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Thank you for this opportunity to provide Devonport City Council and Projects+Infrastructure with hospitality
consulting services related to the Living City project in Devonport, Tasmania.

This report presents our analysis and findings in accordance with the scope of services asset out in our
proposal dated 14 March, 2016, to provide an independent report on the potential concept together with
trading projections for a proposed hotel (the Proposed Hotel) as part of the Living City project (the Project) in
Devonport.

In the previous Independent Report dated April, 2016, Horwath HTL Australia assessed thatthe site was
potentially suitable for the development of a transie nt accommodation property such as a hotel or serviced
apartment. Devonport City Council has now requested Horwath HTL to independently define a concept and
prepare trading projections for the P roposed Hotel.

This report is intended for decision-making purposes by the management of the Devonport City Council as
detailed in our engagement letter. Accordingly, Horwath HTL Australia does not accept any responsibility for
any decision taken by a third party as the result of information contained in this report .

We draw your attention to the sections Recognition of Risks as well as our Standard Assumptions and Limiting
Conditions as set out as an Appendix to this report.

We look forward to hearing from you if we can provide any further assistance in the interpre tation of our
findings and recommendations. Should you require further explanation of our findings and conclusions,
please contact the undersigned.

Yours sincerely

oo Lo

Ron de Wit
Lead Principal Horwath HTL Australia
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ABS Australian Bureau of Statistics  Source of officially published statistical information
ADR Average Daily Rate Average net achieve room rate after deduction of GST,

discounts , commissions to intermediaries

DCC Devonport City Council Name of the local area administration authority

F&B Food & Beverage Departmental trading area, includes restaurants, bars,

room service

Horwath HTL Horwath HTL Australia

MICE Meetings, Incentives, Overall term to describe the meetings & congress
Conferences Events or market
Exhibitions

ocCccC Occupancy Rate Percentage of rooms occupied in relation to the

number of available rooms in respect of the operating

period.

OTA Online Travel Agent Online, third-party intermediary used as a distribution

channel for the marketing and sales of room inventory

RevPAR Revenue per Available Room Total room revenue divided by the number of total

available room nights

RNA Room Nights Available Total rooms available in the data set, generally the total

rooms available for a period of time (yearly)

RNO or Room Nights Occupied Total rooms of demand in the data set, generally the
RND total rooms sold for a period of time (yearly)
Proposed Hotel The subject of this report, the hotel proposed as part of

the Living City project.
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1. Executive Summary

1.1 BACKGROUND TO THASSIGNMENT

Projectst Infrastructure, the Development Manager to DCC on the Living City project, has engaged
Horwath HTL to provide hotel market and development consulting service related to a hotel to be
built as part of the Living City project in Devonport, Tasmania (the Proposed Hotel).

Horwath HTL completed an initial report in April, 2016 ( 0|l ndependent Report rela
Hotel as part of the Living City pr oj ect , De v o n p onr the, identifatdernmarket a 6
opportunity for the Proposed Hotel to complement the Devonport Living City project. This study
comprised a broad market review, and hotel supply and demand study. The major findings
included:

The proposed site adjacent the Living City project is suitable for the development of a

transient accommodation property such as a hotel or serviced apartment property ;

The Devonport market currently lacks appropriately positioned or configured
accommodation supply to meet the likely demand emanating from the Living City project

in the future; and

The characteristics of the current Devonport market, in terms of reported demand for
accommodation, form a reasonably robust basis from which future demand is able to be
captured; and that additional demand expect ed to be induced by the commercial activities
and new facilities associated with the Stage 1 and Stage 3 components of the Living City

project, forms an important additio n source market.

The approximate concept and performance parameters for the Proposed Hotel as part of
the Living City project were set out in the initial report, and concluded that any scheme
could consider:

- Fullservice hotel with serviced apartment component configuration, aimed at
capturing transient accommodation demand ranging from sho rt stay to limited
extended stay;

- Medium-sized accommodation property , potentially up to 200 rooms or keys to at
least meet the capacity implied by the size of Conference and Convention Centre
facilities;

- Upper Midscale to Upscale market positioning (3.5- to 4.0-Star) at a high quality
standard;

- Specific irrhouse food and beverage facilities and services (such as a breakfast room,
bar lounge area, room service), as the adjoining Food Pavilion is anticipated to be
able to meet all other guest needs;
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- Associatd hotel guest facilities ideally include a moderately-sized gym and indoor
leisure centre (pool and sauna), and medium-sized spa;

- Fundamental to the success of the Proposed Hotel that the hotel operator maintains
a close relationship with the management and operation of the Food Pavilion and
Conference and Convention Centre;

- Demand capture into available rooms, allowing for Tasmanian seasonality factors and
the likely ability of a professionally-managed branded hotel operator to typically
outperform the a verage market, to result in a stabilised level of OCCat 75%; and

- Price-positioned to meet the expected budget of the potential corporate, conference,
and leisure markets (both domestic and international in all segments), anticipated to
result in an ADRbetween AU$160 to AU$175 in 2015-dollar value.

This second report is in response to the request by DCCto extend the assignment to now include
Concept Development and Trading Projections for the Proposed Hotel. Several proposed schemes
for the hotel were provided to Horwath HTL through Projects+Infrastructure, and these schemes
served to establish the fundamental parameters for a concept, from which Horwath HTL has derived
estimates for financial projections.

The objective of this second report is to provide DCCwith sufficient information from which a case
can be made, which demonstrates Proposed Hotel project viability.

1.2 ScoprPeE ORNORK

The preparation of this report is in in accordance with the methodology asset out in our proposal
dated 14 March, 2016, andincludes, but is not limited to, the following scope of work:
Prepare a market outlook for the Tasmanian hotel market overall, and specifically
Devonport in the North West to ascertain the outlook for the city -wide OCC ADR, and
RevPAR,;

Define the Proposed Hotel concept in terms of scope and quality of rooms, services and
facilities that determine the market positioning, price positioning, and ultimately the

revenue generation capability of the Proposed Hotel,

Prepare a benchmark for the Proposed Hotel in terms of potential positioning and

performance in the market, and estimate Projected Operating Levels of OCCand ADR;and

Prepare a benchmark for the Proposed Hotel in terms of financial pro -forma based on size,

positioning, Projected Operating Levels, and estimate Financial Projections
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1.3 USE OF THIREPORT

This report was commissioned by DCC, through Projects+Infrastructure, for internal decision-
making purposes, to accompany a land sale offer document (subject to Horwath HTL review as to
the context in which the report is provided), and as a supporting document in a development
application process.

Readers of this report should refer to the sections related to identifying risks, major and general
assumptions, and limiting conditions for use of the report.

The contents of this document or any reference to it may not be included in any public finance -
raising document, investment circular, financial markets statement, public forum, prospectus or
printed material without our prior written consent of the form and ¢ ontext in which it will appear.

The terms of our engagement are such that we have no obligation to revise this report to reflect
events or conditions that occur after its publication.

1.4 MAJORASSUMPTIONS

Any major findings, conclusions or recommendations contained in this report are based, in part, on
the following assumptions:
Support infrastructure such as fresh water, sewage treatment, electricity and gas will be

supplied/generated at a consistent and reliable level to maintain guest satisfaction.

There will be no political or administrative developments that will significantly impact
general confidence in Australia or the State of Tasmania, to the detriment of business

activity, tourist arrivals and domestic travel.

The management team at any future Proposed Hotel is expected to provide considerable
investment in staffing and training to be able to deliver the level of service commensurate

with the positioning of the Proposed Hotel and expectations of its guests.

The operator of the Proposed Hotel will imp lement an industry standard hotel reservation
and marketing system. Furthermore, aggressive programs of advertising and sales
promotion will be instituted prior to the opening of the Proposed Hotel and be maintained

throughout the operating future.

The physical plant and appointments of the Proposed Hotel will be of good quality,
meeting the brand specifications of professional hotel operating companies and

expectations of guests.

Adequate programs of periodic maintenance and replacement of property and eq uipment
will be instituted and maintained throughout, to ensure that the intended qualities of the

Proposed Hotel property are maintained.

Future additions to the identified competitive market areas will not vary significantly from

those identified in this Report.

Horwath HTL Project Report- Devonport Living Clty Concept & Financials F161108 ‘ ‘ Page 8 of 62



CONCEPTDEVELOPMENT WITHRADING PROJECTIONS RELATED A PROPOSECHOTEL
AS PART OF THEIVING CITY PROJECTDEVONPORT TASMANIA Hotel, Tourism and Leisure

1.5 LVING CITYPROJECBACKGROUNDINFORMATION
1.5.1 Devonport City

By way of introduction to the Project market area, and as previously detailed in our Independent
Report, Devonport City is described as follows:

Located on the northern coast of Tasmania, at the entrance to the Mersey River.

Home port for both Spirit of Tasmania vessels. Currently, over 300,000 visitorsto the city

arrive on the Spirit of Tasmania boats.

Third largest city in Tasmania with a population of approximately 25,000 people, and

services a wider region of approximately 60,000 people.

The city is the centre of rich agricultural district that produces over 40% of Tasmania's
vegetable crops and significant amounts of cereals, oil, poppies and other crops. Dairy
production and processing are also important industries in the region. Secondary industry

includes processing of agricultural products and some manufacturing businesses.
1.5.2 Living City Project

Living City is a transformative urban renewal project in Devonport aimed at stimulating t he local
and regional economy both in the short term and long term , a vision being sponsored and led by
DCC

The Project is a staged redevelopment of the Devonport CBD, the areato emerge as a hew civic,
retail, food and tourism for the city and surroundin g region. The masterplan was adopted by DCC
in September 2014 and implementation has commenced:
Stage 1- comprises the Multi-Purpose Building, multi-storey car park and Food Pavilion.
The relocation of Council offices, LINC and Magistrates Court will then free up the land

required for the proposed new retail precinct (Stage 2).

Stage 2- incorporates a new retail precinct potentially featuring major retailers, a discount
department store, a hew supermarket and additional specialty stores, located between
Oldaker Street and Best Street, including the former Harvey Norman building. The existing

Harris Scarfe store is relocating into the retail precinct, releasing the land for Stage 3.

Stage 3 - will complete the Project through the delivery of the Waterfro nt Precinct,

featuring the Proposed Hotel, restaurants, residential apartments and green/open space.

Living City is now in the implementation phase of Stage 1 and on-site construction will commence
shortly. Stage 1, whencompleted, will deliver the follow ing principal components:
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Conference and Convention Centre

The new Multi-Purpose Building contains a conference centre, meeting rooms, and floor space
capable of hosting large scale exhibitions. The main conference floor is approximately 2,000 square
metres (SQM) with capacity for 800 attendees (theatre style seating) and 500 guests (banquet style

seating).

Future conference, meeting and exhibition activity is anticipated to increase with the addition of
supporting hotel accommodation facilities. Accord ing to Projects+Infrastructure, significant
interest has already been expressed by existing major hotel operators in Tasmania and a selection
of nationally operating management companies.

As existing conference and meetings facilities are currently limited in Devonport, future usage and
revenues derived from the Multi -Purpose Building conference and convention centre facilities are
anticipated to be dramatically higher.

With a new Multi-Purpose Building conference and convention centre and associated Propo®d
Hotel, it is anticipated that Devonport will be able to compete for its fair share or greater of future
targeted medical and pharmaceutical speciality sectors, educational and government sectors and
corporate sector conference business.

Food Pavilion

The Food Pavilion is planned as the centrepiece of Stage 1, poised to activate the precinct and
intended to reposition Dev o nrbpsed taurism sfferingg rThe Fooi Tas m
Pavilion is able to commence operating immediately upon completion o f construction, aimed to

capture demand as described below.

The Food Pavilion evolved around leveraging tourism activity in Devonport from the quality and
range of regional and local produce, at a time of resurgent tourism interest in Tasmania as a food
and cultural destination, reported recent investment in new hotels in Hobart and on the east coast
and increased domestic (particularly from Melbourne) and international tourism visitation
(particularly from China).

Obijectives specific to the Food Pavilion include to:

Provide regional Tasmanian produce easily accessible to locals and tourists
Education and training opportunities ;

Support and promote the regional food product sector;

Encourage tourism growth; and

Create a sustainable food retail and education facility.

The Food Pavilion comprises approximately 1,500 SQM of lettable space, comprising:

Five anchor permanent tenancies, some 844 SQM, fixed larger format restaurartstyle

tenancies including a new Ben Milbourne venue;
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Flexible open market space, thebalance of 530 SQM, a range from very small market stal
sized informal spaces through offering of fresh local produce direct from producer to
purchaser, such as from:

- Meat (beef, lamb, pork, chicken), seafood (fish, oysters, abalone, scallops) and game
- Dairy produce (cheese), eggs, charcuterie, delicatessen

- Fruit, vegetables,nuts and dried fruit, b erries and truffles

- Flowers

- Artisanal products (soap, paper, pottery, graphics) andlocally made gifts; and

- Wines, beers, spirits

Highly visible on-site produ ce production is planned, including in the form of:

- Wood fired oven, grill, and bakery oven
- Distillery and brewery

- Opyster shucking

- Demonstration kitchen

- Adult education and community education events .

An array of associated concepts and tourism experiencesare anticipated, such as:
d~armer comes to towné ,Paddock to Plated ,Foraging6, Firét and last stop on tasting

trailg

Food security Food knowledge and education, Kids in the Kitchen, Unique taste

experience;
Foodie hub linking to accommodation , Sening breakfast, lunch and dinner; and

Online component & app, website, online shopping.

Demand sources are assessed to potentially include:

Locals from the immediate Devonport community and from the wider North West Region,

including from local schools stud ent visitation; and

Tourists, comprising intrastate from other parts of Tasmania andinterstate from mainland

Australia and international visitors generally.

It is anticipated that t he Food Pavilion with its planned food program s will be integrated into th e
Proposed Hotel and Conference and Convention Cente servicessuch as through side trips to
growers, visiting name chef pop-up restaurant promotions, and guest chef appearances,

Proposed Hotel

The Living City masterplan anticipates the waterfront precinct being bounded to the south by a
hotel and associated food and beverage and to the east by the stage 1 Multi-Purpose Building,
Market Square and Food Pavilion.
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As such, Horwath HTL considers the site for the Proposed Hotel, in close proximity to the Stagel
components of the Project and potentially directly connected to the Multi -Purpose Building with
new conference and exhibition facilities, to be highly suitable.

The planned Conference and Convention Centreis ideally integrated with the Proposed Hotel.

Similarly, the Food Pavilion and its restaurants potentially interface closely with the operation and
management of the Proposed Hotel.

According to Projects+infrastructure, significant interest already exists from global hotel
management companies, to operate the Proposed Hotel.

1.6 CONCEPTDEVELOPMENT
1.6.1 Concept Recommendations

Horwath HTL recommends the Proposed Hotel concept to include:

A full-service transient accommodation property to be p ositioned at a 3.5 -4-Star (Upper
Mid -Scale to Upscale ranking)level and up to 4.5-Star, (ranging from Upscale to Upper
Upscale by Smith Travel Research (STR) ranking provided through a mix of quality graded
guest rooms in standard and deluxe configuration.

Concept to provide a room configuration that includes suites or serviced apartments & 4-
4.5 Sar level to capture demand from the family and long stay corporate market segments

and those guests wishing for a higher quality experience.

150 rooms, configured in a mix of standard double-occupancy typical guest rooms, deluxe
guest rooms and one-bedroom suite guest rooms to meet the anticipated predominant

leisure and corporate short and longer stay market as identified.

1.6.2 Market Positioning

Any proposed hotel as part of the Project is recommended to be positioned primarily:
As aCorporate business traveller oriented property, in keeping with the mix of demand in

the competitive market;

To attract the Leisure market for both individual FIT travelandforguest s® attenda
social events;and

To attract the MICE (Meetings, Incentives, Conference & Events) demand for both day use
as required for low to medium tier business needs and for potential residential training

conferences for the commercial and government sectors in Devonport City and surrounds.

1.6.3 Brand and Design Philosophy

Reflect the cultural, artistic and scenic atmosphere of the Living City precinct and provide

an original and locally-inspired accommodation product .
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Design led, modern with a timeless feel complemented by high quality artisan food and
beverage experiences(such as those planned for the Living City Food Pavilion, Distillery
and Market Square).

The atmosphere to provide a contemporary yet warm and welcoming ambience with the
use of natural Tasmanian materials and colours, creating a connection forboth business

and leisure markets, meeting fellow travellers and engaging in conversation.

1.6.4 Recommended Number of Rooms

A hotel of approximately 150 rooms would fulfil the minimum economies of scale (80
rooms is a minimum typically recommended by hotel management comp anies), and
maintain the overall competitive market at no lower a level than the 10-year market

average, at 72% in FY 2022 the stabilised year.

At the forecast levels of market-wide performance asset out in a later section of this report ,
Horwath HTL casiders that the market is able to perform at long term sustainable levels

with the development of a hotel at maximum 200 rooms.

However, for immediate and mid -term sustainability of the market and subject

business, Horwath HTL recommends development of a  hotel be initially maximised

at 150 rooms , with the option for an addi  tion of 50 rooms after 2022.

1.6.5 GuestRoom Configuration

The following table details our recommended room mix for the Proposed Hotel.

Recommended Guest Room Configuration

Room Type Count % of Total Indoor Size Balcony
Standard Queen 66 44% 26-28 -
Deluxe King/twin 62 41% 28-32 -
Suitesd 1 bedroom 22 15% 45-50 Yes
Total (Average) 150 100% 31

Source: Horwath HTL

1.6.1 Recommended Guestroom Amenities

As described in detall in this report, Horwath HTL recommends guestroom amenities to include as
a minimum:
Bed/Living areas to feature a semiresort fitout yet comfortably accommodating business
guests - windows to maximise views, adequate soundproofing, well-lit areas throughout
the room, electronic and communications and internet equipment to the latest standards,
adequate power plugs and adapters, casual seating, electronic safe, minibar fridge and tea

and coffee-making facilities, iron and ironing board; and

Bathrooms to feature three fixtures 0 staff shower, basin and toilet pedestal.
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1.6.2 Recommended Food and Beverage Facilities

Given the location of the site within the Living City precinct, closely located to the Food Pavilion
food and beverage operations, we recommend:

Recommended Hotel Food and Beverage Facilities Mix

Outlet Seats SQM/ Seat Total Size (SQM) Seats/ Room
Café/Dining 75 2.0 150 0.5
Bar Lounge Area 60 3.0 180 0.4
Total 135 24 290 0.9

Source: Horwath HTL

1.6.3 Other Hotel Facilities and Services

Horwath HTL recommends a gymnasium is a desirable inclusion, andd as a phased option to include
in any expansion development at a later stage - an indoor aquatic or leisure centre including
swimming pool, sauna and spa would provide a point of difference in comparison to the
competitive set.

1.6.4 Recammended Meeting and Function Facilities

For the purposes of this report, and for further concept development, Horwath HTL has assumed
that the Proposed Hotel operator will also be the operator of the Conference Centre facilities

adjacent in the Multi -Purpose Building. Given the location of the Proposed Hotel adjacent to the
extensive conference and function space, the need for hotel meeting rooms as part of the hotel

property is considered to be limited.

Based on the identified potential demand base, Horwath HTL recommends:

A small divisible room for meetings, seminar, training and board room use for
approximately 50 delegates and divided for use into two smaller board rooms for a

maximum of 20 delegates.

1.7 COMPETITIVEM ARKETSUPPLY ANDDEMAND ANALYSISSUMMARY
1.7.1 Comparable Market Performance

Horwath HTL purchased a bespokeSTR Trend Report compriseé of those hotels located throughout
Tasmania deemed to be broadly comparable with the initial opportunity identified for a hotel at
Living City and representative of the competitive market, which included 36 properties totalling
2,887 rooms in hotels and keys in serviced apartment properties located throughout urban and
regional Tasmania Thisgenerally competitive market indicated the following performance:

OCC showsgradual increase in recent years, and is relatively evenly spread throughout the

week, peaking on Saturday night at a level slightly higher than most week days illustrative

of evenly mixed corporate and leisure demand throughout the market;
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ADR shows recent gradual increase, with a distinctive peak on Friday and Saturday nights,
illustrative of strong leisure demand throughout the market; and

RevPAR has shown recent strong growth of up to 7.3% yearon-year, with highest yields
achieved on Friday and Saturday nights illustrating the importance of the leisure demand

segment to the Tasmanian hotel market.

1.7.2 Potential Competitor Historical Performance
Based on the STRIrend Report data together with research by Horwath HTL, the following historical
market performance summary for the 2013-2015 financial years was derived:

OCC was recorded as increasing from 72% in 2013 to 75% in 2015, and ADR increased
from $154 to $161;

1.7.3 Competitive Market Supply Analysis
Horwath HTL undertook research to conclude on the outlook fo r changes to supply of relevance to
the competitive market.

Our research has revealedthat, in total for the State, there exists some nine announced
projects comprising approximately 1,320 rooms (hotels and serviced apartments)

throughout Tasmania, in various stages of development; and

Assuming the Proposed Hotel is developed with 150 room, Horwath HTL estimates that a
total of approximately only 222 rooms will be added to the identifi able potentially

competitive market, a CAAG rate in supply of approximately 3.7%.

1.7.4 Competitive Market Demand Analysis

From the STR Trend Report data, and based on Horwath HTL research, the assessed base of
reported demand in the competitive market is summarised as follows:

Eight properties in the competitive market of relevance to the Proposed Hotel have a
combined weighted RNA of 243,850 for the year ended June 2015; and

At the assessed average OCC of 74.1% for the identified competitive set of hotels of
relevance to the Proposed Hotel, the competitive market has a reported RNO of 180,800.
1.7.5 Competitive Market Supply and Demand Outlook

Horwath HTL has estimated the outlook for OCC in the competitive market, as follows:

In essence, marketwide OCC is estimated to decrease from 2017, hitting a low of

approximately 63% in 2019 before rebounding slowly.

Horwath HTL modelling suggests that it will take the competitive market until 2022 to

recover from the forecast supply additions.
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Competitive Market Supply and Demand Outlook

RNA Change RNO Change OCC

Historic
2013 243,850 n/a 174,295 n/a 71.5%
2014 243,850 0.0% 178,226 2.3% 73.1%
2015 243,850 0.0% 180,813 1.5% 74.1%
Forecast
2016 244,519 0.3% 186,831 3.3% 76.4%
2017 246,010 0.6% 188,487 0.9% 76.6%
2018 270,130 9.8% 196,372 4.2% 72.7%
2019 324,880 20.3% 203,809 3.8% 62.7%
2020 325,771 0.3% 212,985 4.5% 65.4%
2021 324,880 -0.3% 223,315 4.9% 68.7%
2022 324,880 0.0% 233,899 4.7% 72.0%
2023 324,880 0.0% 244,553 4.6% 75.3%
CAAG 2015-2023 3.7% 3.8%

Source: Horwath HTL, STR, DAE

1.7.6 Competitive Market Average Daly Rate Analysis
Horwath HTL undertook research to conclude on the outlook for changes to ADR of relevance to
the competitive market.
From the STR Trend Report data, and based on Horwath HTL research, the eight properties
in the competitive market of rele vance to the Proposed Hotel have an aggregated ADR of

approximately $161 for the year ended June 2015.

The outlook for ADR is for continued growth, broadly in -line with recent historical

performance, given the strength of the Tasmanian economy.

Competitive Market ADR Outlook

Year Competitive Market

2013 $ 154.0 n/a
2014 $ 156.5 1.6%
2015 $ 160.8 2.8%
2016 $ 166.1 3.3%
2017 $ 167.0 0.5%
2018 $ 1729 3.5%
2019 $ 180.3 4.3%
2020 $ 188.7 4.7%
2021 $ 198.0 4.9%
2022 $ 207.6 4.9%
2023 $ 217.7 4.8%
CAAG 2015-2023 3.9%

Source: Horwath HTL, STR, DAE
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1.8 PROJECTE®PERATINAEVELS

Horwath HTL has estimated projected operating levels for a 5-year period.

Year 1 is the opening year ending June 2019; and

The first stabilised year of trading is likely not to eventuate until 2022, Year four, since a
longer than average stabilisation period is forecast given the expected dip in occupancy
resulting from anticipated supply increases.

In summary, OCC increases as the property achieves greater market penetration, sing from 94%
of FMS in Year 1, to approximately 104% in Year four and thereafter, resulting in a projected
stabilised OCC of approximately 75%.

The Proposed Hotel ADR is forecast to increase in line with marketwide ADR growth projections,

and the Proposed Hotel is estimated to be able to compete in the market at the penetration levels

and pricing assumptions relative to prevailing market-wide demand segment ADR, as follows:
Corporate/Government segment ADR of $162 in 2015 dollar value, increasing to

approximately $181 by 2019 and growing by approximately 4.8% per year thereafter;

Leisure segment ADR of $183 in 2015 dollar value, increasing to approximately $205 by
2019 and growing by approximately 4.8% per year thereafter; and

MICE segment ADR of $154 in 215 dollar value, increasing to approximately $173 by 2018
and growing by approximately 4.8% per year thereafter.

Overall, the Proposed Hotel is estimated to be able to exceed the average competitive market room
rate, approximately at 107%.

If the Proposed Hotel were operating at a stabilised level in 2015, it is estimated to achieve an ADR
of approximately $173 in 2015 dollar value.

The following graph summarises the resultant estimated OCC and ADR.

Projected Operating Levels 6150-Rooms Living City Propos ed Hotel

=——Qccupancy (LHS) ==—=ADR =——RevPAR

100% - $300
95% - $280
90% - $260
85% - $240
80% /— - $220
75% - $200
70% - $180
65% - $160
60% - $140
55% - $120
o0% 2019 2020 2021 2022 2003 10

Occupancy (LHS)  58.7% 64.0% 69.6% 74.6% 78.0%

ADR $194 $203 $213 $223 $234

RevPAR $114 $130 $148 $166 $182

Source: Horwath HTL
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1.9 HNANCIALPROJECTIONS
1.9.1 FinancialBenchmarks

Horwath HTL developed a benchmark for financial performance from a selection of comparable
properties, those deemed to be the most representative of the subject Proposed Hotel due to
similar style, brand ranking, positioning, and location attributes. The summary table is illustrated in
section 4.4.1 Financial Benchmarks

1.9.2 Proposed Projection of Income and Expenses

Based on the market for hotel accommodation as described in this report, as well as theProposed
Hotel 6s anticipat ed HorwdthuHTE develapedk a forecgstood indorneoamd
expense. The forecast starts in the 201819 financial year and represents our opinion of how a
competent management company would operate the Proposed Hotel.

The following table summarises our estimates for a five-year forecast of cash flow from operations.

Living City Proposed Hotel - Five Year Forecast of Cash Flow

Year of Operation 1 2 3 4  Change 5
Year Ending 30/6/2019 30/6/2020 30/6/2021 30/6/2022 (%) 30/6/2023
Days Open 365 366 365 365 365
Available Rooms (Daily) 150 150 150 150 150
Available Rooms (p.a.) 54,750 54,900 54,750 54,750 0.0% 54,750
Occupancy Percentage 58.7% 64.0% 69.6% 74.6% 5.0% 74.6%
Occupied Rooms 32,152 35,162 38,094 40,841 7.2% 40,841
Average Room Rate $193.67 $202.72 $212.68 $223.01 4.9% $233.76
RewWwAR $113.73 $129.84 $147.98 $166.35 12.4% $174.38
Amount Amount Amount Amount Share Amount
($000) ($000) ($000) ($000) (%) ($000)
REVENUES
Rooms $6,227 $7,128 $8,102 $9,108 83.3% $9,547
Food & Beverage $1,232 $1,379 $1,530 $1,683 15.4% $1,725
Other Operated Depts. $106 $118 $131 $144 1.3% $148
Rentals & Other Income (Net) $0 $0 $0 $0 0.0% $0
Total Revenues $7,565 $8,625 $9,762 $10,935 100.0% $11,420
DEPARTMENTAL EXPENSES
Rooms $2,269 $2,418 $2,578 $2,747 30.2% $2,842
Food & Bewerage $1,133 $1,201 $1,272 $1,346 80.0% $1,380
Other Operated Depts. $127 $133 $138 $144 100.0% $148
Total Departmental Expenses $3,529 $3,751 $3,989 $4,237 38.7% $4,370
TOTAL DEPARTMENTAL INCOME $4,036 $4,874 $5,774 $6,698 61.3% $7,050
UNDISTRIBUTED OPERATING EXPENSES
Administrative & General $469 $491 $515 $540 4.9% $556
Sales & Marketing $484 $507 $532 $558 5.1% $575
Property Operation & Maintenance $328 $344 $360 $378 3.5% $390
Utility Costs $312 $327 $343 $360 3.3% $371
Total Undistributed Exp. $1,593 $1,669 $1,750 $1,837 16.8% $1,892
GROSS OPERATING PROFIT (GOP) $2,443 $3,205 $4,023 $4,861 44.5% $5,158
MANAGEMENT FEES $335 $415 $502 $590 5.4% $623
INCOME BEFORE FIXED CHARGES $2,109 $2,790 $3,522 $4,271 39.1% $4,535
FIXED CHARGES
Property Taxes $148 $151 $155 $159 1.5% $163
Insurance on Building & Contents $74 $76 $77 $79 0.7% $81
Total Fixed Charges $222 $227 $232 $238 2.2% $244
NET OPERATING INCOME (NOI) $1,887 $2,563 $3,290 $4,033 36.9% $4,291
Less: REPLACEMENT RESERVE $76 $173 $293 $328 3.0% $343
PROFIT BEFORE DEBT SERVICE $1,811 $2,390 $2,997 $3,705 33.9% $3,948

Source: Horwath HTL

Horwath HTL Project Report- Devonport Living Clty Concept & Financials F161108 ‘ ‘ Page 18 of 62




CONCEPTDEVELOPMENT WITHRADING PROJECTIONS RELATED A PROPOSECHOTEL
AS PART OF THEIVING CITY PROJECT DEVONPORT TASMANIA Hotel, Tourism and Leisure

2. Concept Development

The following section discussesthe Proposed Hotel concept in terms of property features and
facilities, market position and services, and associated elements related to design.

Horwath HTL has put forward recommendations that are based on the examination of the
identified competitive ho tels, the market environment and assesseddemand characteristics.

2.1 IDENTIFIECHOTELOPPORTUNITY

The research and analysiset out in the Horwath HTL initial Independent Report April, 2016 defined
the concept and performance parameters for a Proposed Hotel as part of the Living City project
as follows:
Full-service hotel with serviced apartment component configuration, therefore a flexible
brand aimed at capturing transient accommodation demand ranging from short stay to
limited extended stay;

Medium-sized accommodation property , potentially up to 200 rooms or keys to at least
meet the capacity implied by the size of Conference and Convention Centre conference
facilities;

Upper mid-market to Upscale market positioning (3.5- to 4.0-Sar) at a high quality
standard;

Specific in-house food and beverage facilities and services (such as a breakfast room, bar
lounge area, room service), as the adjoining Food Pavilion is anticipated to be able to
meet all other guest needs;

Associatedhotel guest facilities ideally include a moderately-sized gym and indoor leisure

centre (pool and sauna), and medium-sized spa.

It is fundamental to the success of the Proposed Hotel that the operator maintains a close
relationship with the management and operation of the Food Pavilion and Conference
and Convention Centre; and

Demand capture into available rooms, allowing for Tasmanian seasonality factors and the
likely ability of a professionally-managed branded hotel operator to typically outperform
the average market, to result in a stabilised level of OCCat 75%; and

Price-positioned to meet the expected budget of the potential corporate, conference,
and leisure markets (both domestic and international in all segments), anticipated to
result in an ADR (net to the Proposed Hotel) between AU$160 to AU$175 in 2015-dollar

value.
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2.2 RECOMMENDEDCONCEPT

Notwithstanding the earlier concept recommendation at Upper Mid-Scale to Upscale market

quality level positioning (3.5- to 4.0-tar), Horwath HTL market research has further informed the

assessmeits to include a component of higher priced quality accommodation product , as follows:
Concept to be a configuration of mainly 3.5-4-Star (Upper Mid-Scaleto Upscale ranking)
and up to 4.5 Star, (ranging from Upscale to Upper Upscale by Smith Travel Reseath
(STR ranking provided through a mix of quality graded guest rooms in standard and
deluxe configuration;

Concept to provide a configuration of Suites or serviced apartments 0 4-4.5-Star level to
capture demand for the family, long stay corporate and tho se guests wishing for a higher

quality experience.

Hotel-style accommodation of approximately between 100 -150 rooms would achieve

some economies of scale for operations overheads;

150 rooms, configured in a mix of standard double-occupancy typical guest rooms,
deluxe guest rooms and one bedroom suite guest rooms to meet the anticipated

predominant leisure and corporate short and longer stay market as identified.

2.2.1 Market Positioning

Horwath HTL concludes a market opportunity exists for the development of an accommodation
property at the Upper Mid-Scale to Upscale (3.54 Sar) market branded quality level with some
option to satisfy a component of Upscale to Upper Upscale(4 - 4.5 Star) appropriate to capture
demand as identified.

At a minimum 3.5-4 Sar quality-ranked level, this market positioning meets the need to provide
new branded facilities in the Devonport market with a level of facilities and services that would
generally be appreciated by business, leisure, MICE and government travellers to the region.

Any proposed hotel as part of the Project is recommended to be positioned primarily:

As aCorporate business traveller oriented property, in keeping with the mix of demand
in the competitive market;

To attract the Leisure market for both individual FIT travelandforguest s6 att enda

social events

To attract the MICE (Meetings, Incentives, Conference & Events) demand for both day
use as required for low to medium tier business needs and for potential residential

training conferences for the surrounding commercial and government sectors
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2.2.2 Brand and Design Philosophy

Given the implied lifestyle aspirations associated of the Living City project, Horwath HTL

recommends the following brand positioning philosophy:

Reflect the cultural, artistic and scenic amosphere of the Living City precinct providing

an original and locally inspired accommodation product .

Design led, modern with a timeless feel complemented by high quality artisan food and
beverage experiences(such as thoseplanned for the Living City Food Pavilion, Distillery
and Market Square).

The atmosphere to provide a contemporary yet warm and welcoming ambience with the
use of natural Tasmanian materials and colours, creating a connection forboth business

and leisure markets, meeting fellow travellers and engaging in conversation.

The following brand types have been identified as potentially relevant for the Living City
Proposed Hotel and are defined first in a brand positioning matrix , followed by a design intent

matrix.

Brand Positioning Matrix

Brand Level & Pricing Positioning
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Source: Horwath HTL
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Design Intent Matrix

Brand Flexibility & Design Approach
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Source: Horwath HTL
Brand profiles for each illustrated brand are included in Appendix 2to this report.

2.2.3 Design-Related Recommendations

The following recommendations cover areas that primarily fall within the exp ertise of an
experienced hotel designer. However, we raise them at this stage as items to be considered
carefully in the concept planning process.

Many hotels suffer from insufficient lighting in public areas, guest rooms and bathrooms.

To avoid this, we grongly recommend that a lighting consultant be used.

Many hotels suffer from a lack of storage. The R oposed Hotel &8s desi
incorporate generous storage for extra furniture, restaurant equipment and
housekeeping supplies on each floor.

Many hotels suffer from poorly delivered finishes. Difficult to clean or maintain materials
should not be used for interior finishes, and colour schemes chosen for walls, carpes and
furniture should be able to be easily maintained.

The employee entrance should be sparate from guest entrances. This entrance should
have a security checkpoint, to control the flow of people in and out of the property, and

be separate from receiving and waste aeas, to ensure employee safety.

There should be at least onelift dedicated for operational servicethat opens directly into
back-of-house spaces close to the laundry facilities. Without a dedicated service lift,

housekeeping and room service efficiency and cost will be severely compromised.

Avoid parking or service areas beingoverlooked directly from guestrooms, dini ng areas,
pre function terraces. Also, back-of-house equipment or property plant, and any view

into an operating area is ideally concealed on the arrival route and hotel entrance.
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2.3 RECOMMENDEDNUMBEROFROOMS

The following table illustrates the potential impact of a 100, 150, and 200 room hotel on
competitive market OCG and identifies a room count of 150 as that most likely to contribute to
sustainable market-wide OCC levels.

Sensitivity of Living City Proposed Hot el on Identified Competitive Market

Market-wide Occupancy Projection

Scenario Rooms 2019 2020 2021 2022 2023

Without Living City Hotel 0 75% 79% 82% 86% 88%

Minimum Maintaining Current Market 100 66% 69% 73% 76% 80%
Proposed Living City Hotel 150 63% 65% 69% 72% 75%
Market Sustainable Maximum 200 59% 62% 65% 68% 71%

Source: Horwath HTL

Noteworthy:

A hotel of approximately 150 rooms would fulfil the minimum economies of scale (80
rooms is a minimum typically recommended by hotel management companies), and
maintain the overall competitive market at no lower a level than the 10-year market
average, at 72% in FY 2022 the stabilised year.

At a room count of between 100 and 200, market-wide OCCremains above the 10-year

minimum and at approximately similar levels to that which currentl y prevail.

With 150 rooms added to the competitive market, market-wide OCCreduces to 63% in

the first year projection, the financial year ending June 2021.

Accordingly, with the benefit of the market modelling, Horwath HTL recommends as follows:

At the forecast levels of marketwide performance as set out in a later section of this
report, Horwath HTL considers that the marketis able to perform at long term sustainable

levels with the development of a hotel at maximum 200 rooms.

However, for ongoing susta inability, Horwath HTL recommends development of a

hotel be initially maximised at 150 rooms , with the option for an addition of 50

rooms after 2022; and

An addition of 150 rooms is not likely to have a marked impact on the identified
competitive market, and that although market-wide OCCis likely to be depressed in the
immediate term, medium term the market is likely to quickly return to sustainable level
of minimum 65% OCC;
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2.3.1 GuestRoom Configuration

Following are the key findings when analysing the guestroom mix of identified competitors :
The majority of hotels provide a mix of standard, deluxe and suite or apartment

accommodation to meet the variety in identified market demand; and

Room sizes vary, however, given the mixed range of new and older accommodtion and
the high number of apartment hotels within the market area, room sizes tend to be larger
than the typical branded hotel room sizes that generally sit within 26 -28 SQM.

A profile of the room configuration of comparable competitors is provided at Appendix 1.

The following table details our recommended room mix for the Proposed Hotel.

Guest Room Configuration

Room Type Count % of Total Indoor Size Balcony
Standard Queen 66 44% 26-28 -
Deluxe King/twin 62 41% 28-32 -
Suitesd 1 bedroom 22 15% 45-50 Yes
Total (Average) 150 100% 31

Source: Horwath HTL

A majority of rooms, up to 44% of the total, to be Standard guest rooms to meet the
Midscale to Upscalemarket and to meet the majority of guest demand for Leisure market
couples and for Corporate demand use. 26-28 square metre room modules to be
designed as single-occupancy guest rooms, configured with a Queen or King bed and
appropriate furniture and amenities.

Deluxe rooms, up to 41% of the total, and 28-32 square metre room modules, to
potentially provide the opportunity for upgrading guests to a premium room rate and
can be configured with either a King-sized split-bed providing single, double or twin -bed

configuration , versatile for the Leisure, @rporate, and MICEmarkets.

Some 15% of the total to be configured as suites or serviced apartments ranging in size
45-50 SQM including well-appointed kitchens, complete with crockery, cooking utensils
and microwave as well as a compact laundry facility. The longer term stay market prefers
suites or one bedroom guest rooms. Suites can be configured with a King-sized split-

bed providing single, double or twin -bed configuration.

Note: - The room sizes described above are compatible with the brand standards of most

national and international hotel operators active in Australia.
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2.3.2 Guestroom Amenities

Key guestroom items that are most important to travellers include the quality and comfort of the
bed, adequate work surface, a functional clean bathroom with reliable services, intuitive lighting /
room controls, and, good soundproofing fi especially within businesshotels.

Keeping in mind the importance of functionality, ease of use, comfort, and reliability, the following
amenities are suggested for the Standard guestrooms:
Bed / Living Areas
As much as possible rooms should feature large windows, to allow for natural light. High
quality soundproofing is also necessary, both on walls and windows, to block out the

noise of other guests, traffic, shipping movements.

The work station should be well lit, with adequate space for a variety of personal items,

and the telephone should have quick-dial buttons to accessstandard hotel services

All rooms should have an LCDhigh definition TV that connects directly to the guest®
laptop. The TV should be mounted on a movabl e stand or panel so that it is viewable
from the bed, couch, and work areas.

Multiple power plugs with international power plug converters should be readily
available. They should be accessible by the work desk and the bed.

Wireless, broadband Internet access that is reliable and reasonably fast. Quality internet

connection is expected as a standard amenity by all travellers.

A chair or small sofa (if space allows) of moderndesign with emphasis on comfort.
Light switches should be labelled to avoid confusion.

Mini bar with a refrigerator, coffee and tea preparation area.

Telephone by bed and desk.

Electronic safe large enough to hold a lap top with power plug in safe for charging.
Master power switch by the bed and door.

Easy to use iron, preferably with geam function, and ironing board.

Bathroom

All fixtures in the bathroom need to be of high quality, intuitive to use, and most importantly,
reliable. With regard to the bathroom design, the following key features should be taken into
consideration, in addition to the generic, essential bathroom fixtures and amenities:
Strong water pressure and a good quality showerhead are important in providing a high
quality bathing experience.

A three-fixture bathroom should be sufficient in Standard rooms, considering the market
mix, positioning and likely limited average length of stay. We recommend a stall shower,
instead of a bathtub with shower. Anecdotally, most guests rarely use a bathtub and

consider the shower stall to be preferable (some international tourists excepted).
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The basin should be deep enough to prevent water from splashing, and be placed at a
height convenient and comfortable for guest use.

Counter space next to the basin area should have adequate surface not only for hotel
bathroom amenities, but also for personal items of the guest.

The make up / magnifying mirror should be collapsible to the wall when not in use, but,
more importantly, must be at a reasonable height and easily adjustable.

The vanity area should have power outlets for electric shawers, curling irons, hair dryers,
and other personal care appliances. All power outlets that are close to water sources
should have ground fault circuit interrupters (GFCI), for safety.

The room could have an open bathroom design. This can create a visual dfect that
enhances the size of the guestroom and allows for much more natural light into the
bathroom. This design should be executed with caution, to ensure the proper privacy of
the bathroom. Privacy can be achieved through solid sliding partitions.

2.4 ReECOMMENDEDFOOD AND BEVERAGIFACILITIES

Ultimately, the range and quality of food and beverage options and entertainment facilities that
are appropriately considered in any development should resonate with the requirements as
imposed by the quality and positioning of the accommodation product, an Upscale branded
quality hotel and the characteristics of location.

The following section identifies our suggestions and recommendations for the F&B facilities for
the Proposed Hotel, based on research of the operations at comparable hotels.

2.4.1 Food and BeverageFacility Capacity

Given the location of the site within the Living City precinct, closely located to the Food Pavilion
food and beverage operations, we recommend:
Only a limited range of facilities to including a breakfast/dining room, combined with a
bar/lounge area. The facility should be within easy acess to the in-house
conference/meetings facilities, and within ready accessto guest floor lifts for easy of food

and beverage room service.

Assuming that there will be some leakage of trade to the surrounding Living City precinct
food and beverage facilities and therefore minimises the capacity of in-house
requirements, the following table summarises the recommended food and beverage
facilities of the Proposed Hotel:

Proposed Hotel Food and Beverage Facilities Mix

Outlet Seats SQM per Seat Total Size (SQM) Seats per Room
Café/Dining 75 2.0 150 0.5
Bar Lounge Area 60 3.0 180 0.4
Total 135 24 290 0.9

Source: Horwath HTL
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2.4.2 Food and Beverage Facilities

The following outlines the key recommendations based on the facilities mix presented above:
Dining Areas
Considering the location proximate to the Living Precinct food and beverage options and
considering the requirement of in-house facilities required for the size of the hotel,
Horwath HTL recommends that any dining facility provides a flexible area with a

restaurant open for breakfast at least, and for dinner
Dining area configured for set menu or buffet style breakfast and any evening use.
The dining outlet to offer breakfast, close for lunch, and open for dinner.

Limited hour room service considered adequate, given the potential for guests to be
serviced out of the Food Pavilion operations, and these may also provide option s for

lunch service to guests.

Bar and Lourge Area
Integral to a typical Corporate market hotel, and to serve other captured markets, Horwath

HTL recommends:
A bar and lounge seating area to accommodate up to 50 patrons.

An adjoining indoor/outdoor terrace could also be allocated for casual drinkin g area use,

as needed, however, adequate noise reduction controls would be required.

Kitchen
A commercial kitchen and servery, including adequate storage areas. Food back-of-
house storage and production areas are integral to a successful commercial venuewith

conference facilities (even of a limited scale).

Due to the stringent regulations by Health Department authorities, this area benefits from

the input of professional food service consultants.
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2.5 OTHERHOTELFACILITIE®AND SERVICES

The following section identifies our suggestions and recommendations for the Facilities and
Servicesfor the Proposed Hotel, based on research of the F&B @erations at comparable hotels
and the inclusions anticipated to be within other areas of the Living City precinct.

In summary, the research illustrates the following predominance of guest facilities in the
competitive market:

Benchmark Accommodation Competitive Set Services and Facilities

Ppool I
sauna NN
cym N
spa [N
Meeting Space
Bar

Restaurant

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Source: Horwath HTL

Accordingly, Horwath HTL suggests as follows:

A gymnasium is consdered a desirable inclusion (and is often a brand standard
requirement) for hotels that are remote from other ser vices and particularly for the
Corporate market, and to provide a point of difference from the competitive mar ket set.
If the Proposed Hotel does not provide its own facilities then guests should have access

to an upscale quality fithess centre with state of the art equipment , within close proximity.

Similarly, an indoor aquatic or leisure centre including swimming pool, saunaand spa
would provide a point of difference in comparison to the competitive s et, to attract the
predominant Leisure market. This could be considered as a phased option to include in
any expansiondevelopment at a later stage.
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2.6 RECOMMENDEDMEETINGAND FUNCTIONFACILITIES

For the purposes of this report, and for concept development, Horwath HTL has assumed that the
Proposed Hotel operator will also be the operator of the Conference Centre facilities adjacent in
the Multi -Purpose Building. Given the location of the Proposed Hotel adjacent to the extensive
conference and function space, the need for hotel meeting rooms is considered to be limited.
Horwath HTL research concludes:

Branded hotels provide a range of boardroom, meeting and function spaces to meet

identified demand;

Private function venues provide larger spaces for a wide range of demand, whereas hotel
conference room sizes tend to be smaller ranging between 200-300 square metres with

2- 3 rooms and support board rooms.

The largest single capacity of the meeting room, should not exceed the maximum bed

capacity of any eventual accommodation product.

Based on the identified potential demand base, Horwath HTL recommends:

A small divisible room for meetings, seminar, training and board room use for
approximately 50 delegates and divided for use into two smaller board rooms for a

maximum of 20 delegates.

Meeting/conference area ideally to provide natural light and a potential outdoor area or

pre-function foyer zone for arrivals and pre-event drinks.
Modern and comprehensive communication and media technology.
Ability to fully black out the conference facility is essential for daytime presentations.

A commercial kitchen with direct access to all conference and function areas is essential

to overall venue efficiency and economical operation.
Proximate storage areas for tables and chairs are esseral for operational efficiency.

Design and inclusion of high quality fixtures and fittings in keeping with the general

expectations of the weddings and social functions market segments.

Adequate on-site parking.

Horwath HTL Project Report- Devonport Living Clty Concept & Financials F161108 Page 29 of 62




CONCEPTDEVELOPMENT WITHRADING PROJECTIONS RELATED A PROPOSECHOTEL
AS PART OF THEIVING CITY PROJECT DEVONPORT TASMANIA Hotel, Tourism and Leisure

3. Competitive Market Supply and Demand Analysis

For the supply and demand analysis, Horwath HTL has taken the2015 financial year as the last
historical (base) year and the 2016 financial year (for which 10 months of historical data was
received from STR) is therefore classified as the first forecast year.

The analysis is further based on the Proposed Hotel opening by July 2018, with a first full operating
year in the 2019 financial year. Accordingly, the five year projection period is from 2019 financial
year to 2023 financial year.

3.1 COMPARABLEMARKETPERFORMANCE

STR is a USAased hotel data collection company that published aggregated performance data
of surveyed properties, to which most Australian hotels participate. Tasmania, some 154
properties participate, representing approximately 45% of the total available inventory of hotel,

motels, resorts, and serviced apartments in the state. A bespoke report of selective participating
hotels is sold as a STR Trend Report.

Horwath HTL purchased abespoke STR Trend Report comprisél of those hotels (the Response
group) located throughout Tasmania and deemed to be broadly comparable with the initial
opportunity identified for a hotel at Living City and representative of the competitive market:

36 properties totalling 2,887 rooms in hotels and keys in serviced apartment properties
located throughout urban and regional Tasmanig

64% of the Response Group were identified as operating in the Midscale or mid-market
position, the remainder 36% of the Response Group represented the Upscale or higher
market positioning across Tasmania

The following table illustrates the three -year weekly and yearlytrend of OCG ADR andRevPARfor
the general competitive market.
Historical Market Performance, Response Group, Tasmania

OCC Trend Sun Mon Tue Wed Thu Fri Sat
Feb 13 - Jan 14 61.3 68.5 74.8 76.8 75.2 75.7 79.9 73.2
Feb 14 - Jan 15 62.1 69.3 75.4 77.6 75.7 76.6 81.4 74.0
Feb 15 - Jan 16 66.2 73.2 78.5 80.1 79.1 78.2 82.8 76.8

Total 3 Yr 63.2 70.3 76.2 78.2 76.7 76.8 81.4 74.7

ADR Trend Sun Mon Tue Wed Thu Fri Sat
Feb 13 - Jan 14 153.64 149.66 150.10 150.13 152.01 161.24 164.52 154.66
Feb 14 - Jan 15 156.09 151.38 151.95 154.42 157.89 169.11 171.15 159.20
Feb 15 - Jan 16 162.46 159.15 157.58 159.56 162.51 174.52 175.40 164.61

Total 3 Yr 157.57 153.53 153.29 154.79 157.57 168.33 170.44 159.59

RevPAR Trenc Sun Mon Tue Wed Thu Fri Sat
Feb 13 - Jan 14 94.15 102.51 112.33 115.34 114.34 122.11 131.38 113.19
Feb 14 - Jan 15 96.96 104.84 114.59 119.86 119.57 129.48 139.36 117.87
Feb 15 - Jan 16 107.54 116.44 123.65 127.85 128.47 136.51 145.23 126.48

Total 3 Yr 99.62 107.95 116.88 121.04 120.82 129.34 138.68 119.20

Source: STR Trend RepoResponse Group Tasmania
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OCC shows recent gradual increase in recent years, and is relatively evenly spread
throughout the week, peaking on Saturday night at a level slightly higher than most week
days illustrative of evenly mixed corporate and leisure demand throughout the market;

ADR shows recent gradual increase, with a distinctive peak on Friday and Saturday nights,

illustrative of strong leisure demand throughout the market; and

RevPAR has shown reent strong growth of up to 7.3% year -on-year, with highest yields
achieved on Friday and Saturday nights illustrating the importance of the leisure demand

segment to the Tasmanian hotel market.

3.2 POTENTIALCOMPETITORHISTORICAIPERFORMANCE

From the ResponseGroup in the identified above, Horwath HTL further interviewed and researched
a selection of properties identified as potentially most competitive to the Proposed Hotel. This
competitive set of hotels included:

Mantra Charles Hotel Launceston 141 rooms ranked in the Upscale positioning, deemed

to be 83% competitive compared to the Proposed Hotel,

Hotel Grand Chancellor Launceston 165 rooms ranked in the Upscale positioning,

deemed to be 96% competitive compared to the Proposed Hotel;

Best Western Plus launceston, 115 rooms ranked in the Upscale positioning, deemed to

be 92% competitive compared to the Proposed Hotel,

The Sebel Launceston 50 rooms ranked in the Upscale positioning, deemed to be 88%

competitive compared to the Proposed Hotel,

Peppers Seport Hotel Launceston, 60 rooms ranked in the Upscale positioning, deemed

to be 83% competitive compared to the Proposed Hotel,

Peppers Cradle Mountain Lodge, 86 rooms ranked in the Upscale positioning, deemed to

be 75% competitive compared to the Proposed Hotel;

Quiality Hotel Gateway Devonport, 88 rooms ranked in the Upscale positioning, deemed
to be 92% competitive compared to the Proposed Hotel; and

Comfort Hotel Burnie, 55 rooms ranked in the Upscale positioning, deemed to be 88%

competitive compared t o the Proposed Hotel;

When weighted for their competitiveness, the competitive set of hotels totals 668 rooms in the
market of relevance to the Proposed Hotel in this study.

Based on the STRTrend Report data together with research by Horwath HTL, the folbwing
historical market performance summary for the 2013-2015 financial years was derived.

Potential Competitor Historical Performance , Comparable Properties and All of Tasmania

Occupancy (YE Jun) ADR (YE Jun)
2013 2014 2015 2013 2014 2015
STR Comparable Set 72.3% 73.9% 75.0% $ 15405 $ 156.58 $ 160.92
STR All Tasmania 69.4% 71.8% 73.1% $ 15391 $ 156.84 $ 158.41

Source: Horwath HTL

Horwath HTL Project Report- Devonport Living Clty Concept & Financials F161108 Page 31 of 62




CONCEPTDEVELOPMENT WITHRADING PROJECTIONS RELATED A PROPOSECHOTEL
AS PART OF THEIVING CITY PROJECT DEVONPORT TASMANIA Hotel, Tourism and Leisure

Noteworthy:

The STRcomparable set OCCis approximately 2% higher than the average for Tasmania
and ADRapproximately $1.50 higher.

lllustrating concept and brand success, he Peppers Segort hotel is assessed to havehe
highest OCCin the competitive set;

lllustrating destination and location success, the Peppers Cradle Mountain Lodge is
assessedas highest average ratein comparable market, followed by the Sebel Launceston
and Peppers Seaprt Hotel; and

The highest examples of RevPAR in the comparable set of hotels werdPeppers Cradle
Mountain Lodge , PeppersSeaport Hotel Launceston, and The Sebel Launceston

3.3 COMPETITIVEMARKETSUPPLYANALYSIS

Horwath HTL undertook research to conclude on the outlook for changes to supply of relevance
to the competitive market.

3.3.1 Summary of Additions to Supply

Our research has evealed some nine announced projects comprising approximately
1,320rooms (hotels and serviced apartments) throughout Tasmania, n various stages of

development:

- Seven projects are in Hobart, likely to be meeting demand from tourists already
intent on visiting the city, and as such are likely to have a limited impact on the
demand for rooms in Devonport

- A luxury hotel project at Port Arthur, deemed not directly competitive due to its
anticipated high end positioning
- The proposed 108room Peppers Silo hotel in Launceston, deemed to be

approximately 70% competitive, reported to open mid -2017.

Assuming the Proposed Hotel is developed with 150 room, Horwath HTL estimates that
a total of approximately 222 rooms will be added to the identified competitive market, a

CAAG rate in supply of approximately 3.7%.

The resultant estimated change in RNAover the projection period in the competitive market of
relevance to the Proposed Hotel in the context of this study, isillustrated in the following graph.
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Forecast Change in RNA, Competitive Market
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Source: Horwath HTL

3.4 COMPETITIVEM ARKETDEMAND ANALYSIS

Horwath HTL has undertaken research and analysis to estimate the outlook for demand growth,
summarised in the following paragraphs.

3.4.1 Assessed Base of Demand
From the STR Trad Report data, and based on Horwath HTL research, the assessed base of
reported demand in the competitive market is summarised as follows:

Eight properties in the competitive market of relevance to the Proposed Hotel have a
combined weighted RNA of 243,850 for the year ended June 2015; and

At the assessed average OCC of 74.1% for the identified competitive set of hotels of

relevance to the Proposed Hotel, the competitive market has a reported RNO of 180,800.

3.4.2 Forecasting Methodology

Horwath HTL undertook modelling of published hotel market performance data related to
captured demand, tourism data, and economic data to establish the correlation between historical
demand growth and identifiable economic drivers of demand:
Collected historical data, sources induded ABS, (Tourism Research Australia)TRA, and
hotel market performance data from STR for the properties in Tasmania, and information

collected in our proprietary databases;

Established the correlation between historical demand growth and identifiable ec onomic

drivers of demand, sources included Deloitte Access Economic (DAE); and

Created a mathematical model to forecast RNO.
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The following graph illustrates the correlation between the derived economic growth index and
reported demand growth for hotels i n Tasmania.

Economic Growth Index and Room Nights Demand Growth, Tasmania
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Source: Horwath HTLL.STR, DAE
In the graph above:

The Rolling RNO growth trend is illustrated in quarterly amounts on the left hand side,
rising from approximately 420,000 room nig hts in the December 2010 quarter, to
approximately 540,000 by the second quarter of 2020 (the addition of quarters into
financial year periods or calendar year periods is summarised in the fable on the following
page);

The Economic Growth Index is shown m the right hand side, illustrating the change in
each quarterly period for the underlying basket of economic metric s used in the

econometric model; and

The graph illustrates that there exists a very close historical correlation (Adj R2 = 0.93)

between the reported trend in room nights of demand growth and Tasmanian economic

growth trends.
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The following table summarises the yearly historical growth rates reported for hotel demand in
Tasmania and the forecast change in RNO based on the calculations from tle econometric model.

Historical and 5 Year Forecast Change in Room Nights Occupied, Tasmania

Calendar Year Financial Year
Year RNO Yearly Growth Year RNO Yearly Growth
2010 1,684,237 NA 2011 1,721,011 NA
2011 1,734,027 3.0% 2012 1,724,747 0.2%
2012 1,724,506 -0.5% 2013 1,734,123 0.5%
2013 1,755,907 1.8% 2014 1,790,665 3.3%
2014 1,793,549 2.1% 2015 1,803,841 0.7%
2015 1,853,502 3.3% 2016 1,864,284 3.4%
2016 1,857,554 0.2% 2017 1,880,803 0.9%
2017 1,908,282 2.7% 2018 1,943,317 3.3%
2018 1,977,784 3.6% 2019 2,016,919 3.8%
2019 2,059,040 4.1% 2020 2,107,736 4.5%
2020 2,156,460 4.7% 2021 2,209,964 4.9%
2021 2,260,833 4.8% 2022 2,314,700 4.7%
2022 2,366,122 4.7% 2023 2,420,132 4.6%
2023 2,469,623 4.4% 2024 2,520,954 4.2%
CAAG 2010 - 2015 1.9% CAAG 2011 - 2015 1.2%
CAAG 2015 - 2023 3.7% CAAG 2015 - 2024 3.8%

Source: Horwath HTL, STR, DAE

3.4.3 Competitive Market Supply and Demand Outlook

Applying the demand growth rates to the estimated demand base, against the outlook f or supply,
Horwath HTL has estimated the outlook for OCC in the competitive market, as summarised on the
following table

Competitive Market Supply and Demand Outlook

RNA Change RNO Change ocCC

Historic
2013 243,850 na 174,295 nfa 71.5%
2014 243,850 0.0% 178,226 2.3% 73.1%
2015 243,850 0.0% 180,813 1.5% 74.1%
Forecast
2016 244,519 0.3% 186,831 3.3% 76.4%
2017 246,010 0.6% 188,487 0.9% 76.6%
2018 270,130 9.8% 196,372 4.2% 72.7%
2019 324,880 20.3% 203,809 3.8% 62.7%
2020 325,771 0.3% 212,985 4.5% 65.4%
2021 324,880 -0.3% 223,315 4.9% 68.7%
2022 324,880 0.0% 233,899 4.7% 72.0%
2023 324,880 0.0% 244,553 4.6% 75.3%
CAAG 2015-2023 3.7% 3.8%

Source: Horwath HTL, STR, DAE
In essence, marketwide OCC is estimated to decrease from 2017, hitting a low of

APPROXIMATEL®3% in 2019 before rebounding slowly.

Horwath HTL modelling suggests that it will take the competitive market until 2022 to

recover from the forecast supply additions.
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3.5 COMPETITIVEMARKETAVERAGHDAILYRATEANALYSIS

Horwath HTL undertook research to conclude on the outlook for changes to ADR of relevance to

the competitive market.

3.5.1 Assessed ADR Base
From the STR Trend Report data, and based on Horwath HTL research, the assessed base of
reported ADR in the competitive mark et is summarised as follows:

Eight properties in the competitive market of relevance to the Proposed Hotel have an
aggregated ADR of approximately $160.80 for the year ended June 2015.

3.5.2 Forecasting Methodology

Horwath HTL undertook modelling of published ho tel market performance data related to market -
wide ADR, tourism data, and economic data to establish the correlation between historical ADR
growth and identifiable economic factors underpinning ADR growth:

Collected historical data, sources included ABS, RA, and hotel market performance data

from STR for Tasmania, and information colleced in our proprietary databases;

Established the correlation between historical ADR growth and identifiable economic

drivers of ADR, sources included from DAE and

Created amathematical model to forecast ADR.

Similar to that described for the RNO-related Economic Growth Index, the following graph
illustrates the correlation between the derived economic growth index and reported ADR growth
for the hotel market in Tasmania.

Economic Growth Index and Average Daily Rate Growth, Tasmania

s Rolling ADR - ---Quarterly ADR ——Economic Growth Index (RHS)
210 8
—
200 | AdiR?=0.98 .
$190
6
$180 -
$170 A A 5
$160 /\\ // \\M__ 4
$130
$120 -1
$110 T T T T | T T I T T T T T T T | T T 0
S99 yY¥888IIBRBe N8R Y g 3Q
O & L DS € 2L ad S5 O L L DS € s oo b
88528322488 °588522853224¢

Source: Horwath HTL

Noteworthy :
The outlook for ADR is for continued growth, broadly in -line with recent historical

performance, given the strength of the Tasmanian economy.
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The following table summarises the yearly historical growth rates reported for ADR in the
Tasmanian hotel market and the forecast change in ADR based on the calculations from the

econometric model.

Historical and 5 Year Forecast Change in ADR, Tasmania

Calendar Year Financial Year
Year Awy. Rate  Yearly Growth Year Awg. Rate  Yearly Growth
2010 $134 NA 2011 $142 NA
2011 $146 8.4% 2012 $146 2.8%
2012 $150 3.1% 2013 $154 5.2%
2013 $155 3.1% 2014 $157 1.9%
2014 $158 1.9% 2015 $158 1.0%
2015 $161 1.8% 2016 $164 3.3%
2016 $164 2.1% 2017 $164 0.5%
2017 $167 1.8% 2018 $170 3.5%
2018 $174 4.0% 2019 $178 4.3%
2019 $181 4.5% 2020 $186 4.7%
2020 $190 4.8% 2021 $195 4.9%
2021 $199 4.9% 2022 $205 4.9%
2022 $209 4.9% 2023 $214 4.8%
2023 $219 4.7% 2024 $224 4.5%
CAAG 2010 - 2015 3.6% CAAG 2011 - 2015 2.7%
CAAG 2015 - 2023 4.0% CAAG 2015 - 2024 3.9%

Source: Horwath HTL.STR, DAE
3.5.3 Competitive Market ADR Outlook

The following table summarisesour outlook of growth and future ADR for the competitive hotel
market.

Competitive Market ADR Outlook

Year Competitive Market

2013 $ 154.0 n/a
2014 $ 156.5 1.6%
2015 $ 160.8 2.8%
2016 $ 166.1 3.3%
2017 $ 167.0 0.5%
2018 $ 1729 3.5%
2019 $ 1803 4.3%
2020 $ 188.7 4.7%
2021 $ 198.0 4.9%
2022 $ 207.6 4.9%
2023 $ 2177 4.8%
CAAG 2015-2023 3.9%
Source: Horwath HTL, STR, DAE
Noteworthy:
In essence, marketwide ADR is estimded to grow in-l i ne wi th Tasmani a
outlook .
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4. Projected Operating Levels

Based on the conclusions drawn from the competitive market and sensitivity modelling related to

the sustainable addition of supply to the competitive market, and based on the re commended
concept as set out earlier in this report, Horwath HTL has estimated projected operating levels for
a 5-year period.

Year 1 is the opening year ending June 2019; and

The first stabilised year of trading is likely not to eventuate until 2022, Year four, since a
longer than average stabilisation period is forecast given the expected dip in occupancy
resulting from anticipated supply increases.

Horwath HTL has estimated OCC and ADR projections for the Proposed Hotel using market
penetration factor analysis methodology.

Penetration factor analysis is a methodology employed in the hospitality industry to identify a
hotel 6s share of demand (mar ket penetration indexX
rate index or ARI) in terms of its competitive position within a market. The analysis is quantified

by a factor expressing the subj e ontFMS of markettwide man c e
captured demand and ADR.

4.1 PrROPOSEMHOTELOCCUPANCYORECAST

For the calculation of the MPI, the penetr at i on factor is the ratio of
its FS (as measured by its room count to the total competitive set of rooms). For example, if a
property with a FS of 5% is capturing 5% of the market in a given year, then its occupancy will

equal the market-wide occupancy, and its penetration factor will equal 100 (5%/5% = 100%). If the

same property achieves a market share in excess of its FS, then its occupancy will be greater than

the market-wide occupancy, and its penetration factor will be greater than 100.

Horwath HTL has estimated, by reference to the MPI performance of individual competitors in the

market and taking into consideration the specific strengths and weaknesses of location, demand

base, product positioning and likely branding of the Proposed Hotel, summarised as follows:
Given the limited corporate business drivers in Devonport, Government/Corporate
demand is anticipated to reflect an under -penetration in performance, commencing at
65% of FMS and rising to 75% FMS by 2021 and begnd;

GivenDevonportd s proxi mity to a number of | eisure

(e} )

for the Spirit of Tasmania, the hotel is likely to slightly over-penetrate in Leisure. The
property is expected to achieve FMSin its opening year, before stabilising at 110% FMS
in 2022 and beyond; and

MICE demand capture is anticipated to be most over-penetrated, rising from 135% of
FMS in 2019 to a 45% pemium of FMS by Year four, 2022.

In summary, OCC increases as the property achieves greater market penetrationrising from 94%
of FMS in Year 1, to approximately 104% in Year four and thereafter, resulting in a projected
stabilised OCC of approximately 75%.
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4.2 PrROPOSEOHOTELAVERAGHDAILYRATEFORECAST

Based on the concept as described in section 2 Concept Developmat, and assuming market
performance achievement for properties benefitting from professional management services
under an internationally recognised hotel brand, Horwath HTL estimated potential ADR.

The Proposed Hotel ADR is forecast to increase in line wih market-wide ADR growth projections,

and the Proposed Hotel is estimated to be able to compete in the market at the penetration levels

and pricing assumptions relative to prevailing market-wide demand segment ADR, as follows:
Corporate/Government segment ADR of $162 in 2015 dollar value, increasing to
approximately $181 by 2019 and growing by approximately 4.8% per year thereafter;
Leisure segment ADR of $183 in 2015 dollar value, increasing to approximately $205 by
2019 and growing by approximately 4.8% per year thereafter; and
MICE segment ADR of $154 in 2015 dollar value, increasing to approximately $173 by
2018 and growing by approximately 4.8% per year thereafter.

Overall, the Proposed Hotel is estimated to be able to exceed the average competitive market
room rate, approximately at 107%.

If the Proposed Hotel were operating at a stabilised level in 2015, it is estimated to achieve an ADR
of approximately $173 in 2015 dollar value.

The tables on the following two page illustrates our assumptions and calculations for OCC and
ADR asdescribed in the sections above.

4.3 SUMMARY OFPROJECTE®PERATINA_EVELS

The following graph summarises the resultant estimated OCC and ADR.

Projected Operating Levels 8150-Rooms Living City Proposed Hotel

—Qccupancy (LHS) ==—=ADR ——RevPAR
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Occupancy (LHS)  58.7% 64.0% 69.6% 74.6% 78.0%

ADR $194 $203 $213 $223 $234

RevPAR $114 $130 $148 $166 $182

Source: Horwath HT
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CONCEPTDEVELOPMENT WITHRADING PROJECTIONS RRTED TO APROPOSEHOTEL

AS PART OF THEIVING CITY PROJECTDEVONPORTTASMANIA

Projected Occupancy, Comparable Market and Living City Hotel

Stabilised
Historical Data (estimate) Forecast (YE Jun) CAAG
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 (2015 - 2023)
ANNUAL SUPPLY (RNA) 243,850 243,850 243,850 244,519 246,010 270,130 324,880 325,771 324,880 324,880 324,880 3.7%
SIZE OF SUBJECT PROPERTY n/a n/a n/a - - - 150.00 150.00 150.00 150.00 150.00
FAIR SHARE (SUPPLY) n/a n/a n/a n/a n/a 0.0% 16.9% 16.9% 16.9% 16.9% 16.9%
Corp/Govt
Total Captured Demand (market) 54,349 55,575 56,382 58,242 58,759 61,293 63,614 66,478 69,702 73,005 76,330 3.9%
Fair Share of Demand n/a n/a n/a n/a n/a - 10,720.5 11,203.1  11,746.4 12,303.1 12,863.4
Occ. Penetration Rate (subject) n/a n/a n/a n/a n/a n/a 65% 70% 73% 75% 75%,
Demand Captured (subject) n/a n/a n/a n/a n/a n/a 6,968 7,842 8,575 9,227 9,648
% of Total Demand Captured n/a n/a n/a n/a n/a n/a| 22% 22% 23% 23% 23%
Leisure
Total Captured Demand (market) 97,176 99,367 100,810 104,175 105,099 109,631 113,783 118,906 124,673 130,582 136,530 3.9%
Fair Share of Demand n/a n/a n/a n/a n/a - 19,175 20,038 21,010 22,006 23,009
Occ. Penetration Rate (subject) n/a n/a n/a n/a n/a n/a 100% 105% 108% 110% 110%
Demand Captured (subject) n/a n/a n/a n/a n/a n/a 19,175 21,040 22,691 24,207 25,309
% of Total Demand Captured n/a n/a n/a n/a n/a n/a| 60% 60% 60% 59% 59%
MICE
Total Captured Demand (market) 22,770 23,283 23,621 24,413 24,629 25,448 26,412 27,601 28,940 30,312 31,693 3. 7%
Fair Share of Demand n/a n/a n/a n/a n/a - 4,451 4,651 4,877 5,108 5,341
Occ. Penetration Rate (subject) n/a n/a n/a n/a n/a n/a 135% 135% 140% 145% 145%
Demand Captured (subject) n/a n/a n/a n/a n/a n/a 6,009 6,279 6,828 7,407 7,744
% of Total Demand Captured n/a n/a n/a n/a n/a n/a 19% 18% 18% 18% 18%
Forecast (YE Jun)
All Segments 2016 2017 2018 2019 2020 2021 2022 2023
Total Demand 174,295 178,226 180,813 186,831 188,487 196,372 203,809 212,985 223,315 233,899 244,553 3.8%
Fair Share of Demand n/a n/a n/a n/a n/a - 34,347 35,893 37,634 39,417 41,213
Overall Occ. Penetration Rate n/a n/a n/a n/a n/a n/a 94%" 98%" 101%" 104%" 104%
Demand Captured n/a n/a n/a n/a n/a n/a 32,152 35,162 38,094 40,841 42,701
|ESTIMATED OCCUPANCY - Living City Proposed Hotel 59% 64% 70% 75%|
ESTIMATED OCCUPANCY - Market 71.5% 73.1% 74.1% 76% 7% 73% 63% 65% 69% 72% 75%

Source: Horwath HTL

Horwath HTL Project Report- Devonport Living Clty Concept & Financials F161108 Page 40 of 62




Horwath HTL.

Hotel, Tourism and Leisure

CONCEPTDEVELOPMENT WITHRADING PROJECTIONS RRTED TO APROPOSEHOTEL

AS PART OF THEIVING CITY PROJECTDEVONPORTTASMANIA

Projected ADR and RevPAR, Comparable Market and Living City Hotel, Devonport

ADR
(in base year) Forecast (YE Jun) CAAG
2015 2016 2017 2018 2019 2020 2021 2022 2023 (2015 - 2023)
Inflation (CPI) 1.1% 1.7% 2.5% 2.6% 2.4% 2.3% 2.4% 2.6% 2.5%
Corp/Govt
Annual Rate Growth (subject) n/a | 3.3% 0.5% 3.5% 4.3% 4.7% 4.9% 4.9% 4.8%]
Average Segment Rate (subject) | $162 I $166.77 $167.68 $173.60 $181.09 $189.55 $198.86 $208.52 $218.58 3.9%
Occupied Room Nights 9,227 n/a n/a n/a 6,968 7,842 8,575 9,227 9,648
% Change in RNO n/a n/a n/a n/a 12.5% 9.3% 7.6% 4.6%
Estimated Revenue $1,490,208 n/a n/a n/a $1,261,893 $1,486,519 $1,705,230 $1,924,110 $2,108,776
n/a n/a n/a n/a 17.8% 14.7% 12.8% 9.6%
Leisure
Annual Rate Growth (subject) n/a | 3.3% 0.5% 3.5% 4.3% 4.7% 4.9% 4.9% 4.8%]
Average Segment Rate (subject) | $183 I $188.55 $189.59 $196.28 $204.75 $214.32 $224.84 $235.77 $247.14 3.9%
Occupied Room Nights 24,207 n/a n/a n/a 19,175 21,040 22,691 24,207 25,309
% Change in RNO n/a n/a n/a n/a 9.7% 7.8% 6.7% 4.6%
Estimated Revenue $4,420,154 n/a n/a n/a $3,926,106 $4,509,370 $5,101,987 $5,707,162 $6,254,937
MICE
Annual Rate Growth (subject) n/a [ 3.3% 0.5% 3.5% 4.3% 4.7% 4.9% 4.9% 4.8%]
Average Segment Rate (subject) | $154 | $159.43 $160.31 $165.96 $173.13 $181.22 $190.12 $199.36 $208.97 3.9%
Occupied Room Nights 7,407 n/a n/a n/a 6,009 6,279 6,828 7,407 7,744
% Change in RNO n/a n/a n/a n/a 4.5% 8.7% 8.5% 4.6%
Estimated Revenue $1,143,643 n/a n/a n/a $1,040,318 $1,137,962 $1,298,124 $1,476,636 $1,618,378
Total Demand - All Segments 2015 2016 2017 2018 2019 2020 2021 2022 2023
Total Estimated Revenue $7,054,005 n/a n/a n/a $6,228,317 $7,133,852 $8,105,342 $9,107,907 $9,982,091
% Change in Revenue n/a n/a n/a n/a 14.5% 13.6% 12.4% 9.6%
Total Room Nights Occupied 40,841 n/a n/a n/a 32,152 35,162 38,094 40,841 42,701
% Change in RNO n/a n/a n/a n/a 9.4% 8.3% 7.2% 4.6%
[ ESTIMATED ADR - Living City Proposed Hotel $173 n/a n/a n/a $194 $203 $213 $223 $234 |
Owerall ADR Growth n/a n/a n/a n/a n/a 4.7% 4.9% 4.8% 4.8%
Net ADR Growth 3.3% 0.5% 3.5% 4.3% 4.7% 4.9% 4.9% 4.8%
ADR Penetration 107% n/a n/a n/a n/a 107% 107% 107% 107%
Estimated Occupancy 0.0% n/a n/a n/a 58.7% 64.0% 69.6% 74.6% 78.0%
RevPAR n/a n/a n/a na $ 114 $ 130 $ 148 $ 166 $ 182

Source: Horwath HTL
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5. Financial Projections

5.1.1 FinancialBenchmarks

The benchmarks used to determine the following measures of performance were derived from a
selection of comparable properties, those deemed to be the most representative of the subject
Proposed Hotel due to similar style, brand ranking, positioning, and location attributes.

Our analysis is summarised in the following table, illustrating the findings of the comparisons by
low and high ADR, against those benchmarks adopted for the Proposed Hotel.

Summary of Financial Benchmarks, in 2015 -Dollar Values

Basis of Living City

Comparison  Proposed Hotel Low ADR Sample High ADR Sample
Average Number of Rooms/Hotel
REVENUES
Rooms POR $173 $160 $209
Rooms ReWPAR $129 $121 $171
Food & Bewerage POR $35 $46 $24
Other Operated Departments POR $3 $3 $4
Rentals & Other Retail Income (Net) $'000 N/A NA NA
Total Revenues POR
DEPARTMENTAL EXPENSES
Rooms POR $55 $53 $66
Rooms Dept% 32% 33% 32%
Food & Bewerage Dept% 80% 75% 82%
Other Operated Departments Dept% 100% 119% 95%
Total Departmental Expenses %Ttl 41% 43% 37%
TOTAL DEPARTMENTAL INCOME %Ttl 59% 57% 63%
UNDISTRIBUTED OPERATING EXPENSES
Administrative & General PAR $3,000 $2,800 $4,900
Sales & Marketing PAR $3,100 $2,600 $4,040
Property Operation & Maintenance PAR $2,100 $2,100 $2,170
Utility Costs PAR $2,000 $1,975 $2,640
Total Undistributed Exp. %Ttl 18% 18% 20%
GROSS OPERATING PROFIT (GOP) %Ttl 41% 39% 43%
MANAGEMENT FEES
- Base Fee / Rent %Ttl 2% NA NA
- Incentive Fee % AGOP 8% NA NA
INCOME BEFORE FIXED CHARGES %Ttl 36% 27% NA
INCOME BEFORE FIXED CHARGES PAR $23,758 $15,600 NA
FIXED CHARGES
Property Taxes PAR $900 $900 NA
Insurance on Building & Contents PAR $450 $450 NA
Financial Charges & Other Non-Ops PAR N/A N/A NA
Rent Paid PAR N/A N/A NA
NET OPERATING INCOME (NOI) %Ttl 34% 25% NA
FF&E REPLACEMENT RESERVE %Ttl 3% 3% 3%

Source: Horwath HTL
Note: Basis ofComparisons are made by:
1  Per Occupied Room (POR) where the revenue or expense item is a mix fixed and variable components.

1  Per Available Room (PAR) where the revenue or expense items is largely a fixed dollar amount, or unlikely to
vary dramatically with change in room count.

1  Departmental Percentage (Dept%) amounts are departmental expenses calculated as a percentage of the
relevant related revenue department.

1  Total Percentage (%Ttl) amounts are those line items expressed as a percentage of total revenue.

1  Adjusted GOP Percentage (% AGOP) is the Incentive Fee expressed as a percentage to the GOP less Base Fee.
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5.2 BASES OFPROJECTIONS

Based on the market for hotel accommodation as described in this report , as well as theProposed
Ho t eahtiéipated future market position, we have developed a forecast of income and expense.
The forecast starts in the 201819 financial year and represents our opinion of how a competent
management company would operate the Proposed Hotel.

In forecasting revenues and expenses for a hotel, we use a fixed and variable component model.
This model is based on the premise that hotel revenues and expenses have one component that
is fixed and another that varies directly with occupancy or facility usage. A projection can be made
by taking a known level of revenue or expense and calculating the fixed and variable components.
The fixed component is adjusted only for inflation, while the variable component is also adjusted
for the percentage change between the projected occupancy and facility usage that produced the
known level of revenue or expense.

For the revenue and expense line items that follow, Horwath HTL has applied the benchmarked
amount as set out in the previous section 4.4.1 Financial Benchmarkdor the Living City Proposed
Hotel. Following is a description of each line item:

5.2.1 Rooms Department Revenue

Rooms revenue is determined by two variables, OCCand ADR as discussed in theearlier
section of this report 4. Projected Operating Levels

5.2.2 Food and Beverage (and Other F&B) Department Revenue

The Uniform System of Accounts for Hotels defines food revenue as revenue derived from
the sale of food, including coffee, milk, tea and soft drinks. Food sales do not include
staff meals.

Beverage revenue is generatedfrom the sale of alcoholic beverages in the Proposed
Ho t eréstawrant and bar lounges, and limited meeting room area .

Other F&B Food revenue may include meeting room rental, cover charges, service
charges and miscellaneous banquet revenue(such as audiovisual equipment hire).

5.2.3 Other Operated Departments Revenue

May include any other revenues from operated areas, such as from the sale on Internet
access, elephone charges, movie sales, and so on. Thigevenue varies directly with
changes in occupancy, athough a small portion of this category is fixed. This fixed
component consists of revenues such aspublic telephone revenue generated by non-
resident patrons using the Proposed Ho t e | &, beverageoand meeting outlets, and
lease costs associated with guipment.

Noteworthy, in recent years, the hotel industry has experienced everdeclining revenues
as a result of increased mobile phone usage and guests using VOIP serges to make
international calls, and the trend for hotel operators to provide free Wi -F to guests.
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5.2.4 Rentals andOther Income (Net)

The content of other income varies considerably between hotels and hotel operators,
often depending on the commercialisation of available areas for concessionaires or
lessees(such as fora beauty salon operator), and has not been estimated.

5.2.5 Rooms Department Expense

Rooms department expense consists of items relating to the sale and upkeep of guest
rooms and public space (salaries, wages and employee benefits account for a substantal

portion of this category).

Although payroll varies somewhat with occupancy, because managers can schedule
room-cleaning staff, porterage personnel (if provided) and house cleaners to work when
occupancy requires, muchof a hotel ds payroll is fixed.

Other rooms department expenses include the cost of cleaning materials, commissions
payable to travel agents and reservations costs.

5.2.6 Food and Beverage (and Other F&B) DepartmentRevenue

Food and beverage (and Other F&B) department expenses consist of items necessary for
the operation ofahot el 6s f ood, b e v ecilitiesy iacluging the dosasrofj u et f
goods sold, payroll and payroll related expenses, direct operating overhead costs (such

as linen, decorations, operating equipment replacements).

5.2.7 Other Operated Departments Expense

Other Operated Departments expense consists of all costs asociated with the operation
of those trading activities undertaken, such as the telephone department or Internet
costs.

5.2.8 Administrative and General Expense

Administrative and general expense includes the salariesand wages of all administrative
personnel and those not directly associated with a particular operating department.
Expense items related to the management and operation of the property are also

allocated to this category.

Most administrative and general expenses are fixed. The exceptions are cash surpluses
and shortages, commissions on credit card charges and provisions for bad debts.

In recent years, several new items, such as human resources administration costs and

security expenses, have ben added to this expense category.

Also included is general insurance, including premiums for public liability, theft and
business interruption insurance (fire and extended coverage insurance on the building
and contents is a separate insurance expense ategory included under Fixed Expenses.
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5.2.9 Sales andMarketing Expense

Sales andMarketing expense consists of all costs associated with advertising, sales and
promotion; these activities are intended to attract new customers and retain existing

ones.

The sales and marketing category is unique in that all expense items, with the exception

of fees and commissions, are totaly controllable by management.

Most hotel operators establish an annual marketing budget that sets forth all planned

expenditures.

5.2.10 Property Operations and Maintenance Expense

Property operations and maintenance expense is another expense category that is largely
controllable by management. Except for repairs necessary to keep the facility open and
prevent damage (to plumbing, heating and el ectrical systems, and so forth), most

maintenance items can be deferred for varying lengths of time.

Maintenance is an accumulating expense- if management elects to postpone a required
repair, they have not eliminated or saved the expenditure, but merely deferred payment
until a later date (ahotel that has operated with a lower than normal maintenance budget
is likely to have accumulated a considerable amount of deferred maintenance).

The age of a hotel greatly influences the required level of maintenance. A new or
thoroughly renovated property is protected for several years by modern equipment and
manufacturersd warranties. However, as a h
escalate. A wellorganised preventive maintenance system often helps to delay
deterioration, but most facilities face higher property operations and maintenance costs

each year, regardless of what the occupancy trend may be.

Property operations and maintenance is considered to be an operating expense; and as
such it contains only those components that can be expensed, rather than capitalised.

5.2.11 Utilities Expense

A |l arge portion of a hotel&s wutility consump
changes in occupancy. Other than bedrooms and meeting space, most areas of a hote
must be continually lit and heated or air conditioned, regardless of occupancy. The

marginal utility cost of an additional occupied room is minimal.

5.2.12 Management Fee Expense

Management fee expense consists of the fees paid to the hotel management company
that it is anticipated will be operating the Hotel, or the property owner can acquire a
franchise that provides the necessarybrand support and distribution mechanisms

Most hotel management companies are contracted under a formula that includes a Base
Fee component (usually a percentage of total revenue) and an Incentive Fee component
(usually a percentage of defined profit, such a GOP or GOP less Base Fee
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I n t he Proposed Hotel &8s financi al asgumadj ect i «
management under a contract to a professional hotel operating company, subject to a
Base Fee and an Incentive Fee calculated by reference tan adjusted GOP(GOPless Base
Fee.

5.2.13 Land Taxes, Council Rates

For the purpose of the applicable land taxes, council rates, and any statutory levies and
charges not otherwise accounted for in Utilities expenses, and in the absence of any
formal assessments from rating authorities or valuation advice, Horwath HTL has applied
a notional amount based on the benchmark findings.

5.2.14 Insurance Expense

The insurance expense category consists of the cost of insuring theProposed Hotel and
its contents against damage or destruction by fire, weather, sprinkler leakage, boiler
explosion, plate glass breakage, and so forth.

It does not include liability co verage, which is a component of administrative and general

expense

5.2.15 Reserve for Replacement Expense

FF&E are essential to the operation of a hotel, and their quality often influences the
standard or grading of a property.

Included in this line item expense category are all non-real-estate items that are typically
capitalised rather than expensed...

The FF&E of a hotel are often exposed to heavy use and must be replaced at regular
intervals (periodic replacement of FF&E is essential to maintain the quality, image and
income potential of a hotel ).

5.3 HVEYEARDETAILEOHNANCIAL PROJECTION

The following projection of income and expense is intended to reflect our judgement of how a
typical hotel operator would project the ProposedHot el 6 s operating results
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Five YearDetailed Financial Projection

Living City Proposed Hotel - Five Year Forecast of Cash Flow

Year of Operation 1 Change 2 Change 3 Change 4 Change 5 Change
Year Ending 30/6/2019 (%) 30/6/2020 (%) 30/6/2021 (%) 30/6/2022 (%) 30/6/2023 (%)
Days Open 365 366 365 365 365
Available Rooms (Daily) 150 150 150 150 150
Available Rooms (p.a.) 54,750 n/a 54,900 0.3% 54,750 -0.3% 54,750 0.0% 54,750 0.0%
Occupancy Percentage 58.7% n/a 64.0% 5.3% 69.6% 5.5% 74.6% 5.0% 74.6% 0.0%
Occupied Rooms 32,152 n/a 35,162 9.4% 38,094 8.3% 40,841 7.2% 40,841 0.0%
Average Room Rate $193.67 nfa  $202.72 4.7%  $212.68 4.9%  $223.01 4.9% $233.76 4.8%
ReWwAR $113.73 n/a $129.84 14.2% $147.98 14.0% $166.35 12.4% $174.38 4.8%
Amount Share Amount Share Amount Share Amount Share PAR POR Amount Share
($000) (%) ($000) (%) ($000) (%) ($000) (%) ($peryear) ($ perday) ($000) (%)
REVENUES
Rooms $6,227 82.3% $7,128 82.6% $8,102 83.0% $9,108 83.3% $60,719 $223.01 $9,547 83.6%
Food & Beverage $1,232 16.3% $1,379 16.0% $1,530 15.7% $1,683 15.4% $11,217 $41.20 $1,725 15.1%
Other Operated Depts. $106 1.4% $118 1.4% $131 1.3% $144 1.3% $961 $3.53 $148 1.3%
Rentals & Other Income (Net) $0  0.0% $0 0.0% $0  0.0% $0  0.0% $0 $0.00 $0  0.0%
Total Revenues $7,565 100.0% $8,625 100.0% $9,762 100.0% $10,935 100.0% $72,898 $267.74 $11,420 100.0%
DEPARTMENTAL EXPENSES
Rooms $2,269 36.4% $2,418 33.9% $2,578 31.8% $2,747 30.2% $18,310 $67.25 $2,842  29.8%
Food & Bewerage $1,133  91.9% $1,201 87.1% $1,272  83.2% $1,346 80.0%  $8,974 $32.96 $1,380 80.0%
Other Operated Depts. $127 120.3% $133 112.1% $138 105.4% $144 100.0% $961 $3.53 $148 100.0%
Total Departmental Expenses $3,529 46.6% $3,751  43.5% $3,989  40.9% $4,237 38.7% $28,246 $103.74 $4,370 38.3%
TOTAL DEPARTMENTAL INCOME $4,036  53.4% $4,874  56.5% $5,774  59.1% $6,698 61.3% $44,652  $164.00 $7,0560 61.7%
UNDISTRIBUTED OPERATING EXPENSES
Administrative & General $469 6.2% $491 5.7% $515 5.3% $540 4.9%  $3,601 $13.23 $556 4.9%
Sales & Marketing $484 6.4% $507 5.9% $532 5.4% $558 5.1%  $3,721 $13.67 $575 5.0%
Property Operation & Maintenance $328 4.3% $344 4.0% $360 3.7% $378 3.5%  $2,521 $9.26 $390 3.4%
Utility Costs $312 4.1% $327 3.8% $343 3.5% $360 3.3%  $2,401 $8.82 $371 3.2%
Total Undistributed Exp. $1,593 21.1% $1,669 19.4% $1,750 17.9% $1,837 16.8% $12,245 $44.97 $1,892  16.6%
GROSS OPERATING PROFIT (GOP) $2,443  32.3% $3,205  37.2% $4,023  41.2% $4,861 44.5% $32,408 $119.03 $5,158  45.2%
MANAGEMENT FEES $335 4.4% $415 4.8% $502 5.1% $590 5.4%  $3,934 $14.45 $623 5.5%
- Base Fee $151 2.0% $173 2.0% $195 2.0% $219 2.0%  $1,458 $5.35 $228 2.0%
- Incentive Fee $183 2.4% $243 2.8% $306 3.1% $371 3.4%  $2,476 $9.09 $394 3.5%
INCOME BEFORE FIXED CHARGES $2,109  27.9% $2,790  32.3% $3,522  36.1% $4,271  39.1% $28,474  $104.58 $4,535  39.7%
FIXED CHARGES
Property Taxes $148 2.0% $151 1.8% $155 1.6% $159 1.5%  $1,059 $3.89 $163 1.4%
Insurance on Building & Contents $74 1.0% $76 0.9% $77 0.8% $79 0.7% $530 $1.95 $81 0.7%
Total Fixed Charges $222 2.9% $227 2.6% $232 2.4% $238 2.2%  $1,589 $5.84 $244 2.1%
NET OPERATING INCOME (NOI) $1,887  24.9% $2,563  29.7% $3,290  33.7% $4,033 36.9% $26,884 $98.74 $4,291  37.6%
Less: REPLACEMENT RESERVE $76 1.0% $173 2.0% $293 3.0% $328 3.0%  $2,187 $8.03 $343 3.0%
PROFIT BEFORE DEBT SERVICE $1,811 23.9% $2,390 27.7% $2,997 30.7% $3,705 33.9% $24,698 $90.71 $3,948 34.6%

Source: Horwath HTL
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Appendix 1: Profile of Comparable Competitors

Guest Room Mix & Sizes of Competitive Hotels

Source: Horwath HTL
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