http://www.choicehotels.com
as soon as reasonably practicable following the time that they are filed with or furnished to the SEC. You may also
read and copy any document we file with the SEC at its public reference room located at 100 F Street, NE Washington
DC 20549. Please call the SEC at 1-800-SEC-0330 for further information on its public reference room.

Item 1. Business.

Overview

We are one of the largest hotel franchisors in the world with 6,379 hotels open and 603 hotels under construction,
awaiting conversion or approved for development as of December 31, 2014 representing 505,278 rooms open and
47,951 rooms under construction, awaiting conversion or approved for development in 50 states, the District of
Columbia and over 35 countries and territories outside the United States. Choice franchises lodging properties under
the following proprietary brand names: Comfort Inn®, Comfort Suites®, Quality®, Clarion®, Sleep Inn®, Econo
Lodge®, Rodeway Inn®, MainStay Suites®, Suburban Extended Stay Hotel®, Cambria® hotels & suites, and Ascend
Hotel Collection® (collectively, the "Choice brands").

We operate in two reportable segments encompassing our hotel franchising business and our SkyTouch Technology
("SkyTouch") division. SkyTouch is a division of the Company that develops and markets cloud-based technology
products, including inventory management, pricing and connectivity to third party channels, to hoteliers not under
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franchise agreements with the Company. SkyTouch's technology products are based on the Company's
choiceAdvantage property management system which is utilized by over 5,700 of the Company's franchised hotels.
SkyTouch was announced to the public in March 2013 and represents less than 1% and 5% of the Company's total
revenues and operating expenses, respectively, for the year ended December 31, 2014.

The Company's domestic franchising operations are conducted through direct franchising relationships while its
international franchise operations are conducted through a combination of direct franchising and master franchising
relationships. With a focus on hotel franchising instead of ownership, we benefit from the economies of scale inherent
in the franchising business. The fee and cost structure of our business provides opportunities to improve operating
results by increasing the number of franchised hotel rooms and effective royalty rates of our franchise contracts
resulting in increased
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initial and relicensing fee revenue, ongoing royalty fees and procurement services revenues. In addition to these
revenues, we also collect marketing and reservation system fees to provide support activities for the franchise system.
Our operating results can also be improved through our company-wide efforts related to improving property level
performance. The Company's hotel franchising business currently has relatively low capital expenditure requirements.
The principal factors that affect the Company’s franchising results are: the number and mix of franchised hotel rooms
in the various hotel lodging price categories; growth in the number of hotel rooms under franchise; occupancy and
room rates achieved by the hotels under franchise; the effective royalty rate achieved; the level of franchise sales and
relicensing activity; and our ability to manage costs. The number of rooms at franchised properties and occupancy and
room rates at those properties significantly affect the Company’s results because our royalty and marketing and
reservation system fees are primarily based upon room revenues or the number of rooms at franchised hotels. The key
industry standard for measuring hotel-operating performance is revenue per available room ("RevPAR"), which is
calculated by multiplying the percentage of occupied rooms by the average daily room rate realized. Our variable
overhead costs associated with franchise system growth of our established brands have historically been less than
incremental royalty fees generated from new franchises. Accordingly, continued growth of our franchise business
should enable us to realize benefits from the operating leverage in place and improve operating results.

We are contractually required by our franchise agreements to use the marketing and reservation system fees we collect
for system-wide support activities. These expenditures help to enhance awareness and increase consumer preference
for our brands. Greater awareness and preference promotes long-term growth in business delivery to our franchisees
and increases the desirability of our brands to hotel owners and developers, which ultimately increases franchise fees
earned by the Company.

Our Company articulates its mission as a commitment to our franchisees’ profitability by providing them with hotel
franchises that strive to generate the highest return on investment of any hotel franchise. We have developed an
operating system dedicated to our franchisees’ success that focuses on delivering guests to our franchised hotels and
reducing costs for our hotel owners.

Our capital allocation decisions, including capital structure and uses of capital, are intended to maximize our return on
invested capital and create value for our shareholders. We believe our strong and predictable cash flows create a
strong financial position that provides us a competitive advantage. We maintain a capital structure that generates high
financial returns and use our excess cash flow to provide returns to our shareholders primarily through share
repurchases, dividends or investing in growth opportunities.

Historically, we have returned value to our shareholders in two primary ways: share repurchases and dividends. In
1998, we instituted a share repurchase program which has generated substantial value for our shareholders. Since the
program's inception through December 31, 2014, we have repurchased 46.7 million shares (including 33.0 million
prior to the two-for-one stock split effected in October 2005) of common stock at a total cost of $1.2 billion.
Considering the effect of the two-for-one stock split, the Company has repurchased 79.7 million shares at an average
price of $14.55 per share. In the fourth quarter of 2014, our board of directors authorized a 3 million share increase to
the current share repurchase authorization increasing the shares remaining to 3.0 million at December 31, 2014. We
currently believe that our cash flows from operations will support our ability to complete the current board of directors
repurchase authorization and upon completion of the current authorization, our board of directors will evaluate the
advisability of additional share repurchases.

The Company commenced paying quarterly dividends in 2004 and in 2012 the Company elected to pay a special cash
dividend totaling approximately $600 million. The Company currently maintains the payment of a quarterly dividend
on its common shares outstanding; however the declaration of future dividends is subject to the discretion of the board
of directors. With the exception of the 2012 special cash dividend, quarterly cash dividends paid on common shares
outstanding was $0.185 per share for each quarter for the years ended December 31, 2012, 2013 and 2014. In the
fourth quarter of 2014, the board of directors agreed to increase the quarterly cash dividend from $0.185 per share to
$0.195 per share, beginning with the dividend payable in the first quarter of 2015. The projected annual dividend in
2015 is $0.78 per annum. We expect to continue to pay dividends in the future, subject to quarterly declaration by our
board of directors as well as future business performance, economic conditions, changes in income tax regulations and
other factors.
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The Company also allocates capital to exploring growth opportunities in business areas that are adjacent or
complementary to our core hotel franchising business, which leverage our core competencies and are additive to our
franchising business model. The timing and amount of these investments are subject to market and other conditions.
Our direct lodging property real estate exposure is limited to activity in the United States and consists of two parcels
of real estate that the Company has acquired and intends to resell to incent franchise development in strategic markets
or to pursue hotel development through joint ventures. In addition, our development activities that involve financing,
equity investments and guaranty support to hotel developers create limited additional exposure to the real estate
markets.
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The Lodging Industry

Companies participating in the lodging industry primarily do so through a combination of one or more of the three
primary lodging industry activities: ownership, franchising and management. A company’s relative reliance on each of
these activities determines which drivers most influence its profitability.

Ownership requires a substantial capital commitment and involves the most risk but offers high returns due to the
owner’s ability to influence margins by driving RevPAR, managing operating expenses and financial leverage. The
ownership model has a high fixed-cost structure that results in a high degree of operating leverage relative to RevPAR
performance. As a result, profits escalate rapidly in a lodging up-cycle but erode quickly in a downturn as costs rarely
decline as fast as revenue. Profits from an ownership model increase at a greater rate from RevPAR growth
attributable to average daily rate ("ADR") growth, than from occupancy gains since there are more incremental costs
associated with higher guest volumes compared to higher pricing.

Franchisors license their brands to a hotel owner, giving the hotel owner the right to use the brand name, logo,
operating practices, and reservations systems in exchange for a fee and an agreement to operate the hotel in
accordance with the franchisor’s brand standards. Under a typical franchise agreement, the hotel owner pays the
franchisor an initial fee, a percentage-of-revenue royalty fee and a marketing/reservation fee. A franchisor’s revenues
are dependent on the number of rooms in its system and the top-line performance of those hotels. Earnings drivers
include RevPAR increases, unit growth and effective royalty rate improvement. Franchisors enjoy significant
operating leverage in their business model since it typically costs little to add a new hotel franchise to an existing
system. Franchisors normally benefit from higher industry supply growth, because unit growth usually outpaces lower
RevPAR resulting from excess supply. As a result, franchisors benefit from both RevPAR growth and supply
increases which aids in reducing the impact of lodging industry economic cycles.

Management companies operate hotels for owners that do not have the expertise and/or the desire to self-manage.
These companies collect management fees predominately based on revenues earned and/or profits generated. Similar
to franchising activities, the key drivers of revenue based management fees are RevPAR and unit growth and similar
to ownership activities, profit based fees are driven by improved hotel margins and RevPAR growth.

Similarly to other industries, lodging experiences both positive and negative operating cycles. Positive cycles are
characterized as periods of sustained occupancy growth, increasing room rates and hotel development. These cycles
usually continue until either the economy sustains a prolonged downturn, excess supply conditions exist or some
external factor occurs such as war, terrorism or natural resource shortages. Negative cycles are characterized by
hoteliers reducing room rates to stimulate occupancy and a reduction of hotel development. Industry recovery usually
begins with an increase in occupancy followed by hoteliers increasing room rates. As demand begins to exceed room
supply, occupancies and rates continue to improve. These factors result in increased hotel development.

Hotel room supply growth is cyclical as hotel construction responds to interest rates, construction and material supply
conditions, capital availability and industry fundamentals. Historically, the industry has added hotel rooms to its
inventory through new construction due largely to favorable lending environments that encouraged hotel
development. Typically, hotel development continues during favorable lending environments until the increase in
room supply outpaces demand. The excess supply eventually results in lower occupancies, which results in hoteliers
reducing room rates to stimulate demand, and reduced hotel development. Over time, the slow growth in hotel supply
results in increased occupancy rates and allows hotels to again raise room rates. The increase in occupancy and room
rates serves as a catalyst for increased hotel development.

6
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The following chart demonstrates these trends over the last fifteen years:
US Lodging Industry Trends: 2000 - 2014

AV§rage Change Change Revenue Per New
Daily in ADR in CPI .
Year Occupancy Room Versus Versus Available Rooms
Rates Rates Prior Prior Room Added
(ADR) Year Year (RevPAR) (Gross)
2000 63.5 % $85.24 49 % 3.4 % $54.13 121,476
2001 60.1 % $84.85 (0.5 )% 2.9 % $50.99 101,279
2002 59.2 % $83.15 (2.0 )% 1.6 % $49.22 86,366
2003 59.1 % $83.19 0.1 % 2.3 % $49.20 65,876
2004 61.3 % $86.41 3.9 % 2.7 % $52.93 55,245
2005 63.1 % $90.84 5.1 % 3.4 % $57.34 65,900
2006 63.4 % $97.31 7.1 % 3.2 % $61.69 73,308
2007 63.1 % $104.04 6.9 % 2.8 % $65.61 94,541
2008 60.3 % $106.96 2.8 % 3.8 % $64.49 146,312
2009 54.5 % $98.17 (8.2 )% (0.4 )% $53.50 142,287
2010 57.5 % $98.06 0.1 )% 1.6 % $56.43 73,976
2011 59.9 % $101.85 3.9 % 3.2 % $61.02 38,409
2012 61.3 % $106.25 4.3 % 2.1 % $65.15 43,879
2013 62.2 % $110.30 3.8 % 1.5 % $68.58 54,020
2014 64.4 % $115.32 4.6 % 0.8 % $74.28 63,346

(Source: Smith Travel Research and US Department of Labor)

As a franchisor, we believe we are well positioned in any stage of the lodging cycle as our fee-for-service business
model has historically delivered predictable, profitable, long-term growth in a variety of lodging and economic
environments. We have historically benefited from both the RevPAR gains typically experienced in the early stages of
recovery, as our revenues are based on our franchisees’ gross room revenues, and the supply growth normally
occurring in the later stages as we increase our portfolio size.

The Company’s portfolio of brands offers both new construction and conversion opportunities. Our new construction
brands typically benefit from periods of supply growth and favorable capital availability and pricing. Our conversion
brands also benefit from periods of supply growth as the construction of hotels increases the need for existing hotels to
seek new brand affiliations as their product moves through the hotel life cycle. Furthermore, the Company's
conversion brands benefit from lodging cycle downturns as our unit growth has been historically driven from the
conversion of independent and other hotel chain affiliates into our system as these hotels endeavor to improve their
performance.

7
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The lodging industry can be divided into chain scale categories or groupings of generally competitive brands as
follows:

Avg. No.
Chain Scale Brand Examples Room Count % of Total of Rooms

Per Hotel
Luxury Four Seasons, Ritz Carlton, W Hotel 108,077 2.2 % 337.7
Upper Upscale Marriott, Hilton, Hyatt, Sheraton 568,525 114 % 359.4
Upscale Hilton Garden Inn, Courtyard, Cambria Suites 631,245 12.7 % 152.1
Upper Midscale Comfort Inn, Holiday Inn, Hampton Inn 876,164 17.6 % 979
Midscale Quality, Best Western, Ramada, La Quinta 483,144 9.7 % 85.6
Economy Econo Lodge, Days Inn, Super 8, Red Roof Inn 774,363 15.6 % 75.9
Sub-Total Brand
Affiliated 3,441,518 69.1 % 111.6
Independents 1,537,187 30.9 % 68.1
Total All Hotels 4,978,705 100 % 93.2

According to Smith Travel Research, the lodging industry consisted of approximately 53,000 hotels representing
approximately 5.0 million rooms open and operating in the United States at December 31, 2014. During the year
ended December 31, 2014, the industry added approximately 63,000 gross rooms to the industry supply and net room
growth was approximately 0.8%. Approximately, 49% of the new rooms opened during the year were positioned in
the Upper Midscale, Midscale and Economy chain scale segments in which we primarily operate. Overall, annual
industry room growth remains below historical levels.

The lodging industry consists of independent operators of hotels and those that have joined national hotel franchise
chains. Independent operators of hotels not owned or managed by major lodging companies have increasingly joined
national hotel franchise chains as a means of remaining competitive with hotels owned by or affiliated with national
lodging companies. Over the years, the industry has seen a significant movement of hotels from independent to chain
affiliation, with affiliated hotels increasing from 46% of the rooms in the market in 1990 to 69% of the market in
2014. However, the pace of this increase has moderated over the last several years and in 2014 the percentage of
rooms in the market affiliated with a chain increased by 20 basis points from 68.9% to 69.1%.

Due to the fact that a significant portion of the costs of owning and operating a hotel are generally fixed, increases in
revenues generated by affiliation with a franchise lodging chain can improve a hotel’s financial performance. The large
franchise lodging chains, including us, generally provide a number of support services to hotel operators designed to
improve the financial performance of their properties including central reservation and property management systems,
marketing and advertising programs, training and education programs, revenue enhancement services and
relationships with qualified vendors to streamline purchasing processes and make lower cost products available. We
believe that national franchise chains with a large number of hotels enjoy greater brand awareness among potential
guests than those with fewer hotels, and that greater brand awareness can increase the desirability of a hotel to its
potential guests. Furthermore, we believe that hotel operators choose lodging franchisors based primarily on the
perceived value and quality of each franchisor’s brand and its services, and the extent to which affiliation with that
franchisor may increase the hotel operator profitability.

Choice’s Franchising Business

Choice operates primarily as a hotel franchisor offering 11 brands. This family of well-known and diversified new
construction and conversion brands competes at various hotel consumer and developer price points.

Economics of Franchising Business. The fee and cost structure of our business provides opportunities for us to
improve operating results by increasing the number of franchised hotel rooms, improving RevPAR performance and
increasing the effective royalty rates of our franchise contracts. As a hotel franchisor, we derive our revenue primarily
from various franchise fees. Our franchise fees consist primarily of an initial fee and ongoing royalty, marketing and
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reservation system fees that are typically based on a percentage of the franchised hotel’s gross room revenues. The
initial fee and on-going royalty portion of the franchise fees are intended to cover our operating expenses, such as
expenses incurred in business development, quality assurance, administrative support, certain franchise services and to
provide us with operating profits. The marketing and
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reservation system fees are used for the expenses associated with marketing, media, advertising, providing a central
reservation system, property management systems, e-commerce initiatives and certain franchise services.

Our fee stream depends on the number of rooms in our system, the gross room revenues generated by our franchisees
and effective royalty rates under our franchise contracts. We enjoy significant operating leverage since the variable
operating costs associated with the franchise system growth of our established brands have historically been less than
incremental royalty fees generated from new franchises. We believe that our business is well positioned in the lodging
industry since we benefit from both increases in RevPAR and unit growth from new hotel construction or conversion
of existing hotel assets into our system.

Our family of well-known and diversified brand offerings positions us well within the lodging industry. Our Cambria
Suites, Comfort Inn, Comfort Suites, Sleep Inn, Suburban Extended Stay Hotel and MainStay Suites are primarily
new build brands which offer hotel developers an array of choices at various price points for transient and extended
stay business during periods of supply growth. Our Ascend Hotel Collection, Clarion, Quality, Econo Lodge and
Rodeway Inn brands offer conversion opportunities during both industry contraction and growth cycles to independent
operators and non-Choice affiliated hotels who desire to affiliate with our brands and take advantage of the services
we have to offer.

Strategy. Our mission is a commitment to franchisee profitability by providing our franchisees with hotel franchises
that strive to generate the highest return on investment of any hotel franchise. Our business strategy is to create
franchise system growth by leveraging Choice’s large and well-known hotel brands, franchise sales capabilities,
effective marketing and reservation delivery efforts, training and education programs, RevPAR enhancing services
and technologies and financial strength created by our significant free cash flow. We believe our brands’ growth will
be driven by our ability to create a compelling return on investment for franchisees. Our strategic objective is to
improve profitability of our franchisees by providing services which increase business delivery, enhance RevPAR,
reduce hotel operating and development costs, and/or improve guest satisfaction. Specific elements of our strategy
include: building strong brands, delivering exceptional services, reaching more consumers and leveraging our size,
scale and distribution to reduce costs for hotel owners. We believe that by focusing on these elements we can increase
the gross room revenues generated by our franchisees by increasing the business delivered to existing franchisees and
expanding our market share of franchised hotels in the chain scale segments in which we operate or seek to operate.
Improving the desirability of our brands should also allow us to continue to improve the effective royalty rate of our
contracts.

Building Strong Brands. Each of our brands has particular attributes and strengths, including awareness with both
consumers and developers. Our strategy is to utilize the strengths of each brand for room growth, RevPAR gains and
royalty rate improvement that create revenue growth. We believe brand consistency, brand quality and guest
satisfaction are critical in improving brand performance and building strong brands.

We have multiple brands that are positioned to meet the needs of many types of guests. These brands can be
developed at various price points and are suitable for both new construction properties and existing hotels. This
flexibility ensures that we have brands suitable for creating room growth in various types of markets, with various
types of customers, and during both industry contraction and growth cycles. During times of lower industry supply
growth and tighter capital markets, we can target conversions of existing non-Choice affiliated hotels seeking the
awareness and proven performance provided by our brands. During periods of strong industry supply growth, we
expect a greater portion of our room growth to come from our new construction brands. We believe that a large
number of markets can still support our hotel brands and that the growth potential for our brands remains strong.

We strive to maintain the strength of our brands by enhancing product consistency and quality. We attempt to achieve
consistency and quality for new entrants into the franchise system by placing prospective hotels in the appropriate
brand based on the physical characteristics, performance and amenities of the hotel and by requiring property
improvement plans, when necessary, to ensure the new hotel meets the quality standards of the brand. Furthermore,
we may require hotels currently in our franchise system to execute property improvement plans at specified
contractual windows to ensure that they continue to maintain the product consistency and quality standards of the
brand.

13
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We believe each of our brands appeals to targeted hotel owners and guests because of unique brand standards,
marketing campaigns, loyalty programs, reservation delivery, service levels and pricing.

Delivering Exceptional Services. We provide a combination of services and technology based offerings to help our
franchisees improve performance. We have field services staff members located nationwide that help franchisees
improve RevPAR performance and guest satisfaction. In addition, we provide our franchisees with education and
training programs as well as revenue management technology and services designed to improve property level
performance. These services and products promote revenue gains for franchisees and improve guest satisfaction which
translate into both higher royalties for the Company and improved returns for owners, leading to further room growth
by making our brands even more attractive to
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prospective franchisees. We develop our services based on customer needs and focus on activities that generate high
return on investment for our franchisees.

Reaching More Consumers. We believe hotel owners value and benefit from the large volume of guests we deliver
through a mix of activities including brand marketing, reservation systems, key account sales, and the Company’s
loyalty program, Choice Privileges®. Our strategy is to maximize the effectiveness of these activities in delivering
both leisure and business travelers to Choice-branded hotels.

The Company intends to continue to increase awareness of its brands through its national marketing campaigns and its
Choice Privileges loyalty program promotions. These campaigns are intended to generate a compelling message to
consumers to create even greater awareness for our brands with the ultimate goal of driving business through our
central reservation system. Local and regional co-op marketing campaigns will continue to be utilized to leverage the
national marketing programs to drive business to our franchised properties at a local level. We expect our efforts at
marketing directly to individual guests and corporate customers will continue to be enhanced through the use of our
customer relationship management technology and programs; as well as, our field based sales agents that are focused
on increasing our share of business travelers. Our continued focus on overall brand quality coupled with our
marketing initiatives is designed to stimulate room demand for our franchised hotels through improved guest
awareness and satisfaction.

Our central reservations system is a critical technology used to deliver guests to our franchisees through multiple
channels, including our call centers, proprietary web and mobile sites, global distribution systems (e.g., SABRE and
Amadeus), on-line travel agents ("OTAs") (e.g. Expedia and Bookings.com) and internet referral or booking services
(i.e. Kayak and Trip Advisor). We believe our well-known brands, combined with our relationships with many
internet distribution web sites benefits our franchisees, by facilitating increased rate and reservations delivery, and
reducing costs and operational complexity.

Leveraging Size, Scale and Distribution. We continually focus on identifying methods for utilizing the significant
number of hotels in our system to reduce costs and increase returns for our franchisees. For example, we create
relationships with qualified vendors to: (i) make low-cost products available to our franchisees; (ii) streamline the
purchasing process; and (iii) maintain brand standards and consistency. We plan to expand these relationships and
identify new methods for decreasing hotel-operating costs by increasing penetration within our existing franchise
system and enhancing our existing vendor relationships and/or creating new vendor relationships. We believe our
efforts to leverage the Company’s size, scale and distribution benefit the Company by enhancing brand quality and
consistency, improving our franchisees returns and satisfaction, and creating procurement services revenues.

Franchise System

Revenues from our domestic operations comprised 92% of our total revenues in both 2014 and 2013, respectively. As
a result, our description of the franchise system is primarily focused on the domestic operations.

Our standard domestic franchise agreements grant franchisees the non-exclusive right to use certain of our trademarks
and receive other benefits of our franchise system to facilitate the operation of their franchised hotel at a specified
location. The majority of our standard domestic franchise agreements are 10 to 20 years in duration with certain rights
for each of the franchisor and franchisee to terminate their franchise agreement, such as upon designated anniversaries
of the agreement, before the 20t (or 10, as applicable) year. Our franchisees operate domestically under one of
eleven Choice brand names: Comfort Inn, Comfort Suites, Cambria hotels and suites, Quality, Clarion, Ascend Hotel
Collection, Sleep Inn, Econo Lodge, Rodeway Inn, MainStay Suites and Suburban Extended Stay Hotel.

10

15



Edgar Filing: CHOICE HOTELS INTERNATIONAL INC /DE - Form 10-K

Table of Contents

The following table presents key statistics related to our domestic franchise system over the five years ended
December 31, 2014.

COMBINED DOMESTIC FRANCHISE SYSTEM

As of and For the Year Ended December 31,

2010 2011 2012 2013 2014
Number of properties, end of period 4,993 5,001 5,083 5,180 5,221
Number of rooms, end of period 393,535 392,826 396,102 400,585 398,661
Royalty fees ($000) $206,921 $221,023 $236,336 $242,887 $262,675
Average royalty rate(l) 4.30 % 431 % 4.33 % 4.33 % 4.28 %
Average occupancy percentage) 51.5 % 53.7 % 55.6 % 56.4 % 59.5 %
Average daily room rate (ADR)(D $70.51 $71.92 $73.69 $74.76 $77.03
Revenue per available room $36.29 $38.63 $40.94 $42.20 $45.80

(RevPAR)(D-(2)

Amounts exclude results from Cambria Suites properties open during all periods since the operating statistics are
(1)not representative of a stabilized brand which the Company defines as having at least 25 units open and operating
for a twelve month period.
(2) The Company calculates RevPAR based on information as reported to the Company by its franchisees.
Currently, no individual domestic franchisee accounts for more than 2% of the Company's total revenues.

Industry Positioning

Our brands offer consumers and developers a wide range of options, including economy hotels, mid-scale, upper
mid-scale and lower upscale, full service properties. Our brands are as follows:

Cambria hotels and suites: Cambria hotels and suites is a new construction select service hotel chain that operates in
the upscale lodging category. For medium frequency and Millennial business travelers, Cambria treats every guest as
a high value guest by offering inviting design, options for guests to personalize their stay, and unexpected service
delighters. Public spaces are designed with options that invite guests to hang out, including Social Circle™ restaurant
and bar, which focuses on simple, yet interesting food and craft beers. Cambria offers guest rooms that “feel like an
upgrade.” In-room amenities include pillow top mattresses, flat screen TV(s), speaker phones, mini-refrigerators and
microwaves. Principal competitor brands include Courtyard by Marriott, Aloft and Hilton Garden Inn. The Cambria
hotels and suites brand was launched in January 2005 and the first properties opened during 2007.

Ascend Hotel Collection: Ascend Hotel Collection is an innovative membership program that is not positioned as a
traditional franchise concept. Ascend includes individual hotels that are historic, boutique and/or unique and desire to
retain their independent brand identity but have access to Choice’s marketing and distribution channels. Ascend Hotel
Collection offers the best of both worlds: independence backed up by a powerful global distribution network.
Principal competitors include Sterling Hotels, Summit Hotel & Resorts, Small Luxury Hotels and Historic Hotels of
America. The Ascend membership was launched in October 2008.

Comfort Inn: Comfort Inn and Comfort Inn and Suites hotels are primarily upper mid-scale limited service hotels that
offer a warm and welcoming guest experience designed to help travelers feel refreshed and ready to take on the day.
One of the original brands in the limited service category, Comfort has built a reputation for consistent high-value
accommodations for both business and leisure travelers. Comfort offers complimentary hot breakfast with fresh
walffles, a swimming pool and/or exercise room, and free high-speed internet access. Principal competitor brands
include Holiday Inn Express and Country Inn & Suites.

Comfort Suites: An extension of the highly regarded Comfort Inn brand, Comfort Suites hotels deliver the experience
that helps guests feel refreshed and ready to take on the day. All hotels are 100% smoke free, and rooms are oversized
with a separate area for working that meets the demands of today’s business traveler. In addition, each suite features a
sleeper sofa, refrigerator and microwave. Comfort Suites hotels offer a complimentary hot breakfast, fitness center,
business center, and free high-speed internet access, as well as a marketplace with snacks and beverages for purchase.
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The brand competes with Hampton and Fairfield Inn.

Sleep Inn: Sleep Inn is a new construction brand that operates in the moderate tier of the mid-scale lodging category,
offering developers a lower cost to build with competitive mid-scale average daily rates. Sleep Inn delivers a simply
stylish, contemporary guest experience, providing both business and leisure travelers with free high-speed internet
access, a
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complimentary Morning Medley hot breakfast, and an exercise room and/or pool. Sleep Inn’s competitors include
Microtel and La Quinta.

Clarion: Clarion helps owners of existing mid-scale assets with food and beverage capabilities achieve strong returns
with reasonable investment. Clarion allows a more focused and efficient food and beverage operational model that
works well with a variety of conversion property configurations. Clarion helps business and leisure guests "get
together" by providing meeting/banquet facilities with catering, hot breakfast, a simplified menu of basic evening
meals and lounge with at least beer and/or wine selections. Amenities include a pool, business center, free high-speed
internet access and fitness center. Principal competitor brands include Four Points by Sheraton and Radisson.

Quality: Quality helps both guests and owners "get your money's worth" in the mid-scale category. Quality hotels
provide clean, comfortable, and affordable accommodations, as well as the "Value Qs:" Q Bed, Q Breakfast, Q
Shower, Q Service, and the Q Value of free high-speed internet access, and a swimming pool and/or an exercise room.
Principal competitor brands include Best Western and Ramada.

MainStay Suites: MainStay Suites compete in the mid-scale extended stay category. Complete with a "feels like home
guest experience" and value-added amenities, the MainStay brand is designed as a more practical lodging option for
guests whose stays are longer than a few nights. Typically, longer hotel stays involve relocation, training, or
temporary job assignments. MainStay guest rooms feature free high-speed internet access, fully equipped kitchens
with a two-burner range, dishes, utensils, dishwasher, sink with disposal, microwave, and full size refrigerator. All
suites include a sleeper sofa, comfortable work area with ergonomic chair and large walk-in closets. MainStay Suites'
principal competitors include TownePlace Suites and Candlewood Suites.

Suburban Extended Stay Hotel: Suburban Extended Stay Hotel suites are built with today’s value-conscious extended
stay guest in mind. All suites provide kitchens, internet connections, and access to on-site laundry facilities.
Suburban’s “just what you need” philosophy matches attractive weekly pricing with weekly housekeeping to provide
extended stay guests with the all-suite accommodations they want without the cost of services they do not need. All
hotels offer complimentary high-speed internet access. Principal competitors include Extended Stay America, InTown
Suites, Studio 6 and Value Place.

Econo Lodge: Econo Lodge is the premier brand in the economy hotel category that is an easy stop on the road for
value-oriented travelers. Free high speed internet, a premium movie channel and complimentary continental breakfast
are just some of the amenities that position Econo Lodge as a great value in the economy category. The brand
competes primarily with Days Inn, Super 8 and Red Roof Inn.

Rodeway Inn: Rodeway Inn is a brand that also serves the economy segment and offers sensible lodging for travelers
on a budget. As part of one of the largest franchise systems in the world, Rodeway offers a welcoming environment at
an affordable rate. With free coffee to get guests started in the morning, free high-speed internet and a free premium
movie channel, Rodeway is a great option for practical travelers. Principal competitor brands include Americas Best
Value Inn and Motel 6.

The following table presents key statistics related to the domestic system for our brands over the five years ended
December 31, 2014:

As of and For the Year Ended December 31,

2010 2011 2012 2013 2014
COMFORT INN DOMESTIC SYSTEM
Number of properties, end of period 1,435 1,399 1,349 1,302 1,240
Number of rooms, end of period 112,169 109,330 105,471 101,673 95,862
Royalty fees ($000) $82.415 $86,503 $90,360 $88,774 $93,630
Average occupancy percentage 55.7 % 57.7 % 59.5 % 60.1 % 63.3 %
Average daily room rate (ADR) $77.28 $79.54 $81.70 $83.27 $86.08
RevPAR $43.04 $4591 $48.60 $50.05 $54.50
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COMFORT SUITES DOMESTIC SYSTEM

Number of properties, end of period 623 616 597 589
Number of rooms, end of period 48,246 47,738 46,045 45,451
Royalty fees ($000) $38,345 $42,167 $44.,835 $44,717
Average occupancy percentage 55.5 % 58.9 % 61.9 % 62.9
Average daily room rate (ADR) $82.42 $83.75 $85.58 $86.99
RevPAR $45.71 $49.35 $52.96 $54.75
QUALITY DOMESTIC SYSTEM

Number of properties, end of period 1,012 1,047 1,152 1,223
Number of rooms, end of period 89,185 91,502 98,078 101,143
Royalty fees ($000) $35,919 $38,190 $42,409 $47.471
Average occupancy percentage 48.2 % 50.1 % 51.6 % 53.1
Average daily room rate (ADR) $66.79 $67.84 $69.45 $70.22
RevPAR $32.19 $34.00 $35.86 $37.27
CLARION DOMESTIC SYSTEM

Number of properties, end of period 192 189 191 190
Number of rooms, end of period 28,711 27,527 27,441 27,501
Royalty fees ($000) $9,027 $9,706 $10,369 $10,953
Average occupancy percentage 43.9 % 47.1 % 49.6 % 51.2
Average daily room rate (ADR) $74.95 $73.88 $74.99 $75.15
RevPAR $32.89 $34.79 $37.18 $38.46
SLEEP INN DOMESTIC SYSTEM

Number of properties, end of period 398 394 387 382
Number of rooms, end of period 28,957 28,568 28,087 27,623
Royalty fees ($000) $15,073 $15,888 $17,202 $17,447
Average occupancy percentage 51.7 % 53.9 % 56.6 % 58.7
Average daily room rate (ADR) $68.81 $70.06 $72.54 $74.39
RevPAR $35.54 $37.73 $41.03 $43.66
MAINSTAY SUITES DOMESTIC

SYSTEM

Number of properties, end of period 37 40 41 43
Number of rooms, end of period 2,868 3,093 3,165 3,331
Royalty fees ($000) $1,721 $2,054 $2,218 $2,259
Average occupancy percentage 63.9 % 68.3 % 70.1 % 68.1
Average daily room rate (ADR) $65.44 $66.17 $69.73 $72.44
RevPAR $41.81 $45.22 $48.84 $49.36
ECONO LODGE DOMESTIC SYSTEM

Number of properties, end of period 784 797 817 830
Number of rooms, end of period 48,728 49,483 49,951 50,694
Royalty fees ($000) $15,098 $15,700 $16,539 $17,189
Average occupancy percentage 46.0 % 47.5 % 48.5 % 48.8
Average daily room rate (ADR) $54.10 $54.75 $55.89 $56.51
RevPAR $24.91 $26.02 $27.11 $27.55
RODEWAY INN DOMESTIC SYSTEM

Number of properties, end of period 387 388 410 438
Number of rooms, end of period 21,261 21,627 23,370 24,677
Royalty fees ($000) $4,299 $4,566 $5,129 $5,357
Average occupancy percentage 46.0 % 49.0 % 50.7 % 51.9
Average daily room rate (ADR) $51.07 $51.91 $53.41 $54.28

%

%

%

%

%

%
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SUBURBAN EXTENDED STAY HOTEL

DOMESTIC SYSTEM

Number of properties, end of period 64 60 63 63 65

Number of rooms, end of period 7,685 7,126 7,291 7,167 7,198
Royalty fees ($000) $2,366 $2,539 $2,709 $2,832 $3,111
Average occupancy percentage 64.1 % 67.6 % 69.9 % 70.2 % T1.8 %
Average daily room rate (ADR) $39.27 $40.38 $41.71 $42.67 $45.25
RevPAR $25.16 $27.31 $29.14 $29.96 $32.51
CAMBRIA DOMESTIC SYSTEM (D

Number of properties, end of period 23 19 19 18 22

Number of rooms, end of period 2,700 2,215 2,221 2,119 2,642
Royalty fees ($000) $1,486 $2,032 $2,102 $2,147 $2,687
ASCEND HOTEL COLLECTION

DOMESTIC SYSTEM

Number of properties, end of period 38 52 57 102 109

Number of rooms, end of period 3,025 4,617 4,982 9,206 9,395
Royalty fees ($000) $1,172 $1,678 $2,464 $3,741 $4,950
Average occupancy percentage 57.8 % 59.8 % 64.8 % 64.0 % 60.3 %
Average daily room rate (ADR) $112.69 $113.45 $113.83 $119.76 $121.49
RevPAR $65.17 $67.79 $73.78 $76.60 $73.20

Statistics for average occupancy percentage, ADR and RevPAR have been excluded for years in which the brand
(1) statistics are not representative of a stabilized brand which the Company defines as having at least 25 units open
and operating for a twelve month period.

International Franchise Operations

The Company conducts its international franchise operations through a combination of direct franchising and master
franchising relationships. Master franchising relationships are governed by master franchising agreements that
generally provide the master franchisee with the right to use and sub-license the use of our brands in a specific
geographic region, usually for a fee.

Our business philosophy has been to conduct direct franchising in those international markets where both franchising
is an accepted business model and we believe our brands can achieve significant distribution. We typically elect to
enter into master franchise agreements in those markets where direct franchising is currently not a prevalent or viable
business model. When entering into master franchising relationships, we strive to select partners that have
professional hotel and asset management capabilities together with the financial capacity to invest in building the
Choice brands in their respective markets. Master franchising relationships typically provide lower revenues to the
Company as the master franchisees are responsible for managing certain necessary services (such as training, quality
assurance, reservations and marketing) to support the franchised hotels in the master franchise area and therefore
retain a larger percentage of the hotel franchise fees to cover their expenses. In certain circumstances, the Company
has and may continue to make equity investments in our master franchisees.

As a result of our use of master franchising relationships and international market conditions, revenues from
international franchising operations comprised 8% of our total revenues in both 2014 and 2013 while representing
approximately 18% of our franchise system hotels open at both December 31, 2014 and 2013, respectively.

In some territories outside the United States hotel franchising is less prevalent, and many markets are served primarily
by independent operators. We believe that chain and franchise affiliation will increase in certain international markets
as local economies grow and hotel owners seek the economies of centralized reservations systems and marketing
programs. We believe that international franchise operations will provide a significant long-term growth opportunity
for the Company and as a result we have embarked on a multi-year investment in information technology and
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As of December 31, 2014, we had 1,158 franchise hotels open and operating in over 30 countries and territories
outside of the United States. The following chart summarizes our franchise system outside of the United States.

COMBINED INTERNATIONAL FRANCHISE SYSTEM®)

As of and For the Year Ended December 31,

2010 2011 2012 2013 2014
Number of properties, end of period 1,149 1,177 1,160 1,160 1,158
Number of rooms, end of period 101,610 104,379 103,151 105,473 106,617
Royalty fees ($000) $21,697 $25,248 $25,131 $24,721 $24,515

Reporting of operating statistics (e.g., average occupancy percentage and average daily room rate) of international
(1)franchisees is not required by all master franchise contracts, thus these statistics and RevPAR are not presented for
international franchisees.

Scandinavia. We conduct our operations in Scandinavia through a master franchise relationship with Nordic Choice
Commercial Services A/S ("NCH"), formerly known as Choice Hotels Scandinavia. As of December 31, 2014, NCH
had 179 open properties in its development territory, which includes Denmark, Norway and Sweden on an exclusive
basis and Latvia and Lithuania on a non-exclusive basis. The Company’s master franchise agreement with NCH grants
rights to the Comfort, Quality, Sleep and Clarion brand and expires in 2023. Through a separate agreement signed in
2010, we have also granted NCH limited rights to franchise Ascend Hotel Collection hotels in its territory.

Japan. The Company conducts its operations in Japan through a master franchise relationship with Choice Hotels
Japan Co. Ltd ("CHIJ"). CHJ possesses exclusive rights to develop the Comfort and Quality brands and non-exclusive
rights to the Sleep and Clarion brands. The Company’s master franchise agreement with CHJ expires in December
2023. As of December 31, 2014, CHJ had 51 open properties.

Continental Europe. The Company conducts franchising operations in Germany, Italy, Czech Republic, and portions
of Switzerland through Choice Hotels Licensing B.V. ("Choice BV"), a wholly-owned subsidiary, and in France,
Portugal and the French speaking Cantons of Switzerland through a wholly-owned subsidiary of Choice BV, Choice
Hotels France SAS. At December 31, 2014, the Company's subsidiaries had 178 properties open and operating in
continental Europe.

Ireland. In August 2007, the Company entered into a master franchising agreement with Ireland-based Cordelle
Enterprises, doing business as Choice Hotels Ireland ("CHR"), for the exclusive right to develop our Clarion, Quality
and Comfort brands in Ireland and Northern Ireland. The master franchise agreement with CHR expires in 2027. As of
December 31, 2014, CHR had 8 properties open and operating in Ireland and Northern Ireland.

United Kingdom. The Company conducts direct franchising operations in the United Kingdom through Choice BV. At
December 31, 2014, the Company’s subsidiary had 42 properties open and operating in the United Kingdom.

Canada. We conduct our operations in Canada for all of our brands except Cambria hotel and suites, MainStay Suites
and Suburban Extended Stay Hotel through Choice Hotels Canada Inc. ("CHC") a joint venture owned 50% by us and
50% by InnVest Management Holdings Ltd. CHC is one of the largest lodging organizations in Canada with 309 of
our franchised properties open and operating as of December 31, 2014. The Company conducts direct franchising
operations for its extended stay and Cambria Suites brands in Canada through its wholly-owned subsidiary, Choice
Hotels International Licensing ULC, and had 4 properties open and operating at December 31, 2014.

India. The Company conducts direct franchising operations in India through wholly-owned subsidiaries for the
Comfort, Quality, Sleep and Clarion brands. As of December 31, 2014, the Company had 20 franchised properties
open and operating.

Australasia. The Company conducts direct franchising operations in Australia, New Zealand, and Singapore through a
wholly-owned subsidiary, Choice Hotels Australasia Pty. Ltd. ("CHA"). As of December 31, 2014, CHA had 258
franchised properties open and operating in Australasia.
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Mexico. The Company’s wholly-owned subsidiary Choice Hotels Mexico S. de R.L. de C.V. ("CHM") conducts direct
franchising operations in Mexico on behalf of Choice BV, which acts as the franchisor in Mexico. CHM is focused on
establishing Clarion, Quality, Sleep and Comfort brands through conversion of hotels in Mexico. At December 31,
2014, the Company’s subsidiary had 25 properties open and operating.
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South America. We conduct our operations in Brazil and certain other South American territories through a
non-exclusive master franchise relationship with Atlantica Holdings International, Ltd. ("Atlantica"). As of

December 31, 2014, Atlantica had 63 open properties in its development territory. The Company’s master franchise
agreement with Atlantica grants rights to the Comfort, Quality, Sleep and Clarion brands, which rights are exclusive
in Brazil and non-exclusive in Atlantica's remaining territory. The agreement was executed in 2001 and pursuant to an
amendment executed in September 2014, will expire in December 2024.

Central America. We conduct our operations in certain Central American territories through an exclusive master
franchise relationship with Real Hotels and Resorts, Inc. ("Real"). As of December 31, 2014, Real had 14 open
properties in its development territory which consists of Costa Rica, Dominican Republic, El Salvador, Guatemala,
Honduras and Panama. The Company’s master franchise agreement with Real grants rights to the Comfort, Quality,
Sleep and Clarion brands. The agreement was executed in 1994 for a term of twenty years. In May 2014, we renewed
the master franchise agreement for an additional 20-year term through May of 2034, with certain rights by both parties
to terminate the contract early. Through a separate agreement signed in 2011, we have also granted Real limited
non-exclusive rights to franchise Ascend Hotel Collection hotels in Costa Rica, Honduras and Panama.

Other International Relationships. We also have non-exclusive master development and area representative
arrangements in place with local hotel management and franchising companies doing business in China. At December
31, 2014, five properties were open and operating in China. In addition, the Company through Choice BV, has direct
franchise relationships with properties in Malaysia and Turkey. At December 31, 2014, one property was open and
operating in both Malaysia and Turkey.
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The following table summarizes Choice’s non-domestic franchise system as of December 31, 2014:

Comfort gli)itn;fsort Quality Clarion Sleep Ascend Mainstay Suburban EEZZZ Rodeway Total
Australia 118 — 66 7 — 7 — — 25 — 223
Canada — — — — S — 2 2 — — 4
Czech Republic — — — 9 - — — — — _ 9
France 5 27 7 — - — — — — 110
Germany 1 — 12 2 — - — — — — 31
India 7 — 10 3 — - — — — — 20
Italy 5 — 8 6 — = — — — — 19
Malaysia — — 1 — S — — — — — 1
Mexico 11 — 12 — 2 — — — — — 25
New Zealand 1 — 17 1 —_ - — — 6 — 34
Portugal 3 — 2 1 — = — — — — 6
Singapore — — 1 — - — — _ _ 1
Switzerland 2 — — 1 S — — — — — 3
United
Kingdom 17 o 17 8 - — — — — 42
Turkey — — — 1 - — — _ _ 1
Direct
Franchise 261 5 173 46 2 7 2 2 31 — 529
Agreements
Brazil 21 7 27 4 4 — — — — — 63
Canada* 146 5 82 6 3 8 — — 55 4 309
China 2 2 1 — —  — — — — 5
Costa Rica — — 1 — 1 — — — — — 2
Denmark 1 — 1 1 — 1 — — — — 4
Dominican . o | o L o B B B |
Republic
El Salvador 2 — 1 1 — — — — — 4
Guatemala — — — 1 — = — — — — 1
Honduras — — — 5 - — — _ _ 5
Ireland — — 2 4 — 2 — — — — 8
Japan 50 — 1 — —  — — — — — 51
Latvia — — — 1 — = — — — — 1
Lithuania 1 — — — - — — — — _ 1
Norway 19 — 38 32 — 2 — — — — 91
Panama — — — 1 — — — — — 1
Sweden 11 — 29 36 — 6 — — — — 82
Master
Franchise 253 14 184 92 8 19 — — 55 4 629
Agreements
Total Number 5, 357 138 10 26 2 2 86 4 1,158
of Properties

*The Company has a 50% equity investment in this master franchisor.
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The following table presents key worldwide system size statistics as of and for the year ended December 31, 2014:

. Approved .

Open and Operational for Development Units

Hotels Rooms Hotels Rooms Additions Repositionings Terminations
Comfort 1,754 136,458 126 9,671 60 (34 ) (96 )
Comfort 506 47,074 77 6,148 15 — (23 )
Suites
Quality 1,641 141,546 86 7,329 103 31 (88 )
Ascend
Hotel 135 12,434 36 3,118 19 1 (8 )
Collection
Clarion 316 43,219 27 3,735 30 (1 ) (34 )
Sleep Inn 381 27,700 80 5,175 11 6 ) (15 )
MainStay
Suites 47 3,786 50 3,150 4 (1 ) (1 )
Econo
Lodge 942 56,692 42 2,337 63 6 41 )
ﬁ%deway 478 26,351 35 2,184 62 4 (29 )
Suburban 67 7,376 19 1,639 7 — 4 )
Cambria 22 2,642 25 3,465 5 — (1 )
Totals 6,379 505,278 603 47,951 379 — (340 )

Franchise Sales

Brand growth is important to our business model. We have identified key market areas for hotel development based
on supply/demand relationships and our strategic objectives. Development opportunities are typically offered to:

(1) existing franchisees; (ii) developers of hotels; (iii) owners of independent hotels and motels; (iv) owners of hotels
leaving other franchisors’ brands; and, (v) franchisees of non-hotel related products such as restaurants.

Our franchise sales organization is structured to support the Company’s efforts to leverage its core strengths in order to
take advantage of opportunities for further growth. The franchise sales organization employs both sales managers as
well as franchise sales directors. This organization emphasizes the benefits of affiliating with the Choice system, our
commitment to improving hotel profitability, our central reservation delivery services, our marketing and customer
loyalty programs, our training and support systems (including our proprietary property management systems) and our
Company’s track record of growth and profitability to potential franchisees. Franchise sales directors are assigned to
specific brands to leverage their brand expertise to enhance product consistency and deal flow. Our sales managers
ensure each prospective hotel is placed in the appropriate brand, facilitate teamwork and information sharing amongst
the sales directors and provide better service to our potential franchisees. The structure of this organization supports
the Company’s efforts to leverage its core strengths in order to take advantage of opportunities for further growth.
Integrating our brands and strategies allow our brand teams to focus on understanding, anticipating and meeting the
unique needs of our customers.

Our objective is to continue to grow our portfolio by continuing to sell our existing brands, creating extensions of our
existing brands and introducing new brands, either organically or via acquisition, within the various lodging chain
categories. Based on market conditions and other circumstances, we may offer certain incentives to developers to
increase development of our brands such as discounting various fees such as the initial franchise fee, and royalty rates
and marketing and reservation system rates as well as provide financing for property improvements and other
purposes.

Because retention of existing franchisees is important to our growth strategy, we have a formal impact policy. This
policy offers existing franchisees protection from the opening of a same-brand property within a specified distance,
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depending upon the market in which the property is located.

Investment, Financing and Guaranty Franchisee Support

Our board of directors authorized a program which permits us to offer financing, investment, and guaranty support to
qualified franchisees as well as allows us to acquire and resell real estate to incent franchise development for certain
brands in strategic markets. We expect to deploy capital pursuant to this program opportunistically to promote growth
of our emerging brands. The amount and timing of the investment in this program will be dependent on market and
other conditions and we generally expect to recycle these investments within a five year period.
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Franchise Agreements

Our standard domestic franchise agreements grant franchisees the non-exclusive right to use certain of our trademarks
and receive other benefits of our franchise system to facilitate the operation of their franchised hotel at a specified
location. Our standard domestic franchise agreements generally have terms ranging between 10 and 20 years, with
certain rights for each of the franchisor and franchisee to terminate their franchise agreement, such as upon designated
anniversaries of the agreement, before the 20t (or 10t, as applicable) year.

Generally, either party to our standard domestic franchise agreement can terminate the agreement prior to the
conclusion of the agreement’s term under certain circumstances, such as upon designated anniversaries of the
agreement, subject to applicable law. Early termination options give us flexibility in eliminating or re-branding
properties for reasons other than contractual failure by the franchisee. This allows us the opportunity to strengthen our
brand portfolio in various markets by replacing weaker performing hotels. We also have the right to terminate a
franchise agreement if a franchisee fails to bring the property into compliance with contractual or quality standards
within specified periods of time. The franchise agreements also typically contain liquidated damages provisions which
represent a fair measure of compensation that our franchisee and we agree should be paid to us upon a termination of
the franchise agreement.

When the responsibility for development is transferred to an international master franchisee, that party has the
responsibility to develop and grow our brands in the master franchise area. Additionally, the master franchisee
generally must manage the delivery of certain necessary services (such as quality assurance, reservations and
marketing) to support the franchised hotels in the master franchise area. The master franchisee collects the fees paid
by the local franchisee and remits an agreed upon share to us. Master franchise agreements generally have a term of at
least 10 years. We have only entered into master franchise agreements with respect to franchised hotels outside the
United States.

Franchise agreements are individually negotiated and vary among the different Choice brands and franchises, but
generally are competitive with the industry average within their market group. Franchise fees usually have three
primary components: an initial, one-time affiliation fee; a royalty fee; and a marketing and reservation system fee.
Our standard franchise fees are as follows:

QUOTED FEES BY BRAND AS OF DECEMBER 31, 2014

Initial Fee Per 3) Marketin‘g and
Brand Room/Minimum Royalty Fees Reservation System
Fees ®

Cambria hotel & suites $500/$60,000 5.00 % 4.00 %
Comfort Inn $500/$50,000  5.65 % 3.85 %
Comfort Suites $500/$50,000  5.65 % 3.85 %
Quality Inn $300/$35,000 4.65 % 3.85 %
Ascend Hotel Collection $375/$30,000 4.00 % 2.50 %
Clarion $300/$40,000 4.25 % 3.25 %
Sleep Inn $300/$40,000 4.65 % 3.85 %
MainStay Suites $300/$30,000  5.00 % 2.50 %
Econo Lodge $250/$25,000  4.50 % 3.50 %
Rodeway Inn $125/$10,000 (1 ) (2 )

Suburban Extended Stay Hotel $225/$30,000 5.00 % 2.50 %

(1)Royalty rate is $33.00 per room per month.

(2)Marketing and reservation system fees are $13.00 per room per month.

(3)Fees are based on a percentage of gross room revenue

As previously noted, the Company’s franchise agreements are individually negotiated and therefore actual fees may
differ from those noted above. From time to time, the Company may discount the standard royalty fees and/or
marketing and reservation system fees in the initial years of the agreement as a franchisee acquisition tactic. Typically,
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the time the agreement was executed.
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Franchise Operations

Our operations are designed to help our franchisees, improve RevPAR and lower operating and development costs, as
these are the measures of performance that most directly impact franchisee profitability. We believe that by helping
our franchisees become more profitable we will enhance our ability to both retain our existing franchisees and attract
new franchisees. The key aspects of our franchise operations are:

Brand Name Marketing and Advertising. Our hotels are typically located in areas conveniently accessible to business
and leisure travelers and therefore approximately 60% of our hotel room nights are sold to guests who either walk-in
or contact the hotel directly. As a result, we believe that brand name recognition and the strength of the brand
reputation are important factors in influencing business and leisure traveler hotel accommodation choices.

Our marketing and advertising programs are designed to heighten consumer awareness and preference for our brands
as offering the greatest value and convenience in the lodging categories in which we compete. Marketing and
advertising efforts include national television, internet and radio advertising, on-line advertising, print advertising in
consumer and trade media and promotional events, including joint marketing promotions with qualified vendors and
corporate partners. We also actively seek to maximize our presence on the internet by purchasing key search related
terms from the various search engine providers to ensure that our hotels are prominently displayed to all potential
guests.

We conduct numerous marketing and sales programs and deploy field based sales agents which target specific groups,
including business travelers, senior citizens, automobile club members, families, government and military employees,
educational organizations and meeting planners. Other marketing efforts include domestic and international trade
show programs, publication of group and tour rate directories, direct-mail programs, electronic direct marketing
e-mail programs, centr