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CONFIDENTIAL REPORT
REPORT RELATING TO:
A leader in the delivery of the Community Vision
Originating Officer:

Heather Michell, Land Asset Officer

Corporate Manager:

Peter Patterson

Director:

Heather Montgomerie

Subject:

Marion Leisure and Fitness Centre
Lease to CASA Leisure Pty Ltd

Reference No:

GC091214F01

File No:

16.51.1.36

If the Council so determines, this matter may be considered in confidence under
Section 90(3)(d) of the Local Government Act 1999 on the grounds that the report
contains information relating to commercial information of a commercial nature (not
being a trade secret) the disclosure of which (i) could reasonably be expected to
prejudice the commercial position of a person who supplied the information, or to
confer a commercial advantage on a third party; and (ii) would, on balance, be
contrary to the public interest.

Mark Searle
Chief Executive Officer

RECOMMENDATION:

1.

That pursuant to Section 90 (2) and (3)(d) of the Local Government Act 1999, the
Council orders that all persons present, with the exception of the following
persons: Mark Searle, Kathy Jarrett, Vincent Mifsud, Heather Montgomerie, Kate
McKenzie, Peter Patterson, Mark Gibson and Heather Michell be excluded from the
meeting as the Council receives and considers information relating to the Marion
Leisure Fitness Centre Lease to CASA Leisure Pty Ltd, upon the basis that the
Council is satisfied that the requirement for the meeting to be conducted in a
place open to the public has been outweighed by the need to keep consideration
of the matter confidential given the information relates to commercial information
of a commercial nature (not being a trade secret) the disclosure of which (i) could
reasonably be expected to prejudice the commercial position of a person who
supplied the information, or to confer a commercial advantage on a third party;
and (ii) would, on balance, be contrary to the public interest.
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REPORT OBJECTIVE:
The purpose of this report is to present an approach for Council consideration regarding the
current and future use of the Marion Leisure & Fitness site.
EXECUTIVE SUMMARY:
The Marion Leisure and Fitness Centre (“Centre”) at 228 Oaklands Road, Morphettville is
leased to CASA Leisure Pty Ltd (“CASA”) for five years from 1 October 2004 with one right of
renewal for five years. On 1 October 2009 the Lease was renewed for five years expiring on
30 September 2014, with a further right of renewal of five years being granted on the same
terms and conditions as the existing Lease, expiring on 30 September 2019.
CASA have notified Council of their intention to renew the existing Lease from 1 October
2014 to 30 September 2019 on varied terms and conditions. This intention has given rise to a
need for Council to review the facility in totality and consider current and future options.
The approach includes a short term measure of continuing the lease as a monthly tenancy
for a maximum period of six months while undertaking a market review of the facility which
identifies a range of potential users and management models for the facility that provide long
term sustainability community value.
RECOMMENDATIONS: (4)

DUE
DATES

That Council:
1.

Maintain the Lease in a holding over monthly tenancy for up to December
six months
2014

2.

Conducts a market review of the facility which includes April 2015
identifying potential users and management options and models
for the medium and long term

3.

Receive a report detailing the findings of this review which will April 2015
include future options for the facility and management models

4.

In accordance with Section 91(7) and (9) of the Local Government December
Act 1999 the Council orders that this report, Marion Leisure and 2015
Fitness Centre, Lease to CASA Licence Pty Ltd and the Minutes
arising from this report having been considered in confidence
under Section 90(2) and (3)(d) of the Act be kept confidential and
not available for public inspection for a period of 12 months from
the date of this meeting. This confidentiality order will be
reviewed at the General Council Meeting in December 2015.
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BACKGROUND:
The Marion Leisure and Fitness Centre (“Centre”) at 228 Oaklands Road, Morphettville is
leased under a commercial lease arrangement to CASA Leisure Pty Ltd (“CASA”) who
provide a range of services and activities to the community. The lease has reached the end
of its term and CASA have requested to exercise their right of renewal with varied terms,
therefore a short term decision is required in respect of the lease.
The Centre provides health and fitness opportunities for the community through the provision
of social sports programs and craft markets. Further CASA sub-leases areas of the facility to
SA Amateur Gymnastics Assoc. Inc. and Koorana Gymnastics Club Inc.
The Centre has experienced growing competition from an increase in the number of fitness
centres now operating in the immediate area. Due to the competitive marketplace, there has
been a recent decline in memberships which has resulted in substantial financial losses for
the 2012/13 and 2013/14 financial years.
CASA has sustained losses for the last two financial years which is preceded by a decline in
profits over the previous years as shown below:
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CASA is currently in arrears of rent and outgoings, totaling some $42,500 as at 30 November
2014. Council is not obligated to renew the lease while CASA is in default for non-payment.
CASA have not been able to provide any details of how they propose to repay the arrears.
It is standard practice that Council would require all arrears to be paid prior to the renewal of
lease being granted.
CASA maintains an income stream of approximately $65,000 per annum from sub-leases to
other occupants of the Centre (SA Amateur Gymnastics Assoc. Inc. and Koorana
Gymnastics Club Inc. (other Occupants)).
Clause 4.1.2 of the lease provides that Council has the right to terminate the lease if the rent
or any part of it is unpaid for a period of seven days after the day on which it ought to have
been paid. A termination of lease for breach of its terms and conditions is subject to other
statutory provisions.
The rent is currently only paid to 31 March 2014. Other outgoings such as insurance and
water rates also remain outstanding to Council.
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CASA have notified Council of their intention to renew the existing Lease from 1 October
2014 to 30 September 2019 by varied terms and conditions, as follows:
1. Provide financial assistance to CASA by:
•

A reduction of base rent – the amount is to be negotiated

•

Remove the responsibility from CASA to pay Council Rates ($17,400 in
2014/15)

•

Council to take responsibility for payment of building insurance premiums and
all maintenance and repairs (Building Insurance was $23,300 in 2014/15)

2. Council grant a further right of renewal for five years from 1 October 2019 to 30
September 2024 which would provide an opportunity for CASA to recoup the value of
any future investments in the Centre.
If Council were to agree to the terms proposed by CASA, it would result in a revenue loss of
up to $70,000 per annum, which has not been budgeted for and the current arrears suggests
that lease payments may also be at risk.
Lease Provisions
The Lease provides that:
•

The Lease commenced on 1 October 2004 for a term of five years with one right
of renewal for five years. On 1 October 2009 the Lease was renewed to 30
September 2014, with a further right of renewal of five years being granted on the
same terms and conditions as the existing Lease

•

SA Amateur Gymnastics Assoc. Inc. and Koorana Gymnastics Club Inc.
(occupants) occupy the Centre under licence agreements and that CASA shall be
entitled to receive all licence fees from the Users (a total of $65,000 per annum)

•

CASA pays a base annual rent of $30,000. A turnover rent is paid in addition to
the base rent depending upon the profits for each financial year. Council has not
received any turnover rent since 2011

•

CASA pays building insurance premiums and rates and taxes

•

CASA is responsible for repairs and maintenance, not of a structural nature

•

As the lease has expired and the terms of the renewal of lease have not been
agreed, CASA is holding over as a monthly tenant.

Community Land
The land is classified as community land and included in the Community Land Management
Plan 3 - Major Community Facilities.
Under the Local Government Act 1999, community consultation is required where the lease
term exceeds five years, including all rights of renewal. Should Council grant a further five
year right of renewal as requested by CASA, community consultation would be required.
Rental
The Lease provides that CASA pays a base annual rent of $30,000 from the commencement
date being 30 September 2009, and is fixed for the term of the Lease and all extensions of
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the Lease. That is, there has not been an increase in the base rent since the
commencement date and unless other terms are agreed by both parties, the base rent will
not increase during the term of the Lease or any extension of the Lease.
Council’s valuers, Maloney Field Services, have assessed the market rental & capital values
in 2013 as follows:
Capital Value

Annual Rental
Value

Main Building

$ 5,703,726

$ 646,070

Koorana Gym

$ 1,854,294

$ 195,030

TOTAL

$ 7,558,020

$ 841,100

CASA’s Strategies for 2014/15
In response to a request for CASA to provide details of how the varied terms proposed would
support a turnaround in the business and a proposal for the payment of the outstanding
arrears, CASA have provided a Business Strategy dated October 2014 (Appendix 1) and
have advised that:
•

“Funds are not available to pay these amounts due to the level of subsidy that
CASA Leisure has contributed to your Centre, and programs delivered to your
community”;
and

•

”We do not believe that the health and fitness part of the business will turnaround,
and the other community programs and services we offer, do not require a
turnaround”.

The Business Strategy does not address how a reduction in operating costs addresses the
previously sustained losses and how the arrears owing to Council for rent and outgoings are
to be paid.
The Business Strategy provided by CASA lacks rigour around the business model provided
and does not appear to satisfactorily provide financial projections for the business priorities
for the current financial year.
DISCUSSION
Council’s options for consideration for the future management of the site are:
1.

The Lease holds over as a short term monthly tenancy.
Council undertakes a market review of the facility which identifies a range of
appropriate users and management models for the facility that provide long term
community value.
The scope of the review would include a review of management options includes
identifying potential commercial or community users including consideration to the
the existing occupants being SA Amateur Gymnastics Assoc. Inc. and Koorana
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Gymnastics Club Inc.
During the period of review a strategy will be developed in the event that CASA
vacates the premises which will ensure the continued use of the site for the existing
occupants.

2.

Council terminates the lease for breach of non-payment of rent and outgoings,
subject to legislative requirements.
Council undertakes a market review as described above and arrangements would
be made to ensure the continued use of the existing occupants.

3.

Council offers to renew the Lease on the same terms and conditions. That is, CASA
continues:
• To pay the base annual rent of $30,000 and the turnover rent where applicable
•

To pay Council rates and building insurance premiums

•

To be responsible for building maintenance and repairs, not of a structural
nature as set out in the existing Lease

CASA have indicated that they cannot continue to operate on this basis. CASA have
advised that they do not have the funds to pay the arrears. Arrears will continue to
accrue and the asset will continue to decline.
This option is not recommended
4.

Council accepts CASA’s request to renew the Lease on the basis that, as from 1
October 2014:
•

The base rent is reduced – the amount has not been specified

•

CASA does not pay the Council rates

•

Council pays the building insurance premiums

•

Council takes responsibility for all building maintenance and repairs

•

Council grants a further right of renewal for an additional five years to 30
September 2024

In addition to these requests, Council could seek to impose new terms on CASA. An
example of this could be that Council has the right to re-direct the Users licence
payments to Council.
Council could deny the request for the additional five year right of renewal on the
basis that Council does not have confidence at this stage, the likely success of the
Centre.
While CASA have requested a reduction of rent, outgoings and responsibility for
maintenance and repairs, the other occupants’ rent continues to be paid directly to
CASA (in the sum of $65,000) pursuant to the Lease.
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CASA have advised:
• “In simple terms we are requesting varied terms to enable the Centre to
continue to operate in a sustainable way”
and
• “CASA does not have the funds and wherewithal to continue operating MLFC if
it is not profitable. If we reach a loss situation we will be forced to cease all
operations”
In the event that Council does not agree to an extension of lease on the above
terms and conditions or on revised terms and conditions that are not accepted by
CASA and CASA terminates the Lease, Council could explore new models of
management for the site through an Expression of Interest process.
It may be considered that Council is subsidising a commercial enterprise which is
not fair and equitable for similar facilities in the area. This option will also result in
increased costs to Council.

ANALYSIS:
Consultation
Community Consultation will be required if a further right of renewal is granted.
Risk Management
In the event that CASA terminate the Lease, Council may need to enter into lease
agreements with the occupants who are in occupation of portion of the premises.
Financial Implications
Options 1 & 2 – The cost of conducting a market review of the facility is estimated at $5,000
which could be funded from existing budgets. There is a risk that lease payments are not
made for the period of any extension of lease, resulting in lower than budgeted revenues.
In the event the Lease is terminated, Council could negotiate with the other occupants which
would result in Council having the benefit of these Lease agreements. However,
consideration will also have to be given to insurance, utility and maintenance costs in these
negotiations.
Option 3 – Would have no net effect on Council’s current budget given that there would be
no change in the current arrangement. It is projected, however, that the arrears will continue
to accrue, thus continuing to have a negative impact on Council’s cashflow and a decline in
the asset.
Option 4 – This would result in a reduction of revenue of around $60,000 per annum, which
incorporates Council rent, rates, building insurance. Any subsidisation of utility costs,
maintenance and repairs would be over and above this figure.
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CONCLUSION:
It is recommended that Council maintains the Lease in holding over as a monthly tenancy
while Council conducts a full review of the facility including identification of potential users
and management options and models. A further report will be brought back to Council for
consideration in March 2015 detailing the findings of the review.
There is also the potential for Koorana Gymnastics Club Inc and SA Amateur Gymnastics
Association Incorporated who are both in occupation of portions of the premises, to enter into
lease agreements direct with Council, should CASA not accept this proposal and seek to
close the facility immediately.

Appendix 1

- MLFC Business Strategy (October 2014)
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Appendix 1
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