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Second South African
edition

PwC’s team of hospitality specialists
provide an unbiased overview

of how the hospitality industry

in South Africa is expected to
develop over the coming years. The
publication focuses on the following
major industry segments: hotels,
guest houses and farms, caravan/
camping sites, bush lodges and other
accommodation. It details the key
trends observed and challenges
facing these industry sectors as well
as considering their future prospects.

South African hospitality outlook:
2012-2016 provides deep knowledge
of the local hospitality market and

is a powerful tool for understanding
critical business issues. To learn
more about the challenges and
opportunities that lie ahead for the
hospitality industry in South Africa,
please visit www.pwc.com/za/
hospitality-and-leisure.

About PwC’s
hospitality industry
group

Every day, PwC plays a significant
supporting role in hospitality
businesses across the world.

With our local knowledge of
culture, laws and business needs,
we help clients in South Africa
and elsewhere make the most of
changing market scenarios.

We understand how
developments in the broader
hospitality environment are
affecting our clients and work
with them as a trusted advisor to
provide solutions to help improve
organisational effectiveness

and long-term success. More
significantly, we focus on the
issues and challenges that are of
utmost importance to our clients.
These include restructuring,
talent management, changing
revenue models, compliance,
changing guest requirements and
managing capital spend. We have
made a substantial commitment
to understanding the forces

that are impacting these issues
and continue to develop and
deliver solutions to help our
clients achieve their financial,
operational and strategic
objectives.
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PwC firms provide industry-focused
assurance, tax and advisory services
to enhance value for their clients.
More than 168 000 people in 158
countries in firms across the PwC
network share their thinking,
experience and solutions to develop
fresh perspectives and practical
advice.

See www.pwc.com for more
information.

Research methodology

Historical data were derived from
our analysis of Smith Travel Research
(STR) data and Statistics South
Africa data combined with other
information on industry trends.

As some of the historical data was
generated through surveys, there
may be year-on-year fluctuations
because of entities of different sizes
being sampled rather than because
of underlying industry trends.

We then developed forecasting
models based on the historical
performance for each category,
economic prospects for South
Africa and the rest of the world,
and estimates of domestic and
international overnight travel in
South Africa. We also took into
account unusual events such as the
FIFA World Cup in 2010 as well as
competition, pricing trends, and the
expected reaction of proprietors to
changing occupancy rates.

Quantitative research and analysis
was provided by Wilkofsky Gruen
Associates Inc., a provider of
global research and analysis of the
hospitality industry. See www.
wilkofskygruen.com for more
information.

2 Unpacking hospitality trends

PricewaterhouseCoopers Inc.
2 Eglin Road
Sunninghill, 2157
+27 11 797 4000
WWwWWw.pwc.com/za

Editorial team

Nikki Forster, Director and South
African Hospitality Industry Leader
Pietro Calicchio, Director

Sunet Liebenberg, Senior Manager

Editing and design

Grace Correia
Catherine Ensor

Many other professionals within PwC
reviewed the text and contributed
local expertise to this publication and
we thank them for their assistance.

Use of Outlook data

The information contained in this publication is provided for general
information purposes only, and does not constitute the provision of legal
or professional advice in any way. Before making any decision or taking
any action, a professional advisor should be consulted. No responsibility
for loss to any person acting or refraining from action as a result of any
material in this publication can be accepted by the author, copyright
owner or publisher.

The information in this document is provided ‘as is’ with no assurance
or guarantee of completeness, accuracy or timeliness, and without
warranty of any kind. In no event will PricewaterhouseCoopers be liable
for any losses arising from any decision made or action taken in reliance
on the information.

Permission to cite

No part of this publication may be excerpted, reproduced, stored
in a retrieval system, or distributed or transmitted in any form or
by any means including electronic, mechanical, photocopying,
recording, or scanning without the prior written permission of
PricewaterhouseCoopers.

Request should be submitted in writing to Nikki Forster at nikki.
forster@za.pwc.com outlining the excerpts you wish to use along with
a draft copy of the full report that excerpts will appear in. Provision

of this information is necessary for every citation request to enable
PricewaterhouseCoopers to assess the context in which the excerpts are
being presented.

Without limiting the foregoing, you may not use excerpts from the
publication in financial prospectus documents, public offerings, annual
reports or other similar financial, investment or regulatory documents.




Johannesburg
July 2012

To our clients and friends both in and
beyond the hospitality industry:

Welcome to the 2™ edition of the
South African hospitality outlook:
2012-2016. This publication focuses
on segments within the hospitality
industry with detailed forecasts and
analysis. Each segment details the
key trends observed as well as key
challenges and future prospects.

In 2008, South Africa was affected by
the global recession. Growth slowed
sharply during the latter part of the
year; the economy declined in 2009,
and the recovery in 2010-11 was

less robust than the growth rates
recorded in the mid-2000s.

Beginning in 2012, we expect
demand for rooms to again grow
faster than supply and for the overall
occupancy rate to begin to increase.
We project that by 2016, occupancy
across all accommodation sectors
will average 53.9%.

We at PwC continue to stay on top

of trends and developments that
may impact hospitality companies,
now and in the future, and look
forward to sharing our thoughts
further with you. We appreciate your
feedback and ask that you continue
to tell us what we can do to make
our publications more relevant and
useful to you.

If you would like clarification on any
matters covered in this publication,
or you believe we can be of service
to your business in any way, please
contact one of our hospitality
specialists listed on page 37 in this
publication.

Finally, we thank you for your
support and wish you an exciting and
rewarding year ahead.

Sincerely,

Nikki Forster
Director

Hospitality Leader
PwC Southern Africa
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Hotels and other forms of
accommodation operate in a volatile
environment, with significant
swings occurring in both supply
and demand. On the demand side,
customers consist of both business
and recreational travellers from
both domestic and foreign markets.
The economic cycle plays a major
role because travel is generally
discretionary.

The accommodation market consists
of hotels, guest houses, bed &
breakfast establishments, bush
lodges, caravan sites, camping sites,
and other overnight accommodation.

In the business market, travel is
often one of the first spending
streams reduced when the economy
is declining. Business opportunities
are generally more limited during a
recession, which reduces the need
for business trips and business travel
is vulnerable when companies are
looking to lower costs.

Advances in telecommunications,
particularly the development of
sophisticated videoconferencing,
create a credible substitute for
business travel, which exacerbates its
vulnerability to a recession.

When the economy is expanding,
however, there is often a more than
proportional increase in business
travel. Opportunities for generating
new business are greater, there is
less pressure to reduce costs and
travel to conventions and trade
shows generally expands when

the economy is growing. Face-to-
face meetings are still preferred

notwithstanding the ability to
communicate via videoconferencing.

Recreational or holiday travel is even
more discretionary. People tend

to go on more elaborate vacations
when disposable income is rising,
but tend to stay closer to home when
disposable income is stagnating

or there are concerns about future
employment.

For these reasons, overnight travel
requiring the use of hotels and other
accommodation tends to expand
rapidly when the economy is strong
but contracts sharply when the
economy is weak or declining.

The supply side has its own cycle,
which is sometimes even more
volatile. Hotels are expensive to
build and there is a relatively long
time lag between planning a hotel
project, completing construction and
generating revenue. Consequently,
hotels, and major real estate projects
in general, are among the more risky
investments.

Developers look to marketplace
signals to determine the potential
rate of return. Trends in occupancy
rates, room rates, and tourism are
among the factors considered to
determine if the market is growing
fast enough to support an increase
in supply. If those signals are
favourable, there is an incentive for
developers to plan or explore new
projects.

Because developers and lenders
are looking at the same market
factors, favourable trends lead

many developers to simultaneously
invest in new projects. While each
individual decision may make
economic sense, when too many
developers are making those
decisions, the overall result is often
a jump in supply that exceeds

the expected growth in demand.
Economists refer to this phenomenon
as the fallacy of composition. What
may be a perfectly rational decision
for an individual may not be rational
for the market as a whole. Real
estate is especially vulnerable to

the fallacy of composition because
of the time lag between planning a
project and completing it. The longer
the time lag, the more projects

will be planned and the greater

the likelihood that there will be an
oversupply.

If an oversupply does occur, the
same phenomenon works in reverse.
Developers seeing falling occupancy
rates, stagnating room rates, and
struggling hotels, cancel plans for
further expansion. Supply growth
slows and the number of available
rooms may even decline. Demand
begins to catch up with supply,
occupancy rates begin to increase
and the next cycle of construction is
launched.

In South Africa, an added dimension
was introduced with the staging

of the FIFA World Cup in 2010.

The month-long tournament was
expected to attract a large number
of visitors, which further stimulated
hotel construction to accommodate
those visitors even though it was
known that the impact would be
temporary.



The dynamics described above
characterized the hotel and
accommodation market in South
Africa in recent years. Economic
expansion during much of the
previous decade fuelled growth in
travel and stimulated spending on
accommodation. That growth, in
turn, led to increased investment in
hotels and accommodation.

In 2008, South Africa was affected by
the global recession. Growth slowed
sharply during the latter part of the
year; the economy declined in 2009,
and the recovery in 2010-11 was

less robust than the growth rates
recorded in the mid 2000s.

Figure 1: Real GDP growth (year-on-year)
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Unfortunately, the projects planned
in the mid 2000s did not reach the
market until the latter part of the
decade, just when the economy
was declining. Between 2007 and
2011, 12 000 hotel rooms were
added to the market. Occupancy
rates plunged, falling from 71.8%
in 2007 to 53.0% in 2011, an
18.8-percentage-point decline.

The market suffered, with some
establishments struggling and even
closing, such as the Grace Hotel in
Rosebank, and further expansion
plans being curtailed. South Africa
is now at a point in the supply cycle
where little growth in room number
is expected. By 2016 we project that
there will be only 2 000 more hotel
rooms than there were in 2011.



Figure 2: Number of hotel rooms (thousands)
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Through mid 2011 the hotel markets
in Johannesburg, Cape Town and
other areas where many of the
newer upscale hotels opened, were
struggling and it was expected that
it would take several years before
tourism would recover and the
market would improve.

Then in late 2011, the hotel market
suddenly began to show signs of
improvement. A depreciating rand
lowered prices for foreign travellers,
as shown by the increase in the
number of total foreign visitors over
2010 by 265 000, with the number
of foreign visitors from China and
India increasing by 28.7% and 26.2%
respectively over the prior year. This
aided the summer 2011-12 season in
being the strongest it has been in the
last few years.

China named Cape Town the

most preferred tourist attraction

for the Chinese in 2011. Boutique
hotels in Cape Town led the list for
TripAdvisor Travelers’ Choice Awards
Best Hotels.

The National Convention Bureau
(NCB) began operations in April
2012 to coordinate national business
tourism and to promote South Africa
as a global convention destination.
South Africa has already signed up
200 international conferences during
the next five years, which will attract
approximately 300 000 visitors.

The number of travellers increased
14.8% in 2010, largely reflecting the
impact of the FIFA World Cup. We
had expected that in the absence

of the tournament in 2011, the
number of travellers would decline.
This was not the case. The number
of travellers continued to increase,
rising by 4.3% to 13.77 million.
Foreign overnight visitors rose 3.3%
to 8.34 million, while domestic travel
increased 5.8% to 5.43 million.
Foreign travellers from other African
countries comprised 73.5% of total
foreign visitors during 2011.

South Africa had previously relied
on visitors from Germany, the
United Kingdom and other countries
in Europe. The weak economy in
Europe has limited tourist and
business travel from those countries
but strong economies in China and
India are boosting tourism to South
Africa. The number of visitors from
China rose 62% in 2010 and by an
additional 18% in 2011. Tourism
from India rose even faster in 2011,
growing by 29%.

In 2012, South Africa opened

visa application centres in Beijing
and Shanghai. Together with the
introduction of flights from Beijing
to Johannesburg by South African
Airways, this should facilitate
greater travel to South Africa. Travel
from China has been helped by the
construction of 45 new airports
during the past five years. During the
next decade, another 52 airports are
planned.

South African Airways now
schedules four direct flights a week
between India and South Africa and
Jet Airways of India has five direct
flights between the two countries.

Growth in tourism from Asia and
from Brazil, Colombia and Chile in
South America, where economic
growth for 2011 has ranged between
9.8% and 14.9%, are offsetting
declines from Europe.

The number of foreign overnight
visitors is projected to increase at a
4.6% compound annual rate to reach
10.45 million in 2016.

We anticipate somewhat slower
growth in domestic travel, reflecting
moderate growth in real GDP. The
number of domestic travellers

will increase by a projected 3.3%
compounded annually to 6.4 million
in 2016.



The total number of travellers in South Africa will rise to 16.85 million by
2016, a 4.1% compound annual increase from 2011. Growth in travel and
tourism will fuel growth in the accommodation industry during the next five
years.

Figure 3: Domestic and foreign visitors (2005-2016)
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Continued economic growth, rising tourism and slower growth in the number
of available rooms will lead to a recovery in hotel occupancy rates. We expect
the average hotel occupancy rate to improve in 2012 and to increase by 9.1
percentage points to 62.1% in 2016.

Figure 5: Hotels — Occupancy rates (2007-2016)
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Summary

Overall spending on rooms in all categories
fell 3.5% in 2011 to R13.4 billion, reflecting
a drop in stay unit nights in the non-hotel

categories and a 2.4% decrease in the average
room rate. The average room rate increased
12.6% in 2010 as premium fees were levied
during the FIFA World Cup.

Stay unit nights fell 1.0% in 2011 reflecting an underlying weak market that
was still suffering from the lingering effects of the global recession.

Figure 6: Stay unit nights and total room revenue
(2007-2016)
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The average occupancy rate dipped
to 47.4% in 2011, barely ahead of its
level in 2009.

We project spending to recover in
2012 with an 11.2% increase, fuelled
by an 8.2% rise in stay unit nights
and a 2.8% rise in the average room
rate.

We then expect to see high single-
digit gains during 2013-16, reflecting
ongoing gains in tourism and
business travel.

We project stay unit nights to
increase by 3.8% compounded
annually from 19.6 million in 2011 to
23.6 million in 2016.

The overall number of available
rooms decreased 0.2% in 2011

due to a decline in the number of
rooms at guest houses and in other
accommodation categories. We
expect another 0.2% decline in
2012 due to a slight decrease in the
number of hotel rooms and other
accommodation categories. We then
expect that rising occupancy rates
will lead to modest, but accelerating
growth in the number of rooms. The
number of available rooms across all
sectors will increase to an estimated
119 700 by 2016, a 1.1% compound
annual increase from 2011.



Beginning in 2012, demand for rooms will grow faster than supply and

the overall occupancy rate will begin to increase. We project that by 2016,
occupancy will average 53.9% across all sectors, with hotels faring best with a
62.1% average occupancy rate forecast.

Figure 7: Occupancy rates (2007-2016)
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As occupancy rates increase, we
expect room rates to rise at mid-
single-digit rates beginning in 2013,
roughly approximating the overall
rate of inflation. The average room
will cost R864 in 2016, up 4.8% on a
compound annual basis from 2011.

Total room revenue is expected to
reach R20.4 billion in 2016, an 8.8%
compound annual increase from
2011.

Figure 8: Average room rates (2007-2016)
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Total accommodation market

2007 2008 2016 2012-16

Available rooms
(thousands)

% change

Stay unit nights
(millions)

Total room revenue 10 936 11 867 13 368 17 408 18 836
(R millions)

% change 19.4 . . . -3.5 . . 8.4 8.2

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Most of the new construction and
ensuing volatility in the market have
been centred on hotels, which have
the longest lead times and the largest
revenue potential.

After rising at rates in excess of 9%
annually during 2009-10, growth

in available rooms slowed to 2.9%
in 2011, largely reflecting projects
already in place that were completed
in 2011. We expect the number of
rooms to dip by 0.2% in 2012 and

to then grow at modest rates of 1%
or less during 2013-16 as occupancy
rates begin to increase. By 2016,
there will be an estimated 62 500
hotel rooms available, up 0.7%
compounded annually from 60 500
in 2011.

There is not much new activity
planned, but some hotels are being
upgraded. Three Cities, for example,
is spending R10 million to upgrade
Hotel on St Georges and The Inn on
the Square. Tsogo Sun has reopened
The Grace Hotel in Rosebank in
July 2012 as ‘54 on Bath’ and Sun
International has commenced
refurbishment of the Grayston
Hotel in Sandton, which will be
opening in early 2013. These groups
have completed or are completing
other expansion and refurbishment
projects at their existing properties.
Protea Hotels has also announced a
refurbishment of some of its South
African properties.

Stay unit nights rose 2.6% in 2011,
albeit off a low base, benefiting from
a late surge in tourism and from
favourable comparisons to a weak
market in 2010 before and after the
FIFA World Cup.

Unpacking hospitality trends

The most significant impact of the
FIFA World Cup was on average
room rates, which rose 11.7% in
2010 and then fell 9.4% in 2011.

The decline in the average room

rate led to a 7.0% decrease in overall
hotel room revenue to R9.6 billion in
2011.

Based on a strong 2011/2012
summer season, we expect stay unit
nights to increase by 6.8% in 2012.
We then predict ongoing gains at
more modest rates approximating
growth in tourism and travel. We
expect stay unit nights to average
3.9% compounded annually to reach
14.2 million in 2016, up from 11.7
million in 2011.

The pickup in stay unit nights
combined with the slowdown in
room availability growth will lead
to a turnaround in occupancy rates
beginning in 2012. By 2016, the
occupancy rate will average 62.1%
across all hotels, up from 53.0% in
2011.

Figure 9: Hotels — Occupancy rates (2007-2016)
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Figure 10: Hotels — Average room rates (2007-2016)
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Hotels

2007 2008 2011 2012 2012-16
CAGR*

Available rooms . . . . 60.5
(thousands)

% change

Stay unit nights : . : . 11.7 12.5
(millions)

% change : . 2.6 6.8
Occupancy rates (%) . : 56.5

Average room rates

Total room revenue (R
millions)

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Three-, four- and five-star hotels

As a group, three-, four- and five-star hotels comprised 69% of available hotel T} major swings in the hotel market
rooms in 2011, 72% of stay unit nights, and 79% of total hotel room revenues.  ,.curred in the four- and five-star
. L. . hotels where double-digit declines
Flgure 11: Stay unit nlghts comparison (2007'201 6) in the average room rate led to
decreases in revenue in 2011.

16
The average room rate for the top
14 — hotel classes was R899 in 2011, 10%
above the overall hotel average. The
12 4 average room rate declined 10.4% in
o 2011 and room revenues fell 7.0%.
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During the next five years, revenue Figure 12: Total room revenue comparison (2007 — 2016)
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Three-, four- and five-star hotels

2007 2008 2009 2010

Available rooms 32.9 33.4 36.0 39.6
(thousands)

% change 1.2 1.5 7.8 10.0

Stay unit nights 8.6 8.3 7.6 8.1
(millions)

% change 2.4 -3.5 -8.4 6.6

Occupancy rates (%) 71.6

Average room rates (R) 742

% change 15.8

Total room revenue 6 380
(R millions)

% change 18.5 13.1

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

* Compound annual growth rate

2016 2012-16




Three-star hotels

Among three-star hotels, the average  Three-star hotels rely more on compound annual rate to R4.5 billion

room rate fell by a relatively modest volume and less on price than four- in 2016 from R3.1 billion in 2011.
4.2% and revenue rose 0.3%in 2011.  ,r five-star hotels.

Occupancy is expected to increase

The average room rate for th.ree-star During the next five years, room from 57.1% in 2011 to 68.8% in 2016

hotels was R690 in 2011, which was revenues in three-star hotels which is slightly higher than the

16% below the overall hotel average. ] expand at a projected 7.9% occupancy experienced in 2008 of
68.1%.

Three-star hotels

2007 2008 2013 2014 2016 2012-16

Available rooms
(thousands)

Stay unit nights
(millions)

% change

Occupancy rates (%)

Average room rates (R)

Total room revenue
(R millions)

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Four-star hotels

Four-star hotels comprised 28% of Given the increased number of
hotel rooms and stay unit nights foreign visitors in 2011 and the

in 2011, and 36% of hotel room forecast growth in foreign visitors,
revenue. The average room rate for we expect four-star hotels to

four-star hotels was 26% higher than  penefit more from the increase in
the overall hotel average in 2011. The  ourism than three-star hotels and
average room rate fell 12.3% in 2011 project revenues to grow at a 9.0%
and revenues declined 9.6%.

Figure 13: Occupancy rates - three, four and five-star hotels
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Figure 14: Total hotel room revenue by category (2011)

M Three-star hotels B Four-star hotels
Five-star hotels M Other

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

compound annual rate to R5.2 billion
in 2016 from R3.4 billion in 2011.

The occupancy rate in the four-star
sector is expected to increase from
54.1% in 2011 to 64.2% in 2016. The
level forecast for 2016 is still below
the boom period of 2007 and 2008,
which experienced occupancy rates
of 74.9% and 70% respectively.
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Four-star hotels

2008

2009

2010

2016 2012-16

Available rooms
(thousands)

14.1

15.1

16.1

% change 2.2

1.4

7.1

6.6

Stay unit nights 3.8
(millions)

3.6

3.2

3.2

% change 0.0

0.0

Occupancy rates (%) 74.9

Average room rates (R) 850

% change 141

Total room revenue 3230
(R millions)

% change 141

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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Five-star hotels

Five-star hotels made up only 5% of available hotel rooms and stay unit nights in 2011, but generated 11% of total
hotel room revenues and 13.9% of the three-, four- and five-star category.

The average room rate was R1 750 in 2011, with the average rate varying from R1 575 in August 2011 to R1 975 in
December 2011. The average rate for the year is more than twice the overall hotel average.

Five-star hotels generated the largest increase in room revenues of the hotel categories in 2010 with a 32% increase
and experienced the steepest decline in 2011 with a 17% drop. This swing reflected the impact of the FIFA World Cup,
which benefited five-star hotels more than other categories in 2010 and led to a steeper decline in 2011.

Five-star hotels will benefit even more than four-star hotels from the increase in tourism over the next five years and
we expect five-star hotels to be the fastest-growing hotel category. We believe hotel room revenues will expand at a
12.3% compound annual rate to R1.9 billion in 2016 from R1.1 billion in 2011. However, three- and four-star hotels
will still make up the bulk of revenue in the hotels sector with expected revenue of R4.5 billion and R5.2 billion in 2016
respectively.

The fast-pace of growth in the five-star sector is also expected to be seen in occupancy, which is forecast to increase
from 51.4% in 2011 to 70.5% in 2016. The 2016 forecast rate is higher than the 2007 occupancy rate of 65.8%.

Five-star hotels

2012-16

Available rooms
(th d

% change

Stay unit nights
(millions)

% change

Occupancy

Average room rates (R) 1505

% change

Total room revenue
(R millions)

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Guest houses and guest farms

.22 __ifr{;déhinél_hospjtqlity trénds -
S 7S _J_'_.;.. @ - . h—l" :



The guest house and guest farm
market can quickly react to changing
circumstances by adding or removing
rooms from the market. During

the past three years, the number of
available rooms fell by a cumulative
12.5% reflecting softening in the
market.

With the underlying market now
settling after the highs and lows of
the FIFA World Cup, we expect room
availability to increase slightly in
2012 and to rise to 11 200 by 2016,

a 4.2% compound annual increase
from 9 100 rooms in 2011. This
equates to an average increase of 420
rooms per year to 2016.

Stay unit nights will increase at
rates comparable to growth in

room availability, rising by 4.1%
compounded annually to 2.2 million
in 2016 from 1.8 million in 2011.

Guest houses were the only category
in which the average room rate rose
faster in 2011 than in 2010.

Guest houses did not raise their room
rates as much as other categories

in 2010 and growth in demand and
rising occupancy rates allowed them
to post a larger increase in 2011.

We do not expect this increase to
hold up in 2012 as room availability
increases. We expect a decline in
2012, flat rates in 2013 and mid-
single-digit gains during the latter
part of the forecast period.
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Figure 15: Guest houses/farms - Average room rates The average rate of R700 in 2016

(2007-2016)

800 —
700 —|
600 —

500 —|

Rands

400 —|

300 —

200 —

100 —

2007 2008 2009 2010 2011

[ Average room rates (R)

will be 0.3% higher on a compound
annual basis compared with R690 in
2011.

2012 2013 2014 2015 2016

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

Room revenue rose at double-digit
rates during each of the past two
years. Slower growth in average
room rates will lead to slower growth
in revenues.

Spending is predicted to increase

to R1.5 billion by 2016, a 4.4% gain
compounded annually from 2011.
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Figure 16: Guest houses/farms - Stay unit nights and total
room revenue (2007-2016)
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Guest houses/farms

2007 2008 2016 2012-16

Available rooms 9.6 10.4
(thousands)

% change . 8.3

Stay unit nights : 1.6
(millions)

% change : 6.7

Occupancy rates (%)

Average room rates (R)

% change

Total room revenue
(R millions)

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates *Compound annual growth rate




Caravan/camping sites,
bush lodges and other
accommodation
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The caravan/camping sites, bush
lodges and other accommodation
category provided 39% of all rooms
or units in 2011, but only 19% of
revenue. The average rate of R415 in
2011 was 39% lower than the overall
average as this category targets an
economy-minded clientele. However,
average rates have risen at double-
digit annual rates during the past
five years.

We expect somewhat more

modest increases averaging 7.5%
compounded annually during

the next five years, which will

still exceed the overall average

of 4.8% compounded annually

for all accommodation. At lower
price points, there is generally less
resistance to increases than at higher
price points.

A poor 2011/2012 summer season
led to a 9.0% decrease in stay unit
nights. We expect that a strong
summer will lead to a reversal of
that decline in 2012. We then expect
modest growth in subsequent years.

We estimate that room revenue will
increase at an 11.1% compound
annual rate to R4.3 billion in 2016
from R2.5 billion in 2011.

Caravan/camping sites, bush lodges and other accommodation

2007 2008

2010 2011 | 2012

Available rooms 46.5 46.7

(thousands)

% change 2.4 0.4

Stay unit nights 6.2 6.3
(millions)

% change 8.8 1.6

Occupancy rates (%) 36.5

Average room rates (R) 260

% change 18.2

Total room revenue 1612

(R millions)

% change 28.5

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

2013

2014 2015 2016 2012-16

* Compound annual growth rate




Looking back: 2011




In our previous report, released

in July 2011, we forecast a 2011
occupancy rate of 45.2%. However,
given the increased number of
foreign and domestic travellers

in 2011, the industry achieved an
occupancy rate of 47.4%, with hotels
and guest houses performing better
than expected.

Hotels occupancy for 2011 was 53%
compared to our forecast of 48.3%,
while guest houses had an occupancy
rate of 54.2% compared to the
forecast of 45.7%.

The increased occupancy translated
into 19.6 million stay unit nights
for 2011 versus our forecast of 19.3
million.

Total room revenue for the industry
was R13.4 billion compared to our
forecast of R12.9 billion.

Actual room revenue for 2011 is,
however, 3.5% lower than 2010,
which included the revenue from the
FIFA World Cup.

Figure 17: Actual vs forecast results for 2011

5071 474
45 —

45.2

40 —

35 —

30 —

25 —

Occupancy Stay unit nights Revenue Foreign &
(%) (millions) (R billion) domestic
visitors (millions)

I Actual I Forecast

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates
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Available rooms Figure 18: Available rooms (2007-2016)

The overall number of available 140 —
rooms fell 0.2% in 2011 as gains in
hotels were offset by declines in the 120 —

other two categories.

100 —
Beginning in 2012, we expect S
guest houses to be the fastest- (=] 80
growing category, averaging 4.2% g
compounded annually. We expect S 60 —
minor declines in both hotels and o«
caravan/camping sites, bush lodges 40

and other accommodation in 2012
followed by modest increases in both
categories in subsequent years in 20
response to rising occupancy rates.

0 —
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Overall, we forecast that room
availability will increase at a 1.1% B Hotel
compound annual rate to reach B Guest houses/guest farms '
119 700 in 2016 from 113 200 in N Caravan/camping sites, bush lodges and other accommodation

[0 Total
Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

2011.

Available rooms (thousands)

2007 2008 2009 2012 2013 2014 2016 2012-16
CAGR*

Hotels

Caravan/camping
sites, bush lodges and
other accommodation

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Stay unit nights

Stay unit nights rose for both Figure 19: Stay unit nights (2007-2016)

hotels and guest houses in 2011,

but declined for caravan/camping 25
sites, bush lodges and other
accommodation.

20—

Hotels are expected to have

a compound annual increase

of 3.9% in stay units to 2016,
while guest houses and caravan/
camping sites, bush lodges and
other accommodation are forecast 10—
to record gains with compound
annual increases of 4.1% and 3.4%
respectively. 5|

15—+

Millions

0—
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

[ Hotel
Il Guest houses/guest farms
I Caravan/camping sites, bush lodges and other accommodation

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

Stay unit nights (millions)

2007 2008 2009 2010 2011 | 2012 2013 2014 2015 2016 2012-16
CAGR*

Guest houses/guest

% change

Caravan/camping
sites, bush lodges and
oth dati

% change

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Occupancy rates

During the past five years, occupancy ~ FOr guest houses, we project occupancy rates to edge downward from 2013,
rates declined for hotels, rose for although they are expected to remain higher than they were during 2007-10.

guest houses (particularly in 2010
and 2011) and were relatively steady
for caravan/camping sites, bush
lodges and other accommodation.

We expect occupancy rates for caravan/camping sites, bush lodges and other
accommodation to be relatively steady over the 2012-16 period.

Figure 20: Occupancy rates (2007-2016)
We expect occupancy rates in 2012
to turn around for hotels, increase 80 —
for guest houses and rebound for
caravan/camping sites, bush lodges
and other accommodation. We 70 -
foresee occupancy rates for hotels
continuing to expand until 2016 as
stay unit nights will grow faster than 60 —|
available rooms. Nevertheless, the
projected occupancy rate for hotels
in 2016 will still be 9.7% lower than 50 —
in 2007.

Hotels historically had the highest 40 — ._/\/_-'—‘_H
occupancy rates among the three

categories, but guest houses passed

the lower-graded hotels in 2011 30
and will remain higher than the

total hotel occupancy rate in 2012.

%

I I I I I I I I I 1
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

. - Hotels =Jll= Guest houses/ == Caravan/camping sites,
Occupancy rates in three': four- and Guest farms bush lodges and other
five-star hotels declined fractionally accommodation
in 2011 and were Ol‘lly marginally Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates, Smith Travel Research (STR)

above guesthouses. Beginning in
2013, we expect hotels to again have
the highest occupancy rates.

Occupancy rates (%)

2007 2008 2011 2012 2015 2016

71.8 68.4 53.0

ouses/guest farms 42.9 42 54.2

Caravan/camping sites, bush
lodges and other accommodation

Total

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates * Compound annual growth rate
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Average room rates

There is a large disparity in average
room rates between the three
categories. Each component occupies
a niche and targets different visitors.

Hotels appeal to business travellers
and the high-end vacation market.
Guest houses and guest farms target
consumers looking for comfortable
accommodation and local flavour.
Caravan/camping sites, bush lodges
and other accommodation market
to people looking for inexpensive
accommodation, while game lodges
appeal to visitors interested in
outdoor activities.

Caravan/camping sites, bush
lodges and other accommodation
will continue to be the fastest-
growing category, averaging 7.5%
compounded annually, but this
growth will be at a slower rate than
the double-digit annual gains seen
over the past five years.

Average room rates (R)

2007 2008

Hotels
% change

Guest houses/guest
farms

% change

Caravan/camping
sites, bush lodges and
other accommodation

% change

% change

Average rates for hotels will rise at a 4.6% compound annual rate, while guest
houses will be the slowest-growing category with a projected 0.3% compound
annual increase.

Figure 21: Average room rates (2007-2016)

1200

1000 —

800

Rands

600

400

200

0
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

N Hotels
Il Guest houses/guest farms
I Caravan/camping sites, bush lodges and other accommodation

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

2009 2010 2012 2013 2014 2015 2016 2012-16
CAGR*

905 980 1025
11.7

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates *Compound annual growth rate
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Total room revenue

Hotels will continue to generate the
majority of accommodation revenue
during the next five years. Growth 25
will average 8.7% compounded
annually, comparable to the overall
compound annual increase for all 20—
accommodation of 8.8%. We expect
hotels to comprise 71.4% of spending

in 2016. 15—

R billions

Caravan/camping sites, bush lodges

and other accommodation will be 10—
the fastest-growing category with a

projected 11.1% compound annual

increase, raising its share of the 5—
market from 18.9% in 2011 to 21.0%
in 2016.

0 —

Guest houses and guest farms will be
the slowest-growing category of the
overall accommodation market with
a 4.4% compound annual increase,
dropping its share of total spending
to 7.6% in 2016 from 9.3% in 2011.

Total room revenue (R millions)

2007 2008

Guest houses/guest
farms

% change

Caravan/camping
sites, bush lodges and
other accommodation

% change

10936 12312

% change

Sources: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

2007 2008 " 2009 2010 * 2011

N Hotel
I Guest houses/guest farms

N Caravan/camping sites, bush lodges and other accommodation
[0 Total

Source: PricewaterhouseCoopers LLP, Wilkofsky Gruen Associates

Figure 22: Total room revenue (2007-2016)

2012 12013 ' 2014 ' 2015 ' 2016 '

2011 2012 2013 2014 2012-16

13524 14 555

2532 | 2915

18 836 20379

* Compound annual growth rate
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Conclusion

The hospitality industry will continue to face the challenge of lower
occupancy rates and increased pressure on rates in the short term.
There is, however, optimism in the market with some signs of recovery
translating into improved occupancies in certain sectors.

The major players in the industry are continuing with their capital
expansion and refurbishment programmes to keep their products current
and to maintain their competitive edge.

Although visitor numbers from Europe are down, the increase in visitors
from other African countries and the Asia-Pacific region are a boost to the
industry and returns, albeit lower, are still to be had in the South African
hospitality industry.
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