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Prepared By: ___JC_____  Dept Review: ______   
 
City Manager Review:  ___SC_____         City Attorney Review:  __JWP__  

Staff Report 
 

TO:   Honorable Mayor and City Council                 DATE: December 4, 2018 
 
FROM: Scott Collins, City Manager 

Jennifer Callaway, Finance Director 

   
SUBJECT: Adoption of Resolution No. 97-18 Approving the City of Morro Bay’s Short-

Term Fiscal Emergency Plan 
 
 
RECOMMENDATION  
Council adopt Resolution No. 97-18, approving the City of Morro Bay’s short-term fiscal emergency 
plan. 
 
BACKGROUND AND DISCUSSION 
At the July 10, 2018, City Council meeting, the Council requested a fiscal emergency plan be 
added to future Council items for Council discussion and decision.  In addition, the Council 
previously requested financial policies be added to a future Council agenda for review and 
discussion.  On August 28, 2018, staff brought forward an action plan outlining the process to 
complete both a fiscal resiliency plan and formation of Accounting Policies and Procedures.  
Council approved staff’s recommended plan; and staff has proceeded with discussion of fiscal 
emergency plan, including economic triggers and mitigation measures to be identified in that plan.   
 
The Citizens Finance Advisory Committee (CFAC) received staff’s recommended economic 
triggers on September 18, 2018, and provided feedback on those triggers.  On September 25, 
2018, the City Council received staff’s report regarding the economic triggers and concurred with 
the five triggers proposed: 
 

1. Natural disaster 
2. Human caused Disaster 
3. State take-aways of local revenues 
4. Large, unexpected costs 
5. Economic downturn: (Defined as below) 

a. Two consecutive quarters of declining revenues in the major revenue’s sources 
identified in the MOUs for COLA increases (sales tax, TOT and Property Tax). 

 
On October 4, 2018, the Employee Budget Advisory Group (Group) met to discuss mitigation 
measures that would be available for the City Manager and City Council should an economic 
trigger occur.  The Group consists of 14 City employees, representing the various departments and 
work groups within the City.  The Group identified and discussed the following mitigation measures: 
 

1. Hiring Chill – City Manager approval will be required to fill vacant positions.  City Manager 
will only approve filling a vacant position if the Department Director can demonstrate it is 

 
AGENDA NO:      I 
 
MEETING DATE: December 11, 2018 
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necessary to meet public health, safety or other high priority service needs that cannot be 
met on an interim basis through a contract, overtime or temporary staffing.  Goal:  Short-
term savings and preservation of future options should problem be on-going. 
 

2. Travel Chill – City Manager approval for all travel authorizations (at any level).  City’s goal is 
to limit travel and training to achieve short-term savings. 
 

3. CIP Deferrals and or reprioritizations– Department Directors will identify CIP projects that 
can be presented to Council for possible deferral and/or elimination, as well as reprioritizing 
capital projects that can be supported in fund other than the general fund.   
 

4. One-Time Operating Cost Review – Identify special projects in the operating budget for 
possible deferral or elimination (to be presented to City Council for consideration).   
 

5. Fund Balance – Consider use of fund balance below policy levels – City Manager will make 
recommendation to City Council for consideration. 
 

6. Other – other curtailments as appropriate. 
 
 

On October 16, 2018, the proposed six mitigation measures were shared with the CFAC with 
consensus and agreement on the proposed measures.  On November 13, 2018, the City Council 
received staff’s report on the proposed mitigation measures outlined above and generally 
concurred with them.  At that time, City Council provided four comments and direction for change, 
noting, with respect to the economic downturn trigger, property tax would not fluctuate as much as 
either sales tax or transient occupancy tax.  Based on that, the Council suggested that trigger be 
clarified to say it will be deemed to occur it only two of those identified three major revenue 
categories trend below expectation for two consecutive quarters.  Staff concurs with that 
recommendation and has added clarifying language.   
 
In addition, City Council provided direction to add a seventh mitigation measure that includes an 
assessment and determination if the financial condition would warrant transitioning into a long-term 
recovery and resiliency plan.  Staff concurred with that recommendation and provided language to 
outline this.   
 
Third, the Council directed mitigation measure four above be rephrased to “Operating Cost Review” 
and include both one-time and ongoing cost review. Lastly, the Council said if an economic trigger 
occurs and it is deemed fiscal first aid is needed, any review of the fiscal condition and proposed 
action plan as presented by the City Manager must outline the overall estimated economic impact 
and proposed target expenditure reduction to mitigate that impact.  Language has been 
incorporated into the draft Fiscal Emergency Plan to address those four directives from Council.   
 
Identification of triggers and mitigation measures is meant to create a transparent process and 
formula for short-term action when fiscal first aid may be needed.  With Council concurrence on the 
short-term economic triggers and mitigation measures staff has drafted a short-term fiscal 
emergency plan, provided as Exhibit A to Attachment 1.  The short-term fiscal emergency plan will 
be incorporated into the City’s final overall fiscal resiliency plan which is to be completed during late 
2019.      
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CONCLUSION 
Having a clear strategy in place for fiscal emergencies that reflects the City of Morro Bay’s values 
will serve as the foundation for decision-making in tough fiscal times and will aid in preserving the 
City’s long-term fiscal health and vitality.   The participation of the Employee Budget Group and 
CFAC has been invaluable, adding very thoughtful feedback and comments that have been 
incorporated into the final draft plan.  Staff recommends the City Council approve Resolution No. 
97-18 adopting the City’s Short-Term Fiscal Emergency Plan. 
 
ATTACHMENT 

1. Resolution No. 97-18 Adopting the City’s Short-Term Fiscal Emergency Plan 
a. Exhibit A:  City of Morro Bay Short-Term Fiscal Emergency Plan 
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RESOLUTION NO. 97-18 

 

RESOLUTION OF THE CITY COUNCIL 

OF THE CITY OF MORRO BAY, CALIFORNIA,  

ADOPTING A SHORT-TERM FISCAL EMERGENCY PLAN 

 

 

T H E   C I T Y   C O U N C I L 

City of Morro Bay, California 

 

 

 WHEREAS, the City Council and staff have identified fiscal sustainability as a core goal and 

value for the City; and  

 

 WHEREAS, in 2015, the City Council hired Management Partners to develop a ten-year 

financial forecast to help achieve the goal of fiscal sustainability; and 

 

 WHEREAS, in 2017/18, the City Council increased fiscal transparency and accountability in the 

City by providing financial documents on the City’s website and implementing the City’s online 

transparency portal, open-gov; and 

 

WHEREAS, in 2018 the City Council has adopted financial and accounting policies, included 

fund balance reserve levels for the City’s General Fund Emergency Reserve, Internal Service Funds, 

Enterprise Funds and Morro Bay Tourism Business Improvement District Fund, with the goal of 

providing staff direction and guidance in City practices to ensure the long-term fiscal sustainability of the 

City; and 

 

 WHEREAS, in 2018, the City Council approved the prepayment of the City’s Pension Safety 

Fire Side Fun to reduce overall costs and achieve long-term savings; and 

 

 WHEREAS, in 2018, the City Council directed staff to draft a Short-term Fiscal Emergency Plan 

and Long-term Fiscal Resiliency Plan to prepare the City for future adverse fiscal circumstances that 

will likely arise in the future; and 

 

 WHEREAS, the Fiscal Emergency Plan is meant to provide a transparent and thoughtful action 

plan, with identified economic triggers and mitigation measures for the City Manager to utilize if fiscal 

first aid is required; and 

 

 WHEREAS, the City’s Employee Budget Group and Citizen’s Finance Advisory Committee 

participated in the identification of both economic triggers and mitigation measures outlined in the fiscal 

emergency plan; and 

 

WHEREAS, staff recommends the City Council adopt the proposed City of Morro Bay Short-

Term Fiscal Emergency Plan.  

 

 NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Morro Bay, California, 

the “Short-Term Fiscal Emergency Plan,” as set forth in Exhibit A, attached hereto and incorporated 

herein, is hereby approved.   

 
AGENDA NO:  I 

ATTACHMENT:     1 

MEETING DATE:  December 11, 2018 
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01181.0001/480959.1    
 

 

 PASSED AND ADOPTED by the City Council of the City of Morro Bay at a special meeting 

thereof held on the 11th day of December 2018, by the following vote: 

 

AYES: 

 

NOES: 

 

ABSENT: 

 

 

      ______________________________ 

           JAMIE L. IRONS, Mayor 

ATTEST: 

 

 

 

_____________________________ 

DANA SWANSON, City Clerk 
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SHORT-TERM FISCAL EMERGENCY PLAN 
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The City of Morro Bay’s FY 2018/19 budget is a reflection of the City’s steady growth, 

particularly in the City’s most economically sensitive revenue categories (sales tax, transient 

occupancy tax).  However, with local signs of leveling sales tax growth present coupled with the 

rising cost to provide services, including rising employee pension costs, the City Council 

proactively directed staff to develop a Fiscal Resiliency Plan – both a short-term emergency 

plan and a long-term fiscal sustainability plan.  The City’s 10-year financial forecast projects a 

challenging budget forecast ahead, beginning in FY 2019/20 when the PERS discount rate 

changes will begin to significantly impact the City.  The projected impacts are expected to ensue 

through 2032.   

In 2015, the City Council recognized fiscal substitutability as a core goal following the closure of 

the power plant.  The City hired Management Partners to develop a 10-year financial 

forecasting tool and began to proactively plan for the City’s future.  The Council has reaffirmed 

the importance of fiscal sustainability and transparency ever since, by directing staff to develop 

a fiscal resiliency plan, adopting Accounting and Financial policies and prepaying pension 

liabilities to reduce interest expense.   

While the City’s general fund emergency reserves are healthy, at approximately 25% of ongoing 

expenditures, development in the city remains strong, with permitting fee revenue trending 

quite well, which cover the City’s development costs and provide an overhead revenue source.  

Despite this period of growth, the City must be ready to weather the next recessionary cycle, 

which, based on recent sales tax reports, may be in the very near future.  Therefore, both short-

term and long-term fiscal sustainability must remain at the forefront of budget discussions and 

considered in all fiscal actions.   

The City’s fiscal resiliency plan (Plan) is meant to establish a framework and general strategy for 

responding to adverse fiscal circumstances in both the short term and long term.  The Plan does 

the following: 

1. Ensures that employees and the community are meaningfully involved in the process; 

2. Takes a policy-based approach to decision-making; and 

3. Reflects the City’s organizational values.  

The Plan is not a specific “recipe” for expenditure cuts or revenue increases, because such 

measures need to be determined on a case-by-case basis.  There are three problems with 

preparing detailed reduction or revenue options before they are truly needed: 

1. If not taken seriously, quality thought will not be given to them; 

INTRODUCTION  
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2. If taken seriously, this is likely to result in needless anxiety in preparing expenditure 

reductions and sends a conflicting message if times are good; and 

3. Even if the preceding points were not constraints, such options would have a short 

shelf-life, because municipal needs and priorities change over time.  

The Plan, rather, articulates the principles and values upon which specific responses will be 

based.  

The short-term fiscal emergency plan is meant to be an intermediate, quick response to a fiscal 

emergency.  The mitigation measures enacted under the short-term plan are not to exceed 90 

days in length while the City Manager assesses the fiscal condition and makes a 

recommendation to Council for long-term remediation, if necessary.  With Council 

authorization, the short-term mitigation measures may exceed 90 days in length following a full 

report from the City Manager indicating additional assessment time is needed to determine a 

long-term fiscal response plan. 

 

The short-term fiscal emergency plan is triggered when one or more of the following occur and 

estimated expenses exceed $50,000 in the given fiscal year:  

1. Natural disaster 

2. Human caused disaster 
3. State take-aways of local revenues 
4. Large, unexpected costs 
5. Economic downturn: Two consecutive quarters of declining revenues in two of the 

three major revenues sources of sales tax, Transient Occupancy Tax, and property tax.  
Quarterly reviews will be tied to the City’s quarterly budget status report and update 
which compares quarterly data to prior years same quarters.  Declining revenues must 
occur on a quarter to quarter comparison in two of the three identified revenue 
categories to trigger a response.   

Clearly defining when fiscal first aid is needed is a key factor in the City’s ability to successfully 

take action on a timely basis and avoid worsening the problem.   

SHORT-TERM FISCAL EMERGENCY PLAN 

TRIGGERS 
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While the Plan is focused on the City’s General Fund, the enterprise funds - water, sewer, 

Wastewater Treatment Plant and Harbor – also fully participate for two key reasons:  (1) we, as 

a city organization are all part of one team and all parts need to participate; (2) it’s important to 

limit enterprise fund rate increases as much as possible, particularly during recessionary 

periods and at a time when the City may have to consider other General Fund increases, such 

as a sales tax increase.    

The City’s Plan comprises five key elements: the minimum fund balance; other key budget and 

fiscal policies and practices; fiscal health monitoring; assessing whether the situation is a short- 

or long-term problem; and identifying options. 

 

1. Minimum Fund Balance:  This is the first line of defense in adverse circumstances.  

Maintaining the General Fund Emergency Reserve minimum fund balance as 25 percent 

of on-going annual expenditure, as set by Council policy.  That reserve amount allows 

the City to continue operations and projects, while responding to short-term problems 

and provides breathing room to address longer-term problems when comprehensive 

response plans are needed to be developed.  That is especially true because Proposition 

218 (Prop 218), prohibits the City from imposing new taxes or assessments without 

taxpayer’s approval.  For example, Prop 218 and Proposition 26 require (i) majority 

voter approval for new or increased general taxes, (ii) super majority approval of special 

taxes, (iii) restricts use of general taxes for general governmental purposes, and (iv) 

restricts imposition of fees on property owners for services that are available to the 

public at-large or exceed the actual cost to the City for providing the service.  

 

2. Other Key Budget and Fiscal Policies and Practices:  Adhering to fiscal policies and 

practices will help prevent problems at the outset and keep problems from getting 

bigger when they do happen.  The City is in process of developing financial and 

accounting policies, which include: 

• A balanced budget (and a definition of the term); 

• Conservative investment practices; 

• Diversified revenues; 

• User-fee cost recovery; 

• Enterprise funds; 

• New development paying its own way; 

• Limited use of debt financing; 

ELEMENTS 
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• Fleet replacement; 

• Contracting for services; and 

• Productivity improvements.  

 

3. Fiscal Health Monitoring and Transparency:  During the past 12 months, City Council 

and staff has worked extensively at enhancing the City’s fiscal health monitoring and 

transparency.  The City has developed and implemented effective ongoing systems for 

reporting and monitoring its fiscal condition, including interim reporting such as 

quarterly budget performance status reports, quarterly investment reports, OpenGov 

on-line transparency portal, a Comprehensive Annual Financial Report, which presents 

audited financial statements in accordance with generally accepted accounting 

principles and highest standards.  The City uses the following elements as part of its 

interim reporting: 

• An automated financial management system – New World Technologies; 

• Online access to the City’s Financial Reporting 24/7 for revenue, expenditure 

and budget information via the City’s website and OpenGov Transparency 

portal; 

• Bi-Weekly Accounts Payable Registries via the City webpage; 

• Quarterly budget status reviews and updates; 

• Mid-year budget status review and Capital Improvement Plan review; 

• Quarterly investment reports; and 

• Monthly reporting of cash and bank reconciliations via the City’s webpage. 
 

4. Assessing the Situation:  The City uses different strategies for different problems.  In the 

case of a one-time event or downturn that is unlikely to continue indefinitely, one-time 

fixes are an appropriate response and are considered short-term.  However, in the case 

of ongoing downturns in revenues or systemic increases in costs, one-time fixes won’t 

work – that type of situation requires new ongoing revenues or ongoing expenditure 

reductions.   

 

If the assessment concludes the situation is a short-term problem, then the following 

mitigation measures may be utilized.  The mitigation measures may also be utilized 

during the assessment period.  The City Manager has discretion to utilize the following 

mitigation measures, but to the extent possible will report to the City Council with 

recommended action prior to implementing any of the identified and agreed to 

measures below.  In times of financial emergency or necessity, when the City Manager 

implements one or more measures before reporting to the City Council with a 

recommendation, a complete report of the economic and financial condition that 
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triggered a response under the short-term plan must be provided to the City Council at 

the next scheduled Council meeting for ratification or modification as deemed 

appropriate by a majority of the Council.  Under Council direction, the City Manager 

may be directed to reverse course or implement additional or alternative mitigation 

measures.   

 

 

• Hiring Chill – City Manager approval will be required to fill vacant positions.  City 

Manager will only approve filling vacant positions if the Department Director can 

demonstrate that it is necessary to meet public health, safety or other high 

priority service needs that cannot be met on an interim basis through a contract, 

overtime or temporary staffing.  The goal is to achieve short-term savings and 

preservation of future options should the fiscal condition be on-going.  

• Travel and Training Chill – City Manager approval for all travel authorizations (at 

any level) for training that involves training outside of the County.  The City’s 

goal is to limit travel related costs to achieve short-term savings.  

• Capital Improvement Plan (CIP) Deferrals and/or Reprioritizations – 

Department Directors will identify CIP projects that can be presented to Council 

for possible deferral and/or elimination as well as reprioritizing capital projects 

that can be supported in funds other than the general fund.   

• Operating Cost Review – Identify special projects and ongoing expenses in the 

operating budget for possible deferral or elimination.  The City Manager will 

present these projects to the City Council for consideration and direction. 

• Fund Balance – Consider use of fund balance below policy levels – the City 

Manager will make a recommendation to the City Council prior to implementing 

this mitigation measure.     

• Other – Other curtailments as appropriate and necessary.  

• Assessing the Situation – The City will likely use different strategies for different 

problems.  For example, in the case of a one-time event or downturn that is not 

likely to continue indefinitely, one-time fixes are an appropriate response and 

are considered short-term.  However, in the case of ongoing downturns in 

revenues or systemic increase in costs, one-time fixes won’t work – that type of 

situation requires new ongoing revenues or ongoing expenditures reductions.  

The City Manager is responsible for assessing the fiscal condition and 

determining if a transition to a long-term plan is necessary.  That will be reported 

to the City Council within 90 days as outlined below.   

MITIGATION MEASURES 
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When an economic trigger occurs and fiscal first aid is deemed necessary, the City Manager 

will work within the identified seven mitigation measures above to develop a response plan.  

The mitigation measures may be implemented singularly or collectively at the City 

Manager’s recommendation and Council direction depending on the extent to which fiscal 

first aid is needed.  Any recommendation and report to the City Council utilizing the Fiscal 

Emergency Plan as outlined in this document requires an identification of the fiscal 

condition, forecasted fiscal deficit and corresponding expenditure savings recommended to 

achieve per the outlined mitigation measures above.   

Within 90 days of implementing mitigation measures under this short-term fiscal 

emergency plan, the City Manager will report back to the City Council with a long-range 

assessment of the City’s fiscal condition.  If the assessment determines the fiscal condition 

is a long-term problem, then the City Manager and Finance Director will prepare a long-

term fiscal forecast to define the problem (update to the City’s existing 10-year financial 

forecast with revised revenue and expenditure estimates) and prepare revenue 

enhancement and expenditure reduction options tailored to the problem defined in the 

forecast.   

Preparing such plans will likely take a minimum of three months.  The City Manager is to 

report to Council on the plan’s status and update within 90 days with an understanding that 

additional time may be needed to finalize the plan.  Implementation of an approved plan is 

likely to take another three to six months.  That underscores the importance of a strong 

fund balance and short-term expenditure reductions to create the time needed to prepare 

and implement reasonable long-term plans.   

5. Identifying Options:  In the long-term, the solutions are simple – there are only two 

basic budget-balancing options: Increase Revenues or Reduce Expenditures.  In the 

short-term using fund balance is an option; however it is not a viable long-term solution 

– strategic use of fund balance to reduce future-year operating costs or increases 

ongoing revenues may be an acceptable short- and long-term strategy.   

 

 

Department heads and management staff are responsible for encouraging meaningful 

employee participation and involvement in preparing to response to both a short-term fiscal 

emergency or long-term resiliency plan.  For the City’s Fiscal Year (FY) 2018/19 budget, an 

Employee Budget Group (EBG) was formed to review over 400 budget suggestions received 

EMPLOYEE AND COMMUNITY INVOLVEMENT 
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from City employees.  Many of these suggestions were incorporated into the City FY 2018/19 

budget and many are still being considered and on the “wait” list for staff time to implement.   

In development of the short-term plan as defined above, including identifying the triggers and 

mitigation measures outlined, the City reactivated the EBG to provide feedback and input as to 

appropriate triggers and measures.  In the event that the City will utilize the short-term 

emergency plan, the City Manager and City Management is committed to open communication 

and engagement with employees for complete transparency.  In the event that a long-term 

response is needed following the City’s assessment of the financial condition, the City will strive 

to identify likely position reductions resulting from a long-term plan six months before 

implementing them in order to be straightforward with affected employees about their 

employment outlook, provide transfer opportunities and allow affected employees a 

reasonable amount of time to make other plans.   

While operating under a short-term emergency response or transitioning to a long-term 

response plan, the key values that will guide action under these plans is responsiveness and 

respect.  Treating employees with respect means informing them about City plans that affect 

them as soon as possible.  It also means sharing hard facts and consequences in a forthright and 

timely way.   

The City is also committed to actively soliciting and encouraging meaningful participation by key 

stakeholders in the budget-balancing process, including the organization as a whole, employee 

associations and the community.  That will require active and ongoing communication.    

Sharing fiscal health resiliency plaining with the community, the City will utilize a myriad of 

tools, including the City’s website, City Manager’s update and news releases.  City staff may 

make presentations to interested community groups, and periodic newsletters may be 

distributed in the City’s utility bills as inserts.  The City will update the city’s webpage regularly 

with information about the process and community forums and workshops that will be held to 

inform community members and solicit input and work under advisement of the Citizen’s 

Finance Advisory Committee (CFAC) when possible.   Depending on the circumstances, the City 

may also form an ad hoc advisory community group with a clearly defined role and scope of 

work.   

While the specifics of both the process and outcomes change with the circumstances, having a 

clear strategy in place that reflects the City’s values and serves at the foundation for decision-

CONCLUSION 
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making in tough fiscal times will play a key role in preserving the City’s organization vitality and 

fiscal health.   Continued monitoring of the results of any action plan in achieving its goal and 

reporting back to the City Council, community and staff with respect to the City’s fiscal 

condition is a vital component of implementation of either a short-term or long-term fiscal 

plan.  It will be the responsibility of the City Manager, in conjunction with the City’s Finance 

staff to closely monitor the action plan to ensure it is achieving its goals and quickly report any 

significant deviations to the City Council for action.   
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Prepared By: ___EE_____  Dept Review: ___EE___   
 
City Manager Review:  ________        City Attorney Review:  ________ 
  

Staff Report 
 

TO:   Honorable Mayor and City Council      DATE: December 6, 2018 
 
FROM:            Eric Endersby, Harbor Director 
 
SUBJECT: Adoption of Resolution No. 98-18 Approving a New Master Lease Agreement 

Between the City of Morro Bay and TLC Family Enterprises for Lease Site 87-
88/87W-88W, Located at 833 Embarcadero 

 
 
RECOMMENDATION  
Staff recommend the City Council adopt Resolution No. 98-18, approving a new Master Lease 
Agreement for Lease Site 87-88/87W-88W, as proposed.   
 
ALTERNATIVES 
Council may elect not to approve Resolution No. 98-18 for the new Master Lease Agreement (MLA) 
as-proposed, and direct staff accordingly. 
 
FISCAL IMPACT   
Under this proposal, revenues to the Harbor Fund will remain at the level they were under the 
previous master lessee at $30,000/year until the proposed site redevelopment project is completed, 
then increase moderately at first and eventually after two years reach the $80,000-$90,000/year 
level as the new restaurant, hotel rooms and retail units reach stabilization over that time, 
coinciding with the initial proposed percent rent concessions expiring. 
 
In addition, assuming the lease concession for hotel valet parking is implemented as-proposed, the 
revenues from this site could experience a temporary decrease up to $25,000 maximum per year 
for up to five years, in the form of a credit against the annual rent on this site.  Even with the valet 
and other concessions, however, overall revenues from this site will increase significantly over 
historic levels once the redevelopment is complete. 
 
Under this proposal, the General Fund should see an initial increase in Transient Occupancy Tax of 
approximately $40,000/year, and an initial increase in Tourism Business Improvement District 
revenues of approximately $12,000/year, if the new hotel rooms perform, as anticipated.  In 
addition, the General Fund will receive ($3,410.00) annually for eight parking spaces proposed to 
being leased by the tenant in the City’s public parking lot at Pacific Street and Market Avenue. 
 
BACKGROUND 
The lease for Lease Site 87-88/87W-88W (Lease Site) expired on March 31, 2018.  In August 
2017, TLC Family Enterprises (TLC) was granted Consent of Landowner (COL) authority to 
redevelop the Lease Site through a request for proposals process.  The COL contains certain 
“milestones” or timeline performance requirements TLC was to meet to maintain its validity.   
 
In addition to the COL, on April 24, 2018, the Council approved an Interim Lease Agreement with 

 
AGENDA NO:   II 
 
MEETING DATE: December 11, 2018 
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TLC to occupy and manage the Lease Site during the planning and permitting process, ultimately 
to be replaced by a long-term MLA once Concept Plan approval was obtained. 
 
To date, all timeline milestone requirements have been met, including obtaining Concept Plan 
approval from the Planning Commission and City Council.  The next major milestone is December 
11, 2018, whereby TLC must have a new MLA approved. 
 
Over the past several months, staff and TLC have negotiated a new MLA for the Lease Site to 
enable its redevelopment, including taking negotiations to the Council in closed session for input 
and direction.  
 
DISCUSSION        
The proposed new MLA with TLC, included with this staff report as Attachment #1 and based on 
the City’s standard lease template, contains the following significant  highlights: 
 

1. Section 1.01 Term: 50-year lease term commencing December 11, 2018 based on a 
minimum $3.6M investment in the proposed project, and expiring November 30, 2068.  That 
term is commensurate with the degree of investment in and commitment to the project. 
 

2. Section 2.01 Minimum Rent: annual minimum rent, as under the previous master lessee, of 
$30,000/year, and subject to standard annual CPI adjustments and five-year reappraisals.  
Minimum annual rent will be based on the higher of 8% of the appraised value of the 
property or 75% of the average last five years of total rent paid.  
 

3. Section 2.04 Percentage Rent: all percent rents to be 2% until two years after certificate of 
occupancy for the redevelopment project is issued, then reverting to 3% for all restaurant 
sales and beer and wine sales at the bar, 5% for all retail, hotel and convenience/take-out 
food (yoghurt window) sales, and 10% for all slip revenues and liquor sales at the bar.  
 
The percent rent concessions are commensurate with other comparable lease 
redevelopment projects to enable new tenants and/or operations to “get off the ground” with 
some modest and reasonable rent relief.  They are also commensurate in scale with the 
percent rent assumptions in TLC’s business plan pro forma years 1-5. 
 

4. Section 3.01 Permitted Uses: permitted uses will be consistent with the property 
entitlements, namely, restaurant/bar, convenience/take-out food, retail, transient occupancy 
(hotel) and vessel accommodation. 
 

5. Section 13.01 Tenant’s Obligation to Redevelop Site: memorialization of the approved 
Concept Plan for Lease Site redevelopment, including timeline performance parameters and 
minimum investment (expenditure) requirements for the project. 
 
Because Concept Plan approval by the Planning Commission was delayed 39 days by no 
fault of TLC, 39 days have been added to all original COL timelines in this section. 
 
In addition, the deadline by which TLC must show evidence of sufficient financing for the 
project was changed from April 10, 2019 to August 1, 2019.  That change is because, in 
April, the project will understandably not have reached a point in the permitting process to 
be far enough along for lending institutions to make any more commitment than TLC has 
now, which are “letters of interest.”  By August, the project should be sufficiently defined and 
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permitted to allow a lending institution to perform an appraisal on the project and property 
and provide a more definite financial commitment. 
 
Section 13.04 Valet Parking Rent Credit and Hotel Parking Spaces: because the Lease Site 
has no on-site parking for hotel guests, the MLA includes a rent credit in the amount 
necessary to offset the actual, documented valet costs necessary for hotel operations, up to 
a maximum of $25,000 annually (50% of what is estimated at the high end of what a valet 
parking program could cost on the waterfront), and offset by any valet parking revenues 
charged by the tenant.  Because the additional estimated annual cost of $45,000-$50,000 
for a valet system is a significant financial burden for one small 8-room hotel to shoulder, a 
City incentive (rent credit) is necessary and justified to ensure the project’s viability and 
success.    
 
This credit will be subject to annual review and has a phase-out or sunset clause based on 
(i) review and determination by the City the credit is no longer needed or justified, or (ii) five 
years, whichever occurs first.     
 
By way of a separate lease or license agreement for hotel customers from the Lease Site to 
use up to eight parking spaces in the City’s public parking lot at Market and Pacific Streets, 
between the hours of 3:00 p.m. and 11:00 a.m., for $3,410.00/year.  Those valet and 
parking provisions are commensurate with lease terms recently granted Doug Redican for 
his hotel room conversion at Rose’s Landing. 

 
CONCLUSION 
TLC has operated the Lease Site, as master leaseholder, since April 2018; and although unable to 
secure a tenant for the defunct restaurant space, in that time has managed the Lease Site in a 
clean and orderly fashion with Under the Sea Gallery as the prime retail tenant, while continuing to 
execute elements of the subject redevelopment proposal.  As such, TLC is currently a lessee in 
good standing with regard to ownership and operation of the Lease Site. 
 
The redevelopment will significantly upgrade the Lease Site, bringing it up to modern code 
standards and creating enhanced public benefits, while increasing revenues for both the Harbor 
and General Funds due to the increase and mix of uses and LEED certification.  As such, staff 
recommend the City Council approve Resolution No. 98-18, included with this staff report as 
Attachment #2, approving a new MLA for the Lease Site, as-proposed.  
 
ATTACHMENTS 
1. New Master Lease Agreement for Lease Site 87-88/87W-88W. 
2. Resolution No. 98-18. 
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RESOLUTION NO. 98-18 
 

RESOLUTION OF THE CITY COUNCIL 
OF THE CITY OF MORRO BAY, CALIFORNIA 

APPROVING A 50-YEAR MASTER LEASE AGREEMENT FOR 
LEASE SITE 87-88/87W-88W BETWEEN THE CITY OF MORRO BAY  

AND TLC FAMILY ENTERPRISES, LOCATED AT 833 EMBARCADERO 
   

T H E   C I T Y   C O U N C I L 
City of Morro Bay, California 

 
 WHEREAS, the City of Morro Bay is the lessor of certain properties on the Morro 
Bay Waterfront described as City Tidelands leases and properties; and 
 
 WHEREAS, TLC Family Enterprises (Travis Leage and Cherise Hansson) has 
been the interim lessee of Lease Site 87-88/87W-88W since April 2018 and is a tenant 
in good standing; and 
 
 WHEREAS, TLC Family Enterprises was granted Consent of Landowner 
approval for a proposed complete lease site redevelopment project consisting of a new 
building with retail, hotel, restaurant, and bar uses, outside children’s play area, new 
slips/docks and public access improvements including the HarborWalk; and 
 
 WHEREAS, TLC Family Enterprises has obtained Concept Plan approval from 
the Planning Commission and City Council for their proposed redevelopment project; 
and 
 
 WHEREAS, in accordance with the City’s Master Lease Policy, the City and 
lessee have agreed to a new 50-year lease agreement for Lease Site 87-88/87W-88W 
located at 833 Embarcadero. 
 
 NOW, THEREFORE, BE IT RESOLVED by the City Council of the City of Morro 
Bay, California, as follows: 
 

1. The attached new Master Lease Agreement for Lease Site 87-88/87W-
88W is hereby approved. 

2. The Mayor is hereby authorized to execute said Master Lease 
Agreement. 

 
  PASSED AND ADOPTED by the City Council of the City of Morro Bay at 
a special meeting thereof held on the 11th day of December 2018 on the following vote: 
 
AYES: 
NOES: 
ABSENT: 
            
      ______________________________ 
      JAMIE L. IRONS, Mayor 
ATTEST: 
 
_____________________________ 
DANA SWANSON, City Clerk 
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