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Commercial in Confidence

and whether this is considered to be economically sustainable. Having determined that it is not, a range of
alternative schemes are considered.

The application of a neutral land value {State Revenue Office} in the economic assessment underlines that the
approach is based on that of a landowner, rather than the current landowner.

The use of an internal rate of return to consider a range of options is considered reasonable given that any
landowner will only contemplate investment in the place if the economic returns provide for a reasonable return
on that investment.

HV Comment; The economic functioning of the place needs to be understood not the economic functioning of
development opportunities. The minimum level of new development necessary to fund the conservation and
maintenance of each place and the renovations required to continue ongoing use as a hotel needs to be
understood in the application. The Ethos Urban report does not provide sufficient evidence to demonstrate the
need for the substantial scale of the proposed development.

Response: Additional information concerning the current economic functioning of the place has been provided
at section 5.2 of this updated report, including advice provided by hotel, tourism and leisure consultants,

Horwath HTL, which is included at Appendix N

Economic assessments were also carried out to establish the extent to which refurbishment and alterations to
the heritage places only could be undertaken with the 1980's extension to the Winfield building excluded in its
entirety. These scenarios would see the Rialto and Winfield buildings effectively operating as a boutique hotel or
office offering. Both scenarios were found to be economically unsustainable.

Accordingly, an economic assessment was undertaken for a range of options that preserved the Winfield and
Rialto buildings, and employed the land that presently accommodates the 1980's extension to the Winfield
building to effectively cross-subsidise the Rialto and Winfield buildings.

The proposed development was found to represent a sustainable economic outcome and one that also had
regard for earlier design and heritage feedback from Heritage Victoria.

The following HV comments and responses relate to the eight dot points set out on pages 2 and 3 of the HV
Letter relating to the Reasonable or Economic Use Report.

HV Comment: An understanding of the current economic functioning of the Rialto Building and the Winfield
Building {including the non-registered 1980s building) for current and/or future owner(s) and why this does not
support an economically sustainable ongoing use of the registered places.

Response: This comment has been addressed in the previous response (paragraph 25).

HV Comment; An understanding of why the Rialto and Winfield buildings cannot continue to operate as a hotel
with sufficient economic return in a scenario where the section of proposed development that cantilevers into
the heritage places is removed, noting that this might be accompanied by an overall refurbishment of the
existing hotel. There is a level of comfort with works associated with the refurbishment of the hotel.

Response: This scenario has been considered in Scenarios 4a and 4b (Noting that Scenario 4b is a new scenario
that has been added to respond directly to this query.

Scenario 4A provides for a mixed use tower (office and hotel) on land currently occupied by the 1980’s extension
to the Winfield building, without any building projection outside the area accommodation the 1980's extension
to the Winfield building.

Scenario 4B provides for a hotel tower on land currently occupied by the 1980’s extension to the Winfield
building, without any building projection outside the area accommodation the 1980's extension to the Winfield
building.

Both scenarios provide for a full refurbishment of the Rialto and Winfield buildings.

The concept feasibility modelling indicates that both scenarios are likely to result in a loss for a landowner with, in
both cases, an IRR of more than -30%.
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The underlying reasons why these scenarios do not result in a reasonable economic outcome include:”

Scenario 4A: The extent to which the mixed use tower offsets the costs associated with the heritage places is
compromised by a lower end value associated with relatively small floorplates for the office component.

Scenario 4B: A hotel outcome does not produce as profitable an outcome as a premium office component.
Additionally, the size of the hotel {at 371 rooms) represents a risker development proposition, the absence of a
mixed use (office component) reduces overall end value of the hotel and retail components, and construction
cost efficiencies associated with larger floorplates are not achieved.

HVY Comment; Information regarding the requirement for the current and/or future owner(s) of the place to
retain a 'luxury' and 5 star hotel offering. This should address why a five-star offering is the only viable option for
retaining the hotel use for the heritage places. This should also address the viability of a 4 star hotel. This must be
an objective assessment not focused on the current owner's aspirations for a particular hotel status.

Response: This issue is discussed at section 5.2 of this updated Reasonable or Economic Use report (Economic
Functioning of the Place) and is included in the advice received from Horwath HTL. It is noted that should the
hotel convert to a lower positioning level (e.g. 4-star) a reduction in average room rates of $60-$80 would likely
apply. Under this outcome, and based on the need for a refurbishment of the hotel, a landowner would be
investing money (by way of any refurbishment costs) to generate lower revenues, an outcome that is not logical
or economically viable.

HV Comment: The Ethos Urban report frequently references operational challenges and inefficiencies related to
the hotel use in the Rialto Building and the Winfield Building in both current operation and in scenarios
presented. No evidence on the nature of these challenges and inefficiencies is provided to support these as
significant issues to be resolved in any development scenario. For instance, it is unclear why the new
configuration of hotel rooms in the Rialto Building presented in the proposed development couldn't be achieved
in the no tower scenarios presented.

Respor

HV Comment: Evidence to support why significant expansion of the existing use of the place as a hotel with the
addition of commercial offices is necessary to economically support the place.

Response: The key reason the inclusion of premium grade office space is important is that it achieves a greater
value contribution on a per square metre basis than a hotel.

At a broader level it is important to also note that a key reason for office space in the proposed development is
the location (in a highly regarded corporate area of Collins Street). Just as importantly, the provision of significant
floorplates (of up to 1,700m?) achieved in the mixed use in the proposed development represent a critical success
factor.

HV Comme

HV Comment: The report notes the lack of stable tenants for the Collins Street retail level. It would be useful to
understand what analysis has been undertaken to investigate why the retail has been largely unoccupied and
what works or activities would be required to achieve greater occupancy rates.

Response: Additional information relating to the challenges faced by the existing retail tenancies is provided at
section 5.2 of this updated Reasonable or Economic Use report.

HY Comment; Appendix B provides details and costings on the Heritage Facade Works for both Rialto Buildings
and Winfield Buildings. This appendix prepared by Rider Levett Bucknali references two conservation scoping
documents. No date or consultant that has prepared these is provided. This costing should be based on a scope
of conservation drawings prepared by a heritage consultant, as requested above.
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The 9 levels below the office component of the mixed-use tower incorporate hotel suites while the lower levels
incorporate a mix of plant, office lobby and a range of hotel services.

An image of the proposed development is included at Figure 1.1.

Hotel rooms in the Rialto building will be upsized, re-planned and refurbished including internal wall reconfiguration.
Some of the rooms facing Collins Street would be used for the proposed Winfield Club, and, overall, (as a result of the
new building) the majority of rooms would be afforded much improved exposure to natural daylight. The current
layout, which sees a central hallway with rooms located on each side will be replaced with an access hallway relocated
to the atrium side of the building, providing for larger (but fewer) hotel rooms. The Rialto building will continue to
accommodate hotel rooms on levels 2, 3 and 4, while the Winfield building will be turned over to Winfield Club facilities.

The vast majority of hotel rooms will be situated in the new tower that will replace the 1980's extension to the Winfield
building.
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Across the mixed-use tower and refurbished heritage buildings, the range and quality of hotel services will be
significantly expanded. The Winfield Club, which will be mainly accommodated in the old Winfield building, will
include:

Day spa (Flinders Lane ground floor)
Lobby (Lower ground floor)

Entry (Collins Street ground floor)
Library and sitting room {Level 1)
Bar and billiards room (Level 2)
Private dining and kitchen {(Level 3)

Restaurant and bar (Level 3).

Hotel facilities available to all guests will include:

Reception and retail facilities and café (Flinders Lane ground floor}

All day dining, library, piano bar and retail (Lower ground floor)

Ball room, restaurant, pre-function spaces and meeting rooms (Level 1)
Pool deck (Level 3)

Wellness and spa (Level 4)

Executive lounge (Level 5}

It is not the intention of this report to provide a detailed overview of the proposed development as that is dealt with in
other technical reports. For the purposes of considering reasonable or economic use however, it is relevant however to
note that:

1.5

The proposed development is expected to deliver substantial heritage benefits.

The development is conceived as a very high-quality development, from both an exterior and interior
perspective. Accordingly, the overall development outcome, and particularly the hotel component, represents an
outcome that would be expected to command prices at the high end of the market.

Summary

The following findings flow from this chapter:

The subject site, located at 495 Collins Street, Melbourne, can be described as occupying a strategic and
privileged location in Melbourne's CBD. The subject site is well served by fixed rail public transport (tram and
train), and is located adjacent, or near to, many of Melbourne's key attractors.

The subject site is situated in the Capital City Zone (Schedule 3) and Victorian Heritage Register. The Winfield and
Rialto citations notes the “two buildings are regarded as an integral part of a block of late Victorian ‘boom’ period
buildings in Collins Street”.

The proposed development will result in:

- Significant heritage-related benefits to the Winfield and Rialto buildings (outlined in Heritage Impact
Statement).

- Demolition of the 1980’s extension to the Winfield building and construction of a 32-level mixed-use tower.

- An integrated mixed-use development comprising a 273-room luxury hotel, 21,799m? of premium grade
office space and 1,554m? of retail floorspace.
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Winfield building existing uses

Flinders Lane level:  Not currently being used

Lower Ground: Boardrooms
Collins St level: Retail
Levels1-5: Guestrooms
Level 6: Roof

1980's extension to the Winfield building existing uses

Basement: Substation/chillers/plantroom/main switchroom/water supply tanks/fire pump room

Flinders Lane level:  Loading bay/Hotel back-of-house/Housekeeping/amenities/goods store/security

Lower Ground: Meeting rooms/function pantry/lifts

Collins St level: Reception/lobby/concierge/bar/lifts/guestrooms

Levels 1-9: Guestrooms

Level 10: Cooling towners/boiler plant room/swimming pool/gym

It is evident from an examination of the various functions of the existing hotel that the present use is not limited to the
Rialto and Winfield buildings. Rather, key elements of the hotel's operation are located in the 1980's extension to the
Winfield building, including the substation and plant room, back of house facilities and perhaps, most importantly,
loading bay facilities. Accordingly, it is difficult, and perhaps impossible, to quantify and analyse the existing hotel
operation without having regard for those elements of the hotel's operation that are located outside the footprint of the
Rialto building and Winfield building. For example, if the hotel (or any other use) was limited to the footprint of the
Rialto building and Winfield building, a loading dock would need to be accommodated at the Flinders Lane end of the
Rialto building resulting in impacts to the building's heritage fabric.

As a summary:

The loading dock, basement plantroom, housekeeping and weliness facilities all in the 1980's extension to the
Winfield building

Winfield building and Rialto building rely on the facilities in the 1980’s extension to the Winfield building
Lifts in the 1980's extension to the Winfield building provide access to guests in the Winfield building.

Notwithstanding the practical challenges in terms of the existing hotel operation, the economic use assessment in this
report considers two scenarios (1A and 1B) in which only the extent of new floorplates within the Victorian Heritage
Register places are quantified and analysed, as are a number of scenarios in which that part of the subject
accommodating the 1980's extension to the Winfield building is included in development outcomes.

| 3210390 495 Collins Street Reasonable and Economic Use Report {05 September 2023) | 19









Commercial in Confidence

e« Aresidential development would effectively sterilise the subject site, meaning the potential for a change of land use
in the future would be challenging or impossible.

* Interms of the use of the heritage buildings for residential purposes, the lower floors of the Rialto and Winfield
buildings are sunken with little daylight available. It is further understood that in those areas where more daylight is
available, heritage constraints will not provide the opportunity to increase the size of windows. In summary, these
issues along with floor plate sizes, mean it is unlikely that the heritage buildings would comply with apartment
design guidelines.

Hotel

Retention of the Rialto and Winfield buildings for the purposes of a hotel is considered reasonable, particularly given
the buildings’ current use as a hotel.

Use of the balance of the subject site for the purposes of commmercial accommmodation is also considered a realistic
prospect.

The subject site is situated in an active business and mixed-use precinct and proximate to major attractors such as
Crown Entertainment Complex, Melbourne Exhibition Centre and other major cultural and tourist-based institutions
and facilities.

The subject site is in an established hotel precinct with a number of high-quality hotels including:

. Oaks Melbourne on Collins Street (4 Star Hotel)

. W Hotel (5 Star Hotel)

. Oaks Melbourne on Market (4 Star Hotel)

. Quincy Hotel {4 Star Hotel)

. The Savoy Hotel on Little Collins {4 Star Hotel)

. Grand Hotel Melbourne (4 Star Hotel)

. Hilton Melbourne Little Queen Street (5 Star Hotel)

On the southern bank of the Yarra River, additional high-quality hotels include:

. Crown Promenade {4 Star Hotel)

. Crown Towers (5 Star Hotel)

° Pan Pacific Melbourne {5 Star Hotel)
. Novotel, South Wharf (4.5 Star Hotel)

Soon to be complete additions to Melbourne luxury hotel market and also located in Melbourne’s CBD include the Ritz
Carlton, Shangri La Hotel and Meriton Suites King Street.

A concentration of hotels in Melbourne’s CBD and city fringe areas is to be expected in a major city of more than 5
million inhabitants.

Office

Office use represents a potential use for the Winfield and Rialto buildings, and the 1980's extension to the Winfield
building. it is considered however, that due to the configuration of rooms and spaces (and the building footprints
overall), it would be difficult to attract corporate tenants. The buildings are narrow and deep in nature with the Rialto
building estimated to be approximately 90m deep (i.e. north to south) and approximately 14m wide (i.e. east to west).
The 1980s extension to the Winfield building is marginally narrower again.

Redeveloping the Rialto and Winfield buildings for the purposes of office space would therefore represent a challenge,
having regard for the need for modern lift facilities and access space in a relatively central location and the narrow (13-
14m) nature of the existing buildings. It is considered unlikely that modern corporate businesses would be attracted to
office configurations of this nature.
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Melbourne's luxury hotel market will continue to grow with the under-construction Shangri La Meibourne, as part of
the Sapphire by the Gardens development, expected to open in 2024, the Meriton Suites King Street, which will feature

298 |luxury apartment-style hotel suites, and a 210 room Four Seasons hotel in the STH BNK by Beulah, which is
estimated to be completed by 2027.
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As an order of magnitude guide, an economic evaluation of refurbishment of the existing hotel can be considered as
follows:

e Costs: Existing Hotel Refurbishment, comprising:

- Full refurbishment of the existing guestrooms and corridors

- Full refurbishment of conference and events areas, and meeting spaces

- Full refurbishment of the public spaces, including restaurants, bar, pool and gym

- Upgrade of services, including upgrade of lifts and security system in lifts

- Full refurbishment to hotel lobby/concierge area

- Heritage face conservation works

- The estimates total cost for (September 2023 estimate) of these works i4JJil (ex GST) based on an order of
cost estimate by Rider Levett Bucknall (4 September 2023 and included at Appendix A of this report)

« The addition of a 15% development costs allowance to cover additional development costs, including financing,

increases this figure tc | D

« The addition of a 20% margin on the total development cost means that a value uplift in the order ol needs

to be created to justify the investment. Spread across 253 rooms, the uplift required is in the order A -
room.

It is important to note that the required uplift value would be in addition to the value attributed to the existing hotel on
a value per room basis (Hotel vaiues at a per room level are explored further in section 6.1 of this report). The combined
current value and required uplift value would place the value of the refurbished hotel higher than any other recently
completed fully serviced five-star hotel in the Melbourne market; an unlikely scenario given the refurbishment would
not address key issues such as the Winfield building providing only internally facing rooms.

This exercise further emphasises the difficulties in undertaking a major refurbishment of the existing place (including a
scenario in which the 1980's extension to the Winfield building is retained).

The loss-making nature of such an exercise requires the consideration of options that provide for a cross su bsidisation

of the Rialto and Winfield buildings from a more substantial development of the area currently occupied by the 1980's
extension to the Winfield building.

If the current economic functioning of the place does not represent a sustainable position, it is necessary to consider a
range of development scenarios that may provide for a sustainable economic outcome. These are set out following.
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- retail component (expressed as a sales figure per gross lettable area).

2. The cost of construction (ultimately expressed as a cost per gross square metre) and associated development
costs.

3. The timing of planning approval and construction.

The results for relevant development scenarios are expressed in terms of the Internal Rate of Return (IRR).
The assumptions around these variables are set out in Chapter 6.

58 Summary

The following findings are highlighted:

* This assessment considers and, where relevant, tests the conceptual feasibility of seven development scenarios:

* An assessment of economic use requires an objective and balanced evaluation of the conservation outcome, the
goals and aspirations of the planning scheme and the commercial feasibility of the project. Given the heritage status
of the Winfield and Rialto buildings, the costs associated with refurbishment and ongoing maintenance, and the
primary land uses proposed, a hurdle rate of 15% to 20% is considered appropriate.

» A financing cost (interest) of 7.0% p.a. is considered reasonable in a pre-feasibility study of this nature.

e For the purposes of this assessment, the land value incorporated into the feasibility analysis is the land valuation

provided by City of Melbourne (Rates Notice 2021) o

applied to scenarios 1A and 1B.

» Assessment of the relevant scenarios is based on capitalising development outcomes at the conclusion of
construction by applying a sales value for each of the different uses, estimating construction, development and
finance cost, and calculating the internal rate of return.
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