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Option 01: Divest



Illustrative Financial Scenario Analysis 
| Option 01: Divest

Divesting and reinvesting in a term deposit provides the City with low-risk, consistent returns. Under 
the base-case assumptions, applying proceeds to debt reduction may be financially favourable
(subject to independent treasury advice and actual debt costs).

Figure 01: Illustrative term deposit returns

Commentary
• Relatively low-risk, reliable and consistent returns no capital growth on the principal investment.
• The illustrative rate of return is not sufficient to meet the City’s cost of capital (i.e. its cost of debt), 

resulting in present value of the investment being less than the amount invested.
• This illustrative scenario indicates it would be more beneficial to allocate sale proceeds to reduce any 

outstanding debt balances (subject to further treasury analysis and independent valuation advice), 
which may incur an interest higher than the rate offered by the Term Deposit.



Strategic Analysis | Option 1: Divest



Option 02: Retain



Option 02: Retain
The Quarter HQ is generating a return that reflects a premium on the City’s risk-free rate to 
compensate for additional risks associated with ownership of a commercial property asset in a 
regional market.

Figure 02: Illustrative leasing returns (indicative only)

Commentary
• Return profile over time reflects volatility associated with leasing costs and vacancies.
• Illustrative valuation captures revenue growth and capital appreciation reflected in terminal 

value*, noting this is indicative only and not a formal valuation for reliance purposes.
• The indicative rate of return exceeds the City’s risk-free rate in this illustrative scenario, reflecting 

modelling assumptions that incorporate additional commercial risks associated with ownership 
of the asset (including capital condition and leasing/income risks). Actual outcomes may differ 
materially depending on market and tenant performance.



Illustrative Financial Scenario Analyis | 
Option 02: Retain (Opex Sensitivity)

Commentary
• Figure 03 illustrates operating expenses at the Quarter HQ are high relative to comparable benchmarks. This indicates a risk that such expenses may 

not be fully recovered from tenants or that over time, the City is forced to accept a reduced net rent amount to compensate prospective tenants for the 
high outgoings recoveries.

• Table 06 demonstrates that the impact of not recovering 15% of Opex from tenants equates to reduction in returns of 70bps.

Operating expenses at The Quarter HQ are high relative to Property Council of Australia Benchmarks leading to a risk that expenses may not be 
fully recovered from Tenants over time (or net rent is reduced to compensate). Failure to recover 15% of outgoings will reduce the illustrative 
risk premium by 70bps.



Strategic Analysis | Option 02: Retain



Comparative Analysis



Comparative Analysis | Illustrative Financial 
Scenario Returns



Key Findings | Comparative Analysis
Below is a summary of the key findings of our comparative analysis, examining the implications, benefits, and challenges of retaining versus 
divesting the asset, supported by our indicative financial scenarios*.



For more information:
Chloe Morris
Director, Corporate & Commercial
Email: chloe.morris@karratha.wa.gov.au
Tel: 0427 447 268


	Slide 1
	Slide 2
	Slide 3: Illustrative Financial Scenario Analysis | Option 01: Divest
	Slide 4: Strategic Analysis | Option 1: Divest
	Slide 5
	Slide 6: Option 02: Retain
	Slide 7: Illustrative Financial Scenario Analyis | Option 02: Retain (Opex Sensitivity)
	Slide 8: Strategic Analysis | Option 02: Retain
	Slide 9
	Slide 10: Comparative Analysis | Illustrative Financial Scenario Returns
	Slide 11: Key Findings | Comparative Analysis
	Slide 12

