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The tourism market in Dubai continues to be
dominated by visitors from the Kingdom of
Saudi Arabia (“KSA"), India and the United
Kingdom (“UK")

KSA drove the largest number of visits to Dubai in 2014
(1.5 million visits), followed by India (0.9 million visits)
and the UK (0.8 million visits).

Visitation in 2014 from Dubai’s top 3 source markets
grew between 6% and 8% over 2013 visitation, but
some of the smaller yet important source markets
declined. Arrivals from the USA fell by just over 3%
and almost 11% fewer Germans visited. Most notable
was the 15% decline in visitors from Russia as a stalled
economy and declining Ruble have led to much of the

Russian source market seeking better value destinations.

Visitation from China and Iran grew at 24% and 41%
respectively indicating a growing appeal for Dubai
from these source markets.

Dubai’s hotel stock continues to rise

Dubai's hotel room supply, according to data provided
by STR Global, was 369 hotels in July 2015 which
reflects a compound average growth rate (“CAGR") of
5.25% from the 233 hotels in 2006. Over this period
the number of rooms in Dubai rose from 39,000 (2006)
across all sectors of the market to 75,600 in July 2015.
Inventory growth over the 12 months to July 2015 was
7.5% with the highest sector growth in the Upper
Upscale category (15%).

Figure 3 — Hotel inventory, Dubai, 2006 to Q2 2015
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Figure 2 — Percent change in hospitality source markets,
Dubai, 2014 vs. 2013
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Dubai hotel occupancy, ADR and RevPar trends
Hotel performance in Dubai in the first half of 2015

was lower than the first half of 2014, with occupancy
and ADR trending lower primarily driven by a slowing of
demand growth and an increasing supply of hotel keys.
A summary of the key market metrics in Figure 4 paints

Observation: In order to ensure relevant analysis of performance, we have
compared data for the period January to May 2014 vs. 2015 to highlight
changes in market performance. The period of January to May has been
selected to isolate the marked effects of Ramadan on hotel market
performance which when included distorts the period by period comparison.

All references to 2014 and 2015 thus refer to the period January to May unless

a picture of challenging conditions in terms of market
performance. Notably, despite hotel demand growth
being lower than in recent years it is still running at over
5% per year. It is primarily the rise in supply that has led
to a softening in market occupancy and resultant ADR.
Rates have generally been under pressure as global
economic challenges continue in some of the key source
markets and exchange rates further impact the
perceived “value” of Dubai accommodation when
compared to other destinations.

Demand for hotel accommodation in Dubai grew
but at a slower pace than supply

Demand for hotel accommodation in Dubai has slowed
in 2015 compared to 2014 with growth of 5.1% versus
6.4% in 2014 and 10.4% in 2013.

The rise in the supply of hotel accommodation in Dubai
over the same period has outpaced demand growth
with 6.7% growth in 2015, albeit this growth in supply
is marginally lower than 2014 and 2013.

This mismatch in hotel supply and demand growth has
resulted in occupancy declining by a relatively modest
1.3%, but more meaningful is the decline in ADR of
7.3%. This decline in ADR is reflective of the market
defending occupancy through widespread rate
discounting, to maintain market share.

The rising strength of the US Dollar and rising Dubai
wide ADRs have over recent years eroded the value
proposition of Dubai, which is now seen as a more

expensive destination than it has in the past.

otherwise specified.

Note: We have analysed the impact of Ramadan on Dubai’s hotel market

separately in this report

Figure 4 - Hotel performance percent changes, Dubai
Jan-May 2014 vs. 2015
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Figure 5 — Supply growth vs. demand growth, Dubai,
2012 to 2015
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Opinion: Deloitte does not consider the rise in supply and the resultant lowering of occupancy and ADR as a
negative situation for Dubai. Competitive room rates are necessary to drive tourism volume growth which is

clearly the long term focus for Dubai.
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Continued pipeline growth reflects confidence
The Dubai hotel investment and development market
reacts strongly to supply and demand fundamentals and
the continued aggressive hotel pipeline is symptomatic
of a market that is positive about the future.

In July 2014 there were 71 known hotels across

all market sectors in varying stages of planning or
construction in Dubai (22,000 rooms). As of September
2015 there were 126 hotels in the pipeline (33,350
rooms) indicating a rise of some 51% in the number

of rooms in the known pipeline.

The highest growth in room supply is anticipated in the
Luxury sector with just over 6,400 new rooms and the
Upper Upscale sector is projected to rise by just over
6,000 rooms.

The Dubai Tourism and Commerce Marketing ("DTCM")
incentives for the development of mid-market hotels
appears to be achieving its aims as the 2015 mid-scale
and upper mid-scale sectors show a pipeline growth of
217% against the known pipeline in 2014.

Figure 6 — Hotel pipeline by construction status, Dubai, 2015 to 2019
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The continued growth in demand, fueled by ongoing improvements in tourism

infrastructure and strong hotel operating performance, has stimulated continued
investor interest in hotel development in Dubai.
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The Luxury sector

When the impact of Ramadan is removed from an
analysis of performance, the occupancy for the period
year to date ("YTD") end May 2015 is marginally higher
than the same period in 2014, despite a rise in room
supply of almost 10% (1,641 keys). This augers well for
the Luxury sector demonstrating its resilience with actual
room night demand growth of 10% when comparing
the first 5 months of 2015 vs. 2014.

A decline in average daily rate (“ADR") of 9.5% for the
first 5 months of 2015 over the same period of 2014 is
indicative of a wider strategy to maintain occupancy in
the Luxury sector in Dubai. ADR for this period has risen
only moderately since 2011 with a CAGR of 4.3% per
year, so the decline of more than double this rate is
illustrative of perhaps a market sector that recognises
that room rates at these high levels is not sustainable
to continue growing the demand base.

Luxury sector revenue per available room (“RevPAR")
has declined by almost 10% for the first 5 months of
2015. Average RevPAR for the period to May 2015 is
now lower than it was in the same period in 2012 but
is nevertheless still 11% up from 2011 RevPAR levels. It
is evident that the growth in supply has resulted in the
market discounting rates to ensure occupancy targets
are achieved. At these relatively high RevPAR levels the
market has been able to discount minimally to ensure
demand remains relatively consistent. Should the supply
and demand growth mismatch continue we could see
both ADR rates and occupancy decline in tandem.

Figure 7 — Luxury sector, Key Performance Metrics
comparison, Dubai, 2015 vs. 2014
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The Upper Upscale sector

Dubai's Upper Upscale sector has shown a more
noticeable decline in occupancy with a -1.7 percentage
point drop for the year to May 2015 vs. the same period
in 2014, following a 1.9% drop from the same period in
2013. Room night demand grew by 9.6% from January
to May between 2014 and 2015 showing solid
performance but room supply grew at almost 12% thus
resulting in a decline in occupancy.

Upper Upscale ADR in Dubai declined by 9.5% in the 5
months to May 2015 showing a defensive rate strategy
to maintain occupancy in the face of rising inventory
growth across all sectors and the resultant increase in
competition. ADR has grown at a CAGR of almost 8%
since 2011 along with demand rising at similar levels.

RevPAR in Dubai’s Upper Upscale sector declined by
11.3% in the first 5 months of 2015. Whilst this decline
appears dramatic, when seen in the context of a 39%
rise in inventory since 2011 (and almost 12% in 2015
alone), at an average RevPAR growth since 2011 of
14%, the decline is not surprising.

The Upscale sector

A decline in occupancy of 2 percentage points for the
year to May 2015 vs. the same period in 2014 for
Dubai's Upscale class was primarily due to a mismatch
in demand growth of only 2% vs. room supply growth
of 4.4%. Occupancy for the first 5 months was
nevertheless still very strong at almost 85%.

The ADR in Dubai’s Upscale sector declined at a lower
rate than the market as a whole (7.3%) primarily
because supply growth in this sector was relatively
modest at only 4.4%. Upscale ADR for the first 5
months of 2015 was 6.6% below the ADR for the same
period in 2014. Average (CAGR) ADR growth for the 3
years since 2011 was almost 9% so the drop in rates is
at this time not alarming.

Figure 8 — Upper Upscale sector, Key Performance Metrics
comparison, Dubai, 2015 vs. 2014
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The Dubai hotel investment and
development market reacts strongly to
supply and demand fundamentals and
the continued aggressive hotel pipeline
s symptomatic of a market that is
positive about the future

The decline in Dubai’s Upscale RevPAR is more notable
with a drop of almost 9% against a growth in inventory
of just 4.4%. Discounting in this sector appears to be
more aggressive to maintain competitiveness with a
narrowing rate gap between some of the Upper Upscale
properties. RevPAR growth in the 3 prior years (2011

to 2014) was almost 50% and so the correction is
indicative of the slowing demand in this sector and

the reaction of the market to maintain occupancy.

Figure 9 — Upscale sector, Key Performance Metrics
comparison, Dubai, 2015 vs. 2014
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The Upper Midscale & Midscale sector

In absolute terms, Dubai’s Upper Midscale and Midscale
sector continues to produce very strong occupancy
levels at almost 88% for the year to May 2015. The
sector has however seen a 1.6 percentage point decline
in occupancy over the same period of 2014. This decline
is reflective of the actual decline in demand of just over
1% coupled with marginal growth in supply of just less
than 1%.

ADR in Dubai’s Midscale sector is down by 6.3% for
the period January to May 2015 vs. the same period in
2014, reflecting a slowing of demand growth over the
past 3 years and an actual decline in demand for the
first 5 months of 2015.

Dubai’s Upper Midscale and Midscale sector has seen a
7.3% decline in RevPAR in the first 5 months of 2015
driven by a moderate decline in both occupancy and
ADR. This decline follows a marginal decline of 3.5
percentage points in 2014 over the same period in
2015.

Figure 10 — Upper Midscale & Midscale sector, Key
Performance Metrics comparison, Dubai, 2015 vs. 2014
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Figure 11 — Ramadan ADR & Occupancy, Dubai, 2014

Ramadan - a different market dynamic?

The Holy month of Ramadan is one of the five pillars of
Islam and is a time for reflection and family for Muslims
around the world. During Ramadan the majority of
Muslims restrict their travel and as such this has a very
noticeable impact on hotel performance in Dubai.

The timing of Ramadan moves forward each year by
approximately 10 days in the Gregorian calender and
as such the impact of Ramadan varies when comparing
one calendar month versus the same calendar month
in successive years. Ramadan typically crosses over

two months and as a result any analysis of hotel
performance needs to be cognizant of this fact. As
such we have isolated Ramadan from our analysis
when comparing hotel performance on a period by
period basis.

Occupancy during the 4 weeks of Ramadan in Dubai in
2014 was substantially lower at 42% compared with
74% for the shoulder periods (1 week) immediately
before and then after Ramadan. ADR during Ramadan
2014 was 20% lower (AED588) than for the shoulder
periods (AED734).

The pattern of substantially lower occupancy and ADR
was repeated in 2015 with occupancy during Ramadan
almost identical but ADR in 2015 was 7.5% lower,
similar to the ADR decline across the market.

The combination of lower demand during summer from
non-GCC markets and the lack of Muslim travel has a
double impact during the summer months in Dubai.
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The trend over the past 3 years indicates marginal
variance in occupancy but significant fluctuations in ADR
ranging between 3% and 8%. ADR during the relatively
short Ramadan period varies depending on the number
of weekends in Ramadan due to evidence of lower rates
over weekends.

Figure 12 — Ramadan Occupancy, Dubai, 2014 vs. 2015
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Figure 13 - Ramadan performance trends, Dubai,
2013 to 2015
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During Ramadan the majority of Muslims
restrict their travel and as such this has a
very noticeable impact on hotel
performance in Dubai

Is it time for a “New Normal” in Dubai’s Hotel
market?

The DTCM target of reaching 20 million tourist visits by
2020 is an ambitious goal which will require growth in
tourism arrivals of approximately 9.5% per annum to
achieve the target. One of the key challenges the
market faces in reaching these growth targets is the
provision of hotel rooms at room rates that make Dubai
attractive as a destination to a wider range of market
segments. Dubai’s hotel inventory is dominated by
Luxury and Upper Upscale hotels with rates that are
amongst the highest in the world. There is strong
growth in the more affordable mid-scale sectors but
further growth is needed to generate the tourism
demand to meet the DTCM targets.

Figure 14 - Hotel Development Pipeline, Dubai, as at Q1 2014
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(Figure 15) as the source markets deal with numerous
global and regional economic, socio-economic and

The market performance over the last politcal challenges. As we have already seen, ADR and
feW yea rs haS dem OﬂStl’ated that the occupancy typically decline in markets where supply

growth outstrips demand growth. This declining trend

HS'ng |nventory has put pressure no‘t Only is set to continue but unlikely to be at levels that make

the hotels unprofitable. The era of 80% occupancy and

OonNn OoCccu pa N Cy b ut a |SO | m pO rta nt|y on world leading ADR'’s generating super profits at Dubai's
hotels could be nearing an end. It is anticipated that
room I’ateS given the market fundamentals strong occupancy levels

at around 70%-75% are likely to represent the “new
normal” going forward a growing availability of high

As the market performance over the last few years has quality mid-market hotels increase pressure on room
demonstrated, the rising inventory has put pressure not rates. Rather than being a negative, this can potentially
only on occupancy but also importantly on room rates. be viewed as a positive as this will help Dubai become
Figure 14 shows that the growth in room supply is set more affordable as a destination and support the

to continue at 6.3% CAGR over the next 4 years. growth in tourism volume required to activate the
Growth forecasts by STR Global and Tourism Economics ~ investment in tourism infrastructure being developed

indicate estimated demand growth up to 2017 of 1.2% over the coming years.

Figure 15 — Hotel Market Performance Summary, Dubai, 2014 - 2017
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Our service offering

Whether you are an owner, operator or investor, our

understanding of the challenges and opportunities of
the hospitality and leisure sectors will support you in

reaching your goals.

We have a strong track record in delivering clear and
comprehensive advice that will assist in your decision
making processes at all stages of the hospitality and
leisure investment cycle.

From single assets to large global portfolios, our team
has extensive experience in successfully advising clients
on the acquisition or disposal of assets, securing or
restructuring debt finance, asset management including
capital investment programs and due diligence,
development appraisals and feasibilities, and valuations
for a wide range of purposes, carried out, where
appropriate, in compliance with RICS standards.

Our local knowledge combined with our global office
network and access to unrivalled synergies through
Deloitte’s other service lines, ensures we have the ability
to meet your needs.

Development and consultancy

Our team of hospitality experts has extensive experience
in providing strategic advice to clients whether they are
looking to undertake a new development or make the
most of an existing asset. Our development and
consultancy services include:

« Capital investment and projects

+ Development appraisals

- Estate strategy

+ Feasibility studies

« Finance optimisation

« Highest and best use solutions

+ Market analysis

« Operator strategies

Whether you are an owner, operator
or investor, our understanding of the
challenges and opportunities of the
hospitality and leisure sectors will
support you in reaching your goals

Capital markets
We advise our clients on how to maximise value
and returns through their investment in real estate.

Our services include:
« Asset identification
« Acquisition

» Finance

» Disposal

« Due diligence

+ Negotiation

« Structuring

» Tax
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Key contacts

We are members of Deloitte's Global Tourism, Hospitality and Leisure (“THL") industry group that brings together
teams globally with diverse experience and knowledge to provide customized solutions for clients in the broad
hospitality sector and across the full spectrum of the real estate community.

STR Global is part of the STR family of companies and is proudly associated with STR, STR Analytics and
HotelNewsNow.com

Robin Williamson MRICS . Grant Salter

Managing Director i Director - THL

Tel +966 (11) 288 8611 Tel +971 (0) 4 506 4778
Mob +966 (0) 54 1543 725 Mob +971 (0) 50 658 4558
rwilliamson@deloitte.com gsalter@deloitte.com

Martin Cooper

Director

Tel +971 (0) 4 506 4945
Mob +971 (0) 50 657 9028
marcooper(@deloitte.com

STR contact

Philip Wooller

STR Global

Area Director

Middle East & Africa

Tel +971 (0) 4 376 8888
Mob +971 (0) 55 770 1202
pwooller@strglobal.com
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Use of the information contained in this document

The statistical information on hotel performance contained in this document has been compiled by Deloitte
Corporate Finance Limited (“Deloitte”) using data released by STR Global. Any reproduction of the statistical
information, in whole or part, must be attributed to “Deloitte and STR Global.”

Disclaimer

The information contained herein has been compiled and analysed by Deloitte and is intended to provide general
information on the concerned subject(s) and is not an exhaustive treatment of such subject(s). Accordingly, the
information is not intended to constitute accounting, tax, legal, investment, consulting or other professional advice
or services. The information is not intended to be relied upon as the sole basis for any decision which may affect
you or your business. Before making any decision or taking any action that might affect your personal finances or
business, you should consult a qualified professional adviser.

The information contained herein has been compiled as is, and Deloitte makes no express or implied representations
or warranties regarding the information contained herein. Without limiting the foregoing, Deloitte does not warrant
that the information contained herein will be error-free or will meet any criteria of performance of quality. Deloitte
expressly disclaims all implied warranties, including, without limitation, warranties of merchantability, title, fitness for
a particular purpose, non-infringement, compatibility, security and accuracy.

Prediction of future events is inherently subject to both known and unknown risks, uncertainties and other factors
that may cause actual events to vary materially. Your use of the information contained herein is at your own risk and
you assume full responsibility and risk of loss resulting from the use thereof. Deloitte will not be liable for any
special, direct, indirect, incidental, consequential, or punitive damages or any other damages whatsoever, whether
in action of contract, statute, tort (including, without limitation, negligence), or otherwise, relating to the use of the
information contained herein.

About Deloitte

Deloitte Corporate Finance Limited is a Company limited by shares, registered in Dubai International Financial Centre
with registered number CLO 748 and is authorised and regulated by the Dubai Financial Services Authority. A list of
members is available for inspection at Al Fattan Currency House, Building 1, Dubai International Financial Centre,
the firm’s principal place of business and registered office. Tel: +971 (0) 4 506 4700 Fax: +971 (0) 4 327 3637.

Deloitte below refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by
guarantee, and its network of member firms, each of which is a legally separate and independent entity. Deloitte
Corporate Finance Limited is an affiliate of the UK and Middle East member firms of Deloitte Touche Tohmatsu
Limited. Please see www.deloitte.com/about for a detailed description of the legal structure of Deloitte Touche
Tohmatsu Limited and its member firms.

Deloitte provides audit, tax, consulting, and financial advisory services to public and private clients spanning multiple
industries. With a globally connected network of member firms in more than 150 countries, Deloitte brings world-
class capabilities and high-quality service to clients, delivering the insights they need to address their most complex
business challenges. Deloitte has in the region of 200,000 professionals, all committed to becoming the standard of
excellence.

Any reference to ‘In the Middle East since 1926 applies specifically to the Middle East member firm of Deloitte
Touche Tohmatsu Limited.

About STR Global

STR Global provides clients-including hotel operators, developers, financiers, analysts and suppliers to the hotel
industry-access to hotel research with regular and custom reports covering Europe, Middle East, Africa, Asia/Pacific
and South America. STR Global provides a single source of global hotel data covering daily and monthly
performance data, segmentation data, forecasts, annual profitability, pipeline and census information. Hotel
operators can join the surveys on a complimentary basis and benefit from free industry data. STR Global is part of
the STR family of companies and is proudly associated with STR, STR Analytics and HotelNewsNow.com. For more
information, please visit www.strglobal.com.
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