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wr. Gord Putnam
Smartiand Inc.
9703A — 100 Street
Morinville, Alberta
T8R-1R3

Dear Mr. Putnam —

In accordance to the terms of our agreement. Rich Eichler Consulting Inc. ("R.E.CI"} has
completed a Feasibility Study for a potential new hotel development to be iccaied in the Town
of Morinville, Alberta. The overall objective of the Study was to analyze the market and financial
operating performance of a proposed &0-room, limited-service, chain-affiliated hotel to be

developed within the corporate Town limits of Morinville.

No particular hotel site has been considered and/or analyzed within this Study. While one
potential site exists adjocent to @ new Community Cultural Centre which is now under
construction along 1001 Avenue east of 100t Street, projections herein have not incorporated
into its findings the impact on the potential hotel operating performance of any one particular

site.

In addition to the various mix of guest rooms and suifes proposed for the hotel, it has been

assumed for the purpose of this analysis that the property would include a lobby area breakfast
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room, a small boardroom, an indoor swimming pool and waierslide, exercise room, a small
food/sundry item and internet kiosk adjacent to the front desk, and ¢ coin-operated laundry
room. As a result of the new Community Cultural Centre being built in fown, no additional

meeting/conference facilities have been envisaged for the property.

Please note that any findings, conclusions and/or recommendations herein are only based on
the most applicable information that R.E.C I obtained through the course of the Study research,
which extended up until Friday, June 18th, 2010. As well, while R.E.C.l assures Smartland Inc, that
all research elements as part of this Study were undertaken in the most thorough and

comprehensive manner possible, there are no guarantees that the projections made herein will

be achieved.

Thank you for your cooperation and assistance during the course of this assignment. Please

inform if there are any questions and/or comments you may have regarding the Study findings.

Yours fruly,

RICH EICHLER CONSULTING INC.
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STUDY METHODOLOGY

To accomplish the Study objectives, a number of research elemenis were undertaken during the

course of the assignment. These included:

] An Initial start-up meeting plus several follow-up conversations with Smartland Inc, as well
as Town of Morinville municipal officials to discuss the Study methodology and to fully
gauge their views as to what type of hotel facility they envisage, and what potential
locations could be suitable for development;

. A review of prospective hotel sites, addressing area aesthetics, site access, egress,
visibility, and proximity to demand generators;

. A review of published information highlighting the recent performance of the Edmonton
and local Morinville area hotel industries 1o measure fop line revenue performance
(occupancy and average daily room rates), supply and demand growth, and financial
operating results;

. Interviews with tocal and regional area municipal planning officials fo determine the
current status of the local economy, and the potential for new development which may
generate demand for a proposed hotel in Morinville;

. A review of published information pertaining to the historic and current perdformance of
the Greater Edmonton and Alberta economies;

) Telephone interviews with approximately 30 local and frade area businesses and
organizations to gauge the nature and frequency in which they utilize hotels within the
region;

. Approximately 15 telephone interviews with representatives of local area golf courses,
sports/leisure/recreation centres, plus churches and community halls, to determine the
nature and fregquency of their meeting/conference/banquet demand, as well as to
discuss general frends in recent booking activity;

» Personal and/or telephone interviews with representatives of competitive and/or
comparable hotels in the Morinville frade area including S$t. Aloert, Redwater, Legal,
Gibbons, and Wesilock. The purpose was o gauge their opinions related to the status of
the competitive hotel markeiplace, as well as to assess any proposed expansicn and/or

renovation plans,;
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. Preparatfion of five-year projected occupancy and average daily room rates for the
subject 60-room hotel in Morinville based on Study research; and,
. Preparation of a five-year pre forma cperating statement of Revenues and Expenses for

the subject hotel, assuming an cpening year of 2012,

The following provides o delailed overview of ol Study findings, conclusions, and

recommendations.
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SECTION A - AREA REVIEW

ALBERTA

Research indicates that Allberta has been one of the strongest and fastest growing economies
of any province in Canada over the past decade. Befween 2004 and 2008 alone, it achieved
the highest annual average rafe of economic growth of any province, at 4.1% Gross Domestic
Product (G.D.F). While there are many reasons as to why such fovourable growth has occurred,
one primary explanation is that it has an abundance of natural resources such s energy,

agriculture, and forestry, which have alt contributed to the foundation of its thriving economy.

As a result of its diverse mix of natural resources, Alberta has experenced unprecedented
growth since the mid-1990’s including sirong in-migration, rising employment opportunities, and
significant new construction, development and investment activity of dll types. in fact, relative
1o other provinces, Alberta has consistently recorded the highest levels of investment per capita
in Canada, with a total of $80.7 billion worth in 2007, and o projected total of $83.8 billion in
2008. In 2007, Alberta’s investment per capita was $23,230 versus a national average of $9,780.
This investment includes all forms of residential and non-residential construction such as the
bilions of dollars which have been committed towards various mega mining, pipeline and

energy projects.

While good fortunes in the energy sector has been the main driver of the Alberta economy in
the past decade, the Province has also capitalized on ifs strengths in other industries such as
manufacturing, telecommunications. wholesale/retail trade, plus business and commercial
services. This growth has served o support not only a more dynamic, but also more diversified

economy, making Alberta one of the most desirable places o live anywhere in Canada.

Alberta is now however in the midst of recovenng from its first recession since 1986. After posting
an increase in G.D.P of 1.5% in 2008, growth decelerated quite significantly and declined by
4.0% in 2009. while the recession was generally felt throughout maost countries of the developed
world, aAlberta was impacted somewhat harder, as after many years of successive and

unparalleled growth, its economy began to naturally slow to a more normalized pace of aciivity
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in mid-2008, which was approximately the same fime at which the first signs of a global
economic recession surfaced. A cooling off of the Alberta economy was therefore not only
expecied, but was also welcomed by many, as it was unrealistic to assume that the pace of is

growth could be sustained at the levels it was experiencing year after yvear since the late 1990s.,

As such, the approximate 4.0% decline in G.D.P in Alberta in 2009 was triggered by a 25.0% drop
in real business investrment due fo sharp declines in both energy prices and tight credit markets.
Although recently anncunced government infrastructure and incentive programs tempered
otherwise severe job losses in most industry sectors, the unemployment rate in Alberta was dlso
expected fo rise 1o approximately 6.5%, which was almost doukle the 3.6% rate it recorded in
2008. Alberta in fact had posted the lowest unemployment rate of any province in 2008 prior to

the onset of the economic recession.

With the worst of the recession now over, analysts such as those with the Royal Bank of Canada
{R.B.C) suggest that initial concerns that Alberta would remain stalted in an economic recovery
have dissipated, os signs of a slow but steady increase in activity are becoming more apparent,
Key sectors that lost strength in 2009, such as construction and investment, are now growing
quite favourably. The housing sector for example has significantly rebounded with large
volumes of new construction, with levels this spring nearly three fimes those that prevailed a year

ago.

On the non-residential investment side, there is also renewed interest in Aloerta’s oil and gas
sector according to R.B.C, reflecting both improved market conditions and recent changes to
the Province's royalty regime that restored Alberia’s royalty competitiveness against other
regions in Caonada and the U.S. 5o far in 2010, land sales for oil and gas development have
surged in both value and acreage. Oilsands and conventional licenses are also up refative to
2009.

Activity during this past winter's cil and gas drilling seasen have also picked up considerably
from depressed ievels, and the industry now expects the higher drilling levels to be sustained
throughout the remainder of 2010 according to R.B.C. Approximately 11,600 wells in Canada

are forecasted to be drilled during the course of 2010, which while substanticlly lower from 2007
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totals, is 36.0% higher than projections made iast October. And with expectations of major
oilsands projects continuing to move forward., this should go even further fowards boosting non-

residential investments into Alberta.

Further ciding the economy is a return 1o consumer spending. R.B.C reports that retail sales in
Alberta rose strongly in the firsi-quarter of 2010 - so much so in fact that Alberta is now
forecasted toc post the fastest growth in relail sales among all provinces. This is quite a
furnaround considering that Alberta recorded the sharpest decline in retail sales during the

course of 2009.

while Alberta's economy recovers from the recent recession, it has yet however to make any
material gains within the jot> market. R.B.C reports that employment in Alberta has been mosily
stagnant in the past year, and the unemployment rate is stifl near its highest poinf in 14 years —
aithough some positive signs have emerged recently, This lackluster performance, especially
compared to visibly improving prospects elsewhere in the country, appears to have dimmed the
attractiveness of the Province as a place for other Caonadians to move. In recent quarters,
Alberta has shown its first net inter-provincial migration losses since 1994. Nonetheless, as the
recovery shitts into higher gear in the period ahead, steady gains in jobs are expected which

should heip re-establish positive immigration flows.

Overall, according to R.B.C., the G.D.P oullock for Alberta is now forecasted to grow at 3.1% in
2010, This is up from 2.5% in the previous March 2010 R.B.C forecast. There is even stronger
growth forecasted of 4.2% in 2011, as the recovery is anticipated to spread more broadly across

industrial sectors.

Shouid in fact g 4.2% increase result in 2011, it will be only second to Saskatchewan in terms of
G.D.P growth among oll ten provinces. The natlional average G.D.P increase in 2011 is
forecasted at 3.5%.
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City of Edmonton

Edmonton is the provincial capital of Alberia and the sixth largest city in Canada. As part of the
Greater Edmonton Capital Regicn, it has metropolitan popuiation of over 1.25 million people.
Along with its cutlying communities, Edmonton has enjoyed a strong decade of growth, driven
by rising energy prices, substantial construction activity, and unparalleled investment in oit sands
and related projects. While the oil sands projects are generally located in the northern areas of

Alberta, Edmonton is the main manufacturing hub for the provincial oil and gas industry,

Edmonton has exceeded the Canadian average of G.D.P growth in 8 of the last 10 years. The
Edmonton Economic Development Corporation (E.E.D.C) in fact has indicated that between
1995 and 2005, real G.D.P increased by 47.0%. Edmonion is also expected to be one of the top

ecchomic performing cities of any in Canada over the long-term dccording to the EED.C,

However, with the recent worldwide economic recession as well as continued depressed natural
gas prices that directly impact the Alberta market, the real G.D.P forecast for Edmonton in 2009
was estimated at -2.0%.  Activity is however expected to improve in 2010 to a 4.1% increase
agccording to a recent C.B.R.E Realty Advisors report. This is due in port to an estimated %60
billion of new construction projects skated for development within the Cily. Some are new
projects, while others are for projects that were tfemporarily delayed due o the economic

recession.

with regard te Edmonton's downtown office market, 2009 saw & drop in demand according fo
C.B.R.E. The vacancy rate rose to 7.7%, and is expected to increase throughout 2010. No new
significant office supply however is expected to enter the downtown core until late 2011, The
suburban office vacancy rate was 11.9% at year end 2009, with an expecifed climb into 2010.

There is approximafely 22 million square feet of office inventory in the Edmonton market.

In terms of the industrial sector, 2002 was the first year since 2004 that ihe market experienced
consecutive years of rising availability. There waos nearly 400,000 saquare feet of negative
industrial space absorption in 2009, and 1.5 million square feet of new supply. No major new

industrial projects are slated for completion in 2010. Currenily, Edmonton occupies
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approximately 100 million square feet of industiial space inventory.

Overall transaction investment (for existing non-residential product) in Edmonton was more than
25.0% lower in 2009 versus 2008 according o CB.R.E. Whereas total volumes reached $853
miflion in 2008, they were just over $4625 million in 2009. The decline was primarily due fo the
economic recession ang tight credit markets. with credit avaitability now easing somewhat
among financial instifutions, the consensus among most industry analysts is that 2010 will lead to

a heightened level of transaction activity.

As noted in Table A-1, fotal new construction activity in Edmonton during 2009 as measured by
the value of building permits, reached approximately $2.45 billion, and despite the economic
recession, it actually cutpaced 2008 results by $150 million. While the most substantial gains were
in residential housing and not within key business sectors such as commercial and industrial
deveicpments, the fact that overall construction aclivity increased during the harsh recessionary

period demonsirates the general strength and diversity of the Edmonton economy.

in terms of 2010, building permit values are once again ahead of 2009 tofals. To the end of May,
overall construction activity in Edmonton recached $1.28 billion versus $782 million for the first five

months of 2009. The most notable gains were recorded in the commerciol and residential

sectors.
- TABLE A-1 T J
BUILDING PERMIT VALUES = CITY OF EDMONTON

_ _T___ZOOS TO 20072 (000'S) 1

2005 2004 2007 2008 2009
Commercial $358,841 $533.648 $871,218 $878.802 $715,379
Industrial $127.107 $88,842 $92.,991 $155,97¢9 $128.639
institutional 3312917 $227.117 $112,837 $249,395 $281.062
Residential $1.302,298 | $1,442,948 $1.34%9.9242 $999,346 $1.310,255
Miscellaneous $2.586 $13,160 $14,519 $12,387 $13,264
TOTAL $2.110,74% | $2,305,715 52,441,527 52,295,930 $2,448,601
Source: Cify of Edmonton

Feasibility Study — Proposed Hotel Development
Town of Morinvilie, Alberta
June 2010



11

City of §t. Albert

The City of $1. Albert is part of the Greater Edmonton Capital Region. It is locoted in the
northwest quadrant of Greater Edmonton, and approximately 15 kilometres south of Morinville

aicng Highway 2. The current population of $t. Albert sits at just over 60,000 residents.

Because of its close proximity to the City of Edmonton, St. Albert is considered to be a "bedroom
community”, with research indicating in fact that many S§t. Albert residends commuie on g daily
basis to Edmonton for work, educational, and/or leisure purposes. In its own right however, as §t.
Alberta has grown and developed over the vyears. it has become its own self-sustaining
community with over 2,200 businesses (an increase of 300 since 2005). including a diverse range
of commercial, retail, education, health/medical and leisure/recreational uses plus a broad

rmixture of single and multi-family residential housing.

Upwards of 35,000 people work within §t, Albert according to the most recent 2006 Canada
Census statistics.  This is up nearly 11.0% from 2001. Being o large and growing retail and
commercial cenire, the greatest increases in employment between 2001 and 2006 were in
sectors including “sales and service" and "trades, transport and eqguipment”.  Occupations
within all primary-related industries led all sectors of growth between 2001 and 2006 with a 33.0%

increqse.

St. Albert is aiso known as a “gateway” to Northem Alberta, as it is situated along Highway 2
which leads to strategically important centres such as Fort McMurray and Peace River. 1t should
be noted however that although Highway 2 carries many fravellers throcugh the year between
Greater Edmonton and Fort McMurray, the majority of this fravel cccurs east of Highway 2 along
the Highways 28 & 63 corridors,

while the economy of 5t. Albert has flourished in recent years along with the general Edmoenton
region on whole, a disadvantage it has relative to certain other neighboring communities of
Edmonton is its lack of industriat employers. Such employers are most often major demand
generators for area hotels and motels. Although there are certain areas of 3t. Albert that have

pockets of manufacturing, warehouse and distribution companies, its volume of inventory is
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quite small compared fo other centres such as Nisku/Leduc, Sherwood Park, and Spruce

Grove/Acheson Industrial Park.

Nevertheless, overall construction activity in St. Alberf continves 1o grow, and despite the
recassion which negatively impacted the entire Edmonton economy, the vaolue of building
permits for St. Albert during 2009 actually surpassed 2008 fotals. Whereas in 2008, $104 million in
fotal construction activity was recorded, there was over $145 million in 2009. The increase was
mainty due to a heightened tevel of new residential development, plus the initial construction of
a 200,000 square feei, $25 milion development called the "Hole Enjoy Centre”, which upon
scheduled completion in the fali of 2010, will feature a variety of attractions including production
greenhouses and nurseries, retail and event space, a spa, health and beauty clinic, and an

assosrtrent of food and beverage outlets.

In terms of ather tourisi/recreation oriented developments, a new 92-room Best Western Hotel is
under construction in St. Alibert, which is scheduled for opening in the late summer or early fall of
2010. The hotel will primarily be limited-service in nature, with no on-site restaurant or meeting

space. It will however feature an exercise room and indoor swimming pool.

with regard to building activity, it should be further noted that thus far into 2010, total combined
consfruciion in St. Albert is $43 million to the end of May versus $27 million to the end of May

20092. This represents an increase of nearly 60.0%.

Sturgeon County and the Town of Morinville

The Town of Morinville is surrounded by Sturgeon County, which is generally located on the
northern boundaries of both the Cities of Edmonton and $t. Albert. The County is primarily rural,
with much of its economy being agriculturally focused, although its close proximity to both
Edmonton and St. Albert provide easy driving distance 1o and from the respective cornmunities.
As such, Sturgeon County has all the benefits of a rural municipality, yet with easy access to all

key city services.
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According to the latest 2006 Stafistics Conada Census figures, there are approximately 19,000
residents within the rural areas of Sturgeon County. This is up 3.1% from the 2001 Census. The
primary urban centres within Sturgeon County include Morinville (population approximately
7.600), Gibbons (2.600), Redwater (2,200), Bon Accord {1,500), and Legal (1,100). When
including these urban cenires, the enfire popuiation of Sturgeon County is upwards of 34,000

resicents.

The generdl rural landscape of Sturgeon County lends itself well towards a mixed balance of
food and agriculture production, which ranges from traditional field crop production of wheat,
oat, barley and canola, to livestock and speciadlized vegetabie and nursery operations. While
the Coundy has long been known as o farming and agricultural region, over the past decade,
the most significant contributor to iis economy has been within developments stemming from
the indusiriai sector, namely within g variety of mega oil, gas, energy. and petro-chemical

reiated projects.

This is due to Alberta's vast oil sands resources, which are recognized as a significant future
source of the world's energy supply. In fact, 70.0% of Canada's crude oil comes from Alberta.
The Province also produces 80.0% of the country's natural gas and 46.0% of its coal. Alberta’s cil
sands reserves contain an estimated 1.7 filion barrels of bitumen in place, exceeding the oil

reserves of Saudi Arabia.

A recent report by the Canadian Association of Petroleum Producers {C.A.P.P) further suggests
despite the recent worldwide recession and downturn in oil and gas markets, the emergence of
new oilsands projects and investments in Alberta should lift overall crude production quite
notably over the long-term. Although the 10 to 15 year cutlook had been somewhat uncertain,
recent investments such as those committed by Sinopec Corp., Petro-China, Athabasca Oil
Sands Comp., and Total SA's Northemn Light projects, have significantly altered in o favourable
way the long-term forecast scenario. In fact, in 2010 alone, investments in Alberta’s oilsands are

expected to jump by $2 biflion from 2009, to a total of $13 billion.

As o result of these and other new and re-generated projects expected fo occur, cilsands

production in Alperta is anficipated o nearly triple within the next 15 years and represent the
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majority of Canada’s crude supply, according to C.AP.P officials. Previous forecasts made by
C.A.P.P hod predicted Alberta's cilsands to double by 2020, not friple. With new forecasts in
place, total production in Canada could now reach as high as 4.3 million barrels per day by
2025, although more conservative estimates may be within the 3 milien per day range. For

reference purposes, in 2009, Canada produced on average 2.72 million barrels of oil per day.

While Alberta's oil reserves are abundant, the bitumen within the cil sands requires processing. or
"upgrading” before it con be fransformed inte traditional petroleum products such as
tfransportation and heating fuels. The industrial units which undertake the processing of bitumen
are therefore called upgraders. Many companies involved in bitumen grocessing have found
conditions within the Sturgeon Country and City of Fort Saskatchewan areas to be perfectly

suited for upgraders to be built.

Toe date, there is one major upgrader in the region that is in operation. It is owned by Shell
Canada. Shell has recently completed an expansion of its Phase | upgrader, but has long ferm
plans to add up to four more separaie phases with a new upgrader project. There are several
other companies that have purchased iand in the area which are either presenily analyzing

pians to develop upgraders, or are in the midst of regulaiory approval discussions.

Sturgeon County and areas surrounding Fort Saskatchewan however have not been the only
locations where new upgrader/petro-chemical plants have been proposed 1o be bullt, as other
immediate surrounding regions have also generated interest from several oil and energy
companies. 5o to ensure the susiainability of the entire region as a key fuiure manufacturing
centre for petro-chemicals and other related uses, Sturgeon County, along with the City of Fort
Saskatchewan and the Counties of Straihcona and Lamont, began a new model of co-
operation in 1998 in which the “Alberta Industrial Heartland"” was formed. The City of Edmonton

has also recently joined the Indusirial Heartland associatfion.

Since its inception, the Hearttand Region has developed into Canada's single largest
hydrocarkzon processing area. The region spans over 350 square kilometre, making it the most
viabile site in Alberta with respect to the capabiiity of cost effective, value added processing of

the oil sands bitumen and petro-chemical feedstock.
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Designated for long-term heavy and medivm indusirial growth related fo the oil and petro-
chemical industry, the Heartland Region is already home to over 35 word-class companies,
including over 20 in Fort Saskatchewan alone. Te date, # has had over $25 bilion in new
pefroleum, petfro-chemical and chemical processing facilities built, Although Shell is the only
upgrader project in the region at present, several other internationally based suppliers and
producers of chemical goods have established ¢ presence in the region including Dow
Chemical, imperial Qil, British Petroieum, Agrium, Sheritt Intemational, Praxair, Air Liquide and
Chevron. And in addition 1o the new and prospective upgraders in the region are other
consfruction projects related to the supply and servicing of upgraders such as pipeline and

raitway line installations.

Table A-2 provides an overview of the major upgrader projects in the Heartiand Region as well
as their current status of operations and/or development. [t should be noted that while the size
and scale of the various upgrader projects are significant by any standards, there are currently
fewer proposed for develecpment than there were in recent years. This is mainly because of the

recent global economic recession.

Further, the global credit crisis which first surfaced in tate 2008 has made it difficult for many cil
companies to secure project financing. This is particularly so seeing that upgraders are generally
large, expensive and quite capital intensive projects. As well, gaining government approval
from the Aloeria Ulilities and Energy Board can be ¢ long and arduous process, particularly as
each upgrader project must successfully pass an environmental impact assessment before they
are given clearance to proceed. As a result of these circumstances, certain upgrader facilities

which had been previously proposed, have since been terminated or put on an indefinite hold.

At the same time however, with prospects of new vprgrader projects being built, the economic
impact and spin-off benefits they may bring to ¢ region, including that of local area hotels, is
generally guite significant. This is in part because of having sizeable |abour requirements once
the upgraders are operational, as well as generating several hundreds if not thousands of

construction jobs while upgraders are being built.
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Strathcona County

expansions of
100,000 barrel/day
each to upgrading
facility

Feasihility Study — Proposed Hotel Development
Town of Morinville, Alberta

June 2010

TABLE A-2
ALBERTA INDUSTRIAL HEARTLAND MAJCOR PRIVATE PROJECTS SUMMARY
- AS OF JUNE 2010
LOCATION PROJECT CAPITAL STATUS
DESCRIPTION COSsT
Alberta Sulphur  Sulphur Forming $30 milion  Regultatory approval received in August 2009,
Terminal {Hozco) — and Shipping Construction will depend on timing and construction
Lamont County Facility of upgraders in Heartiand area
BA Energy — 160,000 barrelfday  $2.9 bilion Construction halted by company in 2008. To be
Strathcona County  bitumen upgrader reviewed in 4 to 5 years
Fort Hills Energy - 350,000 barrel/day  Unknown  Joint Venture between Suncoer, UTS, and Teck
Sturgeon County bitumen upgrader Cominco. Merger between Suncor and Petro-
Canada completed in August 2009, Project received
all regulatory approvals from ERC8{*) and Alberta
Environment. Future construction dependent on
review cumenily underway at Suncor re: timing of their
bitumen extraction and upgrading asseis
Kevera - Fort Lease of 6inch, 30 Unknown  Inregulatory process
Saskafchewan km pipeline and
associated
construction te
augment curmrent
pipeline system
Kinder Morgan - Sulphur forming $50-$60 In regulatory process
Strathcona County and handling million
facility
King Tech Maple Spent catatyst Unknown  Inregulatory process
Resources — recovery
Strathcaona County
Maxim Power Nalural gas power  $140 milien  Received regulatory approval in June 2008. Ongeoing
Corporation - generaiion facility discussions and project planning
Lamoni Coundy that produces 190
MW
Noarithwest 150,000 barrel/day  $4.2 bilion  In May 2010, selected for the Government of Alberta’s
Upgrading — bitumen upgrader Bitumen Royalty in Kind program. Also announced
Sturgeon County and diesel refinery partnership with Canadian Natural Resources in
January 2010 for the project. Has received all
regulatory approvals from ERCB and Alberta
Environment. Facility planned to oe operational in
2013 with Phases 2 and 3 1o follow
Shell Canada - 100,000 barrel/day Unknown  Construction of Phase 1 upgrader completed in 2010.
Strathcona County expansion to Commissioning To commence in late 2010/early 2011
existing upgroder
Shell Canoda - Four addiional Unknown  Environmental impact Assessment Report complete

and submitted o ERCB. Hearing for ail phases of the
expansion to occur during the course of 2010




TABLE A-2 (continued)
ALBERTA INDUSTRIAL HEARTLAND MAJOR PRIVATE PROJECTS SUMMARY
AS OF JUNE 2010

LOCATION PROJECT DESCRIPTION CAPITAL STATUS
COSsT
Shell Quest Carbon Fully integrated project $1.35 billion  In regulatory process. June 2009
Capture and including the capture, announcement indicated that Quest
Storage Facility - transport, injeciion and storage was one of 3 projects chosen by the
Strathcona County of carbon dioxide. Over 1 Government of Alberta fo receive
millicn fonnes of carbon dioxide funding for carbon capture storage
to be coptured by 2015.To be projects

then fransported to an injeciion
location near Scotford complex
and stored more than 2 km
betow thick layers of
impermeable geological

formations

StaiQil Canada - 240,000 barrel/day bitumen $14.4 billion  Company withdrew regulatory

Sfrathcona County vpgrader application in 2008

Total E&P - 300,000 barrel/day bitumen $28.6 bilion ERCB hearing scheduled for June 2010,

Strathcena County upgrader Financial review to be conducted by
company before commencement of
the project

Willioms Energy - 12 inch pipeline fo transport Unknown Application submitted to ERCB in June

Sturgeon County high vapour pressure liquids 2009. Regulatory review expected in

from Fort McMurray to Sturgeon 2010. Pipeline expected to be
County operational by 2012

* ERCB - Energy Resources Conservation Board
Source: Alberta Industrial Heartland

As noted in Table A-2, two upgrader projects that were initially proposed have been deferred.
in 2008, Statoil withdrew its application to build an upgrader, citing reasons that included
prohibitive construction costs, the state of the global economy, uncertain il prices, and a lack
of legislative clarity. If was to be a $14.4 bilion project requiring more than 5,500 construction

workers and an operational workforce of 600 once completed.

As well in 2008, BA Energy decided to indefinitely defer their upgrader project and focus instead
on their bitumen extraction facilities in the Fort McMurray area. They have indicated however

that they will re-examine their Fort Saskatchewan area upgrader project in 4-5 years.
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Notwithstanding the obvious employment and economic benefits that upgrader projects may
create, there has been rising opposition in recent years by various special interest groups who
fear the outcomes of pollution and toxic emissions that the vpgraders would produce. Although
the mandate of the Heartland Region is to encourdge and facifitate industrial development, it is
also govemed by the principals of an "eco-industrial”" framework which is 1o ensure that the

utmost interests of the community, its residents, and the surrounding environment are being met.

Te date, the Alberta government has approved the maojority of upgrader projects in the region,
but gt the same time, they have also promised to ensure the integrity of the environment and
surounding residential communities by capping the level of carbon dicxide emissicns. A recent
report by the Pembina Institute concluded that Alberta should not approve all upgrader

projects until there is a solid plan to limit pollution and fresh-water use.

The report states that if ali the vpgraders proposed were 1o be established by 2020, they would
consume water ten fimes as much as the City of Edmonton each year, and emit 45 megatonnes
of greenhouse gases. In response to these concerns, the government has stated that delaying
the vpgraders would drive away investment from the Province and lead to more bitumen being

shipped out of Alberta for processing. which would certainly cost thousands of jobs.

As such, with all funding, capifal cost, market, labour, reguiatory and environmental impact
requirements needed to be addressed prior to the development of upgrader projects, it is not
possible for anyone to predict the timing of any new or expanded facilities, and the recent

recession and decling in crude oil prices have only added to the uncertainty.

There is however renewed oplimism that within a two year timeframe, the economic cutiook for
both Alberta and the rest of the world’s industrialized nations will be much improved. In fact, as
previously discussed, the Royal Bank of Canada has predicted that by 2011, Alberta should
once again be one of the top performing provinces in the country, and this is in part atributable

to an expected and appreciable rise in the price of crude oil.

Although there are no projections that the price of oil will refurn anytime scon 1o the level of

$147 U.S a barrel which it recorded in ithe summer of 2008, expectations are that prices will be
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high enough to justify a continuation of various upgrader projects that have either recently been
terminated or indefinitely delayed. While it is not just a favourabie price of oil that will potentially
re-generate upgrader projects, it is known that few if any would proceed unless o reasonable

price of oil can be sustained.

There is no particular price that is considered to be a minimum which would trigger new and/or
expanded upgrader projects, although in discussions with representatives of various oil
companies as part of this Study research, it appears that oil would need to comfortably be
within the $80.00 U.S. o barrel range to be considered economically feasible. while oil prices
have risen quite notably over the last vear from $35.00 a barrel o its current price of
approximately $75.00 o barrel, prices have stagnated in recent months.  Several anaolysts
however such as Merrilt Lynch have forecasted oil to be within the $85.00 U.S. a bamel range by
the end of 2010, and that by year end 2011, a $100.00 barrel of oil could be possible.

it should also be noted on the positive front that as a result of the recent recession. construction
costs in general have fallen relative to 2007/2008 when the economy was strong. This no doubt
helps to alleviate certain concems with regard to the large capital cutlay requirements that
upgrader projects have. As well, the recession has cooled the once tight labour market in
Alberta, and now with « larger labour pool available, there are more recsonable costs

associated with hiring construction crews and frades personnel.

Overall therefore, there is no certainty as to which if any new upgrader projects wilk be built,
although in May 2010, the Alberta government selected Calgary based North West Upgrading
to build a $4.2 billion bitumen refinery in Sturgeon County near Redwater, an gpproximate one-

half hour drive from Morinville,

The government’s involverment in selecting North West Upgrading is part of Alberta’s plan to use
bitumen that will become available under its new Bifumen Royalty In Kind (B.R.LK) program,
which was designed io help revive stalled upgrader projects and keep jobs within Alberia.
Under its agreement, the B.RIK inifiative would collect oil sands bitumen in place of cash
royatties, which can then be used to encourage uvpgrading. refining, ond petro-chemical

deveiopments in Alberta.
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The North West Upgrading facility itself would be the word's first refinery to use a one-step
bitumen conversion process with an infegrated carbon dioxide management solution, The
refinery would be built in three phases, eventually reaching production capacity of 150,000
barrels per doy. It would process 75,000 barrels per day of bitumen received by the Province in
lieu of royalties (through the B.RI.K program}. Canadian Natural Resources Limited of Calgary
has clso agreed to provide bitumen and financial support in a 50/50 joint venture with North
West,

While the project is not findlized in full, government and industry analysts aiike firmly contend thaot
it will proceed in development as plonned. North West has already invested $400 million into the
project. And white not also firmily known, the most recent estimates are such that the project
would employ up to 3,000 construction workers in each of ifs three planned phases. According
to North West officials, initial construction of the first phase could commence as early as this fall,

with an eventual completion date of fate 2013,

Indications of how Siturgeon County and cother Alberta Indusirial Heartland regions have
benefitted economically over the past five years due to new upgrader and related projects are

evident in recent year building permit data as highlighted in Tables A-3, A-4 and A-5.

TABLE A-3

BUILDING PERMIT VALUES — STRATHCONA COUNTY ($000's)

2006 2007 2008* 2009
Commercial/Institutional $65,679 $60,266 $280,508 $93,951
Industrial $59.012 $470,439 $64.423
Residential $256,054 $310,329 $147,968 $179,573
TOTAL $380,745 $841,034 $428,474 $337,947

* $208,508 combines all commercial, industrial and institutional construction activity

Source: Strathcona County
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BUILRING PERMIT VALUES - CITY OF FORT SASKATCHEWARN (5000's)
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Source: Sturgeon County

|I 2006 2007 2008* 2009

i Residential $82.183 $130,754 $51.093 $65.820

l Commercial $6.664 $2.403 $36,550 $8,400
Institutional $547 $436 $1.644 $50,200
Industriat 36,518 $7.201 25,409 8,400
TOTAL $95,911 $140,793 $114,698 $132,800
Source: City of Fort Saskatchewan

e TABLE A-5

DEVELOPMENT PERMIT VALUES — STURGEON COUNTY (S000's)
2004 2007 2008 2009

Residential $57.504 $110.21 $81.389 $59.414
Commercial $610 $1.150 $i41.000 $5.338
Industrial $17.259 $180,523 $43,765 $74.733
Institutionat $0 $255 $30 $43,643
TOTAL $75,373 5292,139 $124,325 $183.,120

As noted in Table A-3 for Strathcona County where the magjority of upgrader and refinery

projects exist, 2008 consfruction activity was considerably weaker than in 2007. This was mainly

due to beginning signs of a slowing economy and rapidly declining oil prices as of late summer
2008. The decrease in fact was neary 50.0% from $841 million in 2007 to $428 million in 2008.

The residential and non-residential sectors were both impacted quite severely in Strathcona

Coundy. In terms of non-residential construction, declines were mainly attributable fo upgrader

and related pipeline projects as welt as within commercial and manufaciuring activity.

Construction activity was even weaker in 2009, although year to date results for 2010 {to the end
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of May) suggest that total building permit values are 18.0% higher than for the first five months of
2009,

The same is true for recent construction activity in Fort Saskatchewan. As indicated in Table A-4,
permit values were lower in 2008 relative to 2007, aithough higher totals were recorded in 2009,

with year to date totals thus far into 2010 being 65.0% higher.

with regard to Sturgeon County, construction activity in recent yvears has generally been
recaorded by development permit values and not by building permits values. As such, while
development permits provide a good indication as to what may be consiructed, they are not as
firm an indicator as are actual building permits. Statistics as in Table A-5 nevertheless show that
development permils rose substantiolly in Sturgeon County between 20046 and 2009, This reflects
in part the various upgrader, oil, gas, pipeline, and petro-chemical related projects that were

praposed for construction in the Country during that time period.

Actual building permit values begon to be recorded in Sturgeon County as of 2008, with results
indicating a total of $25 million in combined resideniial, commercial, industrial and institutional
construction. This compared to just $21 million of total activity in 2009, although year to date
information for 2010 indicates that values are considerably higher mainly due to a much stronger
housing sector. Whereas for the first three months of 2010 Sturgeon County recorded close to

$18 million in new home construction, it was just below $46 million for the first three months of 2009.

Wih specific regard to the Town of Morinville, as previously indicated, it is localed approximately
15 kilometres north of St. Albert along Highway 2. While situated in close proximity to the large
centres of both St Alcert and Edmonton, Morinville has retained its unigue, small-town historic

charcicter, with long-standing roots from English, French and German heritage.

with a full-fime resident pogulation of over 7,600, it is the largest urban community within
Sturgeon County, and to a degree, acls as a regional frade area centre to smaller outlying
communities within the County such as Bon Accord, Gibbons and Legal. The frade area of
Morinville, based on a 20 minute driving commute range for goods and services, has «

popuiation base of aver 90,000 residents.
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Morinville's population has grown quite significantly in recent years according to Town officials.
Whereas between the 2001 and 2006 Canadian Census, its population increased by just 0.7%, it
has grown by nearly 13.0% between 2006 and 200¢9. The Town anficipates that annual

population growth over the foreseeable future will be within the 2-3.0% range.

Further evidence of a growing population stems from Alberta Ministry of Transportation data
which indicates that in Morinville, there were 5,250 vehicles per day on average in 2002 thaoi
fraveiled either north or southbound on Highway 2 near the intersection of Highway 642. In 2009,
the average annual daily fraffic volume was 6,520 vehicies. This represents an increase over
nearly 10.0%. This growth is iIndicative of how Morinville is becoming a more popular route for
commercial and leisure travellers alike, as will be further discussed in following sections of this

Stuchy. _

There are alsc new signaling lighis and transportation routes being planned for Morinville and
vicinity over the long-term. According o Ministry of Transportation officials, while no specific
timeframes for these projects have been confirmed, it includes plans for an expansion of certain
porfions of Highway 2 both north and south of Morinville from two to four lanes. Although the
eventual completion may take upwards of ten years, specific segments of the highway should

be upgraded and expanded within a two year period.

Other key demographic sfatistics reloted to Moarinville are that i is considered to be quite a
young and family-ordented community. While the medion cge of Greater Edmanton residents is
36, it is 33.8 in Morinville, Further, the average family household income in Alberta is $73.823 while
in Morinville, it is $79,432.

The Morinville economy is supported by a number of sectors including educational services,
health and welfare, transportation ond communication, manufacturing, construction, oil and
gas, finance, insurance & real estate, whelesale/retail frade, plus usiness and government

services. There are also a variety of value-added agriculture and processing industries.
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Major employers in Morinville include Champion Pet Foods, Sobeys and Exira Foods, FHynn
Brothers Construction, Frontier Honda, K & T Metals, RV. Ciy, Target Products, plus the

administrative offices of the Town of Morinville and Sturgecn County.

One of the larger and growing employers in Morinville stems from the Edmonton Garrison
Canadian Forces Base. While situated some 20 kilometres southeast of Town, many military
families reside in Morinville when they re-locate to Edmonton, and have found the community to
be an extremely welcoming one. The Canadian forces Base is one of the new generation

"super-bases" which has resulted from the consolidation of the miilitary across Conaoda.

Similar to how St. Allbert in many respects is considered as a bedroom community to the City of
Edmonton, so o is Morinvile to the City of St Albert. Becouse it is just approximately 15
kilometres between Morinville and St. Albert, many residents of Morinville access §t. Albert for o
wide variety of work, educational, shopping and general leisure/recreation purposes. It is

astimated however that 22.0% of Morinville's residents are locally employed within the Town.

One of the reasons why Morinville's population has increased in recent yvears is due to the fact
that areas of both Edmonton and St. Albert have become increasingly expensive to live. As o
result, several residents have opted to move from Greater Edmonton to Morinville where certain
housing inventory is more afiordably priced. Others have moved from Edmonfon for quality of
life reasons, as Morinville offers a more refaxed, tranquil environment, And supported by @ strong
economy over the last decade, there are also an increasing number of work opportunities in

Morinville.,

It should be noled however that despite new and expanding work opportunities in the local
areq, Morinville does not contain a significant number of large employers or key, nationally-
represented commercial, industrial or manufacturing firms. Rather, the majority of businesses in

Town are small in ngture with 10 or less employees.,

The single fargest project now underway in Maorinville is the construction of a $12 million
Community Cultural Centre, scheduled for opening by the spring of 2011. This will coincide with

the Town's 100t anniversary of incorporation. The two-starey Centre is being designed as a
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multi-purpose facility to accornmodate thealre, dance and musical produciions, as well as
weddings, re-unions, anniversary banguet celebrations and other social events, plus meetings

and conferences. Itis being built on land adjacent fo the Morinville Community High School.

The meeting/conlerence/banquet facilities to be buili will be flexible and state-of-the-art in
design. Five separate meeting rooms ranging from 250 to 500 square feet each will be provided.
All five rooms however will be situated adjacent fo each other and be fully divisible to allow for
up to 2.300 square feet of contiguous meeting/conference space. Another main fecture of the
Centre will be on 8,000 sguare foot multi-purpose hall in which numerous events such as

banguets, theatre, musical performances, trade shows and/or exhibsils may be held,

Due to the construction of the new Centre, building permit records for the Town are quite
inflated for 2010, as they reflect most of the $12 million cost for the facility. Nevertheless, while
residential permit values in both 2008 and 2009 in Morinville were significantly down relative to

2006 and 2007, much stronger results are being posted thus far into 2010.

In fact, for all of 2009 there was $14.2 miilfion of new residential construction in Morninville, while in
just the first 3 months of 2010, it already surpassed $11.3 milion.  As such, with the Community
Cultural Centre plus renewed strength in the residential sector, building permit values for the
Town are expected to largely ouipoce both 2008 and 2009 resulis. Table A-6 overviews historic

building permit values in Morinville between 2005 and 2009.

|
I

| TABLE A-6
- BUILDING PERMIT VALUES - TOWN OF MORINVILLE
| 2005 TO 2009 (000's)

| 2005 2006 2007 2008 2009
| Residential $19.666 | $31,374 $50,897 $18.658 $14,175
Non-Residenfial $2,310 $3.513 $2.483 $3.278 $3,664
TOTAL $21,976 | $34.887 $53,380 $21,934 $17,839 |

Source: Town of Morinville
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Finally, with respect to leisure. recreation and sports activities in Morinville, the Town and
surrounding carea offer a plentiful mix of year round opportunitias for all ages. Among the area

events and attraciions inciude:

+ The §t. Jean Bapiiste Park, Church, Centennial Clock Tower, plus the annual $t. Jean
Baiptiste Summer Festival

+ Ray McDonald Sports Centre (ice rink/curling rink/outdeoor soccer fieldsfiacrosse/ball
haockey

+ Skyline and Meadow Ball Diamonds (4 diamonds ot Skyline with lights for night
tournaments, concession oullet, covered picnic shelter, 2 diamonds at Meadow)

+ Musee Morinville Museum, featuring bilingual exhibits and illustrations

+ Fish and Game Pond

s Bob Foster Exireme Sporis Park

+  Morinville Splash Park

« Senior Cilizens Rendezvous Club/Hall

¢ Lion's Park/Teen Cenire

» Rotary Park, Champlain Heights Park, Grandin Heights Park, Belle Park, Sunnydale Park
and Sunshine Lake Park

» 3 outdoor tennis courts

+ Filness Cenire

s 18-hole Cardiff Golt & Country Club

« Heritage Loke & Campground R.V. Park (54 serviced sites)

s Events including “Le Tour del’ Alberta" (bike tournament}, “Fy Bali" {dog competition),
and “Tearin® Up the Turf” (agricultural exhibition), and,

s  Walking/nature trails

Morinville further offers a relalively broad range of service clubs, plus sports and community
organizations. A select number of these include a Chamber of Commerce, Knights of
Columbus, Lions Club, Rotary Club, Royal Canadian Legion, Fish & Game Club, Curing Club,

Minor Hockey, Junior “B" Hockey, Minor Soccer, plus Minor Baseball/Slo-Pitch.
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SECTION B —~ HOTEL MARKET ANALYSIS

In assessing the potential operating performance of any new proposed hotel, there are typically
other hotels in the surrounding vicinily fo which comparisons can be made, particularly in
relation to what relative strengths and weaknesses the proposed hotel would have. There are
several factors that are included in such ¢ comparalive analysis, including location, size, price,
product quality, mix of on-site facilities, independent versus chain affiliation, and the nature of

the clientele that is being served.

Related to Morinville, these measurements can generally not be made as there is considered {o
be just one hotel competitor in the local Morinville market - that being the 28-room Morinville
Plaza & Suites located ot 10219-100M Avenue, But despite being situated in Morinville, it s
R.E.C.I's opinion that notwithstanding a recent renovation and refurbishment undertaken at the
hotel, The property would not be considered as a strong competitor o the subject 60-room hotel
proposed for development, This is primciily based on three reasons, the first of which being the
general physical condition of the hotel. While renovations have certainly upgraded and
modernized it to a higher standard, it would differ from the subject hotel quite notably in terms of

overall product quality.

The second reason is that the subject hotel would substaniiclly differ from the Morinville Plaza &
Suites in terms of its range of on-site guest facilities and services, as well as in ferms of branding.
Whereas the Morinville Pioza & Suites is generally G “rooms-only” property, recommendations for
the subject hotel as part of this Study are much more broad and envisage o lobby area
breakfast room, a small food/sundry item kiosk adjacent to the front desk, an internet kiosk, a
small boardroom, coin-operated guest laundry room, exercise room, plus an indoor swimming
pocl and waterslide, The hotel would also substantially differ because it would likely be aoffilicted

with an internationally recognized brand.

And finally, the third reason, which may perhaps be the most convincing in terms of why the
hotels may not strongly compete, is based on the excepfionally poor reputation that the
Morinville Ploza & Suites has had in the past, both in terms of product and guest service.

Research as part of this analysis confirms that many businesses, sports teams, leisure travellers
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and other "end-user” groups who have in the past utilized the hotel, suggest that it would be
difficult if not impossible to win back their pafronage despite new ownership, management and

renovations.

In order to therefore project how the subject hotel property would {fare should it be developed
as proposed, several research elements were undertaken, with consideration given to the

following:

e For a population of 7,600, Morinville appears 1o be underserviced in terms of holel
product. Whife the number of hotels a market has often depends on the mix of its
emplovyers, what attractions it has, and its location relative to other larger centres,
community with 7,600 residents should in theory have more than one primary overnight
accommodation facility. And with particular regard to Morinville, despite ifs close
proximity to St. Albert and the City of Edmonton, the Town does have a relatively
diversified mix of business, commercial, and recreation uses. As previously noted
however, it does not contain a significant base of large and/or nationally-represented
manufacturing/industrial employers.

» Based on discussions with the cument owners of the Morinville Plaza & Suvites, it appears
that there would be room to support the development of a new hotel in Town, Despite
many unsatisfied end-users of the hotel in the past, it has been ulilized by a wide variety
of individuals and groups (both business and leisure based), because quite simply there
are no other true overnight fixed-lodging accommodation cheices in Town. There s a
small property, the Morinville Hotel, at the comer of 100t Avenue and 100t Sireet,
atthough it is a very old facility with less than 16 guest rooms, and it primarily operates as
a pub. As such, it too would be discounted as a competitor 1o the subject hotel,

+ Based on more detailed research and discussions with ownership and management of
the Morinville Plaza & Suites, hotel demand in the past has apparently stemmed from a
wide range of corporate, commercial and government travellers, leisure fravellers, the
"visiting friends and relatives™ market who need ovemight accommodations in Morinville
as part of area weddings, anniversary, or re-union celebrations, and for funerals.

Demand has also been generated by participants in sport tearm and tournament league
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play such as baseball, basketball, curling and hockey, plus work crews and construction
crews stationed in the area for either long or short perieds of fime.

¢ The large majority of total hotel demand in the past at the Morinvilie Plaza & Suites on an
annual basis has been from waork crews stationed in the area. This is not onty because in
recent years the region surcunding Morinville has had severdl oil, gas, pipeline and other
general construction work projects, but also because the Morinville Ploza & Suites was
censidered to be a popular choice for work crews. This is due in part to the inexpensive
room rates the hotel has charged in the past. Work crews typically require blocks of
guest rooms for extended periods of time, and they are also generally rate sensitive. This
will more often than not make them choose area motels that are both basic in
accommodation, and, offer the most affordable rocom rates.  Work crews have also
represented the majority of total hotel demand throughout the course of the year at the
Marinville Ploza & Suites because the work that they undertake is generally conducted
on five of the seven nights of the week between Monday and Friday.

« A final reason as to why the work crew sector has been the largest sector of hotel
demand in the past at the Morinville Plaza & Suites is because many other corporate,
commercial, government, leisure or sports team markets have chosen the hotel only on a
“worst case” basis, and despite the potential farther distance, have opted to stay at

better qudality hotels and motels in either St. Albert or Greater Edmonton.

In order to further gauge the level of support for a new hotel development in Morinville, g series
of telephone interviews were conducted with representatives of approximately 50 area
businesses, government organizations, associations, sports tecms and tournament crganizers,
and hotels & motels. These included contacts locally within Morinville, as well as other regions of

Sturgeon County and the Industrial Hearland as well as within 5i. Albert.

Assessing the potential level of hotel demand from the corporate/business community was
considered to be especially important to the operational viability of the subject hotel, as the
majority of such demand would generally occur over the crucial five day work period from

Monday through Friday.
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The feedback from telephone interviews varied, and resulis were not tabulated in any scientific
or statistical monner. However, definife trends and/or preferences became evident. The
following provides an overview of the general findings collected through the survey interview

ProCess,

s Employers within Morinville are not on any regular basis significant generators of hotel
demand. While several of the companies contfacted require accommaodations at certain
times throughout the year for their clients, suppliers, staff, etc., the number of these
occosions is generdlly quite few in number,

s  Within Sturgeon County, there are several large companies located in Sturgeon industrial
Park which generates large volumes of hotel demand. As the Park however is situated
close to the City of Fort Saskatchewan, virtudlly all interview respondents contacted
suggested that they would rarely if ever consider Morinvile as a possible hotel
alternative. And if Fort Saskatchewan hotels were not available, properties in Sherwood
Park would be the next preferred choice - thus generally preciuding much potential
hotel demand stemming from Sturgeon industricl Park aond areas east into the Fort
Saskatchewan region.

¢ Two other areas of Sturgeon County with commercial/indusirial pockets are Pro-North
industrial Park {10 kilometres southwaest of Morinvilie), and the Villenueve Airport Industrial
Park {30 kilometres southwest of Morinville). In discussions with various employers based in
both Parks, indications were such that a new hotel in Moerinville would not be a logical
choice given more nearby hotels in 5t. Albert and/or Spruce Grove, Stony Plain or west
Edmonton.

+ Regardless of their nature being “business” or “leisure” onented, hotels in $f, Albert or
Greater Edmonton are often selected first and foremost when overnight
accommodations are required. This is not only becouse of the lack of quadiity hotel
choices within Marinville, but also because of the close proximity of Morinville to both St.
Albert and Greater Edmonton. Furthermore, in addition to having more hotel choices
available in these communities, there are also many more attractions availalble such as
food, shopping and entertainment. Accordingly, ¢ number of interview respondents
indicated that even if a new, guality were 1o be built in Morinville, S1. Albert would remain

as a popular, and often first" choice.
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¢ St Alberf appears o be the primary choice of hotels for the corporate, govemment,
leisure and sports feam markets when overnight accommodation is reguired rather than
the west end of Edmonton. This is mainly because of its closer proximity to Morinville.
However, while 31. Albert provides o greater and more diverse complement of hotel and
motel facilities than Morinville, it was not always perceived by interview respondents to
be their preferred choice. This is because the 5t Albert Inn is often considered to be "too
busy” or "foo expensive”, and therefore beyond the general acceptance level of would-
be Morinville hotel demand. Conversely, the other accommodation choices in St. Alpert
are generally basic motel properties, whose physical condition was generally considered
to be of the same quality as the Morinville Plaza & Suites,

» Cerfain inferview respondents indicated that even with a new hotel proposed for
Morinville, not al! of their ovemnight requirements would be fulfilled by the property due to
the fact thai they often select hotels that are either more central to the downtown
Edmonton area and/or the Edmonfon International Airport.

+ Discussions with representatives in Morinville that organize recreation sports and
fournaments within the assorted venues in Town indicate that events generally occcur on
many weekends throughout the year. This is as a result of Mornville having o large
complement of both summer and winter time recreational activities. Baseball,
bosketball, curling and hockey cre among ihe four largest sports, and during many
weekends in the year, there are toumaments which often aftract visiting teams from
communities far encugh away from Morinville that generate overnight hotel demaond.
Due to its close proximilty to St. Albert however, some of the tournaments involve both
communities. Despite many specific Monnville based tournaments, hotels and motels in
St. Albert are most offen selected. This again is not only becouse of the close proximity to
rMorinville, but alse because of the lack of choices available locally. Research as well
indicates that in the past, there have been limes in which iournament organizers could
not find space at the Morinville Plaza & Suites because they had been full. This would be
expecied with only 28 guest rooms. Recreation organizers suggest that the obvious
preference would be 1o have more local area hotels, so that teams and/or their family
memibers can stay in Town, ond not be forced to dive back and forth between
Morinville and 5. Albert, parficulardy during winter and/or other inclement weather

conditions.,
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+ Certain sports team organizers indicate that additional tournaments (provincial and/or
other) could be created in Morinville it a new and good quality hotel were to be bwitt.
Currently however, with few rooms available in the market, as well as the poor
perception that many people attribute towards the Morinville Plaza & Suites, it is
reasonable to assume that the addition of new, quality rooms te the market such as the
subject hotel, should help atfract and retain overnight rooms demand from sports teams
on many occasions throughout the yeaor,

s  While not as large as Morinville, several other smaller surrounding communities such as
Bon Accord, Gibbons and Legal also have a cerfain varety of sporting events and
activities through the vear that periodically generates demand for hotel use. Their
location reladive fo Morinville suggests that o new hote! development would be
favourably perceived, especially since the few motels situated in these communities are
primarity old, limited in terms of number of guest rooms, and in inferior physical condition.

e The same would be true of certain long-term work crews which have in the past staved in
smalt, older motel properties in oullying communities of Morinville, While as previously
indicated, althcugh work crews generally seek the most basic and affordably priced
motels while in the field, they may not have as many choices at times when area hotels
and motels fill with work crew demand. This may particulary result in strong economic
fimes when several work crew projects are being commissioned at the same time and
hoiel demand for such outstrips the available rocom supply. This is what generally
occurred during the 2006 to 2008 pericd when Fort Saskatchewan area hotels were
virtually full year round as a result of various upgrader and related projects that were
being built. With an alarmingly high labour shortage in Greater Edmonton at that time,
many frade personnel from other regions of Canada were able to secure long-term work
opportunities in the Edmonteon Region. This necessitated them however to find overnigint
lodging for extended pericds of fime. Hotels and motels in Fort Saskatchewan and other
regions of Sturgeon County were obvious benefactors of the fight labour market.

+« A further reason as to why certain work crews could favour new and perhaps more
expensive hotels over basic and more affordable motel properties, is that there are
preferences among certain crews for higher quatity product, especially if guest rooms
were more spacious and included kitchenette units. A free continental breakfast service

is atso favourably perceived by many crew workers. As such, with the majerity of area
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motels not providing such amenities or services, it stands to reason that certain work
crews would opt for newer hotels which did offer an expanded array of facilities, 1t is
suggested however that the hotel would still need {o be competitively priced within the
market in order o attract the work crew sector.

« Discussions with management of certain community and banquet hails in Morinville
indicate that they are often aware of situations in which visitors to tfown are unable to
find evernight accommodations in the local area. This particularly occurs in the summer
season when several weddings., anniversary parties and/or re-unions toke place.
Community and banquet hall organizers believe that St. Albert hotels receive the
majority of ovemnight demand requests, although agoin the preference would be to
have more hotel inventory available in Morinville so that the event at hand would be in

close proximity to the overnighi lodging.
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SECTION C — PROJECTED OCCUPANCY PERFORMANCE, SUBJECT HOTEL

A number of considerations were given in ariving at the projected occupancy performance of
the subject 60-rcom hotel proposed for development in Morinville. In part, consideration was
made based on industry knowledge of other western Canadion communities that have
similarities to Morinville in terms of size, location, hotel inventory, and mix of employers. Maost
consideration however was based on research findings from the approximate 50 personal and
telephone interviews conducted with local and regional economic development officials, area
hotel and motel operators, tourist, leisure, banguet/community hall representatives, and severat
“end-user" individuals and groups including local and regional businesses, associations, First
Nations and other government/public sector emplovers, plus sports feams and tournament

organizers.

Typically, when a market has a representalive mix of hotels and motels, the most effective
manner in which to determine how a new hotel may fare in terms of its future occupancy and
average daily room rate {A.D.R) performance, o “"capiure rate” analysis is undertaken. This
analysis essentially invelves an assessment of the new hotel's relative strengths and weaknesses
by each of the individual demand sectors that a hotel generally relies on through the course of
the year in terms of occupancy support. For a market such as Morinville, these major demand
sectors would typically be 1} corporate/government 2) tourist/leisure 3) sports team, and 4) work

crew.

The corposate/government sector relates to the wide range of commercial businesses in Morinville

and region plus other municipal or provincial government agencies stationed in the vicinity. Once

the Community Cultural Centre is buill, demand would also include overnight meeting/conference

activity. The majority of hotel demand stemming from the corporate/government sector occurs

throughout the year, but partficularly on weekdays from September through to June.

Tourist and leisure travellers represent a diverse source of demand, but generally include those that

wish to stay in the Morinville area for the purpose of visiting friends and relatives. This may include

sociat gatherings such as weddings, anniversary parties and family re-unions. It clso includes funeral

visitations. The majority of tourist/leisure travel occurs in the summer season, holiday periods, and on
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weekends. There are other tourists in the area who are on leisure frips in the region, and as part of

their visit either to, or fhrough Greater Edmonton, may opt to stay overnight in the Morinville vicinity.

As previously discussed, Morinville also atiracts a variety of groups which participate in year
round organized sporting events and tournaments. These most often occur on weekends during
the spring, summer and fall seasons, but can also cccur on weekends and holiday periods.
Morinville also atracis certain overnight non-sports groups to Town. These are groups which are
involved in various service clubs plus community organizations and associations such as the Lions

Club, Rotary Club and the Royal Canadian Legion.

As dlso previously discussed, the work crew sector has up until recently been on extremely active
source of hotel demand in the Greater Edmonton and Sturgeon County region due to several
long-term oil, gas, pipeline, petro-chemical and construction projects. While the economic
recession significantly curtailed the amount of work crew activity, there are indications that it is
returning. largely on cccount of a more favourable ocutlook in the Aliberta economy and higher

oil and natural gas prices.

Given the fact that Morinville itself does not have a defined competitive set of hotels, and as
previously suggested, the Morinvile Plaza & Suites would not be considered as a strong
compeliter to the subject holel, a "capture rate” analysis is not possible to underiake. And
alihough there are several oullying hotels and motels situated within a half hour radius of
Maorinville including the communities of $i. Albert, Fort Saskatchewan, Bon Accord, Gibbons,
Legal, and Redwater, there are reasons to suggest that o new hotel in Morinville such as that

proposed would not normally compete with them in any direct manner.

I regard to St. Albert, its main hotel is the fullservice, 148-room Si. Albert Inn & Suites, which
would be much larger and more diverse in facilities relative to the subject 60rcom property. The
two other properties in 5t. Albert are primarily limited-service “rooms only” motels - the 35-room
Sleep Inn Motel, and the 31-room Horizon Motel. While both motels have adjacent restaurants,
they have no other on-site meeting/conference or recreation facilities. They are diso guite old
and in inferior physical condition. Hence, the three lodging choices in §t. Albert would be quite

different from what would likely be developed as part of the subject hotel in Morinville.
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In addition to the differences in the Morinville and St. Albert hotel product are further differences
that exist between the two communities themselves in terms of their size, economic base and
the general mix of employers. As such, it is unlikely that the two markets would compete in terms
of generating hotel demand. It is suggested however that a new hotel in Maorinville would lure
certain demand away from $1. Albert. This is based on research with owners and operators of St.
Albert hotels and motels who believe that should a new hotel be bwilt in Morinvitle, some pockets

of demand they currently attract from the area would disappear.

These findings are also based on research from various corporate, government, leisure, sporis
team and work crew travellers who may have a preference to use Morinville hotels. For these
traveliers, the main reason for cumently staying in §t. Albert is either because there are at times
no rooms avdilable in Morinville (such as gt the Morinville Plaza & Suites), and/or because of an

unwillingness to stay locally at the Morinville Plaza & Suites due.-to its poor perception.

within the hotel industry, examples of these two above instances are commonly referred to as
“unsatisfied" and “induced" demand. Unsalisfied demand refers fo new rooms demand that
couid potentially be accommodated in a market as a result of new hotel inventory being
infroduced. With just one hofel in the market, Morinville has times throughout the year in which
no rocoms are available. This may have been due to them being occupied by certain work
crews, leisure fravellers or sports teaoms. The infroduction however of new supply into the market
such as the subject é0-room hotel, should satiate a portion of previous "unsatistied demand” by
now being able to accommodate it to a greater degree - thus not forcing as many travellers 1o

seek overnight accommodation elsewhere such as in St. Albert.

Induced demand refers to additional overnight occupancy that may be generated in a market
if new, qudlity and/or unique features are infroduced to an area. The introduction of the subject
hotel is a prime example of induced demand, as it would not only be a new and quality
property, but would adlsc offer a different range of on-site faciliies than what currently exists in
Morinville. Adding such new and/or unigue facilities like o swimming pool for example, would
"induce" certain travelters to stay in the markel. If a pool or other similar features were not
made available, ihere would then be a greater chance that demand would continue to opt for

accommaoddation choices elsewhere outside of the market such as in §t. Albert.
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A further “induced” demand generator would be the new Community Cultural Centre being
built in town. As a result of if being developed with specific meeting/conference/banguet
facilities, it will be considered as a new and unigue addition to Morinville. With streng sales and
marketing efforts in place, this shouid no doubt act as an impetus to generating new ovemight

hotel support to Morinville.,

It should be re-emphasized however that a new hotel in Morinville will not lure ail hotel demand
away from $t. Albert, Despite any preferences to stay locdlly in Morinville, there will remain many
travellers who will opt to stay in area hotels and motels in St. Albert for a number of reasons
including it being closer to Edmonton, having o greater variety of hotel and motel choices
available {including a new ?2-room Best Western hotel opening this fall), plus a much broader
mix of shopping, foodservice and entertainment. The fact that it is an easy 15 minute commute
between Morinville and St. Albert will also dissuade a number of would-be overnight hotel

Maorirwille fravellers from staying focally in Town.

with regard to Fort Saskatchewan, research strongly indicates that it is too far removed from
Morinville 1o be considered directly competitive, and at best, g Morinville hotel would primarily
generate only averflow demand when hotels in Fort Saskatchewan fill to capacity. However,
despite new hotels expected to open in Fort Saskatchewan over the next year, prospects for
stronger hotel demand in that market should resuit given the recent announcement of plans to
begin construction of the North West ugpgrader refinery in nearby Redwater. If hotel cccupancy
rates increase os expected in Fort Saskatchewan because of the North West upgrader,

Morinville hotels should also anticipate o degree of overflow demand.

Further, the mix of motel faciities in the communities of Bon Accord, Gibbons, Llegal ond
Recwater would not be considered as direct competitors to the new subject hotel in Morinville.
This is based in part on their locations which are somewhat removed from Morinville, but mainly
due 1o their limited size and their overall product quality. Most of the motels in these
communities are quite small, old, and dated in appearance. While a new hotel in Morinville
may attract certain area work crews, it stands to reason that the likely rcom rates of the subject

hotel may be beyond the general acceptance level of certain others.

Feasibility Study — Proposed Hetel Development
Town of Morinville, Atberta
June 2010



38

In summary, given alt of the above and with specific reference related to how the subject hotel
in Morinville may perform therefore, the following analysis considers a number of both positive

and negative influences, which are highlighted below:

Positive influences

+ The Alberta and Greater Edmonton economies are now returning to more normal levels
of growth after being quite negatively impacted by the late 2008 and 2009 recession.
Analysts such as R.B.C suggest in fact that in large part due to expected increases in
both cil and natural gas prices, Alberta wilt be one of the top performing economies of
any Province in Canada over the medium to leng-ferm. Edmonton is also expected to
be one of the top economic performing cities of any in Canada over the long-term
according to the Edmonton Economic Development Corporation.

»  With regard to Morinville, it has reaped the positive economic benefifs that the rest of
Alberfa experienced over the last decade. Particulardy favourable with respect to
sconomic growth is that the fown has witnessed a large increase in its population base
as well as a growing and diversified mix of businesses. This too has been shared by
Sturgeon County plus other surrounding municipalifies and Counties including Fort
Saskatchewan, Sfrathcona County and Lamont County. Severdl large cil. gas, pipeline,
petro-chemical and cther general construction projects have been underfaken in these
regions over the past decade, with favourable prospects that they will continue in the
near-term with @ more promising economic outicok for Alberta.

+ Being the largest urban cenire within Siurgeon County, Morinville should also remain as a
key regional service centre to many smaller, outlying communities.

s Based on discussions with a variety of oil and gas analysts as well as representatives with
the Alberta Indusirict Heartland association, it is likely that the North Weast upgrader
refinery near Redwater will commence construction either late in 2010 or early 2011,
while it is expected that the large majority of labourers and work crews hired to construct
the project wili be from the Edmonton region, there will be many trades personnel who
will requite overnight accommodation in the area for extended periods of time, This in

fact was the case when the Shell upgrader refinery was built near Fort Saskatchewan,
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s Hotels and moftels in Fort Saskatchewan and Redwater will likely be the main benefactors
of overnight hotel demand as the North West upgrader is built, although for the purpose
of this analysis, it has been assumed that a new hotel in Morinville should atfract overflow
rooms demand as well. An estimated 200 nightly roocms per month gt the sulbject hotel
beginning in 2012 have therefore been incorporated into the occupancy projections
herein. While it is unknown at present as te how many workers will require overnight
accommodations in the Redwaler region due to the construction ot the North West
upgrader project, early estimates indicate that it may be in the range of 3,000.

s Aside from the North West upgrader project, other work crew related projects should be
expected over the medium to long-term in the Sturgeon County area. This is also due to
forecasts of o more favourable economic outlook in Alberta. Research suggests that o
number of hotels and motels in oullying regions of Morinville achieved quite high
occupancy rates prior to the economic recession mainly due to many such long-term
work projects. On the basis that room rates would be competitively positioned therefore,
it has been assumed for the purpose of this analysis that the subject hotel would be
favourably perceived by certain work crews when extended-stay opportunities arise for
them in the region.

¢« Possipilities exist that along with the North West upgrader project, temporary. modular-
designed campsites may be built fo accommodate area labourers and work crews. In
discussions however with companies that operate such campsites in other oil and gas
fields in western Canada, nightly rates for both room and board can be vpwards of
$150.00 per person. Despite the fact that this rate includes 3 meals a day, $150.00 is
considered to be guite expensive, parliculaily in comparison to what certain hotels and
motels in the region would likely position their nightly rates at in order to attract this
business. Furthermore, while possibilities exist in hotels and motels for workers fo share
rooms {and hence split costs), guest rooms within the campsites are generally no more
than 120 square feef in areq, thus precluding two people from sharing  room,

« Aside from cil and gas industry, research indicates that a new hotel in Morinville would
generate overnight hotel support from other local area employers which currenily ulilize
hotels elsewhere in the region such as St. Albert. As previously discussed, this is due to

certain times of the year in which the Morinvile Plaza & Suites is full, and/or the
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unwilingness of certain individuals and user groups to stay overmight at the Morinville
Plaza & Suites.

e Further hotel occupancy support should stem from several soldiers, officers, other
administrative personnel and their families affiliated with the Edmonton Garrison Base
when they are either re-ocating to, or from. Morinville. Discussions with Base officials
indicate that a new hotel in Morinville would act as o popular temporary location for
their military personnel because many of them choose Morinville to reside in while being
stationed at the Ganison. Other large centres in the region such as the Alexander First
Nation west of Morinville, would also have periodic needs for ovemight hotel use,
although research suggests that it would not be substanticl,

+« For obvious reasons, the hotel should benefit by way of overnight rooms demand in
activity stemming from the new Community Cultural Centre, The $12 milion develepment
is being bult in part to aitract many nondocal meetlings, conferences, trade
shows/exhibits, banquets and other performing arfs events, which should induce
ovemight holel demand from a wide variety of sources.

« Several sports teams would ulilize the subject hotel for their competitions and
fournaments, particulardy if the venues for the event are held in Morinville. At present, a
number spors teams do not stay overmnight in Morinville, either because of capacity
constraints or an unwillingness to stay locally at the Morinville Plaza & Suites. The addition
of new gudlity hotel rooms to the market should help in such situations and keep
tournament players and their families within town as much as possible.

« An indoor swimming pool and waterslide has been recommended for development
within the hotel, This is based on research which indicates that at present, there are no
incdoor pools or waterslides in Morinville or any of the smaller communities in the County.
It has therefore been assumed that should an indoor poot and waterslide be developed
as part of the subject hotel, it would attract many families and other groups such as
sports teams and tournaments.

+« Finally, the hotel is recommmended to be affiliated with an internationally recognized
chain, As part of being affiiated with a reputable brand, the hotel should not only reap
the benefits of having links to a wotldwide central reservations system, but alse be
supporfed by way of sales, markeling. and yield managemenifrevenue support. While

there are obvious costs to affiliate with a brand name chain, it is R.E.C.i’s opinion that
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they would be outweighed by its long-term benefits, pariicularly as there are no chain
affligted hotels af present within an cpproximaote half-hour radius of Morinville. This
includes St. Albert. The closest region in which branded hotels exist is within Fort
Saskatchewan. It should be noted however that the new 92-room hotel now being built

in St. Albert will be operated as a Best Western.

Negative Influences

s Despite the fact that Morinville continues to expand and diversify, it remains o rejafively
small community with a rather limited base of manuiacturing and industrial employers.
And as previously noted, the principal finding from discussions held with the majority of
large employers in the Morinville area is that they are not significant generators of hotel
demand. While most companies require accommodations at certain times throughout
the year for their clients, suppliers, staff, etc., the number of these occasions is generally
quite few in number.

» Heightened oil and gas development activity within the Alberta Industrial Heartland
should continue to provide employment opportunities to the region and help support
hotel demand. However, the majority of oil, gas and petro-chemical projects including
the prospective North West upgrader refinery are situated much closer to Fort
Saskatchewan, with research herein suggesting that Morinville would  primarily get
overflow hotel demand from these developments,

+ There are also potentidl risks that fewer than expected ialbourers and work crews will
require overnight hotel accommodations once the construction of upgrader projects
commence. Should for example the Alberta economy be weaker than anticipated over
the near term, there could be a plentiful supply of tfrades personnel from the Edmonton
region who may be able to fulfil the majerity of construction work and hence limit
potenticl hotel reguirements. And while Fort Saskatchewon hotels were primary
benefactors of demand when the Shell upgrader was built, this was during a time that
the Alberta economy was strong and lalzour markets were parficularly tight.

 Notwithstanding previcus discussions suggesting that the Morinville Picza & Suites has o

poor reputation, the fact that it has been recently upgraded and is now under new
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ownership and management should help in re-attracting certain pockets of demand to
the property.

¢  Withregard to other hotels and motels such as those within 8t Albert, despite them being
fundamentally different from what would likely be developed at the subject hotel in
Morinville, St. Albert will atways be considered as an attractive alternative becaouse of the
close proximity between the two communities, as well as St. Albert being situated closer
to Edmonton and having a much more extensive range of shopping, foodservice and
enfertainment.

¢« In terms of highway traffic, and with specific reference to the subject hotel potentially
capturing key overnight demand from fravellers entering Edmonton from Fort McMurray,
Highway 2 is generglly ulilized less than the combined Highway 63 and 28 corridors. This is
in part due 1o Highway 28 being more closely situated to Fort Saskatchewan where the
majority of upgrader and refinery projects exist.

+  While the new Community Cultural Centre should no doubt create new overnight hotel
demand in Morinville, there are several other comparable-like facilities in the region
which already exist {such as in $1. Albert, Fort Saskatchewan, etc. There is also a
sporisfrecreation/community hall being expanded in Redwater that wili feature new
facilities upon completion in early 2011, This will include public assembly space that will
accommodate up to 450 people for theatre-siyle sealing and 300 persons for a sit-down

banquet.

Summary

Based on dll preceding research elements including the vanocus positive and negative influences
that would be expected to impact the hotel demand performance of the subject hotel in
Morinville, five-year occupancy projections have been forecasted as presented in Table C-1.
Projections assume o 2012 opening date, and that the hotet would be branded and developed
as proposed with 60 guest rooms and suites including the other aforementicned on-site facilities
such as a lobby area breakfast room, a small food/sundry item kiosk adjacent to the front desk,
an internet kiosk, a small boardroom, coin-operated taundry room, exercise room, plus an indoor

swimming pool and waterslide,
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TABLE C-1
PROJECTED YEAR-END HOTEL OCCUPANCY PERFORMANCE _
2012 2013 2014 2015 2014
Market Occupancy 66.0% 68.0% 69.5% 69.5% 69.5%
Source: Rich Eichler Consulting Inc. research

In ariving at the forecasted occupancy rates, "zero-based” demand projections were made for
the hotel's initial year of operations whereby annual room night estimates were projected. This
was done by estimating the number of room nights that could potentially be generated by the
hotel from respondents of the approximate 50 telephone demand interviews which were

conducted,

It is imporiant to note however that despite interviews being held with either the largest and/or
most notable emplovers or hotel "end-users” in the Morinville region, they represent just a smaill
percentage of other potential sources of hotel demand that were not contacted during the
course of the siudy research due to both fime and budget restrictions. For example, several
small employers in Morinville were not interviewed, and white it would be likely that their annual
hotel requirements would e minimal, overnight hetel requirements would obviously rise if all

small commercial and retail business operators were contacted.

Research could also not include specific interviews with all sports teams, tournaments, and
associations that may have overnight hotel requirements in Morinville, although as previously
discussed, several of these groups were confacted. Further, there are many residents of
Morinvilte that have regular needs for hotel use due to hosting friends and relatives, os well as a
number of social occasions such as weddings, re-unions etc. which are held in fown.
Accordingly, for the purpose of this analysis, “best guess” estimates were incorporated info the

occupancy projections along with results from actual surveys which were able to be conducted.

In combing all elements of research findings. as indicaled in Table C-1, a year-end cccupancy

rate of 66.0% for the subject hotel has been projected in its assumed first year of operation, 2012.
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As further noted in Table C-1, occcupancy rate projections post 2012 are expected to rise and
reached a stabilized rate of 692.5% by 2014, In ariving at the improved occupancy rate

perfermance projections, a number of assumptions were made including the following:

e As forecasted by the Royal Bank of Canada and other indusiry analysts, the economic
outlook for Alberta and Greater Edmonion wilt remain favourable and improve over the
near to medium term;

» The construction and operating phases of the North West Upgrader refinery will occur as
proposed;

= As the hotel cpens, its operations will mature and become more broadly recognized
within the marketplace and the general region; and,

« Similarly, as operations of the new Community Cultural Centre will mature and become
mare broadly recognized, it too will aitract a larger variety of meetings, conferences,
banguets, frade shows, and exhibits which should generate certain levels of hotel

demond.

There may aiso be upside to the occupancy projections should Caolgary based Enbridge Inc.
proceed with their Northern Gateway Pipeline project, which essentially involves a new twin
pipeline system that would extend from the Fort Saskatchewan region to g new marine terminal

in Kitimat, British Columbia.

The estimated cost of the capital project is $5.5 billion, and while it is not yet determined if or
when it will proceed, plans are well underway towards its initialization. Morinville may particularly
be impacted should the project proceed, gs it is situated within close proximity to where the
pipeline is to be installed. It has been assumed therefore that several work crews in the area
would be needed as port of the installation process, and should overnight hotels be required,
Morinville should greatly benefit. However, due to the current preliminary nature of this project,

its potential impact on the subject hotel cannot be measured.
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SECTION D — PROJECTED AVERAGE DAILY ROOM RATE [A.D.R] PERFORMANCE, SUBJECT HOTEL

In projecting how the subject hotel would perform in terms of its A.D.R, severadl issues were
considered including an assessment of the hotel’s proposed location, concept, market

orientation, mix of on-site facilities and brand affiliation.

Consideration was also given {owards the recent historic AD.R performance of other
comparable hotels in the Greater Edmonton region, rates charged at other hotels and motels in
the region, plus the fact that the subject hotel would be among the newest in the market. The
majority of properties in the region would not only be older, but also less diverse in terms of guest
facilities. As such, while sfill considered to be a mid-priced property, the hotel's room rates
would likely be positioned higher relative to most motels in the area including Maorinville, St.
Aloert, Gibbons, Legal and Redwater. Rates should however be expected to be below other
larger and/or more full-service hotels such as the $t. Albert Inn, or cerfain properties in Fort

Saskatchewan that have had quite high room rates in the past due 1o strong cccupancy levels.

It will therefore e important for management to be mindful of rates being set at other hotels In
the area order to protect market share and remain competitive. This may be especially true
since there will no doubt be pericds throughout the year in which demand will weaken and
slower occupancies will result, This could trigger some degree of rate discounting, or “price

wars" amoeng hotels.

In combining all of the above factors info the analysis, i 1s projected that in its first year of
operation in 2012, the subject hotel's A.D.R would be at $109.50, rising to $123.84 by 2016 as
highlighted in Table D-1.

a i TABLE D-1
PROJECTED AVERAGE DAILY ROOM RATES FOR SUBJECT HOTEL, 2012 TO 2014
2012 2013 2014 2015 2016
Projected A.DR - $109.50 $113.33 $116.73 $120.23 $123.84
Competitive Market
Percentage Chonge - 3.5% 3.0% 3.0% 3.0%
Source: Rich Eichler Consulling Inc.
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SECTION E - PRO FORMA STATEMENT OF REVENUES & EXPENSES

The preceding research and market analysis conciuded with forecasted occcupancy and A.D.R
projections for the subject 60-room hotel in Morinville, The following incorporates these
projections into an overall five-year Pro Forma Statement of Revenues & Expenses for the entire
hotel operation (03 presentfed in Exhibif £-1), which has assumed that all of the aforementioned

recommended focilities would be developed as proposed.

Projections have been based in part on general hotel industry knowiedge of how comparable
type hotels operate in simitar size market areas. Support has alse been provided by benchmark
data from industry consultants including Pannell Kerr Forster (PKF} Consulting, which produces an
annual "Trends in the Canadian Hotel Industry” report. The "“Trends” publication is o statistical
review of financial operating dafa contributed by hotels, motels and resorts from across
Caonada. In their lafest 2009 edition, the Canadian sample size included 550 properties
representing over 105,000 guest rooms. Data is segmenfed into various sample sizes, and
relevant to the subject hotel, there is separate information for “Western Canadian limited-service
hotels”, as well as “"Canadian hotels under 126 rcoms”.  As such, a review of these two sample
groups helped formulate the basis of cerfain revenue and expense projections for the subject

motel,

In terms of inflation ihroughout the 2012 to 2014 period, revenues and expenses are anticipated
fo grow by an annual rate of 2.5% unless otherwise specified. In certain revenue and expense
line iterms however, inflation is not the sole basis for change, as operations are also impacted by
changes in sales volume and/or the number of occupied rooms being generated.  An

explanation of the various revenue and expense line items within the Pro Forma follows:

Rooms Depariment

Revenue for the rooms depariment has been derived utilizing the average daily room rates and

occupancy levels projected for the subject hotel within the preceding sections of this Study.
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Operating costs include wages, salaries and benefits for front desk, housekeeping and laundry
personnel. Based on industry standards for Alberta limited service hotels, benefits of 18% have
peen utilized. It has also been assumed that the front desk would be covered by a minimum of
one staff memier per shift with periodic assistance from the hotel manager. Other costs include
the continental breakfast service (at a general indusiry standard of approximately $4.00 per
occupied guest room), plus laundry and dry cleaning, guest supplies, travel agent commissions,

contract cleaning and clecning supplies at approximately $4.50 per cccupied guest room.
Other Income

Based on industry standards for comparable type hotels, other income includes revenues and
related expenses from miscellaneous sources including telephone calls, in-room movies,
swirnming ool rentals (kid's birthday parties etc.}, plus commission inceme from any vending

ond/or coin operated laundry machines.

Administration and General

Expenses in this category include salary and benefits for a full-iime hotel General Manager.
Other costs within this depariment include credit card commissions, office supplies, accounting
and legal expenses. office equipment and other office related expenses. Based on incustry
stondards, approximately 500% of Administtation & General cosfs have been assumed for
pavroll and benefit expenses while the remaining 50.0% has been attributed towards all other
general administrative expenses such as those noted above. Credit card commissions are

typically in the range of 1.0% of gross revenues,

Sales and Marketing

This expense is based on industry standards for smaller, limited-service hotels which do not
contain any feod, beverage or meeting/conference facilities. Expenses for Sales and Marketing
generally include advertising, signage, public relations and other promotions that are
undertaken by the hotel. If has been assumed that the General Manager would mainly be

responsible for carrying out these funclions.

Feasibiiity Study — Proposed Hotel Development
Town of Morinville, Alberta
June 2010



48

Property Operation and Maintenance

This expense includes costs related to the general upkeep of the hotal and its premises inclugding
the swimming pcol and waterslide. No maintenance personnel have been included within the
projections herein, Qs # has been assumed that any repairs or maintenance concerns would be
nhandled on an "as needed” basis by an ovutside confractor. As such, expenses herein have
generailly been estimated at 35-40.0% for labour, and 40-65.0% for upkeep. supplies and repair

costs.

Energy

Energy expenses relate to all heat, light and power generation costs for the hofel. Costs have

been based on other comparable sized limited-service hotels in western Canada.

FIXED EXPENSES

Property Tax

General property and business taxes have been based on discussions with Morinville and

regional tax assessment officials.

Management Fees

Management fees typically relate o an experienced, professional, third-party operator that is
hired by the hotel to guide operations of the property. For a small hotel such thaf the subject
property is, an ouiside third-party operator may not considered as ¢ reguirement, However,
even if plans are to self-manage the hotel by the ownership group, a management fee should
nevertheless be incorporated into the pro forma projections as an internal accounting measure,

as well as for general industry standard, benchmark purposes.

Feasibility Study — Proposed Hotel Development
Town of Morinville, Alberta
June 2010



49

For Canadian hotels, management fees may typically be within the 2.5-5.0% range of total
revenue. This may depend however on the sales volumes of other departments within the hotel
such as restavuronts, lounges, and meeting/conference/banquet facilities. For the purpose of this
analysis, management fees for the subject hotel have been projected at 2.5% of Gross

Revenues throughout the forecast period.

lnsurance

This expense relates to the cost of insuring the hotet building and contenis against damage or

destruction by fire, water, weather and/or other mechanical emergencies.

Franchise Fees

it has been assumed that the subject property would be dffiliated by way of a franchise
agreement with an internationally recognized hoetel compaony.  While not known at present
which hotel chain the hetel would be affiliated with, franchise expenses, projected at 6.5% of
rooms revenue in 2012 and increased to 7.0% of rooms revenue by year three, would be due 1o
the parent compony and are based on general industry standards in Canada for a small,
limited-service hotel, which include royalty fees, reservation fees, plus central marketing and

brand program fees.

Reserve for Asset Replacement

A standard within the hotel indusiry is to provide an annual provision for capital replacement to
ensure that the property retains its quality and stvle of operation. Many full-service hotels today
typically utilize a reserve amount equal to 4.0% of Gross Revenues. With the subject hotel being
limited-service and new, a phasing of fees has been projected, beginning in year one at 3.0% of

Gross Revenues, increasing to a stabitized 3.5% rate by year three.
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CONCLUSION

In summary. the five-year Pro Forma Statement of Revenues and Expenses for the subject 60-
room hotel in Morinville as presented in Exhibit E-1. projects a “bottom line” Net Cperating
Income of $614,545 in 2012, which increases to $738,220 by 2016. For hotels, Net Operating
Income, or N.O.l, is generdlly defined as income before other fixed charges such as inlerest,

taxes, depreciation, and amortization.

The projected N.O. of $614.545 in 2012 represents 37.0% of Gross Revenues. th 2016, N.O.| of
$738,220 represents 37.3% of Gross Revenues, In comparng this general range to industry
standards. the 2008 N.O.| for the PKF sample of "Western Canadian Limited-Service Hotels” in
2008 was 52.3%. It must be noted however that the PKF data does not include information for
management fees, franchise fees or reserve for asset replacement expenses. There are a
varety of reasons for this. First, related to franchise fees, many hotels within the PKF sample are
not affilicted with a chain, and therefore have no franchise fees to account for. Furthermore, as
previously noted, franchise fees are often subject to negotiations beiween the hotel owner and

the parent franchisor. As such, there is no particular industry standard.

Management fees are also not necessarily reflected in every hotel's opergting statement. Many
hotels do not have management fees, while for others that do, there is no specific industry
standard that exists. And with regard to reserve for asset replacement expenses, many hotels
do not refiect them within the reporting of their financial operating statemenis. Therefore, to
provide for a more meaningful “line by line" comparison of results, management fees, franchise
fees and reserve for asset replacement expenses are omitfed within the information collected
by PKF.

when removing these fees from the PKF sample., ithe percentage of N.OIl would be
approximately 32.0% for the subject hotel. At an estimated N.O\ percentage of 37.3% for the
subject hotel. this would be within the range of industry standards for the PKF sample as noted
above. The slightly higher N.O.| percentage for the PKF sample would primarly be due fo a
higher occupancy rate, which was 71.6% in 2008,
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