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An HVS Quarterly Hotel Market Update

The prolonged decline of total visitor arrivals and the plummeting of China hotel market performance
left existing and newly introduced hotel rooms empty in most of the other markets.

Hong Kong

2015 continues to be a difficult year for Hong Kong
as 13.9 million visitors passed through the arrival
halls in the second quarter, reporting a weak, yet
1 2% still positive, year-on-year (YoY) change of 0.5%

FIGURE 1: HONG KONG VISITOR ARRIVALS
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tensions between Hong Kong and mainland China.
To worsen the situation, other Asian destinations have become more attractive for mainland Chinese
travellers as visa restrictions were loosened and currencies weakened. As a result, mainland Chinese are
now looking elsewhere for their leisure travels. While Hong Kong is slowly losing its foothold in the
hearts of the mainland Chinese visitors, growing by 1.4% YoY, the city benefited from an increase in
visitor arrivals especially from USA at 11.1% growth to 308,000. Hong Kong remains a popular travel
destination for Philippines and South Korea as the city received 191,000 Filipino visitors and 283,000
South Korean visitors this quarter, at 6.3% and 2.3% YoY growth respectively.

Overnight visitor arrivals experienced a decline from same quarter last year as well at a 4% decrease
which is roughly 300,000 fewer visitors. Nonetheless, the share of overnight visitor arrivals to total
visitor arrivals remained around the same

proportion at 44%. YoY growth in the second FIGURE 2: HONG KONG OVERNIGHT VISITOR ARRIVALS
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Mainland China dominated the overnight visitor
arrivals with a 65.5% of the total share, this market
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quarter. On the flip-side, South Korea developed
healthily with 208,000 arrivals at a YoY growth of
10.4%.

Source: Hong Kong Tourism Board
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Hong Kong High-Tariff A-Hotel Market Performance

FIGURE 3: HONG KONG HIGH-TARIFF A-HOTEL MARKET PERFORMANCE
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In the second quarter of 2015, High-Tariff A-Hotels continued to suffer a decline in both average rate and
occupancy. Average rate attained HK$2,138, while the occupancy reached its lowest point since the third
quarter of 2010 at 80% (-5 percentage points YoY). With poor average rate and occupancy, RevPAR
finished at HK$1,711, down HK$308 from second quarter in 2014. The Hong Kong hotel market
performance will likely remain under pressure as the economy and overall visitor arrivals are set to
weaken even further in the future.

FIGURE 4: HONG KONG OVERALL HOTEL MARKET SUPPLY COMPARISON

In the second quarter of 2015, Hong Kong

90,000

80,000 hotel market supply expanded, with the

70,000 exception of the Unclassified and High

60,000 Tarriff A categories. Overall hotel market
g 50,000 supply achieved YoY growth of 5%,
5; 40,000 offering a total of 84,500 rooms for
g 30,000 visitors this quarter. More supply is set

20,000 to come online in future quarters, as

10,000 developers complete projects built on

Guesthouses historical market trends.

2013Q1/2013Q22013Q3/2013Q4/2014Q1/2014Q2/2014Q3| 201404/ 201501/ 2015Q2
HighTariff A | 17,522 | 17,522 | 17,522 | 17,522 | 17,522 | 17,522 | 17,522 | 17,522 | 18,038 | 18,038
High Tariff B | 25,794 | 26,557 | 26,780 | 26,999 | 27,197 | 27,198 | 27,294 | 27,424 | 27,052 | 27,349
Medium Tariff | 19,321 | 19,449 | 19,530 | 19,845 | 21,038 | 21,234 | 21,452 | 21,841 | 22,233 | 22,625
Unclassified | 5,390 | 5,021 | 5,211 | 5,527 | 4,685 | 4,938 | 5581 | 5794 | 5,893 | 5,661
Guesthouses | 6,930 | 7,218 | 7,441 | 7,579 | 9,769 | 9,940 | 10,269 | 10,595 | 10,917 | 11,185

0

Source: Hong Kong Tourism Board
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Macau

In the second quarter of 2015, Macau welcomed
7.3 million visitors at The
previously steep declines in total visitor arrivals

its borders.
apparently stabilized as arrivals registered a
3.3% decrease from the same period last year.
Looking at the bigger picture, overall visitor

arrivals decreased for four consecutive quarters.

Macau experienced significant YoY declines in
visitor arrivals in the second quarter, especially
from Singapore (-26.6%), Russia (-24.6%),
Japan (-12.3%), and mainland China (-5.6%).
Conversely, Hong Kong, Taiwan, India, UK, USA,

FIGURE 5: MACAU VISITOR ARRIVALS
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Canada, and France posted positive YoY changes.

In particular, Philippines and South Korea both performed quite well at 7.6% and 8.1% growth,
respectively. The neighboring city Hong Kong also halted its decline and saw 1.65 million people visiting
Macau this quarter, a 3.3% YoY growth. The proximity and the accessibility of Macau for Hong Kong
residents have most likely been major factors for the arrival increase even with the decline of Macau
tourism. However, as declines from key source markets weighed heavily on visitor arrivals, Macau

registered an overall decline of 3.3%.

FIGURE 6: MACAU OVERNIGHT VISITOR ARRIVALS
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FIGURE 7: MACAU GAMING REVENUE
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Similar to visitor arrivals, gaming revenue in Macau
remained on a steep downward slope in the second
quarter of 2015 as well. Gaming posted a 37.7% YoY
decrease in revenue with just MOP56.9 billion compared
to MOP91.2 billion in the same period last year. To
capture more revenues, casinos have increased the
number of gaming tables from 5,704 to 5,814 and slot
machines from 12,688 to 14,192 during this quarter.
However, the modest increase in visitors fell short of
matching the increase of supply. Inside the casinos, VIP
Baccarat, Baccarat, and slot machines maintained their
top spots as the most popular games for the tourists. Just
VIP Baccarat alone cashed in MOP31.5 billion and
Baccarat earned MOP 18.6 billion, a substantial 88.3% of
the total gaming revenue.
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China

After a sudden drop in visitor arrivals to 31.4
million arrivals in the first quarter of 2015, China
quickly recovered with 5.8% YoY increase to 34
million total arrivals in the second quarter.
There were 8.2 million visitors from source
markets outside of Hong Kong and Macau.
Among the 8.2 million, Taiwan solely contributed
1.4 million arrivals, a 5% increase from the same
period last year. South Korea prevailed once
again as the second largest feeder market for
China with 1.1 million visitors outpacing Taiwan
atan 11.1% increase from same period last year.
Meanwhile, USA posted modest YoY growth at
2.5% with 569,000 visitors. As the Japan market
declined by 2.8% from same period last year, the

FIGURE 8: CHINA VISITOR ARRIVALS

Mainland China Visitor Arrivals (Millions)
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* Excluding Hong Kong and Macau

struggling Russian economy and currency effected a 26.8% YoY decrease for the country. The adjacent
source markets of Hong Kong and Macau seemed invincible as arrivals from the two cities registered 20.2
million and 5.6 million visitors respectively, accounting for 76% of the total visitor arrivals share.

Taiwan

FIGURE 9: TAIWAN VISITOR ARRIVALS
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In the second quarter of 2015, Taiwan visitor
arrivals growth continued to slow down for the
third quarter in a row. Although the YoY increase
was only 1.5% this quarter, there were a total of
2.6 million visitors to Taiwan. Of this total
number, 410,000 visitors were from Hong Kong,
which was a noteworthy improvement from the
previous quarter slump of 286,000 visitors.
While Hong Kong posted a 3.5% YoY change this
quarter, South Korea registered an even more
impressive quarter with a 27.9% YoY increase at
141,000 visitors . However, Japan recorded a -
4.3% YoY change with only 354,000 visitors, the
lowest performance score in two years following
a continous decline in arrivals that started in the
last quarter of 2014 as a result of a weakening

currency. Conversely, Thailand is a market worth highlighting. Visitor arrivals from Thailand experienced
steady growth in the recent years as more foreign workers relocated but also tourists arrived. This
quarter, the Thailand market posted a 12.4% YoY increase with 32,500 visiors to Taiwan. In addition to
Thailand, India also posted a positive two-digit YoY change of 10.9% with 9,000 arrivals. One big market
that cannot be missed is mainland China - there were 1.04 million arrivals to Taiwan. Though only a 1.3%
YoY increase, this market accounts for 40.7% of the total visitor arrivals.
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China Hotel Market Performance
FIGURE 10: TOP 10 HOTEL MARKETS IN CHINA, Q2 2015

The overall China hotel market performance in 800 85%
the second quarter of 2015 was generally 200 AverageRoom Rate o\,
W RevPAR

subdued as the economy slows down. In addition, €00 Occupancy 75%
Chinese now invest their money into the z 70%
booming stock market rather than spending their g °00 65%
money to travel to other parts of China. Although & 400 60%
many cities were negatively affected by the %300 559%
economic downturn, some cities did register 200 50%
positive YoY RevPAR changes. As the top 100 I I I I I I I 25%
performer, Shanghai led the nation in the sceond 0 20%
quarter with a 11.7% YoY RevPAR change, (\o}@\ @ﬁ )\9@(‘ {\\o\» « @v\@ & %\0\» & (\,\\@o
posting an overall occupancy of 69% and average < ° q\@f o"é& & & K \g,“% e

rate of RMB704 which resulted in a RevPAR of
RMB486. Sanya, the most popular tropical
destination for domestic leisure travellers, boasted an exceptional growth in RevPAR YoY change at
22.2%, bringing the RevPAR from RMB313 same quarter last year to RMB382 this quarter. To strengthen
this growth, the city planned to launch multiple marketing promotions around Asia to attract more
visitors. Coming in third was Shenzhen with 9.7% YoY RevPAR increase, at 67% occupancy, RMB482
average rate, and RMB325 RevPAR. Guangzhou and Beijing experienced marginal YoY RevPAR growth at
1.9% and 1.7% respectively. Outside the five top markets, Hangzhou and Fuzhou both cored a two-digit
YoY RevPAR growth. Hangzhou, in eighth place this quarter with RMB277 in RevPAR, increased by 10.4%
YoY. Ninth place Fuzhou grew by 13.8% YoY, producing a RevPAR of RMB262.

Source: China National Tourism Administration (CNTA)

Five-star hotels in China also registered heavy

declines, albeit at a slower pace. Several smaller

1,600 wAversgeRoomrate . Markets outside the top 10 even reported

1,400 I RevPAR 75%  double-digit YoY RevPAR growth, including
&

FIGURE 11: TOP 10 FIVE-STAR HOTEL MARKETS IN CHINA, Q2 2015
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First-Tier China Hotel Market Updates

Figure 12: RevPAR All increased YOY Significantly in the Four Cities in 2Q 2015

Market 3Q12 4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15
Beijing Occupancy (%) 66 60 51 59 65 59 48 59 64 58 52 61
Average Room Rate (RMB) 515 540 522 525 504 525 516 518 491 526 529 509
RevPAR (RMB) 342 323 266 309 326 309 246 304 315 307 273 309
RevPAR YOY Change (%) 11.0 7.3 -5.2 -6.3 -4.7 -4.3 -7.4 -1.8 -3.3 -0.9 10.8 1.7
Shanghai Occupancy (%) 58 58 51 60 61 60 55 66 65 68 58 69
Average Room Rate (RMB) 602 622 614 656 600 656 649 659 623 676 655 704
RevPAR (RMB) 350 363 312 393 365 393 355 435 404 457 381 486
RevPAR YOY Change (%) 2.9 -1.8 -0.7 2.3 4.4 8.3 13.7 10.7 10.8 16.3 7.3 11.7
Guangzhou Occupancy (%) 62 65 57 62 61 62 56 62 61 66 57 64
Average Room Rate (RMB) 417 517 448 509 421 509 495 504 423 524 451 501
RevPAR (RMB) 258 338 254 318 256 318 276 313 259 347 259 319
RevPAR YOY Change (%) 1.9 -3.6 -2.0 -1.9 -0.6 -6.1 8.5 -1.4 1.0 9.1 -6.1 19
Shenzhen Occupancy (%) 66 66 60 64 65 64 61 65 68 69 62 67
Average Room Rate (RMB) 438 447 443 456 443 456 456 458 449 462 481 482
RevPAR (RMB) 288 295 264 291 287 291 276 296 306 320 297 325
RevPAR YOY Change (%) 6.4 -3.2 0.1 1.2 -0.3 -1.2 4.6 1.6 6.3 10.0 7.4 9.7

Source: CNTA

Figure 13: The Change of No. of Five-Star Hotels in First-Tier Cities in China
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First-Tier Cities Continue the Growth:

In the second quarter of 2015, RevPAR in China’s first-tier cities increased significantly year on year.
Shanghai’s RevPAR increased by 11.7%, which is the biggest YOY growth among the four cities. RevPAR
in the second quarter of 2015 recorded the highest level in Shanghai and Shenzhen since the third
quarter of 2012 as shown in the table above. The hotel market in first-tier cities continues the trend of
growth due to the recovery of economy and the increase in hotel demand.

Typical New Supply Introduction:

Beijing witnessed the grand opening of NUO hotel with 438 rooms, 7 restaurants and bars and 2,500sq m
meeting space in Chaoyang District on June 5, 2015. NUO hotel was developed by Beijing Tourism Group
and managed by Beijing NUO Hotel Management Company which is co-funded by Beijing Tourism Group
and Kempinski. It’s honored as one of the Chinese luxury hotels with the interior style of Ming Dynasty.

The Construction of Universal Studios Beijing Approved:

The government of Tongzhou District in the east of Beijing issued the “key project list 2015” in May,
2015, in which the construction on a Universal Studios theme park would begin. The Beijing Universal
Studios theme park was approved by the National Development and Reform Commission in September
2014 and is expected to be completed in 2019. The park, which covers 2.02 million square meters of floor
space, is set to attract a total investment of RMB50 billion (US$7.98 billion). The upcoming Universal
Studios, the sixth of its kind in the world, will feature a Universal CityWalk retail-entertainment complex
and the world's first Universal-themed resort hotel. Besides similar movie-themed attractions found in
parks in other countries, the Beijing location will also feature traditional and modern Chinese culture.
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Hotel Market Performance

FIGURE 14: HOTEL MARKET PERFORMANCE IN HONG KONG, MACAU AND TAIWAN

Market | 5011 | 4q11 ] 1012 | 2a12] 3012 _aqi2 | 1013 | 2q13 | 313 | 4ais | 014] 2014] 3014] 4q14] 1a15] 2015

Hong Kong Occupancy (%) 896 919 873 881 899 912 871 878 899 903 907 887 899 897 857 83.7
Average Room Rate (HKS) 1,281 1,558 1,483 1415 1414 1644 1472 1379 1,359 1581 1,496 1,430 1,412 1,555 1,423 1,250
RevPar (HK$) 1,147 1,432 1,295 1246 1270 1500 1,282 1210 1,222 1,427 1,356 1,268 1,269 1,394 1,219 1,046
RevPAR YOY Change (%) 224 149 133 105 107 48 10 -29 38 -49 58 48 39 -23 -101 -175
Macau Occupancy (%) 896 910 875 831 889 888 857 87.6 908 919 908 898 910 90.0 825 824
Average Room Rate (MOP) 1,325 1,452 1476 1362 1370 1473 1459 1,392 1436 1,559 1,632 1,558 1,561 1,639 1,618 1,439
RevPar (MOP) 1,188 1,321 1,292 1,131 1,217 1,308 1,251 1,220 1,304 1,433 1,481 1,399 1,420 1,475 1,334 1,185
RevPAR YOY Change (%) 218 186 164 03 25 <10 32 7.8 7.1 95 184 147 89 30 99 -153
Taipei Occupancy (%) 710 833 755 792 738 837 756 739 718 854 780 760 742 842 758 732
Average Rate (TW$) 3,684 3964 3,975 4,182 3,930 4,258 4,388 4,437 4,061 4,520 4,472 4,598 4,322 4,683 4,625 4,603
RevPAR (TW$) 2,616 3,304 3,003 3314 2901 3564 3,316 3,277 2914 3,860 3,488 3,493 3,205 3,945 3,507 3,371
RevPAR YOY Change (%) 9.2 8.6 75 186 109 79 104  -11 05 83 52 66 100 22 05 -35
Kaohsiung Occupancy (%) 647 747 613 686 667 717 601 647 674 722 719 727 665 728 668 69.3
Average Rate (TW$) 2,487 2,328 2,721 2,302 2,387 2,380 2,687 2,332 2,438 2,421 2491 2,357 2,342 2315 2,576 2,341
RevPAR (TW$) 1,609 1,738 1,669 1,579 1,593 1,706 1,614 1,509 1,644 1,749 1,791 1,713 1,558 1,686 1,721 1,622
RevPAR YOY Change (%) 6.1 6.1 9.8 42 10 19 33  -44 3.2 25 110 135 53 36 -39 -53
Taichung Occupancy (%) 661 807 719 789 745 796 683 661 671 728 658 684 689 770 685 655
Average Rate (TW$) 2,354 2,406 2,603 2272 2,440 2,438 2,675 2,458 2,475 2,468 2,564 2,393 2,467 2,429 2,642 2,405
RevPAR (TWS) 1,555 1,942 1,871 1,792 1,818 1,941 1,828 1,625 1,660 1,797 1,688 1,638 1,700 1,870 1,811 1,574
RevPAR YOY Change (%) 3.1 85 146 92 169 00 23 93 86 74 77 08 24 40 73 -39

Source: HKTB, MOTC, MGOT

FIGURE 15: SECOND QUARTER REVPAR CHANGE AND SIZE OF OVERALL HOTEL MARKET IN 50 CITIES IN CHINA
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FIGURE 16: FIVE-STAR HOTEL PERFORMANCE OF 15 KEY MARKETS IN CHINA
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68.7 603 64.0 -3.0%
867 718 866 3.2%
596 433 554 0.1%
68.4 524 620 -5.9%
848 861 780 -6.9%
579 451 484 -12.4%
503 391 610 0.7%
710 601 721 -9.4%
357 235 440 -8.8%
783 0.0 0.0 -100%
629 0 0 -100%
493 0 0 -100%
673 550 40.0 -47.9%
658 674 658 5.6%
443 371 263 -45.0%
714 636 68.0 6.3%
761 751 758 1.8%
543 478 515 8.3%
748 737 76.0 -1.0%
597 581 588 -3.9%
447 428 447 -4.8%
575 481 540 10.5%
765 785 720 -19.7%
440 378 389 -11.2%
420 369 53.0 9.3%
506 797 811 -7.0%
213 294 430 1.6%
59.3 486 61.0 7.8%
628 617 683 -7.8%
372 300 417 -0.6%
53.7 435 550 -3.6%
697 675 669 -4.2%
374 294 368 -7.6%
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About HVS

HVS, the world’s leading consulting and services
organization focused on the hotel, mixed-use, shared
ownership, gaming, and leisure industries, celebrates its
35t anniversary this year. Established in 1980, the
company performs 4,500+ assignments each year for hotel
and real estate owners, operators, and developers
worldwide. HVS principals are regarded as the leading
experts in their respective regions of the globe. Through a
network of more than 35 offices and more than 500
professionals, HVS provides an unparalleled range of
complementary services for the hospitality
industry. HVS.com

Superior Results Through Unrivalled Hospitality Intelligence.
Everywhere.

HVS ASIA PACIFIC is represented by eight offices in Hong
Kong, Bangkok, Beijing, Shenzhen, Jakarta, Shanghai, New
Delhi, and Singapore. HVS hosts three of the main annual
industry events in the region, namely the China Hotel
Investment Conference (CHIC) in Shanghai, Hotel
Investment Conference South Asia (HICSA) in India and
Tourism, Hotel Investment & Networking Conference
(THINC) Indonesia in Bali. Additionally, HVS publishes a
wide range of leading research reports, articles and
surveys, which can be found in our online library.

The Hong Kong team has worked on a broad array of
projects that include economic studies, hotel valuations,
operator search and management contract negotiation,
development strategies for new brands, asset management,
research reports and investment advisory for hotels,
resorts, serviced residences and branded residential
development projects. HVS Hong Kong’s clients include
New World Development, The Wharf, Sun Hung Kai,
Samsung, SK, Lotte, Taj Hotels and Resorts, Agile Property
Holdings, Citibank and LaSalle Investment Management,
amongst others.
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A hospitality  enthusiast,
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Hong Kong in 2015 as an
analyst. Graduated with a
Bachelor of Science degree
Cum Laude from Boston
University School of
Hospitality Administration,
Larissa seeks to facilitate
HVS researches and market
studies with her prior experience in Finance,
Sales Revenue, and Operations with several
properties in Boston and Hong Kong.

Before joining HVS, Steven

Zhu worked with
international real estate
consulting firms and

provided consultancy for
more than 40 projects with
5-year experiences. Since
joining HVS Shanghai in
2012, he provides
consultancy on hotel and
mixed-use development projects. His main
areas of competency includes: hotel market
research, feasibility study, operator search,
mix-use strategic consulting and real estate full
service.

Daniel ] Voellm, Managing
Partner HVS Asia-Pacific, is
based in Hong Kong and
has provided advice in all
major markets across 18
countries in the region.
Daniel works closely with
key  institutional and

. private owners of hotel
properties, financiers, developers and
investors, and has gained a strong
understanding of their investment
requirements and approaches to assessing the
market value of investment properties. Daniel
further advises on property and concept
development and strategy.

HVS.com

HVS | Level 21, The Center, 99 Queen’s Road Central, Hong Kong
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