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Key Point Summary
The Project
This report has examined in detail the short-stay accommodation industry in the Pilbara.
It has found that there has been (and likely will be) shortages of hotel rooms in the
region due to numerous market and situational factors that make traditional development
of new, greenfield hotels commercially unviable. Demand for hotel accommodation in the
future will grow, making current shortages more extreme and crowding out many visitors
that cannot afford to stay in the region and/or cannot even find an available room.
Increasing hotel room supply in a sustainable and balanced manner will be important to
ensure that the region can benefit from short-stay visitors and their expenditure (i.e.
visitor expenditure that is injected to the economy and benefits numerous businesses).
Government and the private sector need to work together to identify innovative solutions
to increase the number of hotel rooms in the region, to satisfy future demand.

The Findings
Key findings of this report include:


Unlike many previous mining booms, the current cycle represents a construction
boom in the mining sector (i.e. iron ore and gas) to deliver a step change in future
production capabilities.
Long-term demand from Asia (principally China),
current pricing and the competitiveness of the Pilbara globally provide a
strong, sustainable economic foundation for the region.



While mining dominates the economy of the Pilbara, directly contributing over 90% of
GRP, tourism in the region is important as it injects $250 million into the
local economy. Most of this money goes to local small businesses in the retail,
accommodation or food service sectors. There has always been an underlying
leisure drive tourism market in the Pilbara, which in 2011 delivered 170,000
visitors to the region (30% of total visitors to the region).



The hotel market in the Pilbara has outperformed most capital city markets,
including Perth, with average annual increases in average daily rate (ADR) and
revenue per available room (RevPAR) since 2006 of 12.4% and 14.1%, respectively.
However, despite this market performance and consistently high occupancy rates,
new supply has been slow to come on to the market.



Development of traditional hotels is not financially feasible in the Pilbara.
Even though different accommodation types are becoming more viable as market
indicators increase, the returns generated are still below an acceptable level to trigger
new investment. The unique operating environment of the Pilbara and other market
factors (i.e. construction costs, operational costs, land availability, staff availability
and cost) cause traditional hotel developments to be unviable.



The Pilbara requires an additional 2,760 hotel rooms and an additional 2,129
caravan park sites/cabins by 2022, which will require a total of up to 80 ha of
land.

ii

Demand Needs Analysis for Short-Stay Accommodation in the Pilbara Region
FINAL

The Way Forward


Government intervention is required to facilitate
accommodation development in the Pilbara through:
o

o

o



new

short

stay

Encouraging new short-stay accommodation supply growth via:


Planning initiatives at the local government and state level to encourage mix
of uses (including residential), flexibility, use of new/modular construction
materials and identification of strategic tourism sites;



Provision of land from State Government for strategic tourism developments
or provision of adjacent lands for other property developments (i.e. residential
or commercial);



Specific financial incentives including deferment of local and State government
charges, rebates or cash grants from State Government; and



Assistance with financing for accommodation developments from State
Government.

Encouraging an increase in overnight visitation, which will drive demand for shortstay accommodation:


Marketing to drive leisure demand; and



Tourism product development to provide more attractions to drive demand.

Providing infrastructure
development, including:

that

will

assist

to

encourage

accommodation



Increasing residential housing supply; and



Providing specific infrastructure for tourism (i.e. meeting facilities, dump
points for caravans, infrastructure for cruise ship access).

State and Local Government can proactively encourage development through
investment attraction, including:
o

Encouraging accommodation investment (through the interventions outlined
above);

o

Developing new investment through business development and marketing
opportunities to potential proponents; and

o

Facilitating investment in accommodation into the region.
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Executive Summary
Background
AECgroup was engaged to carry out a detailed evaluation of the short-stay
accommodation market in the Pilbara region with the goal of increasing supply in
response to a critical undersupply driven by the construction boom associated with rapid
and large scale resource developments and the subsequent demand that has been placed
on the short stay accommodation market.
The strength of the mining sector in the Pilbara has put a strain on all forms of
accommodation (i.e. residential housing, short-stay accommodation and temporary
worker accommodation). As a result of this pressure, the short-stay accommodation
market has witnessed a period of extreme demand, high occupancy rates and high daily
rates. This environment provides significant challenges to broadening the local economy
and reducing the reliance it has on mining. Given many of the natural assets of the
region and its position in the North West of Australia, tourism is one opportunity for
reducing reliance on mining and providing alternative, non-resource related economic
activity in the region.
Tourism is an important aspect of almost every economy in Australia. Tourism generates
expenditure within a local economy by using money from external sources. Many local,
small businesses, often in the retail, accommodation and food service sectors, receive the
majority of the stimulus from visitor expenditure.
The purpose of this report is to identify the reasons behind the lack of supply increase in
light of such strong trading conditions and if any government intervention is required in
order to encourage accommodation development. Additionally, this project is required to
identify how to attract investment into the accommodation sector in the Pilbara, which
will help to facilitate the expansion of the tourism sector, thereby providing non-resource
based economic activity.

Economic and Tourism Profile
The Pilbara region’s economy is dominated by mining, which makes up over 90% of the
region’s Gross Regional Product (GRP). The on-going growth, development, urbanisation
and industrialisation of Asia (principally China) have provided considerable demand for
commodities, including iron ore and gas. This demand for resources has seen incredible
growth of the Pilbara economy, which has increased over 20% per year since 2007-08.
Market Fluctuations and Long-term Outlook
Many commodity markets have seen dramatic price fluctuations recently, including iron
ore, which has seen prices fall 30% since its peak in early 2011. However, current prices
(around $120 per tonne in December 2012) are still well above the long term average of
$40 per tonne. According to the Minerals Council of Australia, since 2007, costs to
develop new iron ore mining capacity have nearly doubled. Combined with the recent
economic slowdown in China, these market factors have forced many companies to put
Pilbara investment plans on hold.
Given the longer term trend of on-going industrialisation and urbanisation in China and
Australia’s proximity to Asia, the long-term demand for iron ore appears solid, which will
provide a strong foundation for future growth of the mining and resource sector in the
Pilbara. Many companies have focused on these trends and are progressing with
investment plans in the region. This future growth will provide demand for the short-stay
accommodation market over the medium and long term.
Albeit relatively unknown, the Pilbara has an underlying tourism industry. While the
tourism sector in the region has been dominated of late with business travellers
associated with the resource and mining activity, the region has a drive based leisure
tourism market focused on the natural amenity of the area. The region currently
experiences over 500,000 visitors annually, and before 2006, leisure visitors
outnumbered business visitors.
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While the tourism sector currently represents less than 1% of the economy (in GRP
terms), it does inject $250 million in expenditure into local communities and much of this
money is usually received by local, small businesses. Reducing the reliance on the
mining sector through tourism can help to provide more sustainability to local
communities and represents an important injection of expenditure into the region.
Fortunately, the Pilbara has numerous options for growing its leisure tourism market,
including:


Ancient natural landscapes, such as Karijini, Karlamilyi and Millstream-Chichester;



Oldest rocks and fossils of the earliest life forms on the planet;



Position on a critical tourism driving route circumnavigating the country;



Rich and diverse cultural heritage;



Eco-style, luxury and caravan park style accommodation;



Aboriginal cultural tourism experiences;



Ocean-based charters for fishing and reef exploration; and



Nature and heritage walks.

Short-Stay Accommodation Market
The short-stay accommodation market presents a variety of options for short term
visitors to the region, including:


Hotels, Motels and Serviced Apartments; and



Caravan and Camping Parks.

Naturally, there is a strong connection between short-stay accommodation, permanent
residential housing, temporary worker accommodation (TWA) and key service worker
housing as supply in one form of accommodation impacts on another under the strong
demand for accommodation of all forms that the region has seen over the last five years.
This report focuses on short-stay accommodation but recognises the impact that
permanent residential housing and key service worker housing can have on the shortstay accommodation market.
Defining Accommodation in the Pilbara
There are numerous different types of accommodation in the Pilbara, including:


Residential: housing (both owned and rental) primarily for permanent residents;



Temporary worker accommodation (TWA): accommodation mainly used by the
construction industry through FIFO and also known as worker camps;



Key Service Worker Housing: affordable accommodation to key service workers
providing essential services;



Short-stay Accommodation: accommodation for short stay visitors (both leisure
and business), which normally includes:
o

Hotels, motels and serviced apartments; and

o

Caravan and camping parks1.

All of these accommodation types are linked and collectively provide accommodation for
permanent residents, leisure visitors, business visitors, key service workers and
temporary workers. The market dynamics of one type of accommodation will impact the
others and vice versa (i.e. a shortage in the residential housing market will create
increased demand for other forms of accommodation, like short-stay accommodation).
This report is primarily concerned with short-stay accommodation but recognises the
connection between short-stay accommodation and other forms of accommodation.

1

There is usually a portion of caravan parks that are dedicated to permanent residents.
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Overall, there has been a shortage of short-stay accommodation across the region. This
shortage has resulted in very high occupancy and daily rates in the face of strong
demand. Available accommodation statistics for the Pilbara show a market that has seen
dramatic growth recently, with average daily rate (ADR) increasing by 80% between
2006-2011 and revenue per available room (RevPAR) nearly doubling. During the week,
it is common to see advertised room rates above $400 and many establishments
completely full. Furthermore, due to the shortage and expense of residential housing,
many caravan parks house permanent residents and are often full. Additionally, resource
companies also contract rooms, cabins or caravans on a more permanent basis
particularly during planned shut down time or construction phases, thereby effectively
removing these rooms/beds from the market, further reducing supply and putting
additional pressure on the short-stay accommodation market.
Hotels, Motels and Serviced Apartments
The hotel, motel and service apartment market in the Pilbara has seen steadily high
occupancy rates and strong growth in average daily rate (ADR) and revenue per available
room (RevPAR). Consultation with hotel operators on the ground suggests an even
stronger market in 2011 than depicted in the ABS Survey of Tourist Accommodation with
many establishments indicating occupancy rates between 80-90% and much higher ADRs
for the 2011 year (Table E.1). Room rates above $400 per night are common during the
week and many establishments are completely sold out during the working week. Many
establishments also have rooms committed to individual companies on annual contracts,
thereby effectively removing them from the overall supply.
Table E.1: Hotels, Motels and Serviced Apartments Market Indicators, Pilbara, 2006-2011
YE December

Rooms
(No.)

Room Nights
Sold (No.)

Occupancy
Rate (%)

ADR ($)

RevPAR ($)

2006

1,806

458,363

2007

1,741

464,707

69.5%

$99.02

$68.85

73.1%

$122.43

2008

1,812

$89.56

468,464

70.8%

$136.71

2009

$96.83

1,808

455,390

69.0%

$152.17

$105.01

2010

1,653

430,960

71.4%

$170.79

$122.00

2011

1,619

443,241

75.0%

$177.40

$133.06

-10.4%

-3.3%

5.5ppt

79.2%

93.3%

-2.2%

-0.7%

1.5ppt

12.4%

14.1%

-187

-15,122

$78.38

$64.21

Total Growth 2006- 2011 (%)
Average Annual Growth 2006- 2011
(%)
Total Growth 2006- 2011 (No.)
Note: Information is year ending December.
Source: ABS (2012a)

Caravan Parks
According to the ABS, there were 14 caravan parks in the Pilbara in 2010. An audit
conducted by AECgroup showed that in 2012 there were 16 caravan parks, providing a
total of 3,194 sites (an increase of 40% above the supply figures provided by the ABS for
June 2010). Consultation with operators indicates that occupancy rates are very high,
with many properties contracting out cabins and caravans to either companies or
permanent residents. Many caravan parks have virtually no availability.
Table E.2: Caravan Park Audit, Pilbara, 2012
LGA

Establishments

Caravan Sites

Ashburton

4

610

East Pilbara

3

1,219

Roebourne

6

733

Port Hedland
Total

3

632

16

3,194

Note: Information gathered on site, through interviews and internet research. Caravan sites include all powered or unpowered
sites as well as cabins, chalets and budget accommodation.
Source: AECgroup
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Temporary Worker Accommodation
In additional to hotels and caravan parks, the Pilbara region has a number of temporary
worker accommodation (TWA) camps currently in operation, primarily providing shortterm accommodation of transient/FIFO workers employed within the Mining Sector.
Table E.3: Temporary Worker Accommodation (TWA), Supply, Pilbara, 2012
LGA

Current Beds

Ashburton

10,508

East Pilbara

18,467

Roebourne

11,561

Port Hedland

3,660

Total

44,196

Source: ABS (2012a), PDC (2012b), AECgroup

Development Feasibility
AECgroup constructed a discounted cashflow (DCF) model to evaluate development
feasibility of short-stay accommodation in the Pilbara. The model contains the most
recent published information adjusted in consultation with a variety of industry
stakeholders, including existing accommodation providers and investors.
The model evaluates different forms of short-stay accommodation, including:


Caravan Park;



Camping Park;



Chalet (i.e. cabins in a caravan park);



3-star Hotel; and



5-star Hotel.

The modelling shows that standard development of any form of short-stay
accommodation, in the absence of innovative material or other incentives, is financially
unviable. Fundamentally, there is an imbalance between the cost to build and
deliver short-stay accommodation and the future revenue that the development
generates, which makes most short-stay accommodation development projects
financially unviable.
Table E.4: Accommodation Development Feasibility, Pilbara
Net Present
Value

Internal Rate of
Return

Caravan Park

-$2,614,150

6%

Camping Park

-$2,838,245

4%

Chalet

-$9,115,936

10%

3-star Hotel

-$18,859,898

10%

5-star Hotel

-$46,266,177

7%

Accommodation Type

Source: AECgroup

Barriers to Development
Through this analysis, AECgroup has identified the following barriers to development of
short-stay accommodation in the Pilbara, which cause the development of short-stay
accommodation to be financially unviable:


High Construction Costs: High construction costs negatively impact development
feasibility. Construction costs have been rising across Australia and in particular,
regional Western Australia, making it more expensive to build in regions like the
Pilbara. Additionally, traditional accommodation is more expensive to build, per
square metre, than residential or commercial/office projects. Construction costs in the
Pilbara are between 55-65% higher than Perth. There is anecdotal evidence that
suggests construction costs are actually 70-100% more expensive than Perth.
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Low Availability/High Land Costs: There is a shortage of available land for
development in the Pilbara, which increases its costs. Land is traditional a large cost
item for accommodation developments. Competition for land means that
accommodation developments must pay the same premium for land as residential
and commercial/office uses.



Competing Land Uses: Accommodation developments compete for land against
other property classes (i.e. residential and commercial/office) that are often easier to
finance and provide greater development returns.



Unique Structure and Operations: Hotels derive their value from the business that
operates within the property rather than from the property itself.
Retail and
commercial property are valued based on their location, condition and existing lease
agreements, which create future revenue streams. Hotel operations are very labour
intensive with a high fixed cost basis. Volatility in demand, supply and pricing can
have a dramatic impact on the value of a hotel property.



Access to Finance: Accommodation developments are harder to finance in
comparison to residential and commercial/office developments due to their unique
structure and operations as well as perceived higher levels of risk. Lending
institutions often perceive additional risk when considering investments in the Pilbara,
and often cost this risk into various models for funding, further increasing the cost of
financing development in the Pilbara.



Lack of Residential Housing: The Pilbara currently has a severe lack of supply of
residential housing. This has increased the cost of housing significantly and therefore
increased the attractiveness of residential development over tourism accommodation
developments. The lack of housing has also made it difficult to accommodate
workforces within the Pilbara during the construction phase of developments. Most
accommodation providers have to either purchase housing in the market or remove
rooms from the market to house staff. The lack of residential housing in the Pilbara
further increases operational costs of accommodation providers.



Development Timeframes: Generally speaking, accommodation developments
require a minimum of two to three years to be planned, approved and developed
followed by two to three years to achieve normalised trading levels. An
accommodation development may therefore require six years before normal revenue
streams develop. Competing land uses provide revenue and investment returns in a
much shorter timeframe.

Supply and Demand
It is important to understand the supply and demand balance for accommodation in any
region (i.e. providing sufficient supply to provide for demand in a sustainable manner).
The supply and demand balance dictates pricing, which ultimately determines
profitability.
There are numerous planned accommodation developments for the Pilbara. Given the
barriers to development and recent market experience, many of these projects will not
move past the planning stages. AECgroup has provided a projection of future supply
(Figure E.1) under the scenario that there is no intervention by government and the
barriers to development remain challenging.
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Figure E.1: Projected Establishments and Rooms (Status Quo), Pilbara, 2006-22
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Source: ABS (2012b), AECgroup

Figure E.2 shows forecasts of room nights sold (RNS), available rooms and occupancy
rates within the Pilbara region. Both the number of RNS and available rooms are
expected to increase steadily from the current year. Occupancy rates will remain at
currently high levels indicating that the additional forecasted supply will be met with
additional demand. The additional demand will likely come from a combination of
deferred demand (i.e. visitors who cannot currently come to the region) and induced
demand (i.e. visitors who would not have previously come to the region but now can).
Although occupancy rates are forecasted to remain at an average annual rate of
approximately 72%, on-site consultation has indicated that the ABS Survey of Tourist
Accommodation may be 5-15ppt underestimating current occupancy rates. AECgroup
has noted regular inconsistencies between the ABS Survey of Tourist Accommodation and
on the ground audits of accommodation in regional areas. With this in mind, the
projected future occupancy rate could easily be between 80-90% during the forecast
period.
Without considerable changes to market conditions, it is highly likely that the
current pressure and shortage experienced by the short-stay accommodation
sector will continue.
Supply and Demand Balance Across All Forms of Accommodation
Short-stay accommodation is one type of accommodation in the Pilbara and is
interconnected with residential, temporary worker accommodation (TWA) and key service
worker housing. Movements in one of these markets will have an impact across the
others.
It is important that an overall balance between supply and demand is reached across all
forms of accommodation.
If there is an oversupply or shortage in one type of
accommodation, it can impact demand for other forms of accommodation. For example,
an oversupply of TWA near town centres could negatively impact demand for short-stay
accommodation by potentially competing against it (i.e. offering rooms into the shortstay market).
It should be noted that this report assumes that a balance between supply and demand
across the other forms of accommodation will be achieved in the short to medium-term in
the Pilbara. An oversupply/undersupply in any form of accommodation would impact the
short-stay accommodation market and the findings of this report.
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Figure E.2: Projected Room Nights Sold and Available (Status Quo), Pilbara, 2006-22

20%

Occupancy Rates

Source: ABS (2012b), AECgroup

Future Hotel Room Requirements
In order to reduce future occupancy rates and provide more equality and availability in
the market, more rooms are needed than the market is likely to supply.
Consultation with industry and analysis of the Pilbara accommodation market would
indicate that an annual occupancy rate between 65-75% would provide a more
sustainable accommodation sector. At this level of occupancy, there is sufficient demand
to drive a rate that allows accommodation operators to be profitable and provides a
sufficient amount of rooms available to the market to facilitate greater levels of visitation.
Additionally, it is assumed that the residential housing shortage is solved, which will
reduce operating costs of accommodation providers and remove the requirement of
housing staff in accommodation rooms or units that could otherwise be sold.
The following table (Table E.5) highlights the number of hotel rooms that are required in
the region (and the individual LGAs) in order to achieve more sustainable occupancy
rates. As highlighted in Figure E.3, the addition of this level of supply will provide an
average annual occupancy rate of between 65-75% between 2012-2022.
It is recognised that the market is unlikely to add rooms every year, however, the annual
supply increases are indicative of the expansion needed to meet growing demand every
year. The cumulative impact over the short, medium and long term is the more
important indicator as opposed to the individual annual increases in room supply.
In order to facilitate the future development of the required hotel rooms, up to 30 ha of
land may be required across the Pilbara (depending on the size and scale of individual
developments).
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Table E.5 Required Hotel Rooms per LGA in the Pilbara Region, 2012-22
Ashburton

East Pilbara

Port Hedland

Roebourne

2012

34

16

28

19

96

2013

96

46

78

53

274

Sub Total

Pilbara

130

62

106

72

370

2014

83

40

68

46

236

2015

92

44

75

51

264

2016

102

49

83

56

289

2017

94

45

77

52

269

371

178

303

206

1,058

2018

94

45

76

52

267

2019

104

50

85

58

296

2020

93

45

76

52

266

2021

87

42

71

48

247

2022

90

43

74

50

257

Sub Total

467

224

381

260

1,333

Total (Rooms)

968

465

790

538

2,760

Total (Hotels)

4-5

2-3

3-4

3-4

Sub Total

Note: Hotel rooms include rooms supply by hotels, motels and serviced apartments.
Source: ABS (2012b), AECgroup
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Figure E.3: Projected Room Nights Sold and Available, Pilbara, 2006-22
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Source: ABS (2012b), AECgroup

Future Caravan Park Requirements
Similar to hotel rooms, an annual occupancy rate between 65-75% in the Pilbara caravan
parks would provide a balance between supply and demand, allowing more leisure
visitors to enjoy the region and provide non-resource based economic activity. At the
same time, this level of occupancy yields a price, which allows caravan parks to operate
profitably.
The following table (Table E.6) highlights the number of caravan park sites that are
required in the region (and the individual LGAs) in order to achieve more sustainable
occupancy rates. As highlighted in Figure E.4, the addition of this level of supply will
provide an average annual occupancy rate of between 65-75% between 2012-2022. The
region may require up to 50 ha of land for future caravan park developments.
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Table E.6 Required Caravan Park Site per LGA in the Pilbara Region, 2012-22
Ashburton

East Pilbara

Port Hedland

Roebourne

Pilbara

2012

35

24

54

35

149

2013

53

37

82

54

226

89

61

136

89

374

2014

40

28

62

40

170

2015

39

27

60

39

166

2016

47

32

72

47

197

2017

49

33

75

49

206

175

120

268

176

739

2018

52

35

79

52

218

2019

50

35

77

51

213

2020

45

31

69

45

189

2021

46

31

70

46

193

2022

48

33

73

48

202

Sub Total

240

165

369

242

1,016

Total (Sites)

504

346

773

507

2,129

Total (Parks)

2-3

1-2

3-4

2-3

Sub Total

Sub Total

Note: Caravan park sites include cabins, powered and unpowered sites.
Source: ABS (2012b), AECgroup
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Figure E.4: Projected Site Nights Sold and Available, Pilbara, 2006-22
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Future Key Service Worker Requirements
Key service workers are required for any economy. This workforce often fulfils labour
requirements at the administrative or entry level (which often require lower levels of
skill) and make up a large part of retail, accommodation and food sectors. Depending on
the LGA, it is estimated that key service workers make up between 16-26% of the total
labour force. Typically, key service workers are residents and occupy residential housing.
Given the shortage of residential housing in the Pilbara and the resultant housing
affordability issues, key service workers struggle to get housing. As demonstrated in the
consultation with many accommodation providers, either rooms/sites in the
establishment have to be provided for workers or housing has to be purchased for
workers in the market.
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Similar to other labour requirements in the Pilbara, key service workers are often more
transient than traditional permanent residents. On average, 27% of key service workers
in the Pilbara are not permanent residents, but rather more transient workers, including
international backpackers. The proportion of transient key service workers is anticipated
to increase over time. It will be necessary to provide housing options for this workforce
moving forward. The following table (Table E.7) identifies the requirement for future
transient key service worker housing in the Pilbara. It should be noted that these figures
assume that the housing shortage in the region is rectified in the future, thereby making
it possible for permanent resident key service workers to find housing in the local
markets.
Table E.7 Required Key Service Worker Beds per LGA in the Pilbara Region, 2012 to 22
Ashburton

East Pilbara

Port Hedland

Roebourne

Pilbara

2012

-10

5

20

37

53

2013

-9

10

17

36

54

-19

15

38

73

106

2014

-11

11

23

32

55

2015

-10

11

20

35

56

2016

-11

15

22

32

58

2017

-13

16

25

31

59

-45

53

90

130

228

2018

-11

13

24

35

60

2019

-13

13

23

39

62

2020

-12

15

26

34

63

2021

-10

15

23

37

65

2022

-6

14

23

34

66

-52

71

120

178

316

-117

139

248

381

651

Sub Total

Sub Total

Sub Total
Total

Note: Negative numbers represent an existing or future oversupply of key service worker beds.
Source: ABS (2012b), AECgroup

Encouraging Accommodation Development
Given the unique operating environment in the Pilbara, feasibility analysis conducted for
this project and consultation with industry have identified a number of mechanisms to
encourage accommodation development in the Pilbara across demand, supply and
infrastructure (Figure E.5).
Figure E.5 Mechanisms to Encourage Accommodation Development in the Pilbara

Demand

Supply

Infrastructure

• Marketing to drive
leisure demand
• Product development

• Planning and land
• Incentives and
financing

• Residential housing
• Tourism infrastructure

Balanced approach across demand, supply and infrastructure
Source: AECgroup

These mechanisms have been specifically designed to address existing barriers to
investment. This relationship is outlined in the following table (Table E.8.).
xiii

Demand Needs Analysis for Short-Stay Accommodation in the Pilbara Region
FINAL

Table E.8: Mechanisms to Address Barriers to Development
Mechanism

Description

Barrier to Development
Addressed

Demand Mechanisms
Marketing






Product
Development

 Destination building with new experiences
 Synergies with residential based leisure activities

Regional branding with discreet local offerings
Marketing materials (visitors guide)
Coordinated web platform and close cooperation between VICs
Web advertising

Perception of the Pilbara
as a tourism destination

Attractiveness of the
Pilbara to leisure tourism
markets

Supply Mechanisms
Planning

 Encourage a mix of uses (including residential) as part of
accommodation developments
 Allow greater heights (particularly as part of mixed use
developments)
 Isolate strategic sites for tourism use only (or require portion of
overall development to be accommodation)
 Provide flexibility in terms of new building materials (modular
construction)
 Allow for flexibility between short stay accommodation and
permanent residential development

Competing land uses
High construction costs
Land costs
Lack of residential housing

Land

 Provision of land for iconic tourism use at reduced or no costs
 Provision of additional adjacent lands for alternative use
(residential or commercial)

Low availability/high land
costs

Incentives

 Deferment of payment of government charges and
infrastructure charges
 Rebates of charges
 Cash grants

High construction costs

Financing

 Provide government underwriting of portions of some strategic
tourism developments (develop special fund that is continually
increased through interest and solely acts to underwrite a
portion of projects (20%-40% max)
 Provide pre-commitment for a certain number of rooms, thereby
helping to underwrite the financing

Access to finance

Infrastructure Mechanisms
Residential
Housing

 Add significant residential housing supply to ease existing
pressures and reduce costs on existing accommodation
operators

Lack of residential housing

Tourism
Infrastructure

 Increase meeting facilities
 Consider options to better accommodate cruise ships
 Ensure sufficient dump points/water stations exist throughout
region
 Ensure residential recreation infrastructure can support tourism
needs

Attractiveness of the
Pilbara for leisure and
business travellers

Source: AECgroup

Any government intervention in the market must be considered in a careful and
measured manner to ensure the market is not overstimulated and that the intervention
achieves its objectives with minimal damage to the market or any of its existing players.
This recommended package of tools provides flexibility for government to engage with a
wide variety of participants involved in accommodation development (i.e. developers,
investors, and operators). Additionally, any assistance must be provided in a clearly
defined, transparent, equitable and risk averse fashion.
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Accommodation Investment Attraction Strategy
The following diagram (Figure E.6) provides an overview of the accommodation
investment attraction framework for the Pilbara. Each of the three strategies should be
implemented through core activities which each are likely to assist the region in obtaining
accommodation investment.
Figure E.6: Investment Attraction Strategy Overview
Strategies

Core Activities

• Drive demand for accommodation

1. Encouraging • Encourage supply growth
Accommodation • Increase tourism infrastructure
Investment

Goals

More
Accommodation

Investment
• Develop marketing materials and market
investment opportunities
2. Developing
•
Engage with prospective investors and
New Investment
proponents

3. Facilitating
Investment

• Provide information and assistance in project
evaluation
• Provide introductions and facilitate
development process

More Tourism

Economic benefits

Social benefits

Source: AECgroup

An implementation plan provides specific activities as well as their suggested timing in
order to carry out this strategy.
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1.

Introduction

1.1

Project Scope
This project investigated the short-stay accommodation market in the Pilbara, including:


The existing and planned short-stay accommodation detailing the location,
accommodation style, number of rooms, current rates and occupancy levels
(including informal accommodation);



Identification of the demand for short-stay accommodation (by accommodation type)
now and in the future utilising existing visitor data and visitor forecasts based on
anticipated demand compositions and reasons for visits; and



Identification of the types and quantity of short-stay accommodation required by
visitor markets now and in the future, with provision of understanding of
accommodation style, and number of rooms required to meet demand forecasts in
the short (1-5 years), medium (5-10 years) and long-term (10-20 years).

This report delivers a thorough, in-depth analysis of the short-stay accommodation
market within the Pilbara region, including existing, planned and future requirements.
The analysis has been prepared by analysing, forecasting and identifying:


The demand for short stay accommodation in the Pilbara;



Existing and planned short-stay accommodation supply in the Pilbara; and



The types and quantity of short-stay accommodation required by visitor
markets now and in the future.

Results from the analysis will be used to inform future government policy and
accommodation development in the region.
This analysis has built on the joint efforts of the Pilbara Cities, Pilbara Regional Council
(PRC), Pilbara Development Commission (PDC), and the Local Government Authorities
(LGA) within the Pilbara region, towards creating a sustainable economic future for the
Pilbara region by facilitating growth in the Pilbara’s Tourism Industry.

1.2

Background
The Pilbara is located in the North West of Western Australia and contains several major
towns within four Local Government Authorities (LGAs): Ashburton LGA, Port Hedland
LGA, Roebourne LGA and East Pilbara LGA (Figure 1.1). According to the Australian
Bureau of Statistics (ABS), the region has 48,610 residents stretched across a
502,000km² area. The Pilbara is also home to some of the finest natural attractions in
Australia including stunning national parks, tropical islands and largest collection of petro
glyphic rock art in the world.
Despite potential tourism development opportunities within the region, tourism
accommodation development has been slow due to the mining resources boom which has
translated into increasing operational costs and has stretched the region’s available
infrastructure. Short-stay accommodation is in particularly high demand in the region,
with high occupancy rates as a result of the large fly-in/fly-out (FIFO) workforce and
corporate travellers, which often crowds out a variety of visitors.
The Western Australian State Government believes that diversification of the Pilbara
region’s economy is essential in order to accommodate sustainable population growth
and that development of the region’s tourism Industry is an obvious opportunity. The
Government has set a Pilbara Cities population target of 140,000 by 2035, an increase of
approximately 90,000 residents in 23 years. The development of a vibrant tourism
industry will assist in providing non-resource related jobs to encourage residential
population growth.
The development of a comprehensive analysis of short-stay accommodation for the
Pilbara Region will assist and help to facilitate economic and population growth. Visitors
to the region are being turned away due to lack of accommodation, with new and
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proposed resource projects drawing in an ever increasing numbers of transient workers
depleting the availability of short-stay accommodation.
Figure 1.1: Map of the Pilbara Region, Major Towns and LGAs

Source: SBDC (2012)

1.3

Project Delivery
This report includes a number of sub-components. Each component acts towards
systematically responding to the analysis criteria outlined above. The components are
described briefly below:


Literature Review: Reviews a variety of existing strategy and policy documents as
well as other studies regarding the Pilbara region.



Economic Profile: Outlines the socio-demographic and economic characteristics of
the Pilbara region, and how these factors create demand for services which are
primary or secondary to the support of the region’s Tourism Industry.



Tourism Profile: Includes review of tourism visitor composition, visitation trends,
the characteristics and performance of formal tourism accommodation in the Pilbara
and an audit of relevant tourism related facilities and services available.



Accommodation Demand and Supply Assessment: Reviews historic trends in
supply and demand factors relating to tourism accommodation in the Pilbara region.



Tourism SWOT Analysis: Provides a competitive assessment of the Pilbara regions
Tourism Industry and related developments, based on the 5A’s of tourism and a
Strength-Weakness Opportunity-Threat (SWOT) framework.
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Future Demand Needs Assessment: Presents forecasts of tourism accommodation
market factors for the Pilbara region, including future demand by visitor type and
origin, likely and required future accommodation supply and resulting occupancy
rates.



Development Feasibility Assessment: Presents a number of possible
accommodation development options within the Pilbara and examines the feasibility
of each development.



Mechanisms to Encourage Accommodation Development: Provides practical
avenues for government to encourage private sector investment and development of
accommodation.



Accommodation Investment Attraction Strategy: Provides strategies to assist
government in attracting investment to the accommodation sector.



Investment Attraction Implementation Plan: A plan for
accommodation development can be facilitated within the Pilbara.

how

tourism

This project has delivered two distinct reports:


Summary Report (this report): Provides an overview of all research, consultation,
analysis and findings.



Background Report: Provides a depth of research and analysis into the economy,
local tourism industry, accommodation sector and other aspects of the Summary
Report.

The reports should be read in conjunction with one another.

1.4

Data Limitations
AECgroup has utilised a number of data sources in order to provide analysis of the
tourism market supply and demand factors for the Pilbara region. Of these sources, the
Australian Bureau of Statistics (ABS) Survey of Tourist Accommodation and Tourism
Research Australia (TRA) Domestic and International visitor data formed the bulk of the
data.
The TRA data should be interpreted with caution since surveying methods used by TRA
excludes domestic overnight trips made by visitors who travel less than 20km to reach
the accommodation establishment. Like the TRA data, ABS datasets should be
interpreted with caution since the ABS data includes only accommodation establishments
with 15 or more rooms and has been known to underestimate the number of
establishments and rooms in regional areas. Additionally data collection methods open
both data sources to additional errors. ABS data is dependent on accommodation survey
registration and TRA data is dependent on accuracy of collected traveller survey results.
Although both datasets display a number of inconsistencies, they do represent the most
accurate and up to date statistics available.
The appreciation they provide of
relationships and trends over time also make them valuable for analysis. This study will
often emphasise these datasets in terms of change of values over time (time series
analysis). Any gaps in the data sets were filled in through smoothing of the data and
other results based on existing data.
The reported values of these datasets in the current period have been supplemented by
on-site consultation conducted by AECgroup, which have been emphasised accordingly.
It should be noted that due to the data limitations, ABS and TRA data have not been
used in the feasibility assessment but rather have informed seasonal changes in
occupancy and room rates. Market data (i.e. occupancy rate, room rate and other
operational aspects) for the feasibility assessment have come from consultation with a
variety of industry players.
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2.

Literature Review
This section provides a summary of the review of key literature, policies, strategies and
documents relating to the study area.

2.1

Summary of Literature
The following reports, policies, strategies and documents have been reviewed by this
report to provide context for the assessment:


Eco-Tourist Caravan Park Assessment and Determination of Need – Shire of
Roebourne.



Pilbara Regional Council Regional Tourism Plan – Kadar Pearson & Partners Pty Ltd.



Pilbara Regional Economy Version 2 – Pilbara Development Commission.



Pilbara Planning and Infrastructure Framework – Western Australia Planning
Commission.



String of Pearls Quality Regional Accommodation Plan – Tourism Western Australia.



Tourism Destination Development Strategy - Shire of Ashburton.



Transient Worker Accommodation Issues Paper – RPS.



Understanding the Caravan Industry in WA – Tourism Western Australia.

A summary of the literature review items is provided below. A detailed examination of
the review literature is included in the Background Report.
2.1.1

Summary
Tourism in the Pilbara region is generally dominated by domestic and business travellers,
as opposed to Perth and Western Australia which, while also being domestic-dominated,
is focused more towards holiday/leisure tourism. This is a product of the region’s Mining
Sector, which generates the vast majority of the region’s wealth, and commands a
significant proportion of its workforce, thus driving chronic labour and housing shortages,
and hindering the Tourism Sector.
Accommodation occupancy rates in the Pilbara (and wider North West) have been
generally higher than in Perth and the wider State, except for Caravan Parks, which were
hindered by significant seasonality in visitation. The number of Caravan Park
establishments in Western Australia and Australia has actually been in decline in recent
years, but total capacity has largely been maintained by increases in the capacity of
remaining establishments. And while Caravan Park occupancy rates have been lower than
Perth and Western Australia, they, along with visitor nights, have been increasing. This
too, has recently been driven by transient workers rather than tourists.
There is potential for Pilbara locations to better exploit the holiday/leisure market. A need
for better quality accommodation, not just quantity, was highlighted as necessary to
develop the region, given supply levels in comparable Eastern States areas. The region
also has potential to leverage from its natural attractions. But shortcomings in data may
hinder effective and efficient decision making aimed at the Pilbara Tourism Sector.
Furthermore, Caravan Park operating costs were highlighted as a major obstacle for
existing supply and future development.
Recommendations were also made regarding the nature and form of temporary worker
accommodation (TWA) establishments, which will no doubt remain important in the
coming years. TWA villages that are better integrated with nearby towns are more likely
to result in positive socio-economic outcomes, but only when the town has the capacity
to handle such villages and their workers. This will encourage permanent population
growth and the development of economic activities outside mining. If non-Mining Sectors
such as tourism can be successfully developed, they may actually generate greater
value-for-money than mining, as well as the widespread socio-economic benefits of
diversification for the region.
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Beyond tourism, accommodation, and TWA, plans are underway to facilitate the Pilbara
reaching a population of 140,000 by 2035, requiring significant investments in housing,
utilities, community facilities, transport/access, and environmental and cultural values.
This will transform the region into a diverse area with greater employment, housing
diversity, amenity, education, health, recreation and community service options, while
protecting its environmental and cultural values.
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3.

Regional Overview
This section presents an overview of the Pilbara’s economy, tourism and accommodation
markets, including an outline of current economic characteristics of the Pilbara economy,
tourism visitation trends and overview of relevant accommodation facilities.

Economic Profile
Mining is synonymous with the Pilbara. The Pilbara Region is renowned globally for its
iron ore exports, contributing 90% of Australia’s iron ore exports and 45% of global iron
ore exports. The Pilbara also produces 85% of Australia’s LNG and production. In 2011,
the total value of Pilbara minerals and petroleum exports was $86 billion, which makes
up 81% of total mineral and petroleum exports from WA and represents 5.7% of
Australia’s GDP.
In the coming decades, the importance of the Mining Sector in the Pilbara is unlikely to
dissipate, with China and India continuing their process of rapid population growth,
industrialisation and urbanisation and thus, their ever-increasing demand for resources,
including iron ore and gas. These long term trends, particularly in China, provide a strong
underlying foundation for the continued growth and expansion of the Pilbara economy.
Figure 3.1: Population Growth and Urbanisation, 1990-2050
7
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2
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60%

5
Population (billions)

3.1

20%

1
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0

0%
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China (RHA)
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2030 (f)
India (LHA)
India (RHA)

2050 (f)
Rest of World (LHA)
Rest of World (RHA)

Note: Urbanisation measures the percentage of the population living in an urban environment. (f) – forecast.
Source: Population Division of the Department of Economic and Social Affairs of the United Nations Secretariat, McKinsey 2010.

Although the price of iron ore has fallen 30% since its peak in early 2011 (Figure 3.2), it
is currently well above the long term average ($40 per tonne). At the same time, costs
to develop new mining capacity for iron ore have nearly doubled over the last five years
(Figure 3.3). Combined with a recent slowdown in the Chinese economy leading up to
the leadership change, these market factors have caused many companies to re-evaluate
their investment projects. Most notably, BHP has put its plans for an outer harbour in
Port Hedland on hold.
However, the long-term demand profile and the Pilbara’s proximity to Asia (i.e. China and
India) provide a compelling case for future investment and expansion of the mining
sector in the region over the longer term. While some workers have been retrenched and
investment plans put on hold, some companies (such as Fortescue and Rio Tinto) are
continuing with plans to expand capacity.
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The future pipeline of investment for the Pilbara is strong (Table 3.1) and while some
current projects are on hold, given the long-term trends, many of these projects are
expected to take place at some time in the future.
Figure 3.2: Iron Ore Price, 1992-2012 (US$)
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Figure 3.3: Capital Spend to Build One Tonne of Capacity, 2007-2011/2012
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Source: Minerals Council of Australia (2012)
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Table 3.1: Mineral Projects Committed or Proposed, Pilbara, 2012
Committed ($b)

Proposed ($b)

Construction
Employment

Operational
Employment

Iron Ore

$29.00

$46.00

27,300

15,870

LNG

$80.00

NA

11,330

708

$0.13

$1.63

2,176

915

$109.13

$47.63

40,806

17,493

Other Minerals
Total
Source: PDC (2012a)

The Pilbara’s economy has grown by an average of over 20% per annum since 2007-08
on the back of the region’s booming Mining Sector, which generated 12.6% of Western
Australia’s Gross State Product (GSP) alone in 2010-11. The Mining Sector currently
accounts for over 90% of the region’s Gross Regional Product (GRP), with this bias
characterising an economic structure that has remained largely unchanged in recent
years (Figure 3.4).
Figure 3.4: GRP by Industry Contribution, Pilbara Region, 2006-07 to 2010-11
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The bias and strength in the Mining Sector provides benefit for various industries which
are either directly or indirectly related to Mining. For example, although the Pilbara has
only approximately 1% of Western Australia’s businesses, over a quarter of these
businesses are involved in Construction Services Industry. The strength of these
industries also translates to higher workforce demand, with the key employment
generating sectors within the Pilbara region including Mining (36.7%) and Construction
Services Industry (12.4%), together accounting directly for nearly half of the total
employment in the region.
However, the region is wholly dependent on the mining sector (as highlighted in Figure
3.4). This reliance on the mining sector poses a significant risk to the economy, given
global economic insecurity and commodity price volatility. Reducing the region’s reliance
on mining will help to make the region’s economy more sustainable and contribute to
many of the stated policy goals of local and state government.
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The current lack of diversification is not helped by the Mining Sector’s tendency to crowd
out many other industry sectors. The Tourism Sector currently contributes only 0.61% of
the Pilbara’s GRP, compared to 5.27% in Western Australia. Tourism is one of those
sectors that is often crowded out due to the mining sector’s appetite for accommodation
(i.e. both hotels and caravan parks) and ability to outbid for labour. The additional
demand for tourism accommodation from the mining sector (i.e. for both business
travellers and FIFO workers) increases occupancy rates and room/site rates, therefore
making accommodation difficult to secure for those visiting for Holiday/Leisure purposes.
While the Pilbara is unlikely to support the same volume of visitor numbers as classic
leisure related tourism destinations in Australia, tourism can grow to provide additional,
non-resource related economic opportunities.
For more information on the regional economy, please refer to the Background Report.

3.2

Tourism Profile

3.2.1

Visitation
In 2011, there were just over 500,000 visitors to the Pilbara. While this level of visitation
has been relatively consistent over the last five years, the number of visitor nights has
increased by 17% over the last three years. Domestic overnight visitors dominate the
overall visitor profile, which is consistent with the historical experience. There has also
been significant seasonality and volatility in terms of visitation throughout the year.
While there is no discernible pattern in the data, anecdotal evidence from consultation
suggests that the period between December and January has been traditionally slow.
Figure 3.5: Visitor and Visitor Nights by Source, Pilbara, Mar 98 to Dec 11
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The visitor profile for the region is dominated by two specific groups; those visitors
coming to the Pilbara for business or work related reasons and those coming for leisure
activities. Naturally, these two groups are wildly different. Over 90% of leisure visitors
arrive by road, including private car, coach and caravan. Almost three quarters of
business visitors arrive by air. Historically (pre-2006), leisure visitors were dominant in
the Pilbara. Naturally, with the recent expansion of the Mining Sector, business related
travellers have become the dominant visitor type, likely displacing many leisure visitors
through their ability to pay higher rates for accommodation (Figure 3.6).
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International visitation to the Pilbara has also increased over time (Figure 3.7). While
the amount of international leisure visitors has remained relatively stable over the last
decade, the recent past has seen an increase in both business visitors and those coming
to the Pilbara for employment, which shows the importance of the international
backpacker market to the Pilbara as key service workers.
Figure 3.6: Domestic Visitor Numbers by Purpose of Visit, Pilbara, 1999-2011
300,000

250,000

Visitors

200,000

150,000

100,000

50,000

0

Holiday or leisure

Visiting friends and relatives
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Note: “other” purpose of visit not included. Totals may not sum to 100%.
Source: TRA (2012b), AECgroup

Figure 3.7: International Visitors by Purpose of Visit, Pilbara, 1999-2011
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Source: TRA (2012a), AECgroup
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3.2.2

Tourism SWOT Analysis
Tourism is important for any region due to the outside expenditure that it generates for
local businesses. On average from between 2007 and 2009, tourism was responsible for
an average of $248.9 million of expenditure within the Pilbara region. Expenditure
patterns across the business visitors, leisure visitors and key service workers (i.e.
international visitors coming to the region for employment) exist and each group of
visitors contributes differently to the region’s tourism mix.
A competitive assessment of the Pilbara region’s tourism market has been conducted,
based on the 5A’s of tourism and a Strength-Weakness Opportunity-Threat (SWOT)
assessment of accommodation development within the area. The 5A’s looks at the
competitive edge offered by the region under each of the competitive elements, as well
as any issues the Local Government Area (LGA) faces in achieving any of the criteria.
This assessment supplements the 5A’s analysis with a SWOT assessment.
Further details relevant to this section are found in the Background Report.
A summary of the competitive assessment findings are shown in the figure below:

Figure 3.8: Competitive Assessment According to 5A’s of Tourism, Pilbara, 2012

Competitive Element

Competitive Edge

Accommodation

• High occupancy rates, especially in peak
seasons, indicative of strong demand;
• Wide range provided, including luxury Hotels,
Motels, Villas, Lodges, Cabins, Caravanning
and Camping, Bed & Breakfasts; and
• Strong Business visitation component has less
seasonality than Holiday/Leisure.

• Chronic shortages of accommodation due to
absorption by Mining sector and associated
FIFO/transient workers;
• Labour shortages driven by Mining Sector;
and
• High operating costs for accommodation
developments.

• Towns of well-serviced nature, e.g.
ATM/banking facilities, cinemas, pubs,
restaurants, shopping centres, sporting
facilities, supermarkets, places of worship;
and
• Visitor Centres providing information, gifts
and souvenirs, tour/accommodation/
transport bookings, internet access.

• Integration of transient worker
accommodation camps into regional towns
can put pressure on local services/facilities if
not properly equipped to deal with them; and
• Development hindered by lack of permanent
population growth.

• Some of Australia’s finest natural attractions
and richest biodiversity: Karijini, Chichester
and Millstream National Parks; Dampier and
Buccaneer Archipelagos; Rowley Shoal
Islands;
• Breathtaking views and several strategic
lookouts;
• Award-winning Cultural and Heritage Trails;
• Museums highlight region’s history/culture;
• Indigenous tourism attractions, e.g. rock art;
and
• Tours/travel packages provided, e.g. fishing,
diving, mine sites, ecotourism experiences.

• Need more effective marketing/exploitation
of natural tourist attractions;
• New tourism product development required;
• Mining activities can detract from natural
amenity; and
• Seasonality of many of these attractions, i.e.
climate.

• Airport access to Perth and other regional
centres, e.g. Exmouth, Karratha, Paraburdoo,
Newman, Broome;
• 4WD and sealed road access to Parks; and
• Bus/coach services.

• Distance/isolation of Pilbara still major
obstacle to visitation, or preferably,
relocation; and
• Range of transport options only appear
feasible for those staying longer periods.

Amenities

Attractions/Activities

Access

Regional Issues

Source: AECgroup
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A summary of the SWOT analysis is shown in the figure below:
Figure 3.9: SWOT Analysis, Pilbara, 2012

Source: AECgroup

Outside of the obvious business travel related activities, there is a potential to grow the
tourism industry in the Pilbara, given the region’s:


Ancient natural landscapes, such as Karijini, Karlamilyi and Millstream-Chichester;



Oldest rocks and fossils of the earliest life forms on the planet;



Position on a critical tourism driving route around the country;



Rich and diverse cultural heritage;



Eco-style, luxury and caravan park style accommodation;



Aboriginal cultural tourism experiences;



Ocean-based charters for fishing and reef exploration; and



Nature and heritage walks.

For more information on the local tourism industry and visitation, please refer to the
Background Report.

3.3

Accommodation Profile
In the Pilbara region there are three distinct types of accommodation for short stay
visitors, which is aligned to the tourism market and economic profile of the region:


Hotels, Motels and Serviced Apartments;



Caravan and Camping Parks; and



Temporary worker accommodation (TWA).

12

Demand Needs Analysis for Short-Stay Accommodation in the Pilbara Region
FINAL

Each type of accommodation tends to cater for the different types of visitors. While the
mix of accommodation caters to many different types of visitors, generally speaking
business travellers tend to stay in the hotels, leisure visitors in caravan parks and FIFO
workers in TWA. Given that the backpacker market generally provides key service
workers to many local industries in the Pilbara, these workers are provided with housing
from their employer. In many instances, this means that accommodation provider is
taking rooms or units off the market to house staff.
The various trends in each accommodation market are highlighted in the sections below.
Detailed breakdown of the accommodation sector by LGA is provided in the Background
Report.
3.3.1

Hotels, Motels and Serviced Apartments
The hotel market in the Pilbara, characterised by hotels, motels and serviced apartments,
has seen steadily high occupancy rates and strong growth in average daily rate (ADR)
and revenue per available room (RevPAR). Consultation with hotel operators on the
ground would suggest an even stronger market in 2011 than depicted in the ABS data
(Table 3.2). Many establishments indicated occupancy rates between 80-90% and much
higher ADRs. Daily rates above $400 are very common and many establishments are
100% booked out during the week. Anecdotal evidence of rates in excess of $500 exist
as well as the difficulties of key personnel (i.e. educators, doctors, etc.) to find a room.
Many establishments have rooms committed to individual companies on annual contracts,
thereby effectively removing them from the overall supply.

Table 3.2: Hotels, Motels and Serviced Apartments Market Indicators, Pilbara, 2006-2011
YE December

Rooms (No.)

Room Nights
Sold (No.)

Occupancy
Rate (%)

ADR ($)

RevPAR ($)

2006

1,806

458,363

69.5%

$99.02

$68.85

2007

1,741

464,707

73.1%

$122.43

$89.56

2008

1,812

468,464

70.8%

$136.71

$96.83

2009

1,808

455,390

69.0%

$152.17

$105.01

2010

1,653

430,960

71.4%

$170.79

$122.00

2011
Total Growth 2006- 2011 (%)
Average Annual Growth 2006- 2011 (%)
Total Growth 2006- 2011 (No.)

1,619

443,241

75.0%

$177.40

$133.06

-10.4%

-3.3%

5.5ppt

79.2%

93.3%

-2.2%

-0.7%

1.5ppt

12.4%

14.1%

-187

-15,122

$78.38

$64.21

Note: Information is year ending December.
Source: ABS (2012a)

Limitations of ABS Survey of Tourist Accommodation
The Survey of Tourist Accommodation conducted by the ABS is the most in-depth, robust
and accurate survey of the accommodation market in Australia. As with any survey,
there will be limitations to the accuracy of the results. AECgroup has found that in
regional areas, it is common for the ABS survey to underestimate the number of
establishments and rooms. Given the size of Australia and the number of regional areas,
these limitations would be a natural occurrence.
Consultation conducted by the AECgroup for numerous projects in the Pilbara, including
this one, have highlighted that the ABS often undercounts numerous statistics in the
Pilbara. Given the size, diversity and unique nature of the region, it would be difficult for
any survey to accurately capture statistics on such a dynamic and fast changing region.
Outside these limitations, there is no other source of data that provides any better
accuracy regarding the accommodation market in the Pilbara.
While there may be anecdotal evidence of extremely high ADRs of above $400 per night,
it is important to understand that these rates are not received by hotels for every room,
every night. Dynamic pricing allows accommodation establishments to price rooms in
relation to time (i.e. how long in advance someone books a room) and demand (i.e. how
many people want/need to come to the region). This dynamic environment creates a
range of pricing and occupancy on any given day of the week.
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The following figure (Figure 3.10) identifies the variety of room rates in the market, given
the day of the week. The figure below shows that there is great diversity between the
weekend and work week room rates, which is related to the occupancy rate on these
nights, and the associated demand for accommodation. While there are peaks of room
rates above $400, the average across the period is $327. It is also important to note
that the room rates quoted below are advertised rates which may differ from achieved
rates. Additionally, these advertised rates to not represent the price achieved for 100%
of room stock. The majority of the hotel stock could have been sold earlier for lower
prices.
An analysis of occupancy rates would yield a similar result.
Figure 3.10: Daily Room Rates, Pilbara, August-September 2012
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$0

Room Rate

Average Room Rate

Note: Prices sourced from wotif.com on Tuesday 28 August 2012 for a single night stay. Last day of the period is Saturday, 29 September 2012.
Source: AECgroup from www.wotif.com

Looking across the Pilbara, the East Pilbara LGA has recorded the least amount of room
nights available, followed by Roebourne LGA, Port Hedland LGA and finally, Ashburton
LGA. This is again contrary to the visitor profiling preferences, which are indicating high
and increasing tourism visitation demand for those areas with little accommodation
supply and declining demand for those areas with the greatest amount of accommodation
supply.
Looking forward, over $140 million worth of hotel accommodation development projects
are currently planned for the Pilbara, which would increase the net lettable hotel supply
in the region by 60% if they all proceeded. Recent announcements include a Hilton
development in Karratha with 144 expected hotel rooms, a development of 367 shortstay rooms by Finbar at the Spoilbank in Port Hedland and a Mirvac development in Port
Hedland with a 178 hotel rooms. All of these projects are associated with some level of
residential development.
While this development pipeline appears very strong, it should be noted that not all
planned projects come to fruition. Specifically in the Pilbara, there has been a track
record of projects receiving development approval and not proceeding, which is likely due
to the overall development feasibility of the project (explored further in Section 5).
Projects with development approval are often easier to sell to investors than those
without, given the lead times and costs to achieve development approval.
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3.3.2

Caravan Parks
According to the ABS2, there were 14 caravan parks in the Pilbara in June 2010 (Table
3.3). More than a quarter of caravan park accommodation consists of cabins, flats, units
and villas (Table 3.4).
Table 3.3: Caravan Establishments, Pilbara, June 2010
LGA

Establishments

Caravan Sites

Ashburton

4

580

East Pilbara

3

359

Roebourne

3

539

Port Hedland
Total

4

815

14

2,293

Note: Data is June quarter 2010. ABS stopped recording this data at this time.
Source: ABS (2012b)

Table 3.4: Caravan Park Site Breakdown, Pilbara, June 2010
Caravan Park Type
Establishments
On-site vans

No.

% of Total

15
67

3%

1,335

58%

Unpowered sites

274

12%

Cabins, flats, units and villas

617

27%

2,293

100%

Other powered sites

Total
Source: ABS (2012b)

AECgroup conducted an audit of caravan parks in the region and found considerable
growth since June 2010. We identified 16 caravan parks in the region (2 more than
identified by the ABS in June 2010) and 934 additional sites, an increase of 40%. From
this audit, there are more cabins/chalets (roughly 60% of total) than caravan sites (40%
of total) in the region. However, individual parks vary considerably, with some having
considerably more cabins/chalets than sites or vice versa.
Table 3.5: Caravan Park Audit, Pilbara, 2012
LGA

Establishments

Caravan Sites

Ashburton

4

610

East Pilbara

3

1,219

Roebourne

6

733

Port Hedland
Total

3

632

16

3,194

Note: Information gathered on site, through interviews and internet research. Caravan sites includes all powered or unpowered
sites as well as cabins, chalets and budget accommodation.
Source: AECgroup

Consultation with many of the caravan parks found that they often contract out their
cabins on an annual basis to individual companies. Similarly, some caravans and/or
caravan sites are rented out on an annual basis to either contactors or permanent
residents. These tendencies effectively remove cabins, caravans and caravan sites from
the available supply.
No Place To Stay
There is anecdotal evidence that suggests there is virtually no room in existing caravan
parks. From the consultation, there were numerous examples of people being turned
away from caravan parks due to lack of available space, often late at night and without
anywhere to go. There are stories throughout the region of people sleeping in cars,
parks or other public spaces due to the shortage of accommodation.

2

The most recent ABS information available is for June 2010. The survey of caravan parks was discontinued after
this date.
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3.3.3

Temporary worker accommodation
In additional to hotels and caravan parks, the Pilbara region has a number of Temporary
worker accommodation (TWA) currently in operation, primarily providing short-term
accommodation of transient/FIFO workers employed within the Mining Sector.
Table 3.6: Temporary Worker Accommodation (TWA), Supply, Pilbara, 2012
LGA

Current Beds

Ashburton

10,508

East Pilbara

18,467

Roebourne

11,561

Port Hedland

3,660

Total

44,196

Source: ABS (2012a), PDC (2012b), AECgroup

Of the four LGA’s the East Pilbara LGA has the greatest share of TWA, where the Town of
Port Hedland has the least. In terms of each LGA’s employment by industry contribution,
the amount of TWA in each LGA is a fair reflection of contribution made by the Mining
Sector. Port Hedland LGA has been noted as having the lowest employment contribution
from its Mining Sector of all LGA’s, with East Pilbara LGA having the second highest.
While TWA is important to facilitate the expansion, development and on-going operation
of the mining, resource and related export activities in the Pilbara, the potential flow on
impacts and opportunities for tourism are currently limited. There are currently plans to
expand the TWA supply by 40% by 2015. Ensuring that this future supply can transition
its use to tourism or permanent residential will help to maximise the long-term benefits
of these developments.
Key Service Worker and Permanent Residential Housing
While key service worker housing and permanent residential housing do not provide
options for short-stay accommodation, the balance across these forms of accommodation
and short-stay accommodation (i.e. hotels, caravan parks and TWA) is very important to
consider. The shortage of residential accommodation throughout the Pilbara has led to a
significant increase in residential housing prices over the recent past (Figure 3.11).
Figure 3.11: Residential Housing Prices, Pilbara, 2005-2012
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As noted earlier, many accommodation providers are forced to take rooms or units off
the market to provide housing for workers. Future planned increases in residential land
release and the development of key worker housing facilities will impact the overall
market for short-stay accommodation.
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4.

Future Demand and Needs Analysis
This section presents forecasts of tourism accommodation market characteristics for the
Pilbara region. A forecast of the amount of additional rooms is presented as part of the
analysis, in order to provide an indication of the amount of supply required to reduce
accommodation occupancy rates to sustainable levels. Forecasts of accommodation are
produced using Australian Bureau of Statistics (ABS) and Tourism Research Australia
(TRA) datasets. Forecasts have been supplemented based on insights into the Pilbara
tourism accommodation market gained from on-site consultation.

4.1

Future Supply and Demand Modelling

4.1.1

Projected Future Supply and Demand
There are approximately 19 new accommodation establishments in the development
pipeline for the Pilbara (i.e. planned or proposed). The majority of these new
establishments are anticipated to come online in the Port Hedland LGA, while the East
Pilbara is anticipated to see no new establishments come online. It should be noted that
the development registers include renovations or extensions of existing establishments as
a new establishment number. Additionally, many planned or proposed projects do not
proceed.
Table 4.1: Planned Accommodation Developments, Pilbara
Establishment Type

Ashburton

East Pilbara

Port Hedland

Roebourne

Total

Hotel

2

0

5

3

10

Motel

0

0

1

0

1

Caravan park

0

0

1

1

2

Backpacker

0

0

1

0

1

Serviced Apartments

1

0

0

3

4

Unknown

0

0

1

0

1

Total

3

0

9

7

19

Source: Pilbara Cities (2012), Tourism WA (2012), AECgroup

Breaking down the anticipated future supply according to the Tourism WA and Pilbara
Cities registers, by net lettable rooms, indicates that there are approximately 2,206
rooms anticipated to come online in the Pilbara region by 2015.
Based on a qualitative assessment of the amount of developments which have historically
progressed past the approval stage in this and surrounding areas as well as from
consultation, it is assumed that 20% of the planned future accommodation development
capacity will be actually delivered to the market for tourism accommodation use. The
remaining 80% is assumed to either not progress pass the planning stage, or will be
delivered under alternative development forms. Therefore, the analysis in this section is
based on approximately 441 tourism accommodation rooms actually being delivered in
the Pilbara by 2015, with the bulk of this supply being introduced in 2014.
Table 4.2: Planned and Assumed Realised Net Lettable Rooms, Pilbara, 2012-2015
Area

2012

2013

2014

2015

Total

160

0

71

0

231

0

0

0

0

0

Roebourne

221

212

384

0

817

Port Hedland

113

58

927

60

1158

Total

494

270

1,382

60

2206

99

54

276

12

441

Ashburton
East Pilbara

Realised

Source: Pilbara Cities (2012), Tourism WA (2012), AECgroup
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Figure 4.1 shows projections of hotels, motels and serviced apartment accommodation
through to 2022 based on historic ABS datasets, with qualitative adjustments made as
per the assumed anticipated supply noted in the table above. These projections assume a
status quo scenario operating into the future (i.e. there is no government intervention
into the market). Forecasts show growth in accommodation supply in the Pilbara region
to be fairly constrained, with only approximately four additional establishments coming
online from 2011 through to 2015 or approximately seven establishments from 2011
through to 2022. The amount of rooms has been forecasted to outgrow the amount of
additional establishments, indicating overall increase in capacity of existing
establishments. Note that only 418 rooms have been forecasted to come online by 2015,
which is approximately equal to the anticipated room number in Table 4.2.
Figure 4.2 shows forecasts of Room Nights Sold (RNS), Room Nights Available (RNA) and
occupancy rates for hotel accommodation in the Pilbara region. Both the amount of RNS
and available rooms are expected to increase steadily from the current year. Occupancy
rates will remain at currently high levels indicating that the additional forecasted supply
will be met with additional demand. The additional demand will likely come from a
combination of deferred demand (i.e. visitors who cannot currently come to the region
due to high room or occupancy rates) and induced demand (i.e. visitors who would not
have previously come to the region but now choose to).
Although occupancy rates are forecasted to remain at an average annual rate of
approximately 72%, on-site consultation has indicated that ABS may be 5-10ppt
underestimating current occupancy rates. AECgroup has noted regular inconsistencies
between the ABS Accommodation Survey and on the ground audits of accommodation in
regional areas. With this in mind, the projected future occupancy rate could easily
be between 80-90% during the forecast period.
Figure 4.1: Projected Hotel Market Supply (Status Quo), Pilbara, 2006 to 22
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Source: ABS (2012b), AECgroup
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Figure 4.2: Projected Hotels, Motels and Serviced Apartment Room Nights Sold and
Available (Status Quo), Pilbara, 2006 to 22
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The figure below shows projections of caravan park accommodation through to 2022
using the same approach as described above. Again, these projections assume a status
quo scenario operating into the future (i.e. there is no government intervention into the
market). Like with hotel accommodation, forecasts of caravan park accommodation show
growth in supply in the Pilbara region to be fairly constrained, with only approximately
two additional establishments coming online from 2011 through to 2015 or approximately
five establishments from 2011 through to 2022. The amount of sites has been forecasted
to outgrow the amount of additional establishments, indicating overall increase in
capacity of existing establishments.
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Figure 4.3: Projected Caravan Park Supply (Status Quo), Pilbara, 2006 to 22
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The amount of Site Nights Sold (SNS) is expected to increase steadily in the Pilbara
region while the amount of Site Nights Available (SNA) is expected to remain relatively
flat. This translates into an increasing occupancy rate. This is shown in the figure below.
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Figure 4.4: Projected Caravan Park Site Nights Sold and Available (Status Quo), Pilbara,
2006 to 22
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Without significant changes in market conditions, it is highly likely that the
current pressure and shortage experienced by the short-stay accommodation
sector will continue.
4.1.2

Projected Accommodation Requirements
Figure 4.5 shows the projected composition of RNS in hotels, motels and serviced
apartments in terms of the visitor origin. International RNS are projected to continue to
increase through to 2022 while domestic RNS are projected to increase at a slower rate.
Note that the amount of RNS by domestic visitors currently outweighs that of
international visitors however, the trend is indicating that at some point after 2022,
international visitors will make up the greater share of total RNS.
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Figure 4.5: Projected Room Nights Sold by Type of Overnight Visitor in Hotels, Pilbara,
2006 to 22
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Figure 4.6 shows the projected RNS in hotels breakdown according to reason of visit. The
amount of business travellers is expected to make up an increasing portion of total RNS
in the Pilbara region through to 2022. Holiday/leisure and those visiting friends and
relatives are projected to see minor growth through to 2022.
Figure 4.6: Projected Room Nights Sold in Hotel Market by Purpose of Visit, Pilbara, 2006
to 22
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Likewise, the amount of SNS in caravan parks is expected to see an increasing amount of
business related visitation, while those travelling for holiday/leisure or to visit friends and
relatives is expected to remain relatively flat. This is shown in the figure below.
Figure 4.7: Projected Site Nights Sold in Caravan Parks by Purpose of Visit, Pilbara, 2006
to 22
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This represents the Pilbara region’s currently high, and ongoing reliance on the Mining
Sector and hence this form of visitation. Without marketing and tourism product
development within the Pilbara this reliance will continue, with new accommodation
supply serving little benefit for authentic tourism related visitation.
4.1.3

Forecasted Accommodation Supply Requirement
The forecasts presented above show the amount of additional tourism demand and the
amount of additional supply forecasted to come online without market intervention.
Assuming that additional demand reacts to an increase in supply3, a forecast can be
obtained of the amount of supply needed to reduce occupancy rates to sustainable levels.
Consultation with industry and analysis of the Pilbara accommodation market would
indicate that an occupancy rate between 65-75% would provide a more balanced and
equitable accommodation sector. At this level of occupancy, there is sufficient demand to
drive a rate that allows accommodation operators to be profitable and provides a
sufficient number of rooms available to the market to facilitate greater levels of visitation.
Additionally, it is assumed that the residential housing shortage is solved, which will
reduce operating costs and remove the requirement of housing staff in accommodation
rooms or units that could otherwise be sold.
Figure 4.8 shows the hotel room supply needed to be delivered to the Pilbara in order to
reduce occupancy rates to more sustainable operating levels.

3

As highlighted above and in consultation, there are likely visitors who are deferred from the market as well as
those that would be induced to stay overnight, if additional supply was available.
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Figure 4.8: Projected Hotel Room Nights Sold and Available, Pilbara, 2006 to 22
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Source: ABS (2012b), AECgroup

The breakdown of RNS for each of the Pilbara LGA’s is shown in the figure below. Adding
the additional supply to reduce occupancy rates sees induced demand for all LGA’s.
Figure 4.9: Projected Hotel Room LGA Breakdown Induced Room Nights Sold, Pilbara,
2006 to 22
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Likewise, the following figure (Figure 4.10) shows the amount of caravan park
accommodation supply needed to be delivered to the Pilbara in order to reduce
occupancy rates to more sustainable operating levels.
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Figure 4.10: Projected Caravan Park Site Nights Sold and Available, Pilbara, 2006 to 22
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In the medium-term (five years), it has been estimated that the Pilbara will need to see
an additional average annual 11.4% growth in hotel, motel and serviced apartment
accommodation (231 rooms) in order to achieve the above reduction in occupancy rates,
and an additional average annual 9.5% (251 rooms) growth in the long-term (10 years).
This represents an additional 88.2% (1,428 rooms) and 171.5% (2,760 rooms) total
increase from the current amount of rooms in the Pilbara respectively.
In the medium-term, the Pilbara will also need to see an additional average annual 6.8%
growth in caravan park accommodation (156 sites) in order to achieve the above
reduction in occupancy rates, and an additional average annual 6.1% (141 sites) growth
in the long-term. This represents an additional 48.3% (1,113 sites) and 92.5% (2,129
sites) total increase from the current amount of sites in the Pilbara respectively.
While these figures may seem small in light of demand and accommodation shortages
over the last five years, these supply increases are substantial in such a small market
such as the Pilbara (and its LGAs). Additionally, these projections are heavily reliant on
recent demand trends. Any dramatic change in demand would significantly alter these
projections. Assuming that the current distribution of accommodation supply between
each of the LGA’s according to the ABS is efficient (i.e. meets market parameters), the
proportion of rooms and sites in each LGA can be applied to the total supply requirement
to find the amount of new supply needed in each LGA through to 2022.
Supply and Demand Balance Across All Forms of Accommodation
Short-stay accommodation is one type of accommodation in the Pilbara and is
interconnected with residential, temporary worker accommodation (TWA) and key service
worker housing. Movements in one of these markets will have an impact across the
others.
It is important that an overall balance between supply and demand is reached across all
forms of accommodation.
If there is an oversupply or shortage in one type of
accommodation, it can impact demand for other forms of accommodation. For example,
an oversupply of TWA near town centres could negatively impact demand for short-stay
accommodation by potentially competing against it (i.e. offering rooms into the shortstay market).
It should be noted that this report assumes that a balance between supply and demand
across the other forms of accommodation will be achieved in the short to medium-term in
the Pilbara. An oversupply in any form of accommodation would impact the short-stay
accommodation market and the findings of this report.
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Table 4.3 Required Hotel Rooms per LGA in the Pilbara Region, 2012 to 22
Ashburton

East Pilbara

Port Hedland

Roebourne

2012

34

16

28

19

96

2013

96

46

78

53

274

130

62

106

72

370

83

40

68

46

236

2015

92

44

75

51

264

2016

102

49

83

56

289

2017

94

45

77

52

269

371

178

303

206

1,058

2018

94

45

76

52

267

2019

104

50

85

58

296

2020

93

45

76

52

266

2021

87

42

71

48

247

Sub Total
2014

Sub Total

2022

Pilbara

90

43

74

50

257

Sub Total

467

224

381

260

1,333

Total (Rooms)

968

465

790

538

2,760

Total (Hotels)

4-5

2-3

3-4

3-4

Source: ABS (2012b), AECgroup

Table 4.4 Required Caravan Park Sites per LGA in the Pilbara Region, 2012 to 22
Ashburton

East Pilbara

Port Hedland

Roebourne

Pilbara

35

24

54

35

149

2012
2013

53

37

82

54

226

89

61

136

89

374

2014

40

28

62

40

170

2015

39

27

60

39

166

2016

47

32

72

47

197

2017

49

33

75

49

206

175

120

268

176

739

2018

52

35

79

52

218

2019

50

35

77

51

213

2020

45

31

69

45

189

2021

46

31

70

46

193

2022

48

33

73

48

202

Sub Total

240

165

369

242

1,016

Total (Sites)

504

346

773

507

2,129

Total (Parks)

2-3

1-2

3-4

2-3

Sub Total

Sub Total

Source: ABS (2012b), AECgroup

Port Hedland LGA has the largest supply requirement, followed by Ashburton, Roebourne
and East Pilbara respectively. Business visitation has been a growing component of
tourism demand within the Pilbara and is now the most significant form of demand for
the region. Although an increase in supply will facilitate an increase in visitation of all
forms, Business travellers are likely to absorb the majority of the supply increase. The
figure below compares the induced demand component between each of the three main
purpose of visit. The increase in supply sees a relatively greater increase in
accommodated Business travellers, although those visiting for Holiday/Leisure and those
Visiting Friends and Relatives also see some benefit.
In order to provide capacity for the required future hotel rooms and caravan park sites,
sufficient land will be required. For the development of future hotels, up to 30 ha of land
may be required, depending on size and scale of individual developments. Similarly, up
to 50 ha of land may be required for future caravan park developments. The following
table (Table 4.5) shows how these lands are distributed across the LGAs of the Pilbara
region.
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Table 4.5 Required Land (ha) for Future Accommodation Development in the Pilbara
Region, 2012 to 22
Ashburton

East Pilbara

Port Hedland

Roebourne

Pilbara

9.7

4.7

7.9

5.4

27.6

1.9

0.9

1.6

1.1

5.5

11.8

8.1

18.0

11.8

49.7

Hotel (Single Storey)
Hotel (Multi-Storey)
Caravan Park
Source: ABS (2012b), AECgroup

These estimates are indicative and based on the following general assumptions:
Hotel Development


45 sqm per room size (gross)



Multi-storey development based on 5 floors



Site coverage assumed at 45%

Caravan Park Development


35 sqm per site



Site coverage (i.e. percent of total site areas covered by caravan sites, chalets or
cabins) assumed at 15%

AECgroup has also derived forecasts of demand for key worker service beds in the Pilbara
region. Using forecasts of regional population growth (WAPC, 2012) as well as Census
Occupation by Industry estimates for regions within the Pilbara (ABS, 2006), an estimate
of the total amount of key service workers within each of the LGAs was first established.
These workers are assumed to make up 90% of the total amount of Clerical &
Administration Workers over all occupations, as well as all of those employed within the
Retail Trade, Accommodation and Food Serviced, Arts and Recreation Services, and Other
Services are per ABS industry sector breakdowns. Forecasts of the total amount of key
service workers in each LGA are shown below.
Figure 4.11: Projected Caravan Park Site Nights Sold and Available, Pilbara, 2006 to 22
3,500

3,000

Key Service Workers

2,500

2,000

1,500

1,000

500

0

Ashburton

East Pilbara

Port Hedland

Roebourne

Source: ABS (2012b), AECgroup
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Although the above shows the total amount of key service workers requiring
accommodation in the Pilbara region, only a portion of these will be workers requiring key
service worker accommodation, with the remainder having permanent residency within
the Pilbara. Using the total amount of international workers travelling to the Pilbara
region for employment as a basis, AECgroup has derived the amount of key service
workers which will actually require key service worker accommodation. The required
amount of key service worker beds required are shown in the table below.
Table 4.6 Required Key Service Worker Beds per LGA in the Pilbara Region, 2012 to 22
Ashburton

East Pilbara

Port Hedland

Roebourne

Pilbara

2012

-10

5

20

37

53

2013

-9

10

17

36

54

-19

15

38

73

106

2014

-11

11

23

32

55

2015

-10

11

20

35

56

2016

-11

15

22

32

58

2017

-13

16

25

31

59

Sub Total

Sub Total

-45

53

90

130

228

2018

-11

13

24

35

60

2019

-13

13

23

39

62

2020

-12

15

26

34

63

2021

-10

15

23

37

65

2022

-6

14

23

34

66

-52

71

120

178

316

-117

139

248

381

651

Sub Total
Total
Source: ABS (2012b), AECgroup

Ashburton is seen to have a decreasing need for key service worker beds on the back of
WAPC forecasted falls in population within this LGA. Roebourne is seen to have the
greatest need for key service worker beds.
The average annual required increase and the total required increase in accommodation
supply is highlighted in the tables below. These results should be used to provide
guidance as to the required supply increases needed in the market. Market forces
(together with any government intervention) will establish the actual requirements.
Table 4.7 Required Growth in Amount of Hotel Rooms in the Pilbara Region
Period

Average Annual Required
Growth in Rooms

Total Required Growth in
Rooms

%

No.

%

2012-2013

11.0%

185

2012-2017

11.4%

231

2012-2022

9.5%

251

Shortfall against
current planned

No.

No.

22.9%

370

-217

88.2%

1,428

-987

171.5%

2,760

-2,319

Source: AECgroup

Table 4.8 Required Growth in Amount of Caravan Park Sites in the Pilbara Region
Period

Average Annual Required
Growth in Rooms

Total Required Growth in
Rooms

Shortfall against
current planned

%

No.

%

No.

No.

2012-2013

7.8%

180

16.3%

374

-316

2012-2017

6.8%

156

48.3%

1,113

-1,055

2012-2022

6.1%

141

92.5%

2,129

-2,071

Source: AECgroup
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Table 4.9 Required Growth in Amount of Key Service Worker Beds in the Pilbara Region
Period

Average Annual Required
Growth in Rooms

Total Required Growth in
Rooms

No.

No.

2012-2013

53

106

2012-2017

57

228

2012-2022

59

651

Source: AECgroup

4.2

Key Findings
The information above highlights the potential amount of development that is required
for hotels, caravan parks and key service worker housing across the Pilbara region (by
LGA). This information should be used as a guide to inform future development and
investment attraction activity. It is important not to overstimulate development. The
identified levels of development above will assist in providing a more sustainable level of
occupancy and ensure the on-going sustainability of the tourism and accommodation
industry.
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5.

Development Feasibility
This section examines feasibility of tourism accommodation development within the
Pilbara. Factors affecting feasibility are examined, and a discounted cashflow model is
utilised to quantify the feasibility of a variety of developments.

5.1

Development Feasibility in the Pilbara
Historically in the Pilbara, development feasibility has been a key issue preventing
additional tourism accommodation supply from being delivered to the market. There are
a number of components which contribute towards determining the feasibility of an
accommodation development, and there are a variety of reasons why feasibility has
remained an issue in the Pilbara. In order to understand these reasons it is important to
first understand that tourism accommodation developments function differently than
many other property classes. While the value of many developments is determined by
the value of the property itself, the value of a tourism accommodation development is
derived from the business that operates from within it.
Since the operation of business determines the value of a tourism accommodation
development, the decision to invest in this development class is a complex one and often
includes various stakeholders including property developers, accommodation
owners/investors as well as operators of the prospective development. Essentially, the
development feasibility of a tourism accommodation development must
consider the cost of land, construction, development and finance, which must be
overcome by future Revenue per Room Night Available (RevPAR) minus
operating costs. This formula represents the Return on Investment (ROI) and
profitability of the investment over time.
Figure 5.1 Decision to Investment in an Accommodation Development

RevPar – Operating Costs

Return on Investment

Cost of Land
Cost of Construction
Cost of Development
Cost of Finance
Source: AECgroup

As highlighted in Figure 5.2, there are numerous market factors that work dynamically
together to determine RevPAR. Building and operational costs must be offset by RevPAR
to generate sufficient ROI, which in turn triggers new investment in tourism
accommodation (i.e. an increase in supply).
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Figure 5.2 Determination of Return on Investment for Accommodation Developments

Development Operation

Supply

Demand
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Occupancy

Potential ROI

Operational Costs

RevPAR

Operating Costs
Financing Costs
Building Costs

Development Costs

Construction Costs
Land Costs
Source: AECgroup

In the Pilbara, operational and building costs have created an environment where
traditional tourism accommodation development (hotels, motels and resorts) is not
feasible. That is, although some of the market factors determining development
operation in the Pilbara are currently working in favour of accommodation feasibility (high
demand on the back of the large business traveller component and high ADR and
occupancy rates), high operational and building costs are more than offsetting this
advantage.
This study has found that the key barriers facing development of tourism accommodation
establishments in the Pilbara include:


High Construction Costs: High construction costs negatively impact development
feasibility. Construction costs have been rising across Australia and in particular,
regional Western Australia, making it more expensive to build in regions like the
Pilbara. Additionally, traditional accommodation is more expensive to build, per
square metre, than residential or commercial/office projects.
The modelling conducted for this project has assumed that traditional building
materials and processes will be used. Innovative building products or procedures
that could substantially lower construction costs could impact the outcomes of the
financial modelling.



Low Availability/High Land Costs: There is a shortage of
Pilbara, which increases its costs.
Land is traditional a
accommodation developments. Competition for land means
developments must pay the same premium for land
commercial/office uses.

available land in the
large cost item for
that accommodation
as residential and



Competing Land Uses: Accommodation developments compete for land against
other property classes (i.e. residential and commercial/office) that are often easier to
finance and provide greater development returns.



Unique Structure and Operations: Hotels derive their value from the business that
operates within the property rather than from the property itself.
Retail and
commercial property are valued based on their location, condition and existing lease
agreements, which create future revenue streams. Hotel operations are very labour
intensive with a high fixed cost basis. Volatility in demand, supply and pricing can
have a dramatic impact on the value of a hotel property.
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Access to Finance: Accommodation developments are harder to finance in
comparison to residential and commercial/office developments due to their unique
structure and operations as well as perceived higher levels of risk. Lending
institutions often perceive additional risk when considering investments in the Pilbara,
and often cost this risk into various models for funding, further increasing the cost of
financing development in the Pilbara.



Lack of Residential Housing: The Pilbara currently has a severe lack of supply of
residential housing. This has increased the cost of housing significantly and therefore
increased the attractiveness of residential development over tourism accommodation
developments. The lack of housing has also made it difficult to accommodate
workforces within the Pilbara during the construction phase of developments. Most
accommodation providers have to either purchase housing in the market or remove
rooms from the market to house staff. The lack of residential housing in the Pilbara
further increases operational costs of accommodation providers.



Development Timeframes: Generally speaking, accommodation developments
require a minimum of two to three years to be planned, approved and developed
followed by two to three years to achieve normalised trading levels. An
accommodation development may therefore require six years before normal revenue
streams develop. Competing land uses provide revenue and investment returns in a
much shorter timeframe.

These barriers are discussed further below:
5.1.1

High Construction Costs
Construction costs have increased significantly across Australia, and in particular,
Western Australia over the past decade (Figure 6.5) due to strong demand for
construction materials and labour, particularly from the resource and infrastructure
sectors. Ongoing investment in infrastructure and mining is likely to continue to drive up
costs in all regions for the foreseeable future.
Figure 5.3 Commercial Building Cost Index, June 2011
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Source: Davis Langdon (2011b)

In addition to the growth in construction costs seen in Perth, regional Western Australia
faces construction cost loadings on the back of the higher costs associated with
construction in remote locations. Rawlinsons (2011) estimates the following construction
cost loadings for the Pilbara LGA’s (Table 5.1). There is anecdotal evidence in the region
that construction costs may actual be closer to 70-100% higher than Perth.
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Table 5.1 Regional Western Australia Construction Cost Loadings, 2011
Pilbara LGA

Construction Cost Loading (Relative to Perth City)

Ashburton

165%

East Pilbara

165%

Port Hedland

155%

Roebourne

155%

Source: Rawlinsons (2011)

Additionally, traditional tourism accommodation developments have proportionally higher
construction costs than other property assets (Table 5.2). This is due to a variety of
factors, including that since hotels are classified as Class 3 buildings (as per the Building
Code of Australia), meaning they must comply with additional amenity and safety
features (with additional costs) compared to residential buildings (Class 2).
Table 5.2 Pilbara Construction Costs Across Property Classes, 2011
Property Type

Cost per sqm

Commercial
Low Rise

$2,680

Residential

Individual House
Medium Standard

$2,584

Apartment
Medium Standard

$2,768

Retail
Single Storey

$1,934

Tourism Accommodation

Country Motel
Medium Standard

$3,501

City Hotel
Medium Standard

$7,749

Serviced Apartment
Medium Standard

$4,941

Note: Average Rawlinsons loading of 160% used.
Source: Rawlinsons (2011)

These factors collectively make accommodation development within the Pilbara a
relatively expensive proposition in comparison to other development types.
5.1.2

Low Availability/High Land Costs
Land cost is a major capital expenditure element across all property asset classes for new
development. Successful tourism accommodation development require a central location,
relatively high visibility, access to ‘tourism demand drivers’ and convenient access, all of
which equate to prime real estate. High land costs inevitably attached to these specific
sites are exacerbated by the competition for sites from potentially alternative uses
including residential and commercial/office.
In the Pilbara, there has been a sever lack of available land for development with much
of the availability of land being controlled by Landcorp. Without an increase in land
availability, land costs are likely to remain an issue preventing feasible accommodation
development within the Pilbara.
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5.1.3

Competing Land Uses
Tourism accommodation developments generally require centrally located land parcels
that are in proximity to key services and facilities and therefore compete for land with
other property developments, such as residential, retail and commercial. These other
types of property developments are often easier to finance and enjoy perceived lower
development and investment risk than tourism accommodation developments.
While residential markets in the Pilbara have been volatile, prices have grown at an
average annual rate of approximately 26%. Average house sales for Port Hedland, South
Hedland, Karratha and Newman are shown in the figure below.
Figure 5.4. Average House Prices, Selected Towns in the Pilbara Region, 2001-2012
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Source: PDC (2012c)

With on-going expansion of the Pilbara resource sector and anticipated population
growth, competing property markets are expected to continue to perform strongly, which
means that the competition for land will continue into the future.
Additionally, the high cost of housing prevents many residents from purchasing houses.
The unaffordable housing has forced employers to cover the cost of housing for
employees as part of their remuneration. This additional cost has dramatically increased
labour costs in the Pilbara. For accommodation providers, many are forced to take rooms
or caravans off of the market to provide staff housing, thereby reducing revenue as well.
5.1.4

Access to Finance
Tourism accommodation developments are harder to finance than other property types
due to their unique structure and operations as well as perceived levels of risk. Typically,
property developers can obtain development finance with residential pre-sales or
office/retail lease pre-commitments. These early cash flows do not exist for a tourism
accommodation development and therefore lending institutions often have more strict
requirements for hotel development.
Also, new tourism accommodation developments almost always require debt, and to
secure debt funding, banks inevitably demand specialist valuations, which are impacted
by current (and likely future) tourism accommodation operating environment. This in turn
makes it more difficult to meet lender criteria for debt funding. The estimated future
supply of tourism accommodation establishments also plays a role in value. The uncertain
nature of the future supply of the various forms of tourism accommodation impacts these
valuations, often reducing them, making it harder to attain funding.
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As part of the specialised valuation for debt, risk is also factored into potential
developments in accordance to the amount of exposure the Pilbara region has to Mining
Sector growth and therefore Global demand for resource commodities. Since growth of
the Tourism Sector is dependent on mining, this additional risk increases the difficulty for
potential accommodation developments to access finance.
The ease of access to finance by sector is shown in the figure below.
Figure 5.5 Access to Finance by Sector
Retail
Tourism & Leisure
Residential
Retirement & Aged Care
Industrial

Infrastructure
Existing Building Refurbishment
Office
Resources
Education
Health
0%
Difficult

20%

40%
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60%

80%

100%

Easy

Source: Davis Langdon (2011a)

5.1.5

Development Timeframes
Tourism accommodation developments have a long lead time before they perform at
‘normalised levels’. The development and construction phase generally requires a
minimum of 2-3 years, followed by an additional 2-3 years to achieve normalised trading
levels. These timeframes mean that it can be up to six years before a new establishment
is able to provide the financial returns to begin to pay back investment and financing
costs. Competing land uses provide revenue much sooner. Residential, retail and
commercial properties typically pay back financing at the end of construction period or
beginning of operations.

5.2

Modelling Development Feasibility
A discounted cashflow model has been developed to quantify the feasibility of a variety of
developments in the Pilbara. The model helps to provide insight into the factors affecting
development feasibility.

5.2.1

Assumptions
The model disaggregates key operational costs and revenues associated with various
tourism accommodation developments within the Pilbara as well as other market factors
(i.e. demand, occupancy rates, etc.). By applying a range of key assumptions to the
model, it is possible to identify the impacts of specific factors on tourism accommodation
development viability. The model considers a number of tourism products, including:


Caravan Park;



Camping Park;



5 Star Hotel;



3 Star Hotel; and



Chalets (i.e. cabins).
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In order to demonstrate the challenges of accommodation development in the Pilbara,
the current high occupancy rates and prices have been used. It should be noted that
these high levels of occupancy and price would come down in the future as new supply
comes on line. Each tourism product has its own set of occupancy and Average Daily
Rate (ADR) assumptions. A summary of assumptions are shown in the table below.
Table 5.3: Average Daily Rate and Occupancy Assumptions for Tourism Products
Tourism Product

Measure

Mar Q

Jun Q

Sep Q

Dec Q

Annual

Powered Caravan Site

Rate

$48.33

$56.67

$60.00

$48.33

$53.33

Unpowered Caravan Site
Permanent Caravan Site
Powered Camping Site
Unpowered Camping Site

Occupancy

76.7%

80.0%

80.0%

76.7%

78.3%

Rate

$31.67

$36.67

$40.00

$31.67

$35.00

Occupancy

76.7%

80.0%

80.0%

76.7%

78.3%

Rate

$45.00

$45.00

$45.00

$45.00

$45.00

Occupancy

95.0%

95.0%

95.0%

95.0%

95.0%

Rate

$27.50

$33.33

$35.00

$27.50

$30.83

Occupancy

71.7%

75.0%

75.0%

71.7%

73.3%

Rate

$20.83

$23.33

$25.00

$20.83

$22.50

Occupancy
5 Star Hotel Room

Rate

71.7%

75.0%

75.0%

71.7%

73.3%

$309.52

$323.28

$343.92

$323.28

$325.00

Occupancy
3 Star Hotel Room

Rate

78.5%

81.5%

81.5%

78.5%

80.0%

$261.90

$273.54

$291.01

$273.54

$275.00

Occupancy
Chalet

Rate

78.5%

81.5%

81.5%

78.5%

80.0%

$214.29

$223.81

$238.10

$223.81

$225.00

78.5%

81.5%

81.5%

78.5%

80.0%

Occupancy
Source: AECgroup

The assumed occupancy rates and pricing shown above reflect the current seasonality
observed in the market today. On-site consultation has suggested that reported
occupancy rates for accommodation establishments within the Pilbara as per the ABS
understate true occupancy levels and hence, rates shown above have been inflated
beyond the reported statistics to provide a more accurate perspective on the current
climate. The assumed ADR and occupancy rate for each tourism product is based on
onsite consultation with various accommodation establishments in the Pilbara as well as
other industry participants such as developers and investors.
All development scenarios are assessed under the same core feasibility assumptions.
Core feasibility assumptions are shown in Appendix A.
Operational costs vary between development scenarios. A table of operational costs per
development scenario, as a percentage of total revenue, is shown in the table below
(Table 5.4). These assumptions were verified with industry through consultation.
Table 5.4: Operational Cost Assumptions for Development Scenarios, % of Revenue
Operational Cost

Caravan
Park

Camping
Park

Chalet

5 Star Hotel

3 Star Hotel

32%

32%

32%

42%

42%

1%

1%

1%

6%

6%

23%

23%

23%

8%

8%

Management

0%

0%

0%

7%

7%

Marketing

3%

3%

3%

7%

7%

Insurance

2%

2%

2%

1%

1%

Other Costs

8%

8%

8%

1%

1%

69%

69%

69%

72%

72%

Labour
Administration
Energy, Maintenance and Repair

Total Operational Cost
Source: AECgroup
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Results
The analysis uses three measures to assess the attractiveness of development
opportunities:


Net Present Value (NPV): The present value concept is based on the time value of
money – the idea that a dollar received today is worth more than a dollar to be
received in the future and because costs and revenues are specified over time it is
necessary to reduce these cashflows to present values. The present value of a cash
flow is the equivalent value if all future cash flows were received today. The time
value of money is determined by the given discount rate to enable the comparison of
options by a common measure. Generally speaking, if the NPV is positive, then
the investment should be pursued (after comparison with alternatives).
Essentially, this tool allows an investor to understand the future value of the
development compared to the current costs and to be able to identify if there is
sufficient return on investment to warrant the investment.



Internal Rate of Return (IRR): The IRR of an investment establishes the return on
investment from a potential development by measuring the ongoing change in all
future cashflows. If the IRR equals the discount rate, the NPV will be zero,
demonstrating that the present value of future revenues equals the present value of
costs (including the required return for the project risk).

Figure 5.6 shows a comparison of NPV values for each of the assessed developments. All
of the tourism developments have a negative NPV, highlighting that the future revenue is
not enough to provide a sufficient return on investment and that the projects should not
be pursued. Given the high costs of the 5-star hotel, it is not surprising that it shows the
most negative NPV. This also demonstrates the time value of money as the future
revenues are not enough to make up for the current costs.
Figure 5.6 Net Present Value Comparison of Assessed Developments
Caravan Park

Camping Park

Chalet

5 Star Hotel

3 Star Hotel

$0
-$5,000,000
-$10,000,000
-$15,000,000

Net Present Value

5.2.2

-$20,000,000
-$25,000,000
-$30,000,000
-$35,000,000
-$40,000,000
-$45,000,000

-$50,000,000
Source: AECgroup
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Although all of the tourism products are able to obtain high average annual occupancy
and ADR in the Pilbara, the high construction and operational costs see Tourism
developments achieve negative NPV (Figure 5.6).
The cumulative NPV shows the change in product feasibility over the course of the project
life. As it can be seen in Figure 5.7, both the 5-Star and 3-Star hotel development have
the greatest construction costs, while the Camping and Caravan Parks have the least.
The future anticipated revenue is not able to make up for the high construction costs.

2012Q1
2012Q4
2013Q3
2014Q2
2015Q1
2015Q4
2016Q3
2017Q2
2018Q1
2018Q4
2019Q3
2020Q2
2021Q1
2021Q4
2022Q3
2023Q2
2024Q1
2024Q4
2025Q3
2026Q2
2027Q1
2027Q4
2028Q3
2029Q2
2030Q1
2030Q4
2031Q3
2032Q2
2033Q1
2033Q4
2034Q3
2035Q2
2036Q1
2036Q4

Figure 5.7 Net Present Value Comparison of Assessed Developments

$0

Cumulative Net Present Value

-$10,000,000

-$20,000,000
-$30,000,000
-$40,000,000
-$50,000,000
-$60,000,000
-$70,000,000
-$80,000,000
-$90,000,000
Caravan Park

Camping Park

Chalet

5 Star Hotel

3 Star Hotel

Source: AECgroup

The figure below (Figure 5.8) shows the IRR values for all developments. Although all
developments are able to achieve a positive IRR, the return is not high enough to justify
the investment, as the IRR is below the discount rate. The positive returns demonstrate
the strength of the operations (i.e. the ability of the developments to generate an
operational profit). It is simply that the profits generated over time are not significant
enough to provide a sufficient return on investment.
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Figure 5.8 Internal Rate of Return Comparison of Assessed Developments
12%

Internal Rate of Return

10%

8%

6%

4%

2%

0%
Caravan Park

Camping Park

Chalet

5 Star Hotel

3 Star Hotel

Source: AECgroup

In general, traditional accommodation development in the Pilbara is simply not
financially viable. Even though room rates are regularly advertised in excess of $400
per night, the average daily rate (across the entire week averaged across the year) is not
enough to overcome the high construction and operating costs.
This is a general feasibility model which captures the drivers of the actual market. Given
that the model highlights two options (i.e. chalets and 3-star hotel) that are close to
achieving the required return on investment, it is entirely possible that an individual
project could achieve the return on investment required. However, as this model points
out, generally accommodation development projects will not achieve the required return.
5.2.3

Assumption Sensitivity
In order to test the model, changes to key assumptions have been made to demonstrate
the impact on overall feasibility and return. The following tables (Table 5.5, Table 5.6,
Table 5.7 and Table 5.8) show the resultant NPV and IRR for a variety of average daily
rates, occupancy rates, construction costs as well as NPV results under different discount
rates.
These results show what would be required in order for the development of a 3-star hotel
to be feasible. For example, if an ADR of $425 could be achieved or if a 40% reduction in
construction costs could be achieved, the development becomes financially viable.
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Table 5.5: Sensitivity Analysis, 3-Star Hotel Development, ADR
ADR

NPV

$250

-$22,058,866

IRR
9%

$275

-$18,859,898

10%

$300

-$15,660,930

11%

$325

-$12,461,961

12%

$350

-$9,262,993

13%

$375

-$6,064,025

13%

$400

-$2,865,057

14%

$425

$333,912

15%

$450

$3,461,418

16%

Note: Shaded cells highlight assumptions used in feasibility analysis. Occupancy of 80% used for all scenarios.
Source: AECgroup

Table 5.6: Sensitivity Analysis, 3-Star Hotel Development, Occupancy
Occupancy

NPV

IRR

70%

-$23,258,479

8%

75%

-$21,059,189

9%

80%

-$18,859,898

10%

85%

-$16,660,607

10%

90%

-$14,461,316

11%

95%

-$12,262,026

12%

100%

-$10,108,290

12%

Note: Shaded cells highlight assumptions used in feasibility analysis. Rate of $275 used for all scenarios.
Source: AECgroup

Table 5.7: Sensitivity Analysis, 3-Star Hotel Development, Construction Costs
Construction Costs

NPV

IRR

110%

-$23,759,259

9%

100%

-$18,859,898

10%

90%

-$13,960,537

11%

80%

-$9,061,176

12%

70%

-$4,161,815

14%

60%

$737,547

15%

50%

$5,636,908

18%

Note: Shaded cells highlight assumptions used in feasibility analysis. Rate of $275 and occupancy of 80% used for all scenarios.
Source: AECgroup

Table 5.8: Sensitivity Analysis, 3-Star Hotel Development, Discount Rate
Discount Rate

NPV
17%

-$22,882,467

15%

-$18,859,898

13%

-$13,397,393

11%

-$5,942,313

9%

$4,307,768

7%

$18,534,397

Note: Shaded cells highlight assumption used in feasibility analysis. Rate of $275 and occupancy of 80% used for all scenarios.
Source: AECgroup

5.3

Key Findings
Despite high occupancy rates and ADR, the feasibility of accommodation development
remains very challenging. Feasibility modelling carried out for this study, while general,
provides insights as to why accommodation development have not emerged over the last
six year, despite these high levels of demand and rate.
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AECgroup recognises that there are numerous development approvals and
announcements of new accommodation developments throughout the Pilbara. However,
as noted above, there are numerous participants in the development process (i.e.
developers, investors and operators). Development approvals can be gained but without
an investor or finance for the development, they are unlikely to move forward. In the
accommodation market, due to the variety of participants, the investor holds the majority
of the risk (i.e. the investor stands to lose the most if a hotel or caravan park does not
generate the anticipated revenue). The assessment above demonstrates that while there
is some return generated from accommodation investments, it is insufficient given the
risk involved in the project (i.e. the return on investment is not enough to warrant the
investment).
The result of this analysis shows that announced projects or projects that receive a
development approval are not guaranteed to proceed. Naturally, if a project can find an
innovative way to deal with some of the barriers to development, the project viability
changes and a suitable return can be generated. As highlighted in the sensitivity analysis
above, if a significant reduction in construction costs can be identified through the
innovative use of new building materials and processes, then project viability improves
dramatically.

41

Demand Needs Analysis for Short-Stay Accommodation in the Pilbara Region
FINAL

6.

Encouraging Accommodation
Development in the Pilbara
This section qualifies the need for government intervention in order to encourage tourism
accommodation development within the Pilbara region. This need is backed by an
analysis of potential incentive options to find those incentives which are most suited to
facilitate development and potential impacts of implementing the assessed incentives.

6.1

The Case for Intervention
Although demand for tourism accommodation within the Pilbara is strong on the back of
the high and increasing amount of business related visitation and Room/Site Rates have
outgrown the wider Western Australian State average, it is still not feasible to undertake
a variety of forms of tourism accommodation development within the Pilbara. This is
confirmed by the lack of additional accommodation supply delivered over recent years in
accordance with the ABS Survey of Tourist Accommodation data and on site consultation.
The inability for the market to deliver additional tourism accommodation supply during a
prolonged period of high occupancy rates and fast growing Room/Site rates represents
market failure.
Although there is an amount of accommodation supply announced for development
and/or with a development approval, it is likely that the majority of these developments
will either not progress past the development approval stage, or will be delivered to the
market under some alternative development form outside of tourism. Even so, the
minority of tourism accommodation developments which are successfully delivered to the
market are unlikely to solve the regions high occupancy rates and Room/Site Rates, with
the delivered supply being met with an increase in demand, particularly by Business
travellers.
There are a variety of economic benefits to be had by the Pilbara from developing the
regions Tourism Sector, such as increasing the provision of unique visitor experiences,
while improving community pride and liveability. Additionally, growth in the regions
Tourism Sector will act towards reducing the reliance on the Mining Sector, and therefore
increasing the sustainability of the region and its liveability. However, under current
economic conditions (i.e. the extremely high and increasing reliance on the Mining
Sector), the barriers facing tourism accommodation development within the Pilbara are
likely to become more of a problem and make tourism accommodation development
more difficult.
As highlighted above, market factors have created a situation where tourism
accommodation development is not financially viable. The conditions that have created
these market conditions are unlikely to change over the next decade, given the current
and foreseeable growth of the resource sector. If left alone, the market is highly unlikely
to deliver the amount of accommodation required.

6.2

Policy Response
Governments have often developed specific policies to achieve strategic objectives,
induce particular activities or to combat market failure. Given the unique factors that
have caused the market failure for tourism accommodation development within the
Pilbara, combined with the expected continuation of these market conditions, and
inability to realise various social and economic benefits from diversification potential
offered by growing the regions Tourism Sector, the Government has to consider a
sufficient policy response.
Incentives are inducements, both financial and non-financial, to encourage a required
activity or achieve a desired result. Governments often provide incentives to achieve
policy or strategic objectives as well as to correct cases of ‘market failure’. There are
generally two types of government incentives; statutory or discretionary. Statutory
incentives provide a clearly defined benefit for an equally clearly defined activity.
Discretionary incentives provide greater flexibility and allow the Government to negotiate
with the proponent regarding the benefit and the desired outcome.
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Government incentives normally appear in a few different forms, including planning,
financial or infrastructure incentives. Depending on the industry, other forms of
incentives also emerge such as marketing programs to increase visitors in the tourism
industry or niche workforce training programs in the automotive sector.
AECgroup conducted thorough research from around Australian and the world to identify
a wide variety of potential incentives. The table below shows examples of potential
incentives under each of these categories.
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Table 6.1. Potential Incentive Options
Potential Incentive

Description

Planning
Special Economic Zone / Planning Designation

Creation of special areas or zones for hotel development, special land use designation for tourism accommodation

Fast Tracked Permitting

Expedited permitting process, guaranteed review times

Plot ratio incentives for hotels

Floor space ratio bonus for hotel developments

Project declaration (State Significance)

Supersedes local planning tools

Local Planning Schemes

Specific aspects of planning scheme can provide controls to encourage or protect tourism developments

Strategic Sites

Identification of strategic sites for hotel development

Crown Land

Release of crown land for hotel development

Mandatory Hotel Components

Mandating with strategic land releases that hotel accommodation must be included

Reuse of Government buildings or land

Providing older or underutilised land or buildings for development/redevelopment

Promotion

Government marketing and promotion of areas to encourage visitors

Facilitation

Facilitation of development

Information provision

Provision of information to investors

Building Approvals and Definitions for Accommodation

Changes to building codes and definitions to reduce excessive construction charges

Financial
Payroll Tax Rebate

Rebate of payroll taxes (after they are paid)

Payroll Tax Holiday/Exemption

Exemption of payroll taxes for set time period

Land Tax Rebate

Rebate of land tax (after it is paid)

Land Tax Holiday/Exemption

Exemption of land tax for set time period

Stamp Duty Rebate

Rebate of Stamp Duty (after it is paid)

Stamp Duty Exemption

Exemption or reduction of stamp duty

Equity Fund / State Ownership of Property

State creates equity fund to guarantee off take from developer then leases to operator
State becomes property owner and leases to operator

Cash Grant

Cash grants for establishment costs, purchase of equipment, purchase of land

Tax Increment Financing (TIF)

Multiple scenarios, essentially governments borrow (often as a bond offering) then use incremental tax revenue to pay the bond

Community Development Block Grant

Community underwritten finance to provide lower borrowing costs for development

Land Grant

Granting of land for reduced costs or free of charge

Lease of Government Property (land or building)

Providing use of government property (land or buildings)

Worker Training Program

Provide grants or assistance with worker training in hospitality

Purchase of land/building for accommodation

Government purchase land or building specifically for accommodation development

Depreciation levels and timing

Changes to rates and timing of depreciation schedules

Accelerated Depreciation Schedule

Accelerated depreciation schedules
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Potential Incentive

Description

Income Tax Rebates/Credits

Rebates and credits against future income tax (derived from investment or job creation)

Import Duty Relief / Exemption

Relief of exemption of import duties on goods (construction materials, consumables, fixtures, fit out, etc.)

Payment In-lieu of Taxes (PILOT)

A reduced payment in lieu of property taxes

Property Tax Abatement / Rebate

Rebate or exemption of property taxes

Capital Gains Tax Exemption

Exemption of capital gains taxes

GST Exemption / Reduction

Exemption or reduction in GST (for construction materials, fit out, or consumables)

Retailers occupational tax on construction materials

Reduction in tax on construction materials used to build hotel

Land tax / Rating definitions

Change the land tax or rating definition of tourism accommodation to reduce tax amount

Tax policies for visitors

Reductions in GST and other taxes paid by visitors

Infrastructure
Construction of Infrastructure

Provision of roads, water/sewer or other needed infrastructure. Construction of public infrastructure

Site Preparation

Earthworks

Construction of Specialised Infrastructure (i.e. bridge,
marina, marine landing)

Government funded specialised infrastructure

Niche Tourism Infrastructure Development

Construction of demand driven infrastructure (convention centre, stadium, etc.)

Source: AECgroup

45

Demand Needs Analysis for Short-Stay Accommodation in the Pilbara Region
FINAL

6.3

Recommended Mechanisms to Encourage Accommodation
Development
Given the unique operating environment in the Pilbara, feasibility analysis conducted for
this project and consultation with industry have identified a number of mechanisms to
encourage accommodation development in the Pilbara across demand, supply and
infrastructure (Figure 6.1).
Figure 6.1 Mechanisms to Encourage Accommodation Development in the Pilbara

Demand

Supply

Infrastructure

• Marketing to drive
leisure demand
• Product development

• Planning and land
• Incentives and
financing

• Residential housing
• Tourism infrastructure

Balanced approach across demand, supply and infrastructure
Source: AECgroup

These mechanisms have been specifically designed to address existing barriers to
investment. This relationship is outlined in the table below.
Table 6.2: Mechanisms to Address Barriers to Development
Name of
Mechanism

Description

Barrier to Development
Addressed

Demand Mechanisms
Marketing






Product
Development

 Destination building with new experiences
 Synergies with residential based leisure activities

Regional branding with discreet local offerings
Marketing materials (visitors guide)
Coordinated web platform and close cooperation between VICs
Web advertising

Perception of the Pilbara
as a tourism destination

Attractiveness of the
Pilbara to leisure tourism
markets

Supply Mechanisms
Planning

 Encourage a mix of uses (including residential) as part of
accommodation developments
 Allow greater heights (particularly as part of mixed use
developments)
 Isolate strategic sites for tourism use only (or require portion of
overall development to be accommodation
 Provide flexibility in terms of new building materials (modular
construction)
 Allow for flexibility between short stay accommodation and
permanent residents

Competing land uses
High construction costs
Land costs
Lack of residential housing

Land

 Provision of land for iconic tourism use
 Provision of additional adjacent lands for alternative use
(residential or commercial)

Low availability/high land
costs

Incentives

 Deferment of payment of government charges and
infrastructure charges
 Rebates of charges
 Cash grants (R4R)

High construction costs
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Name of
Mechanism

Description

Barrier to Development
Addressed

Financing

 Provide government underwriting of portions of some strategic
tourism developments (develop special fund that is continually
increased through interest and solely acts to underwrite a
portion of projects (20%-40% max)

Access to finance

Infrastructure Mechanisms
Residential
Housing

 Add significant residential housing supply to ease existing
pressures and reduce costs on existing accommodation
operators

Lack of residential housing

Tourism
Infrastructure

 Increase meeting facilities
 Consider options to better accommodate cruise ships
 Ensure sufficient dump points/water stations exist throughout
region
 Ensure residential recreation infrastructure can support tourism
needs

Attractiveness of the
Pilbara for leisure and
business travellers

Source: AECgroup

Test Cases
In order to demonstrate how the individual mechanisms highlighted above (Table 6.2)
could impact the feasibility of accommodation development, a number of test cases have
been performed using the discounted cashflow model developed for the project. The
figure below (Figure 6.2) depicts the use of the following tools versus the outcomes of
the 3-star hotel development identified in Section 5 (identified as ‘standard’):


50% residential (i.e. half of the development is residential units).



Modular construction materials are used instead of traditional techniques.



A cash grant of $20 million is provided to the project.

As noted in Figure 6.2 the cumulative NPV is improved dramatically in each instance. All
other project variables have been held constant.
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Figure 6.2 Test Case Scenarios
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Source: AECgroup
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7.

Accommodation Investment Attraction
Strategy
This section outlines an accommodation investment attraction strategy that can be used
to secure private sector investment in accommodation development into the Pilbara
region. The mechanisms to encourage accommodation development (Section 6) have
also been included here. AECgroup recognises that some of these activities are currently
being undertaken by the WA Government or its agencies but have included them in here
for completeness as well as to highlight the importance that they continue.

7.1

Investment Attraction Strategy Overview
The following diagram provides an overview of the investment attraction framework for
the Pilbara. Each of the three strategies will be implemented through the core activities
which each are likely to assist the region in obtaining their investment goals. The
following sections provide guidance on the justification for each of the strategies.
Figure 7.1: Investment Attraction Strategy Overview
Strategies

Core Activities

• Drive demand for accommodation

1. Encouraging • Encourage supply growth
Accommodation • Increase tourism infrastructure
Investment

Goals

More
Accommodation

Investment
• Develop marketing materials and market

investment opportunities
2. Developing
New Investment • Engage with prospective investors and
proponents

3. Facilitating
Investment

• Provide information and assistance in project
evaluation
• Provide introductions and facilitate
development process

More Tourism

Economic benefits

Social benefits

Source: AECgroup

7.2

Encouraging Accommodation Investment
Objective: To encourage invest into accommodation development in the Pilbara.
Rationale: There is a current shortage of accommodation in the region, which has
resulted in very high rates of occupancy and average daily rate (ADR). Alleviating the
shortage of accommodation will unlock further visitation and visitor expenditure for the
economy.
Key Initiatives: Key initiatives to assist in encouraging accommodation investment in
the region include:


Driving demand for accommodation, through increased marketing of the region as a
leisure tourism destination. Increasing demand for accommodation in the region will
assist in providing greater returns for accommodation providers in the area and
increasing their opportunity to expand.



Encouraging supply growth by providing investors with a range of mechanisms
(financial and otherwise) and meeting regularly with local and state governments to
address local land supply and planning concerns.
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7.3

Increasing tourism infrastructure (i.e. meeting facilities, dump points/water stations
for caravans, infrastructure for cruise ships) and residential housing in the area (to
reduce the cost to hotel owners of housing their employees).

Developing New Investment
Objective: To market the region for tourism investment and engage with potential
accommodation investors.
Rationale: New investment into the region is essential to expanding the accommodation
supply in the Pilbara. New entrants to the market are likely to not only increase the
number of rooms/sites available but also the types of accommodation provided in the
region. In addition to meeting the needs of existing demand, increased diversity in the
supply may assist in attracting new visitor types to the region.
Key Initiatives: Key initiatives to assist in developing new investment in the region
include:

7.4



Developing marketing materials and market investment opportunities for
accommodation. Ensuring that key investment opportunities across the region can be
communicated to the market through both web-based and printed materials is
important. Participation in key hotel accommodation conferences (i.e. ANZPHIC) will
also be important to market investment opportunities in accommodation.



Engaging with prospective investors and proponents. Market research is required to
identify potential investors, developers and operators.
Developing an ongoing
program of engagement and discussion with potential investors will help to build
strong relationships and foster an opportunity to promote accommodation investment
into the Pilbara.
On-going engagement with potential investors can also provide
feedback on perceived/real barriers to investment, which can then be addressed
further with the mechanisms discussed previously.

Facilitating Investment
Objective: To facilitate investment in accommodation in the Pilbara region.
Rationale: Making the process of investing in the Pilbara as easy as it can be will
increase the amount of investment activity attracted to the Pilbara. Creating an overall
environment that is conducive to investment is important. This environment is enhanced
by providing strong customer service and project management for potential investments.
Key Initiatives: Key initiatives to assist in facilitating investment in the region include:


Providing information and assistance in project evaluation, through providing
customised investor packages. Information could include visitor statistics,
accommodation market indicators, specific information regarding land parcels, cost
information and/or any other information requested by the investor.



Providing introductions and facilitating the development process which can assist in
ensuring investors know which documentation they need and who they need to speak
to. This process can assist in reducing the duration of the approvals process, which
saves time and money.
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8.

Accommodation Investment Strategy
Implementation Plan
This section outlines an implementation plan for the accommodation investment
attraction strategy.

8.1

Government Intervention
Any government intervention into the market must be done in careful and measured
manner to ensure the market is not overstimulated and that the intervention achieves its
objectives with no negative damage to the market or any of its existing players.

8.1.1

Packaging of Mechanisms and Tools
The mechanism highlighted in Section 6.3 provide numerous and varied tools for
engaging with a wide variety of developers, investors and operators. The diversity of the
tools provides options for Government when dealing with various proponents. It is not
envisioned that all the tools would be used at the same time, but rather various
combinations of tools could be used. For example, it may be enough to allow a 50% mix
of permanent residential into a development in order to achieve financial viability.
Additionally, assisting with government charges and providing a cash grant may work for
a certain type of development. The ability to customise a specific package for a specific
proponent provides flexibility for Government to deal with a range of potential investors
in a meaningful manner.
The specific mechanisms highlighted in Section 6.3 need to be fully described and detail
developed around the responsible party, statutory responsibilities and implementation of
each.

8.1.2

Process
Government must have a clearly defined, transparent and equitable process to
implement any assistance package. The process must include a formal application
process by a proponent in which they would clearly describe their development project,
highlighting details regarding to size, scope, timing and financials. The application must
clearly identify a need for assistance.
A clearly defined and transparent evaluation process is also needed to process the
applications. The applications would be evaluated against stated criteria and objectives
and include appropriate levels of due diligence and financial scrutiny to ensure that the
project is viable and will provide the sought value and benefits to the community. A
variety of financial and economic impacts of the projects should be explored.

8.1.3

Risk Mitigation
Close monitoring of the individual accommodation markets in the Pilbara is required.
Given the relatively small scale of individual accommodation markets across the Pilbara
(i.e. Port Hedland, Karratha, Newman, etc.), any supply increase is likely to impact
occupancy and rate, thereby impacting existing operations. It is critical that Government
activities to encourage investment and development do not overstimulate supply
increases, which would negatively impact market performance and potentially impair the
value of existing investments or new ones.
The implementation of any assistance package should mitigate risks to Government as
much as possible. Any assistance should be provided on the basis of a legally binding
contract that stipulates specific milestone for the development (i.e. timing of
construction, date of operation, number of jobs and amount of capital investment).
Contracts should include provisions for retribution if milestones are not met but also
provide flexibility to account for and allow for circumstances outside the control of the
proponent. Contracts should be monitored on an annual basis and an audit of the
agreement to ensure that milestones are met should be conducted.
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By using a clearly defined set of qualifying criteria, a transparent and objective evaluation
process and contracts, government can effectively manage and mitigate many of the
risks involved with utilising incentive tools.

51

Demand Needs Analysis for Short-Stay Accommodation in the Pilbara Region
FINAL

8.2

Investment Attraction Implementation Program
The following table provides an implementation schedule for the investment attraction strategy. It highlights specific tasks to be carried out in
order to implement the strategy. Each task is identified by priority:


Immediate: over the next 6 months;



Short Term: over the next 12 months; and



Medium Term: over the next 1-2 years.

Table 8.1: Investment Attraction Implementation Schedule
Activity
1. Encouraging Accommodation Investment
1.1 Drive Demand for Accommodation
Develop marketing profile and visitors guide for the Pilbara region
Conduct specific research to drill down into visitor needs/desires in order to drive product development
Assess current and future web presence to ensure promotional effectiveness
Convene regular meeting of Pilbara tourism stakeholders (LGAs and VICs)
Identify and prioritise key attractions and drivers for local visitors (day trippers) to encourage broader visitation within the region
Conduct web advertising campaign
Engage with coach and tour groups
Ensure robust on-going pipeline of project development (accommodation development)
1.2 Encourage Supply Growth
Engage with LGAs and WAPC regarding planning requirements
Ensure transparent and efficient planning framework to enable accommodation
Engage with LandCorp regarding land provision
Prepare business case for incentives and financing assistance
Engage with various Government Departments (together with Tourism WA) regarding assistance package and investment attraction
1.3 Increase Tourism Infrastructure
Support efforts to deliver residential housing
Research, plan and prioritise tourism product that can be developed over time (short, medium and long-term)
Research, identify and prioritise eco tourism product opportunities in the region
Identify need for specific infrastructure (i.e. meeting space, caravan dump points, boat infrastructure, facilities for Dampier, etc.)
2. Developing New Investment
2.1 Develop Marketing Material
Review and develop accommodation investment outline for region
Create tourism maps of Pilbara
Develop investor pack of information and promotional statistics/assistance info

Priority

Short Term
Immediate
Short Term
Immediate
Short Term
Medium Term
Short Term
Short Term
Immediate
Short Term
Immediate
Short Term
Immediate
Short Term
Immediate
Immediate
Short Term

Short Term
Short Term
Short Term
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Activity
2.2 Market Investment Opportunities
Provide investor pack and investment outline on website (promote to LGAs)
Update and maintain promotional material (including accommodation stats)
Attend various accommodation investment conferences (i.e. ANZPHIC)
2.3 Engage with Prospective Investors and Proponents
Identify potential prospective investors
Engage with potential prospective investors
3. Facilitating Investment
3.1 Provide Information
Ensure investor packs are up to date
Provide customised information packages to potential investors
3.2 Provide Introductions and Facilitate Development Process
Host potential investors
Meet with potential investors in Perth (or other locations)
Ensure project manager assigned to each project
Provide introductions and facilitate development process

Priority
Short Term
Short Term
Medium Term
Medium Term
Medium Term

Medium Term
Medium Term
Medium
Medium
Medium
Medium

Term
Term
Term
Term

Source: AECgroup
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Appendix A: Modelling Assumptions
Table A.1: General Modelling Assumptions
Characteristic

Assumption

Cost of Land

$1,000 per sqm

Land Size

3000 sqm

Project Life

25 years

Debt (% of Initial Capital Cost)

50%

Borrowing Term

30 years

Debt Interest Rate

10%

Project Evaluation Discount Rate

15%

Consumer Price Index

3.1%

Housing Price Index

5.4%

Wage Price Index

4.3%

Material Price Index

3.6%

Source: ABS (2012b), AECgroup

Table A.2: Accommodation Size
Accommodation Type

Size per Site/Room

Powered Caravan Site

35 sqm

Unpowered Caravan Site

30 sqm

Permanent Caravan Site

35 sqm

Powered Camping Site

25 sqm

Unpowered Camping Site

20 sqm

5 Star Hotel Room

55 sqm

3 Star Hotel Room

40 sqm

Motel Room

32 sqm

Chalet

80 sqm

Source: AECgroup

Table A.3: Construction Cost Assumptions
Accommodation Type

Construction Cost per SQM

Powered Caravan Site

$343

Unpowered Caravan Site

$200

Permanent Caravan Site

$343

Powered Camping Site

$220

Unpowered Camping Site

$100

5 Star Hotel Room

$9,080

3 Star Hotel Room

$7,441

Motel Room

$4,063

Chalet

$2,500

Source: Rawlinsons (2011), AECgroup
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