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2.  Background 

2.1 Land 

In 2015/16 LandCorp developed The Quarter precinct at 20 Sharpe Avenue, Karratha.  The 

site is in the Karratha City Centre and is zoned Town Centre under the City of Karratha Town 

Planning Scheme No 8.  The site presents an impressive built form with quality public space 

and landscaping and has capacity to encompass further development to complement and 

enhance the existing precinct.   

 

The overall site comprises The Quarter HQ, 46 residential apartments, a four level strata car 
park providing 286 car bays, the hotel site, and a 1,371sqm site for future office/retail 
development.     
 
LandCorp has been marketing the sale of the hotel site for approximately five years. 

LandCorp’s Request for Proposal (2015) is included at Attachment 2. 

 

Despite interest in the site from a number of hotel developers over the past few years, 

LandCorp has been unable to agree terms with a developer in order for the project to proceed. 

Much of the difficulty experienced by LandCorp and potential developers relates to: 

 the significant cost of project;  

 the fact that the hotel valuation is likely to be approximately $10 million less than the 

construction cost; and  

 the consequential impact on Loan to Value Ratio (LVR) if a developer is required to 

borrow from a bank. 

 

Notwithstanding the challenges, financial modelling indicates that the hotel has the capacity 

to generate significant financial returns after the first 5-10 years of establishment and into the 

long term. 

 

City officers have been in regular discussions with LandCorp over the development of The 
Quarter Hotel.  During these discussions, the concept of the City becoming more actively 
involved in the development of the Hotel was canvassed.    A proposal was developed whereby 
the City could work to facilitate the hotel development by a private developer. 
 

LandCorp confirmed its willingness to consider an Option to sell the land to the City (or any 
other suitable party) for the purposes of a hotel development where value for money is 
demonstrated in delivering the project objectives. To maintain probity, LandCorp requested 
proposals from parties interested in the site for a hotel development. The assessment criteria 
against which LandCorp assessed the most suitable proponent to move forward with an option 
to purchase were: 

1. Capacity to deliver and operate a hotel 
2. Financial capacity and access to funding to deliver the project   
3. Design 
4. Offer. 

 
The submission date for proposals was close of business 30 November 2017.  
 
2.2 Parties 

In addition to the City of Karratha and LandCorp, the other major party to the transaction 

would be Pacifica Developments Pty Ltd (Pacifica). Pacifica is a privately owned, diversified 

property development and management company with over 30 years experience in the 

property sector. Pacifica has been involved in over $1.5 billion worth of developments 



http://www.pacifica.com.au/
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3.  Timeline 

The indicative timeline for the project is tabled below. 

 

Process Timing 

Consider draft Business Plan  May 2018 

Community consultation May - July 2018 

Consider public submissions on Business Plan July 2018 

Execute Contract of Sale (if approved) July 2018 

Public notice regarding disposition (if approved) July 2018 

Consider public submissions regarding lease August 2018  

Execute lease (if approved) August 2018 

Submit Development Approval August 2018 

Construction commences January 2019 

Practical completion  December 2019 

Opening February 2020 

 
Up to three STOP/GO points are proposed where Council can review the investment decision 
and elect to proceed or not proceed with the project.  These are at: 
1. Consideration of the Business Plan; 
2. Consideration of public submissions on Business Plan; 
3. Consideration of public submissions on disposition of property (if required). 
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5.  Project Financials 

5.1 Purchase 

The purchase price is expected to be a nominal amount only reflecting the valuation of the 
property for development of a 4-star, four storey, 100 room hotel. 
 
If the sale of the property was subject to GST based on the full commercial value, the City 
would be entitled to claim this amount as an input tax credit. Stamp duty would not apply as 
local government is exempt from stamp duty.  
 

5.2 Constructions Costs 

The estimated construction cost of Stage 1 of the hotel is $19.7M.  This cost would be funded 
by a contribution of owner/shareholder funds (up to $9.7M) and the City fit out contribution (up 
to $10M). The City’s fit out contribution would only be made when all other contributions are 
spent. This is unlikely to be required until the 2019/20 financial year. 

5.3 Hotel Operations 

Pacifica Developments would be responsible for the engagement of the Hotel Operator to 
manage the Hotel on commercial terms. The City would have no role in the operation of the 
Hotel beyond the role of Lessor. 

At the present time, it is anticipated that the hotel will be operated by Marriott International 
under the brand Courtyard by Marriott®. 

PricewaterhouseCoopers (PwC) has provided the following estimates of operating costs, 
revenue and EBITDA for the first five years: 

 Year 1 Year 2 Year 3 Year 4 Year 5 

Revenue $5.43m $6.44m $7.45m $8.07m $9.35m 

Operating Expenses $4.54m $5.09m $5.63m $5.98m $6.59m 

EBITDA $0.89m $1.35m $1.82m $2.09m $2.76m 

A more detailed forecast for the first five years is included at Attachment 4. 

 

5.4  Local Engagement 

The City and Pacifica held discussions with two Aboriginal organisations, Ngarluma 
Aboriginal Corporation (NAC) and Gumala Investments Pty Ltd (GIPL), regarding the option 
of investing in the Hotel development. Whilst NAC and GIPL have declined to be involved at 
this time, Gumala Enterprises Pty Ltd (which operates Karijini Eco Retreat) has expressed 
interest in being a partner in providing services to the construction and operation of the hotel. 

It is anticipated that local companies will be engaged through the construction phase of the 
development and in the operations of the hotel after construction is finalised. 

 

5.5 Fit Out Contribution 

The potential sourcing of funding for the fit out contribution of $10m is outlined in Section 6: 

Council Financial Implications. 

5.6 Lease Payments 

The City’s fit out contribution would be recovered through lease payments over the term of the 
lease based on a 3.5% yield. Assuming the lease runs the full 30 year term, the City would 
recover approximately $20M over 30 years. 
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6.  Council Financial Implications 

6.1  Funding Source 

This proposal is currently not included within the City’s 2017/18 Annual Budget, the draft 
2018/19 Budget and is not currently included within the City’s Long Term Financial Plan. 
 
While there is currently no specific budget for this project, the City currently has healthy 

financial reserves.  In particular, the balance of the City’s Infrastructure Reserve is forecast to 

be $11.25M at 30 June 2018.   

The stated purpose of the Infrastructure Reserve is to: 
 
“Allow for the use of these reserve funds for the enhancement, replacement, 
refurbishment and purchase of infrastructure assets or project works of the City of 
Karratha inclusive of the associated repayment of borrowings on infrastructure. Project 
works funded from this Reserve may not necessarily belong to the City of Karratha but 
must be carried out for the benefit of the City of Karratha” 

 
The fit out contribution to The Quarter Hotel is consistent with the reserve purpose. 
 
In addition to the recent purchase of The Quarter HQ, the Infrastructure Reserve has 
contributed to funding significant community related capital works projects over the past few 
years including: 

 Karratha Leisureplex ($7.59M) 

 Red Earth Arts Precinct ($24.1M) 

 Wickham Hub ($5.75M) 
 

NB.  Airport, Waste and Major Plant items are not funded through the Infrastructure Reserve 
as Council has separate Reserve Accounts for these items. 
 
A long standing financial practice for the City is to place additional revenue annually into the 
Infrastructure reserve.  This revenue comes from: 

 Airport:  An annual return on asset value from the Karratha Airport is transferred to the 
Infrastructure Reserve.   This amount is currently $10.6M pa.  Financial planning at the 
airport indicates a likely ability for this figure to be retained for the foreseeable future. 

 Transient Workforce Accommodation (TWA Rates):  Traditionally between 50-100% of the 
difference in the City’s TWA Rate in the Dollar compared to the City’s Commercial rate in 
the Dollar on TWA rated properties has been transferred to the Infrastructure Reserve.  
This amount has varied from year to year but has averaged out at $2.96M pa over the past 
four years.    

 Budget Surplus:  On occasion, surpluses that have been identified in Council’s quarterly 
budget reviews have been allocated to the Infrastructure Reserve. 

 Interest:  Interest generated from the Infrastructure Reserve is re-invested within the 
reserve. 

 
While the City’s capital expenditure program is projected to remain relatively high throughout 
2018/19, the City’s Long Term Capital Works program shows a decreasing level of capital 
works expenditure being anticipated over following financial years.  Over the same period, the 
annual return on asset from the Karratha Airport is proposed to remain stable whilst revenue 
from TWA rates differentials is likely to fall due to a diminishing number of operating TWAs. 
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In addition, approximately $26.3M would be spent over the term of the lease on 
marketing the Hotel, the City and the region which would provide a significant economic 
boost to businesses operating in the City of Karratha. 
 
The proposed design of the hotel retains the existing grassed area on Sharpe Avenue. 

 
(c)  The expected financial effect on the local government. 

 
The financial projections of the project are detailed in Items 5 and 6 of this Business 
Plan. 
 
In addition to repaying the City’s fit out contribution in full, the Hotel would provide rent 
based on a 3.5% yield, which is 1% above average current term deposit rates. In 
addition, the Hotel will pay approximately $8.8M in rates over the term of the lease. 

 
It is expected that lease payment would be reinvested in the Infrastructure Reserve for 
further capital projects, however Council could choose to include some or all of the return 
as operating income, thereby offering an alternative source of income to rates. 

 
(d)  The expected effect on matters referred to in the local government’s current plan 

prepared under Section 5.56 of the Local Government Act (Plan for the Future) 
 
This proposal has very clear Linkages to the City of Karratha’s approved Strategic 
Community Plan 2016-2026 and Corporate Business Plan 2016-2021.   
 
In particular, the following extract relate to this matter: 

 
Our Vision:  Australia’s Most Liveable Regional City. 
Theme 2:  Our Economy - Well Managed and Diversified 
Our Goal: To attract diverse and sustainable businesses and employment 
Our Outcomes:  Good infrastructure to support business investment 
Our Response:  Public private partnerships are in place for the development of key 
infrastructure  

 
(e)   The ability of the local government to manage the undertaking or the performance 

of the transaction; 
 
As the transaction is a property purchase and subsequent disposition by lease, the City 
has sufficient experience and skills in-house to manage the transaction. 

 
(F&G Reg 10)  Joint venturer details 
(b)(i)the identity of each joint venturer other than the local government. 

 
WESTERN AUSTRALIAN LAND AUTHORITY (trading as LandCorp) 
ABN: 34 868 192 835 
Address: 
Level 6, 40 The Esplanade 
Perth, Western Australia 
 
PACIFICA DEVELOPMENTS PTY LTD 
ACN: 154 388 860 
Address: 
PO Box 2546 
New Farm, QLD 4005 
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PROJECT RISK MATRIX 

Item Likelihood Consequence Rating Mitigation Strategies 

Financial Risks     

Term deposit interest 
rates exceed the 3.5% 
rate of return for the 
lease, thereby reducing 
the direct financial 
return on investment. 

3 4 12 Long term forecasts indicate 
that interest rates are likely 
to remain low. The 
investment provides other 
significant financial and non-
financial benefits (rates, 
marketing, economic 
development, tourism, local 
employment, etc). 

The City cannot recover 
its fit out contribution 
from the Hotel Operator. 

3 3 9 The MOU between the City 
and Pacifica provides that if 
the lease is determined prior 
to expiry, ownership of the 
development would revert to 
the City (i.e. the City would 
own a $20M hotel for a 
$10M investment). 

Investment in this 
project means that other 
Community projects 
cannot proceed. 

2 3 6 The purchase will not 
proceed if it was determined 
that project funding 
negatively impacted on 
Council’s ability to fund it’s 
10 year Long Term Capital 
Works programs. 

Development costs 
exceed budget. 

3 1 3 The City fit out contribution 
would be capped at $10M. 

Operational Risks     

Developer has cash flow 
issues during 
construction. 

2 2 4  The City’s fit out 
contribution would only be 
made when all other funds 
contributions are spent. 

 If, owing to default, the 
lease is determined prior 
to expiry, ownership of the 
Development would revert 
to the City. 

 Options for insurance and 
bank guarantee are being 
explored. 

Hotel does not generate 
predicted returns. 

2 1 2 
 
 
 

 Financial modelling 
indicates that Hotel will be 
profitable 

 The City is not an equity 
partner and therefore not 
dependent on profitability 
of the Hotel. 

Other Risks     

Reputational issues:  
Lack of community 
support identified 
through public 
consultation regarding 
the Business Plan. 

3 3 9 Council can consider 
whether to proceed with the 
project or not after feedback 
on the draft business plan. 

 

  







































































Preliminary Financial Forecast
Mantra Karratha Currency: USD

1/08/2016

ROOMS DIV STATISTICS Year 1 Year 2 Year 3 Year 4 Year 5

Total Available Keys 100 100 100 100 100

Days In Year 365 365 366 365 365

Annual Rooms Available 36,500 36,500 36,600 36,500 36,500 

Occupancy 55% 62% 67% 70% 78%

Annual Rooms Sold 20,075 22,630 24,522 25,550 28,470

Average Daily Rate $170 $180 $195 $203 $211

Average Yield (RevPAR) $93.50 $111.60 $130.65 $141.96 $164.51

Annual Yield $ Growth $18.10 $19.05 $11.31 $22.55

Annual Yield % Growth 19% 17% 9% 16%

OPERATING DEPARTMENTS Year 1 Year 2 Year 3 Year 4 Year 5

Revenue

Rooms Revenue $3,412,750 62.8% $4,073,400 63.3% $4,781,790 64.2% $5,181,540 64.2% $6,004,665 64.2%

F&B Income $1,663,723 30.6% $1,950,489 30.3% $2,198,104 29.5% $2,381,861 29.5% $2,760,237 29.5%

Other Income $180,965 3.3% $212,156 3.3% $239,090 3.2% $259,077 3.2% $300,233 3.2%

Total Revenue $5,430,229 100.0% $6,438,619 100.0% $7,447,274 100.0% $8,069,854 100.0% $9,351,808 100.0%

Operating Department Expenses

Rooms Servicing Costs $1,003,531 29.4% $1,115,531 27.4% $1,215,494 25.4% $1,295,385 25.0% $1,439,580 24.0%

F&B Costs $1,512,476 90.9% $1,661,061 85.2% $1,795,342 81.7% $1,905,489 80.0% $2,094,949 75.9%

Other Income Costs $108,579 60.0% $127,294 60.0% $143,454 60.0% $155,446 60.0% $170,902 56.9%

Total Expenses $2,710,981 49.9% $3,005,174 46.7% $3,268,435 43.9% $3,480,008 43.1% $3,841,417 41.1%

Departmental GOP

Rooms Revenue $2,409,219 70.6% $2,957,869 72.6% $3,566,297 74.6% $3,886,155 75.0% $4,565,085 76.0%

F&B Income $151,248 9.1% $289,427 14.8% $402,762 18.3% $476,372 20.0% $665,288 24.1%

Other Income $72,386 40.0% $84,863 40.0% $95,636 40.0% $103,631 40.0% $129,331 43.1%

Total Gross Income $2,719,248 50.1% $3,433,446 53.3% $4,178,839 56.1% $4,589,846 56.9% $5,510,391 58.9%

Undistributed Expenses

Admin & General Costs $399,055 7.3% $429,259 6.7% $459,949 6.2% $484,191 6.0% $520,824 5.6%

Sales & Marketing Costs $419,981 7.7% $441,528 6.9% $463,695 6.2% $484,191 6.0% $509,314 5.4%

Marketing Fee $68,255 1.3% $81,468 1.3% $95,636 1.3% $103,631 1.3% $120,093 1.3%

Repairs & Maintenance Costs $341,265 6.3% $362,828 5.6% $384,852 5.2% $403,493 5.0% $429,224 4.6%

Utilities $349,984 6.4% $367,940 5.7% $386,413 5.2% $403,493 5.0% $424,428 4.5%

Total Undistributed Expenses $1,578,541 29.1% $1,683,021 26.1% $1,790,545 24.0% $1,878,999 23.3% $2,003,883 21.4%

Total Expenses $4,289,522 79.0% $4,688,195 72.8% $5,058,979 67.9% $5,359,007 66.4% $5,845,300 62.5%

GOP $1,140,708 21.0% $1,750,424 27.2% $2,388,295 32.1% $2,710,847 33.6% $3,506,508 37.5%

Management Fees

Base Fee $108,605 2.0% $128,772 2.0% $148,945 2.0% $161,397 2.0% $187,036 2.0%

Incentive Fee $91,257 1.7% $140,034 2.2% $191,064 2.6% $216,868 2.7% $280,521 3.0%

Total Rent Expense $199,861 3.7% $268,806 4.2% $340,009 4.6% $378,265 4.7% $467,557 5.0%

Other Owner Expenses

Rates & Taxes $0 0.0% $0 0.0% $0 0.0% $0 0.0% $0 0.0%

Insurance $0 0.0% $0 0.0% $0 0.0% $0 0.0% $0 0.0%

FF&E Reserve $54,302 1.0% $128,772 2.0% $223,418 3.0% $242,096 3.0% $280,554 3.0%

Total Other Owner Expenses $54,302 1.0% $128,772 2.0% $223,418 3.0% $242,096 3.0% $280,554 3.0%

EBITDA $886,544 16.3% $1,352,846 21.0% $1,824,868 24.5% $2,090,487 25.9% $2,758,397 29.5%

EBITDA Per Key $8,865 $13,528 $18,249 $20,905 $27,584
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