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Sotherly Hotels completed the rebranding of the Crowne
Plaza Houston Downtown hotel to The Whitehall by Sotherly,
returning the iconic hotel to its historic name following an
extensive $5 million renovation. The Whitehall by SOtherly of
today marries modern amenities with postmodern and classic
1960s revival architecture style in its beautifully renovated
accommodations and public spaces.

Hyde Resort & Residences

Sotherly Hotels laid the ground work to acquire the hotel commercial unit of the Hyde
Resort & Residences located in Hollywood, Florida. The hotel commercial unit consists
of the designated lobby and front desk areas, offices, and other spaces. In addition, the
Company entered into a lease for the 400-space parking garage and meeting rooms of
the Resort, as well as an agreement to operate and manage the condominium association.

The Hyde Resort & Residences is a 400-unit condominium-hotel consisting of 363
use-restricted units and 37 residences that feature one, two and three bedroom layouts,
gourmet kitchens, floor-to-ceiling glass doors with private terraces and Atlantic Ocean



To OUR STOCKHOLDERS

To Our Stockholders:

At the beginning of 2016, we believed our industry was decelerating from five years of above-average top
line growth. The election season, coupled with anemic GDP growth challenged corporate earnings, focused
management on cost containment and restructuring our loan portfolio to lock in low interest rates. I believe
we were successful in these endeavors.

In 2016, the company generated Hotel EBITDA! of approximately $40.0M, a 9.8% increase over the prior year,
and Adjusted Funds From Operations (“AFFO”) increased approximately 1.3% over the prior year. While these
results compare favorably with the industry averages, we did not plan on several events that negatively affected
our earnings:

e In the Miami market, we experienced significant reductions in travel as a result of the Zika virus warnings.
e Hurricane Matthew caused a major disruption to half our portfolio’s performance in our peak season.
e A February settlement in our litigation with Starwood caused us to underperform at our Louisville asset for the Kentucky Derby.

* The Houston market continued to collapse as the energy companies took drastic cost cutting measures and several new hotels
entered the central business district.

The domestic U.S. lodging industry experienced a tepid year of growth, ending 2016 with an increase in Revenue Per Available Room
(“RevPAR”) of approximately 3.0%. For the most part, our portfolio was competitive, finishing the year with a 4.7% RevPAR increase. To
keep our 2016 RevPAR performance in context, the results we achieved included the events listed above and extensive renovation activity
at four of our hotels, representing more than one third of the company’s room inventory. Our hotels in Atlanta, Houston, Savannah and
Wilmington each had room inventory out of service in 2016. So, the fact that we exceeded national RevPAR growth is a noteworthy
achievement.

We entered the year with a targeted dividend payout of $.36 per share after paying out dividends totaling $.305 per share in 2015. The
actual aggregate 2016 dividend was $.36 per share for 2016, an increase of 19.7% over the prior year.

Those goals set for the Company at the onset of the year that were under management’s control were accomplished during 2016. One area
where we were especially successful was in restructuring our long-term debt.

e In the summer of 2016, we executed a repayment of the first tranche of the company’s “baby bonds,” redeeming the 8.0% interest
bearing debt and replacing it with perpetual preferred stock. The bonds were set to mature on September 30, 2018; the preferred
has no mandatory redemption obligation.

e In Laurel (MD), we modified the loan to increase the balance and delay the five-year term extension notice to provide
approximately $2.6M in funding to the company while instituting additional flexibility.

e In Tampa (FL), we refinanced with our time-tested banking partner, Fifth Third Bank, to extend the loan term to mature
coterminously with the Crowne Plaza license agreement, captured approximately $2.2M in additional proceeds, and added an
accordion feature that will provide additional funding in 2017 of approximately $3.3M.

e In Houston (TX), we identified a new local lender to provide funding at a reduced loan balance (approximately $15.0M versus
approximately $20.5M) while building in an accordion feature to adjust the loan balance subject to the hotel’s future performance.

e In Savannah (GA), we extended the loan for an additional ten-year term while lowering the interest rate by approximately 220 basis
points, captured additional proceeds to fund an ongoing renovation, and lowered the burden on the hotel and the company’s cost of
capital.

e In Wilmington (NC), we refinanced with our existing lender for an additional ten-year term while lowering the interest rate by 220
basis points, capturing additional proceeds to fund a renovation, and lowering the debt burden on the hotel and the company’s cost
of capital.

"Hotel EBITDA and AFFO are non-GAAP financial measures. See further discussion of non-GAAP measures, including definitions related thereto,
and reconciliations to net income (loss) in Items 6 and 7 of our Annual Report on Form 10-K.



STOCKHOLDERS (CONTINUED)

We entered 2016 with two significant capital improvement projects in process. Atlanta and Houston are two projects that required planning
and commencement during the year.

e In Adanta (GA), we continued the measured room renovation pace to cause minimal disruption to hotel operations. As of the end of the
third quarter, all major renovations were complete and the project was on time and on budget.

* In Houston (TX), we commenced Phase II renovations in anticipation of an April 2016 brand change from Crowne Plaza to The
Whitehall by Sotherly. Renovations were completed to coincide with the brand change in April 2016 and the project was on time and
slightly over budget.

* In Savannah (GA), the Hilton license expires in July 2017. Renovation and rebranding planning was concluded in the first half of 2016
and rooms renovations commenced in July.

* In Hollywood (FL) the Crowne Plaza license expires in October 2017 and we procured a DoubleTree by Hilton flag for the hotel.
Planning was commenced and completed in the second half of 2016.

One of our goals in 2016 was to purchase at least one additional asset. We were fortunate to acquire the commercial unit of the Hyde Resort
& Residences, a condo hotel located in Hollywood, Florida. All planning and staffing was completed in the fourth quarter in preparation for a
January 2017 closing.

We entered 2016 with a goal of selling the Hampton hotel. We put the hotel under contract with a buyer in April 2016; however, the buyer did
not perform and we collected on its $250K non-refundable deposit. In August, we put the hotel under contract to a substitute buyer and closed
in early February 2017.

We continue to evaluate the optimal branding opportunities for each hotel in our portfolio as existing franchise agreements mature, as well as for
any new acquisitions. In April, we converted our Houston hotel to independent status as The Whitehall by Sotherly, and our Savannah hotel is
slated for conversion to independent status as The DeSoto by Sotherly in July 2017. The Hyde Resort & Residences, which opened in February
2017, joins our collection of independent hotels.

As a result of a fourth quarter stock market rally, SOHO’s common stock ended 2016 with a 10.2% increase in value versus our year end 2015
stock price. Total return? to our common shareholders reflecting both dividends and share price appreciation for the year was approximately
17.4%, which was in line with our peer group.

In conclusion, given market conditions and unanticipated acts of God, 2016 was a solid year for the company. We met or exceeded all of our
transaction goals and achieved respectable financial results and value creation for our shareholders.

As we enter 2017 we are optimistic that the best times are ahead for SOHO; however, we are mindful of a potential slowdown in the US economy
and will plan accordingly. We plan to recycle capital out of non-core assets to continue to grow the company, while seeking to buttress the
company’s liquidity and balance sheet.

Yours in SOthern Hospitality,
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Andrew M. Sims

Chairman and Chief Executive Officer

2Total stockholder return is calculated as the difference between the value of the company’s stock on December 31, 2015 and the value of the company’s stock on December
31, 2016, assuming the reinvestment of all dividends paid during that period at the closing price of the security on the ex-date of the dividend, divided by the value of
the company’s stock on December 31, 2015.
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, DC 20549

FORM 10-K

FOR ANNUAL AND TRANSITION REPORTS
PURSUANT TO SECTIONS 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2016

OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

SOTHERLY HOTELS INC.

(Exact name of registrant as specified in its charter)

MARYLAND 001-32379 20-1531029
(State or Other Jurisdiction of (Commission File Number) (I.R.S. Employer
Incorporation or Organization) Identification No.)

SOTHERLY HOTELS LP

(Exact name of registrant as specified in its charter)

DELAWARE 001-36091 20-1965427
(State or Other Jurisdiction of (Commission File Number) (I.R.S. Employer
Incorporation or Organization) Identification No.)

410 West Francis Street
Williamsburg, Virginia 23185
(Address of Principal Executive Officers) (Zip Code)

757-229-5648
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Registrant Title of Each Class Name of Each Exchange on Which Registered
Sotherly Hotels Inc. Common Stock, $0.01 par value The NASDAQ Stock Market LLC
Sotherly Hotels Inc. 8.0% Series B Cumulative Redeemable Perpetual The NASDAQ Stock Market LLC

Preferred Stock, $0.01 par value
Sotherly Hotels LP 7.0% Senior Unsecured Notes due 2019 The NASDAQ Stock Market LLC
Securities registered pursuant to Section 12(g) of the Act:
(Title of Class)
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined by Rule 405 of the Securities Act.

Sotherly Hotels Inc. Yes OO0 No Sotherly Hotels LP  Yes 0 No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.

Sotherly Hotels Inc. Yes O No Sotherly Hotels LP  Yes [0 No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Sotherly Hotels Inc.  Yes No O Sotherly Hotels LP Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data File required to be

submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such file.

Sotherly Hotels Inc.  Yes No O Sotherly Hotels LP  Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of
registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part IIT of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. (See
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Securities Exchange Act of 1934).

Sotherly Hotels Inc.

Large Accelerated Filer O Accelerated Filer O Non-accelerated Filer O Smaller Reporting Company
Sotherly Hotels LP
Large Accelerated Filer O Accelerated Filer O Non-accelerated Filer Smaller Reporting Company O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Sotherly Hotels Inc. Yes [0 No Sotherly Hotels LP  Yes OO No
The aggregate market value of common stock held by non-affiliates of Sotherly Hotels Inc. as of June 30, 2016, the last business day of Sotherly Hotels Inc.’s
most recently completed second fiscal quarter, was approximately $73,823,253 based on the closing price quoted on the NASDAQ ® Stock Market.
As of March 10, 2017, there were 14,480,551 shares of Sotherly Hotels Inc.’s common stock issued and outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Part III of this Form 10-K incorporates by reference certain portions of Sotherly Hotels Inc.’s proxy statement for its 2016 annual meeting of stockholders to be
filed with the Securities and Exchange Commission not later than 120 days after the end of the fiscal year covered by this report.
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