TEMNO. &

STAFF REPORT CITY OF OCEANSIDE

DATE: April 21, 2010
TO: Honorable Mayor and City Councilmembers
FROM: Economic & Community Development Department/ Property Management

SUBJECT: APPROVAL OF A PROPERTY LEASE AGREEMENT WITH PETITE
MADELINE BAKERY FOR A PORTION OF THE BUILDING AT 223
NORTH COAST HIGHWAY

SYNOPSIS

Staff recommends that City Council approve a five-year CPl Property Lease Agreement
with the Petite Madeline Bakery for their use of City-owned property located at 223
North Coast Highway, for a five-year minimum total revenue of $137,230, with provision
for two additional five-year extensions; and authorize the City Manager to execute the
agreement.

BACKGROUND

The City currently owns the building and real property at 217-223 North Coast Highway,
City of Oceanside (“Property”). The Property was the former location of The California
Surf Museum and the Oceanside Museum of Art, School of Art. The Property is
currently vacant. Staff was desirous of finding other tenants for the Property which
would enhance the downtown experience and provide additional revenue to the General
fund. '

Staff put out a Request for Proposals (RFP) to identify potential tenants for the Property.
The response period for the RFP closed on September 14", 2009. Staff received seven
proposals and rated all submittals through a selection committee. Based on the best
overall use for the Property, Staff elected to negotiate exclusively with Petite Madeline
Bakery for a portion of the Property consisting of 2,355 square feet (“Premises”).

Petite Madeline Bakery (“Lessee”) currently has one location in central Oceanside.
With a large demand for their product within in the City of Oceanside, Lessee is
desirous of expanding within the City. Lessee is a full service bakery, which currently
isn’t available within the greater downtown area.



ANALYSIS

Lessee is desirous of occupying the Premises in order to operate a bakery. Since
September 2009 Staff has been negotiating with Lessee and preparing the Premises.
The proposed CPI Property Lease Agreement (“Agreement”) is for a five-year term and
provides for two successive five-year renewal option periods. The Agreement requires
that Lessee provide to the City for its approval, a build-out schedule, which includes a
conceptual development plan, development schedule and a financing plan. City will
deliver the building in a “plain vanilla’ shell condition, at which point Lessee will add
building improvements necessary for their use. Staff is also working with another
prospective tenant for the remainder of the Property, which space consists of 1,173
square feet.

FISCAL IMPACT

Lessee will initially pay the City an annual minimum lease payment of $19,076.00
($2,120 per month for nine months 1101.4351.0009) and pays its own utilities. In the
first year of the Agreement, Lessee will only be required to pay nine-months rent, with
the first three-months rent free, which is the current commercial leasing industry
standard. The minimum rent is adjusted annually based on the semi-annual Consumer
Price Index (CPI) for All Urban Consumers for San Diego; however, in no event is the
adjustment less than two percent (2%) or greater than five percent (5%). The
agreement will result in a minimum total revenue for the premises over the five-year
term in the minimum amount of $137,230.00.

INSURANCE REQUIREMENTS

The Lessee will be required to maintain the City’s standard insurance requirement over
the term of the lease.

COMMISSION OR COMMITTEE REPORT

Does not apply.

CITY ATTORNEY'S ANALYSIS

The referenced documents have been reviewed by the City Attorney and approved as
to form.



RECOMMENDATION

Staff recommends that City Council approve a five-year CPI Property Lease Agreement
with the Petite Madeline Bakery for their use of City-owned property located at 223
North Coast Highway, for a five-year minimum total revenue of $137,230, with provision
for two additional five-year extensions; and authorize the City Manager to execute the

agreement.

PREPARED BY: SUBMITTED BY:
Curtis M. Jacksof Peter A. Weiss
Property Agen City Manager
REVIEWED BY:

Michelle Skaggs Lawrence, Deputy City Manager
Jane McVey, Economic & Community Development Director

Doug Eddow, Real Property Manager

Terri Ferro, Financial Services Director



LEASE AGREEMENT
BY AND BETWEEN
THE CITY OF OCEANSIDE
AND
PETITE MADELINE BAKERY
ON CITY OWNED REAL PROPERTY, LOCATED AT

221-223 COAST HIGHWAY,
OCEANSIDE, CA 92054

DATED
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THIS LEASE AGREEMENT, dated , 2010, hereinafter called "Lease," is
executed between the CITY OF OCEANSIDE, a municipal corporation, hereinafter called "City,"
and Petite Madeline Bakery, hereinafter called ("Lessee")..”

RECITALS

WHEREAS, City is the lawful owner of certain real property and improvements thereon,

consisting of approximately square feet, commonly known as 221-223 Coast Highway,
Oceanside, California (the “Property”); and

WHEREAS, Lessee desires to lease commercial space at the Property, in order to provide a
permanent location for a bakery; and

WHEREAS, City is willing to lease of the Property to Lessee for the term and upon the
covenants, conditions and provisions hereinafter set forth.

AGREEMENT

NOW THEREFORE, in consideration of the covenants, conditions and provisions contained
herein, the parties hereto do mutually agree as follows:

SECTION 1: Property

1.01  Property. City hereby leases the Property to Lessee and Lessee hereby leases
the Property from City, in accordance with the terms, covenants, conditions and
provisions of this Lease, the “Property,” which shall consist of the exclusive use of 2355
square feet (as illustrated in Exhibit “A”).

a. Property Condition. The City shall deliver the Property leased by Lessee
in a “plain vanilla shell condition”, including an HVAC unit, Electrical Panels,
exterior walls and the roof of the Building. Interior improvements and build outs
shall be completed by Lessee, including but not limited to: flooring, interior walls
and doors, paint, registers (hereinafter called “Interior Improvements”). It is
expressly understood by the parties that Lessee, subject to Section 8.01 herein,
shall be responsible for fixtures, furniture and equipment necessary to place the
Property in a condition suitable for Lessee’s uses permitted under this Lease.
Lessee will be responsible for maintaining any additional improvements made to
the exterior of the Property by Lessee, including, but not limited to, all exterior
walls, windows and doors.

1.02 Uses. It is expressly agreed that the Property is leased to Lessee solely and
exclusively for a bakery. Subject to all applicable permits, licenses, laws, regulations,
and requirements, Lessee may use the Property to serve food through a fully operational
kitchen and to serve alcoholic beverages. The Property may also be used for other



related or incidental purposes as may be first approved in writing by the City and for no
other purpose whatsoever.

Lessee covenants and agrees to actively and continuously use and operate the Property
for the above specified, limited and particular exclusive use and to diligently pursue said
purposes throughout the term of this Lease, except for failure to so use caused by
reasons or events beyond the reasonable control of Lessee and acts of God. Said active
and continuous use and operation enhances the value of the public's asset, provides
needed public services, additional employment, taxes and other benefits to the general
economy of the area. In the event that Lessee fails to continuously use the Property for
said purposes, or uses the Property for purposes not expressly authorized herein,
Lessee shall be deemed in default under this Lease. Lessee shall not use the Property
in any manner that disrupts other occupants or users of the surrounding property owners
or their tenants in the use and quiet enjoyment of their property.

1.03  Related Discretionary Actions. By the granting of this Lease, neither City nor
the Oceanside City Council is obligating itself or any other governmental agent, board,
commission, or agency with regard to any other discretionary action relating to
development or operation of the Property. Discretionary action includes, but is not limited
to, issuance of building permits, rezoning, variances, conditional use permits,
environmental clearances or any other governmental agency approvals which may be
required for the development and operation of the Property.

1.04 Quiet Possession. Lessee, paying the rent and performing the covenants and
agreements herein, shall at all times during the term hereof peaceably and quietly have,
hold and enjoy the Property.

If City for any reason cannot deliver possession of the Property to Lessee at the
commencement of the term of this Lease, or if during the term hereof Lessee is
temporarily dispossessed through action or claim of a title superior to the City of
Oceanside, then and in either of such events, this Lease shall not be voidable nor shall
City be liable to Lessee for any loss or damage resulting therefrom, but there shall be
determined and stated in writing by the City a proportionate abatement of rent for the
period or periods during which Lessee is prevented from having the quiet possession of
all or a portion of the Property. In the event that such dispossession causes an
extraordinary economic burden on Lessee, Lessee shall have the option to terminate this
Lease by submitting to the City a thirty- (30) day written notice together with its
justifications for such termination. The City shall have the right to approve such
termination and shall provide Lessee with a written determination thereof. Said approval
shall not be unreasonably withheld.

1.05 Reservation of Rights. City shall not unreasonably or substantially interfere with
Lessee's use of the Property while Lessee is in possession of the Property; however, the
City specifically retains the following rights:

a. Subsurface Rights. City hereby reserves all rights, title and interest in
any and all subsurface natural gas, oil, minerals and water on or within the
Property.



SECTION 2:

2.01

b. Easements. City reserves the right to grant and use easements or to
establish and use rights-of-way over, under, along and across the Property,
including the Property, for utilities, thoroughfares, or access as it deems advisable
for the public good.

c. Right to Enter. City has the right to enter the Property for the purpose of
performing maintenance, inspections, repairs or improvements, or developing
municipal resources and services.  City will reimburse the Lessee for damages
to the Property or to the Lessee’s personal property caused by the City resulting
from the City’s exercise of its rights herein. If City is required to make a repair
caused by Lessee neglect, Lessee will be liable for costs associated for such
repairs.  City will pay the costs of the maintenance and repair of all City
installations made pursuant to these reserved rights.

TERM

Commencement. The term of this Lease shall be for a period of five (5) years,

commencing on the “Lease Commencement Date,” which is hereby defined as the
earlier of (i) the date Lessee substantially completes Interior Improvements, as
evidenced by a notice of completion, or (ii) (240) two hundred and forty days from the
date Lease is approved by City Council, which is hereby defined as “Effective Date”, City
anticipates the Lease Commencement Date to be on or before December 21, 2010.
Upon determination of the Lease Commencement Date, Lessee shall execute a Lease
Commencement Date Memorandum confirming the actual date the Lease commences
and terminates. A copy of the Commencement Date Memorandum is shown in Exhibit
“B” (“Lease Commencement Date Memorandum”) attached hereto and by this reference
made part of this Lease.

a. Lessee will have thirty (30) days to secure and provide evidence of
financing for Interior Improvements following the Effective Date. If
financing cannot be provided within thirty (30) days of the Effective Date,
either party has the right to terminate the Lease.

b. Improvements by Lessee. On or before one hundred and twenty (120)
days after the Effective Date, Lessee shall have completed, with respect
to Interior Improvements: 1) A list of all Interior Improvements; 2) all
contracts with consultants; 3) the design; and 4) construction documents;
5) submitted documents to the city with cost estimates; 6) bid out plans;
and 7) started construction of project.

i. Further, Lessee shall have two hundred and forty (240) days from
Effective Date to complete Interior Improvements so that the Property
is operational, suitable for use, and open for business to the public. If
Interior Improvements are not substantially completed within two
hundred and forty (240) days from Effective Date, Lessee may be in
default of this Lease. Lessee shall provide City with a finance and



construction schedule as set forth in Exhibit “C” (“Construction
Schedule”) showing the anticipated progress of Interior Improvements.

ii. Lessee shall be solely responsible to raise funds necessary for the
design and construction of all Interior Improvements.

2.02 Extension Terms. Lessee may request two (2) successive five (5) year terms
under the terms and conditions of this Lease, provided that the Lessee is not in default or
breach of any term, condition, covenant or provision of this Lease. The extension
request must be in writing and approved by the Oceanside City Council (the “City
Council”) as set forth below:

Lessee may request an extension of the term of this Lease provided that Lessee
provides written notice to the City no later than one hundred eighty (180) days prior to
the expiration of the initial term of this Lease. City designee shall notify the Lessee not
later than sixty (60) days after receipt of such request whether such request will be
recommended to the City Council for approval, at which time the City shall provide
Lessee with the terms and conditions the City Staff would recommend for Lessee’s use
and occupation of the Property during the extension term.

The City Council, at its sole discretion, may approve or deny the extension of the term of
this Lease. In the event the City Council is unable to consider the extension request in
sufficient time as to provide Lessee with thirty (30) days notice of termination in the case
of denial, the Lease shall be extended for a period not to exceed thirty (30) days, to
allow for such thirty (30) day notice of termination.

2.03 Termination Provisions. In the event that Lessee is not able to obtain adequate
or sufficient funding from its funding sources during the term of this Lease to allow
Lessee to complete the Tenant Improvements or to continue to provide the services from
the Property as set forth in Section 1.02 hereinabove, City shall have the right to
terminate this Lease upon providing thirty (30) days prior written notice to the other
party. No other special termination options are available except those described
elsewhere in this Lease.

2.04 Holdover. Any holding over by Lessee after expiration or termination shall not be
considered as a renewal or extension of this Lease. The occupancy of the Property by
Lessee or by Lessee's property after the expiration or termination of this Lease
constitutes a month-to-month tenancy, and all other terms and conditions of this Lease,
shall continue in full force and effect.

2.05 Abandonment by Lessee. Even if Lessee breaches the Lease and abandons
the Property, this Lease shall continue in effect for so long as City does not terminate this
Lease, and City may enforce all its rights and remedies hereunder, including but not
limited to the right to recover the rent as it becomes due, plus damages.




2.06 Quitclaim of Lessee’s Interest. On termination of this Lease for any reason,
City may provide Lessee with, and Lessee shall deliver to City, a quitclaim deed in
recordable form quitclaiming all its rights in and to the Property. Lessee or its successor
in interest shall deliver the same within five (5) days after receiving written demand
therefor. City may record such deed only on the expiration or earlier termination of this
Lease. If Lessee fails or refuses to deliver the required deed, the City may prepare and
record a notice reciting Lessee's failure to execute this Lease provision and the notice
will be conclusive evidence of the termination of this Lease and all of Lessee’s rights to
the Property.

2.07 Surrender of Property. At the expiration or earlier termination of this Lease,
Lessee shall surrender the Property to City free and clear of all liens and encumbrances
created by Lessee, except those liens and encumbrances which existed on the date of
the execution of this Lease by City. The Property, when surrendered by Lessee, shall be
in a safe and sanitary condition and shall be in as good or better condition as the
condition at commencement of this Lease, absent normal wear and tear.

2.08 Time is of Essence. Time is of the essence of all of the terms, covenants,
conditions and provisions of this Lease.

SECTION 3: RENT
3.01 Rent.

A. Initial Rent Amount. Ninety (90) days after the Lease Commencement Date,
hereby defined as “Rent Commencement Date”, the first Annual rent amount for
the first year of this Lease shall be Nineteen Thousand Seventy-Five Dollars and
Fifty Cents ($19,075.50) which shall be payable monthly in advance at the rate of
Two-Thousand One Hundred Nineteen Dollars and Fifty Cents ($2,119.50) on or
before the first day of each new month starting on the Rent Commencement Date.
If the Rent Commencement Date is not the first day of a month, then that portion of
such rent which is attributable to the days in that month from the Rent
Commencement Date until the end of that month shall be paid on the Rent
Commencement Date.

Year Base Rent CP1 Rent/SF Rent Months Annual

1 $ 0.90 $ 090 $2119.50 9 $ 19,075.50

2 $ 0.95 | 2.00% | $ 0.97 | $ 2,282.00 12 $ 27,383.94

3 $ 1.00 | 2.00% | $  1.02 | $ 2,402.10 12 $ 28,825.20

4 $ 1.05 | 2.00% | $ 1.07 | $ 2,522.21 12 $ 30,266.46

5 $ 110 | 2.00% | $ 112 | $ 2,639.91 12 $ 31,678.89
$ 137,230.99

B. Adjustment Index. Ret shall be adjusted annually, according to this section

3.01. The index used will be the semi-annual Consumer Price Index for "All
Urban Consumers" for San Diego, California. If this index is no longer published,
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the index for adjustment will be the U.S. Department of Labor's "Comprehensive
Official Index" most comparable to the aforesaid index.

If the Department of Labor indices are no longer published, another index
generally recognized as authoritative will be substituted by agreement of City and
Lessee. If the parties cannot agree within sixty 60 days after demand by either
party, a substitute index will be selected by the Chief Officer of the Regional
Office of the Bureau of Labor Statistics or its successor. Any reference in this
Lease to "CPI" or "index" shall mean the index used in accordance with this
Subsection.

Regardless of the index publication dates, the rent adjustment dates shall be on
the dates defined by Subsection 3.02 B above. Until the minimum rent
adjustment can be actually calculated in accordance with this Lease, Lessee shall
continue to make payments at the existing rental rate. When the adjustment is
calculated, the balance of rents due at the adjusted rate, from the rental
adjustment date through the date of calculation, will be paid to CITY within thirty
30 days of written notice by the City. In no event shall the adjusted rent as
established by the CPI be less than the rent in existence immediately prior to the
adjustment date.

C. Rent Adjustment Computation. The annual rent adjustment shall be computed
in accordance with the following definitions and formulas:

Definitions:

Initial Annual Rent: The annual rent at the commencement of this Lease as
listed in Subsection 3.02.A above.

Existing Annual Rent: The existing annual rent shall be the annual rent amount
in effect on the date preceding the rental adjustment date.

Percent change in the CPI: The percent change in the CPI shall be the percent
change in the San Diego All Consumer Index over the preceding twelve 12
month period covered by the most recent publication of the Index.

Rent Adiustment Formulas:

First Adjustment: Initial annual rent + (Initial annual rent x the percent change in
the CPI) = New annual rent.

For example: $100 + ($100 x 5%) = $105

Subsequent Adjustments: Existing annual rent + (existing annual rent x the
percent change in the CPI) = New annual rent.



3.02

3.03

For example: $105 + ($105 x 5%) = $110.251

However, in no event shall the adjusted rent increase be less than two percent
(2%) nor more than five percent (5%) per year.”

Delinquent Rent.

Lessee will have a ten (10) day grace period to pay the rent at the beginning of each
calendar month. If Lessee fails to pay the rent when due, Lessee will pay in addition to the
unpaid rents, five percent (5%) of the delinquent rent. If the rent is still unpaid at the end of
fifteen (15) days from the grace period, Lessee shall pay an additional five percent (5%)
[being a total of ten percent (10%)] which is hereby mutually agreed by the parties to be
appropriate to compensate City for loss resulting from rental delinquency, including lost
interest, opportunities, legal costs, and the cost of servicing the delinquent account.

Security Deposit.

NA

SECTION 4: INDEMNITY AND INSURANCE

4.01 Indemnity. Lessee shall indemnify and hold harmless the City and its officers,
agents and employees against all claims for damages to persons or property arising out
of the conduct of the Lessee or its employees or in connection with its use and
occupation of the Property under this Lease, except only for those claims arising from the
sole or active negligence or sole willful misconduct of the City, its officers, agents, or
employees. Lessee's indemnification shall include any and all costs, expenses,
attorneys' fees and liability incurred by the City, its officers, agents, or employees in
defending against such claims, whether the same proceed to judgment or not. Further,
Lessee at its own expense shall, upon written request by the City, defend any such suit
or action brought against the City, its officers, agents, or employees.

4.02 Insurance. Lessee shall take out and maintain at all times during the term of this
Lease the following insurance at its sole expense:

a. Lessee shall maintain the following minimum limits:

General Liability

Combined Single Limit per occurrence $1,000,000
General Aggregate $2,000,000
b. All insurance companies affording coverage to the Lessee shall be

required to add the City of Oceanside, its directors, officers, employees,
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contractors, agents and authorized volunteers, as "additional insured" under the
insurance policy(s) required in accordance with this Lease. Insurance coverage
provided to City as additional insured shall be primary insurance to City, its
directors, officers, employees, contractors, agents and authorized volunteers. The
coverage shall contain no special limitations on the scope of protection afforded
to City, its directors, officers, employees, contractors, agents and authorized
volunteers. Any insurance, self-insurance or other coverage maintained by City,
its directors, officers, employees, contractors, agents and authorized volunteers,
shall not contribute to the insurance provided pursuant to this Section.

c. All insurance companies affording coverage to the Lessee shall be
insurance organizations acceptable to the City, and authorized by the Insurance
Commissioner of the State Department of Insurance to transact business of
insurance in the State of California.

d. All insurance companies affording coverage shall provide thirty (30) days
written notice to the City should the policy be cancelled before the expiration date.
For the purposes of this notice requirement, any material change in the policy
prior to the expiration shall be considered a cancellation.

e. Lessee shall provide evidence of compliance with the insurance
requirements listed above by providing a certificate of insurance and applicable
endorsements, in a form satisfactory to the City Attorney, concurrently with the
submittal of this Lease.

f. Lessee shall provide a substitute certificate of insurance no later than
thirty (30) days prior to the policy expiration date. Failure by the Lessee to
provide such a substitution and extend the policy expiration date shall be
considered a default by Lessee and may subject the Lessee to a termination of
this Lease.

g. Maintenance of insurance by the Lessee as specified in this Lease shall in
no way be interpreted as relieving the Lessee of any responsibility whatever and
the Lessee may carry, at its own expense, such additional insurance as it deems
necessary.

h. City shall not be responsible to insure Lessee’s leasehold improvements
and Lessee’s personal property: Lessee shall be responsible for said items and
for the insurance thereof.

i. If Lessee fails or refuses to take out and maintain the required insurance,
or fails to provide the proof of coverage, City has the right to obtain the insurance.
Lessee shall reimburse City for the premiums paid with interest at the maximum
allowable legal rate then in effect in California. City shall give notice of the
payment of premiums within thirty (30) days of payment stating the amount paid,
names of the insurer(s) and rate of interest. Said reimbursement and interest
shall be paid by Lessee on the first (1st) day of the month following the notice of
payment by City.



Notwithstanding the preceding provisions of this Subsection, any failure or refusal
by Lessee to take out or maintain insurance as required in this Lease, or failure to
provide the proof of insurance, shall be deemed a default under this Lease.

J- City, at its discretion, may require reasonable and good faith revision of
amounts and coverage at any time during-the term of this Lease by giving Lessee
sixty (60) days prior written notice. City's requirements shall be designed to
assure protection from and against the kind and extent of risk existing on the
Property. Lessee also agrees to obtain any additional insurance required by City
for new improvements, in order to meet the requirements of this Lease.

4.03 Accident Reports. Lessee shall, within seventy-two (72) hours after
occurrence, report to City any accident causing property damage or any serious injury to
persons on the Property. This report shall contain the names and addresses of the
parties involved, a statement of the circumstances, the date and hour, the names and
addresses of any witnesses and other pertinent information.

SECTION 5: MAINTENANCE OF PROPERTY

5.01 Acceptance of Property. Lessee represents and warrants that it has
independently inspected the Property and made all tests, investigations, and
observations necessary to satisfy itself of the condition of the Property. Lessee
acknowledges it is relying solely on such independent inspection, tests, investigations,
and observations in making this Lease. Lessee further acknowledges that the Property
is in the condition called for by this Lease and that Lessee does not hold City responsible
for any defects in the Property, with the exception of the roof, exterior walls, and
foundation.

5.02 Lessee’s Maintenance. With exception to the structural components of the roof,
roof membrane, HVAC, Electrical Panels, structural walls and foundation, as part of the
consideration for the leasing thereof, Lessee agrees to assume full responsibility and
cost for the operation, maintenance, including painting and non-structural repairs to the
exterior of Property, and repair of the Property, throughout the term of this Lease and
without expense to City. Lessee will perform all maintenance, repairs and replacements
necessary to maintain and preserve the Property in a decent, safe, healthy, and sanitary
condition satisfactory to City and in compliance with all applicable laws. Lessee further
agrees to provide approved containers for trash and garbage and to keep the Property
free and clear of rubbish and litter, or any other fire hazards. Lessee will locate its
containers for trash and debris in the rear alley and schedule routine removal to keep
area free and clear of debris. Lessee waives all right to make repairs at the expense of
City as provided in Section 1942 of the California Civil Code and all rights provided by
Section 1941 of said code.

For the purpose of keeping the Property in a good, safe, healthy and sanitary condition,
City shall always have the right, but not the duty, to enter, view, inspect, determine the
condition of, and protect its interests in, the Property. In the event that City finds that the
Property is not in a decent, safe, healthy, and sanitary condition, Lessee must perform
the necessary maintenance, repair or replacement work within ten (10) days after written
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notice from City. In the event Lessee fails to perform such work, City shall have the right,
upon written notice to Lessee, to have any necessary maintenance work done at the
expense of Lessee, and Lessee shall promptly pay any and all costs incurred by City in
having such necessary maintenance work done, in order to keep said Property in a
decent, safe, healthy, and sanitary condition. Lessee shall make payment no later than
ten (10) days after City's written demand therefor. City shall not be required at any time
to perform maintenance, or to make any improvements or repairs whatsoever, on or for
the benefit of the Property except as otherwise provided herein. The rights reserved in
this section shall not create any obligations or increase obligations for City elsewhere in
this Lease.

5.03 Waste, Damage. or Destruction. Lessee shall give notice to City of any fire or
other damage that occurs on the Property within seventy-two (72) hours of such fire or
damage. Lessee shall not commit or suffer to be committed any waste or injury or any
public or private nuisance, Lessee agrees to keep the Property clean and clear of refuse
and obstructions, and to dispose of all garbage, trash, and rubbish in a manner
satisfactory to City. If the Property shall be damaged by any cause which puts the
Property into a condition which is not decent, safe, healthy and sanitary, Lessee agrees
to make or cause to be made full repair of said damage and to restore the Property to the
condition which existed prior to said damage; or, at City’s option, and upon receipt of
written demand thereof, Lessee agrees to clear and remove from the Property all debris
resulting from said damage and rebuild the Property in accordance with plans and
specifications previously submitted to City and approved in writing in order to replace in
kind and scope the operation which existed prior to such damage. Lessee shall be
responsible for all costs incurred in the repair and restoration, or rebuilding of the
Property.

SECTION 6: UTILITIES AND TAXES

6.01 Utilities Lessee agrees to order, obtain, and pay for all utilities and service and
installation charges in connection with the development, occupation and operation of the
Property other than water. Property shares water meter with adjacent units 217 and 219.
City has right in its reasonable discretion to determine Lessees prorate share of water to
be paid City on a monthly basis.

6.02 Taxes. Lessee shall pay, before delinquency, all taxes, assessments, and fees
assessed or levied upon Lessee or the Property, including the land, any buildings,
structures, machines, equipment, appliances, or other improvements or property of any
nature whatsoever erected, installed, or maintained by Lessee or levied by reason of the
business or other Lessee of activities related to the Property, including any licensés or
permits.

Lessee recognizes and agrees that this Lease may create a possessory interest subject
to property taxation, and that Lessee may be subject to the payment of taxes levied on
such interest, and that Lessee shall pay all such possessory interest taxes before they
become delinquent.
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SECTION 7: IMPROVEMENTS/ALTERATIONS AND PERSONAL PROPERTY

7.01 Improvements/Alterations. The parties anticipate and expect that Lessee will
complete interior improvements to the Property as described at Section 1.01a.
Notwithstanding this expectation, no improvements, structures, or installations shall be
constructed on the Property, and Lessee may not alter the Property without prior written
approval by the City Manager. Further, Lessee agrees that major structural or
architectural design alterations to approved improvements, structures, or installations
may not be made on the Property without prior written approval by the City Manager and
that such approval shall not be unreasonably withheld. This provision shall not relieve
Lessee of any obligation under this Lease to maintain the Property in a decent, safe,
healthy, and sanitary condition, including structural repair and restoration of damaged or
worn improvements. City shall not be obligated by this Lease to make or assume any
expense for any improvements or alterations to, on or about the Property.

7.02 Ownership of Improvements and Personal Property.

a. Any and all improvements, trade fixtures, structures, and installations or
additions to the Property now existing or constructed on the Property by Lessee,
excepting such fixtures which may be removed without causing damage to the
Property, shall at Lease expiration or termination be deemed to be part of the
Property and shall become, at City's option, City's property, free of all liens and
claims except as otherwise provided in this Lease.

b. If City elects not to assume ownership of all or any improvements, trade
fixtures, structures and installations, City shall so notify Lessee in writing thirty
(30) days prior to expiration or termination of this Lease, and Lessee shall
remove all such improvements, structures and installations as directed by City at
Lessee's sole cost and expense on or before Lease expiration or termination. If
Lessee fails to remove any improvements, structures, and installations as
directed, Lessee agrees to pay City the full cost of any removal.

c. Lessee-owned machines, appliances, equipment (other than trade
fixtures), and other items of personal property shall be removed by Lessee by the
date of the expiration or termination of this Lease. Any said items which Lessee
fails to remove will be considered abandoned and become City's property free of
all claims and liens, or City may, at its option, remove said items at Lessee's

expense.
d. If any removal of such personal property by Lessee results in damage to
the remaining improvements on the Property, Lessee shall repair all such
damage.

7.03 Liens. Lessee shall not, directly or indirectly, create, incur, assume or suffer to
exist any mortgage, pledge, lien, charge, encumbrance or claim on or with respect to all
or any portion of the Property without the prior written consent of the City Manager.
Lessee shall promptly, at its own expense, take such action as may be necessary to duly
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discharge or remove any such mortgage, pledge, lien, charge, encumbrance or claim on
or with respect to all or any portion of the Property for which Lessee does not have the
prior written consent of the City Manager.

7.04 Encumbrance. Upon receiving prior consent by the City Manager, Lessee may
encumber this Lease, its leasehold estate and its improvements thereon by deed of trust,
mortgage, chattel mortgage or other security instrument to assure the payment of a
promissory note or notes of Lessee, upon the express condition that the net proceeds of
such loan or loans be devoted exclusively to the purpose of developing and/or improving
the Property. However, a reasonable portion of the loan proceeds may be disbursed for
payment of incidental costs of construction, including but not limited to the following:
offsite improvements for service of the Property; onsite improvements; escrow charges;
premiums for hazard insurance, or other insurance or bonds required by City; title
insurance premiums; reasonable loan costs such as discounts, interest and
commissions; and architectural, engineering and attorney's fees and such other normal
expenses incidental to such construction.

Any subsequent encumbrances on the Property or on any permanent improvements
thereon, shall also have prior approval in writing of City Manager. Such subsequent
encumbrances shall also be for the exclusive purpose of development of the Property or
otherwise to the benefit of the City at the discretion of the City Manager. Any deed of
trust, mortgage or other security instrument shall be subject to all of the terms, covenants
and conditions of this Lease and shall not amend or alter any of the terms, covenants or
conditions of this Lease.

SECTION 8: CITY’S MAINTENANCE

8.01 City’s Maintenance. City will keep the roof, roof membrane, HVAC, structural
walls and foundation in good repair. City shall not, however, be liable to Lessee unless
Lessee has given City prior written notice of the necessity for such repairs and any
damage arising therefrom shall not have been caused, in whole or in part by the
negligent or willful act or omission of Lessee, its employees, agents or invitees, or by the
failure of Lessee to perform any of its obligations under this Lease, or caused by any risk
which Lessee is required to insure pursuant to Section 4.

SECTION 9: DAMAGE AND/OR DESTRUCTION

9.01 City’s Obligations. In the event the Property and/or Building is damaged
and/or destroyed to any extent for any reason whatsoever, the City in its sole discretion
shall have the right to either repair said damage and/or destruction. In the event the City
elects not to repair the damage or destroyed portion of the Property and/or Building, and
said damage and/or destruction materially affects Lessee’s ability to conduct its operation
in the Property, either party shall have the right to terminate the Lease by giving at least
sixty (60) days written notice to the other party.

9.02 Reconstruction. In the event the City elects to repair the damage and/or
destruction and Lessee’s ability to conduct its operation in the Property is not materially
affected as set forth above, Lessee shall continue to occupy its Property in full
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compliance with the terms, conditions and provisions of the Lease. In the event Lessee’s
ability to conduct its operation in the Property is materially affected, Lessee shall not be
required to make any payments under the Lease until such time as the damage and/or
destruction has been repaired. City’s obligation to repair any damage and/or destruction
to the Property shall not include any Interior Improvements made to the Property by
Lessee or personal property of the Lessee, which repair and/or replacement shall be the
sole responsibility of Lessee.

SECTION 10: CONDEMNATION

10.01 Eminent Domain. If all or part of the Property is taken through condemnation
proceedings or under threat of condemnation by any public authority with the power of
eminent domain, the interests of City and Lessee (or beneficiary or mortgagee) will be as
follows:

a. Total Taking. In the event the entire Property is taken, this Lease shall
terminate on the date of the transfer of title or possession to the condemning
authority, whichever first occurs.

b. Partial Taking. In the event of a partial taking, if, in the opinion of
Lessee, the remaining part of the Property is unsuitable for the lease operation,
this Lease shall terminate on the date of the transfer of title or possession to the
condemning authority, whichever first occurs.

In the event of a partial taking, if, in the opinion of Lessee, the remainder of the
Property is suitable for continued lease operation, this Lease shall terminate in
regard to the portion taken on the date of the transfer of title or possession to the
condemning authority, whichever first occurs, but shall continue for the portion not
taken. The minimum rent shall be equitably reduced to reflect the portion of the
Property taken.

cC. Award. All monies awarded in any such taking of the Property shall
belong to City, whether such taking results in diminution in value of the leasehold
or the fee or both; provided, however, Lessee shall be entitled to any award
attributable to the taking of or damages to Lessee's then remaining leasehold
interest in installations or improvements of Lessee. City shall have no liability to
Lessee for any award not provided by the condemning authority.

d. Transfer. City has the right to transfer City's interests in the Property in
lieu of condemnation to any authority entitled to exercise the power of eminent
domain. If a transfer occurs, Lessee shall retain whatever interest it may have in
the fair market value of any improvements placed by it on the Property in
accordance with this Lease.

e. No Inverse Condemnation. The exercise of any City right under this
lease shall not be interpreted as an exercise of the power of eminent domain and
shall not impose any liability upon City for inverse condemnation so long as such
rights do not unreasonably or substantially interfere with Lessee's operations.
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SECTION 11: DEFAULT BY LESSEE

11.01 Defaults and Termination. It is mutually understood and agreed that if any
default be made in the payment of rental herein provided or in the performance of the
covenants, conditions, or agreements herein (any covenant or agreement shall be
construed and considered as a condition); or should Lessee fail to fulfill in any manner
the uses and purposes for which the Property are leased as stated in this Lease, and
such default is not cured within five (5) days after written notice thereof if default is in the
submittal of rent as required in this Lease; or ten (10) days after written notice thereof if
default is in the failure to perform under the use provisions pursuant to Section 1.02 of
this Lease; or thirty (30) days after written notice thereof if default is in the performance
of any other covenant, condition and agreements (any covenant or agreement shall be
construed and considered as a condition), City shall have the right to immediately
terminate this Lease; and that in the event of such termination, Lessee shall have no
further rights hereunder and Lessee shall thereupon forthwith remove from the Property
and shall have no further right to claim thereto, and City shall immediately thereupon,
without recourse to the courts, have the right to reenter and take possession of the
Property. City shall further have all other rights and remedies as provided by law,
including without limitation the right to recover damages from Lessee in the amount
necessary to compensate City for all the detriment proximately caused by the Lessee's
failure to perform its obligations under the Lease or which in the ordinary course of things
would be likely to result therefrom.

In the event City consents to an encumbrance of the Lease for security purposes in
accordance with the terms of this Lease, it is understood and agreed that City shall
furnish copies of all notices of defaults to the beneficiary or mortgagee under said
encumbrance by certified mail contemporaneously with the furnishing of such notices to
Lessee, and in the event Lessee shall fail to cure such default or defaults within the time
allowed above, said beneficiary or mortgagee shall be afforded the right to cure such
default at any time within five (5) days, if the default is for the failure to submit rent as
required, or within fifteen (15) days following the expiration of the period within which
Lessee may cure such default; provided, however, City shall not be required to furnish
any further notice of default to said beneficiary or mortgagee.

In the event of the termination of this Lease pursuant to the provisions of this section,
City shall have any rights to which it would be entitled in the event of the expiration or
sooner termination of this Lease under the provisions of this Lease.

11.02 Bankruptcy. In the event Lessee becomes insolvent, makes an assignment for
the benefit of creditors, becomes the subject of a bankruptcy proceeding, reorganization,
arrangement, insolvency, receivership, liquidation, or dissolution proceedings, or in the
event of any judicial sale of Lessee's interest under this Lease, City shall have the right to
declare this Lease in default.

The conditions of this Section shall not be applicable or binding on Lessee or the
beneficiary in any deed of trust, mortgage, or other security instrument on the demised
Property which is of record with City and has been consented to by resolution of the City
Council, or to said beneficiary's successors in interest consented to by resolution of the
City Council, as long as there remain monies to be paid by Lessee to such beneficiary
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under the terms of such deed of trust, provided that such beneficiary or its successors in
interest, continuously pay to City all rent due or coming due under the provisions of this
Lease and the Property are continuously and actively used in accordance with Section
1.02 of this Lease.

SECTION 12: GENERAL PROVISIONS

12.01 Notices. All notices, demands, requests, consents or other communications
which this Lease contemplates or authorizes, or requires or permits either party to give to
the other, shall be in writing and shall be personally delivered or mailed to the respective
party as follows:

To City:

CITY OF OCEANSIDE
Property Management
300 North Coast Highway
Oceanside, CA 92054

To Lessee:

Petite Madeline Bakery
Christine Loyola

3776 Mission Avenue
Oceanside, CA 92058

Either party may change its address by notice to the other party as provided herein.
Communications shall be deemed to have been given and received on the first to occur
of: i) actual receipt at the offices of the party to whom the communication is to be sent,
as designated above; or (ii) three (3) working days following the deposit in the United
States Mail of registered or certified mail, postage prepaid, return receipt requested,
addressed to the offices of the party to whom the communication is to be sent, as
designated above.

12.02 City Approval. The City Manager shall be the City's authorized representative in
the interpretation and enforcement of all work performed in connection with this Lease.
The City Manager may delegate authority in connection with this Lease to the City
Manager's designee(s). For the purposes of directing Lessee in accordance with this
Lease, which does not result in a change to this Lease, the City Manager delegates
authority to the City's Real Estate Manager.

12.03 Nondiscrimination. Lessee agrees not to discriminate in any manner against
any person or persons on account of sex, race, color, religion, ancestry, national origin,
disability, medical condition, marital status, sexual orientation, or age in Lessee's use of
the Property.
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12.04 Equal Opportunity. Lessee shall take affirmative action to assure applicants are
employed and that employees are treated during employment without regard to sex,
race, color, religion, ancestry, national origin, disability, medical condition, marital status,
sexual orientation, or age. Lessee shall certify in writing to City that Lessee is in
compliance and throughout the term of this Lease will comply with Title VII of the Civil
Rights Act of 1964, as amended, the California Fair Employment Practices Act, and any
other applicable Federal, State and Local law, regulation and policy (including without
limitation those adopted by City) related to equal employment opportunity and affirmative
action programs, including any such law, regulation, and policy hereinafter enacted.

Compliance and performance by Lessee of the equal employment opportunity and
affirmative action program provision of this Lease is an express condition hereof and any
failure by Lessee to so comply and perform shall be a default of this Lease and City may
exercise any right as provided herein and as otherwise provided by law.

12.05 Entire Agreement. This Lease comprises the entire integrated understanding
between City and Lessee concerning the use and occupation of the Property and
supersedes all prior negotiations, representations, or agreements. Each party has relied
on its own examination of the Property, advice from its own attorneys, and the
warranties, representations, and covenants of the Lease itself.

12.06 Interpretation of the Lease. The interpretation, validity and enforcement of the
Lease shall be governed by and construed under the laws of the State of California. The
venue of any judicial action brought to enforce any condition, covenant or provision of
this Lease shall be in San Diego County, California. The Lease does not limit any other
rights or remedies available to City.

The Lessee shall be responsible for complying with all Local, State, and Federal laws
whether or not said laws are expressly stated or referred to herein.

Should any provision herein be found or deemed to be invalid, the Lease shall be
construed as not containing such provision, and all other provisions, which are otherwise
lawful, shall remain in full force and effect, and to this end the provisions of this Lease
are severable.

This Lease shall inure to the benefit of and be binding upon the parties hereto and their
respective heirs, successors, and assigns.

12.07 Lease Modification. This Lease may not be modified orally or in any manner
other than by an agreement in writing signed by the parties hereto.

12.08 Waiver. Any City waiver of a default is not a waiver of any other default. Any
waiver of a default must be in writing and be executed by the City Manager in order to
constitute a valid and binding waiver. City delay or failure to exercise a remedy or right is
not a waiver of that or any other remedy or right under this Lease. The use of one
remedy or right for any default does not waive the use of another remedy or right for the
same default or for another or later default. City's acceptance of any rents is not a waiver
of any default preceding the rent payment. City and Lessee specifically agree that the
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property constituting the Property is City-owned and held in trust for the benefit of the
citizens of the City of Oceanside and that any failure by the City Manager or City staff to
discover a default or take prompt action to require the cure of any default shall not result
in an equitable estoppel, but City shall at all times, subject to applicable statute of
limitations, have the legal right to require the cure of any default when and as such
defaults are discovered or when and as the City Council directs the City Manager to take
action or require the cure of any default after such default is brought to the attention of
the City Council by the City Manager or by any concerned citizen.

12.09 Dispute Resolution, Attorney's Fees. In the event any suit is commenced by
either party to enforce any of the terms and conditions hereof, the prevailing party shall
be entitled to an award of all costs expended, together with a reasonable attorney's fee to
be fixed by the Court. Venue for enforcement of this Lease shall be in the Superior Court
of San Diego County, North County Branch. The parties agree that before either party
commences any legal or equitable action, action for the declaratory relief, suit, proceeding,
or arbitration that the parties shall first attempt to resolve the dispute by submitting the
dispute to mediation through a mutually acceptable professional mediator in San Diego
County, or, if a mediator cannot be agreed upon, by a mediator appointed by the Judicial
Arbitration and Mediation Service in San Diego County. The parties shall share the cost of
mediation equally.

12.10 Assignment and Subletting - No Encumbrance. This Lease and any portion
thereof shall not be assigned, transferred, or sublet, nor shall any of the Lessee's duties
be delegated, without the express written consent of City. Any attempt to assign or
delegate this Lease without the express written consent of City shall be void and of no
force or effect. A consent by City to one assignment, transfer, sublease, or delegation
shall not be deemed to be a consent to any subsequent assignment, transfer, sublease,
or delegation.

12.11 Section Headings. The table of Contents and the section headings contained
herein are for the convenience in reference and are not intended to define or limit the
scope of any provision thereof.

12.12 Gender/Singular/Plural. The neuter gender includes the feminine and
masculine, the masculine includes the feminine and neuter, and the feminine includes
the masculine and neuter, and each includes corporation, partnership, or other legal

entity when the context so requires. The singular number includes the plural whenever
the context so requires.

SECTION 13: SPECIAL PROVISIONS

13.01 Standards of Operation. Lessee agrees that it shall operate and manage the
services and facilities offered upon or from the Property in a manner consistent with other
similar operations in North San Diego County.

13.02 Hours of Operation. The Lessee agrees that it shall conduct business on the
Property to conform to the published hours and days of operation as established, and in
the best interest of the public, unless otherwise approved in writing by the City.
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13.03 Signs. Lessee shall not erect or display any banners, pennants, flags, posters,
signs, decorations, marquees, awnings, or similar devices or advertising without the prior
written consent of the City Manager and any such device(s) shall conform to all City of
Oceanside and City ordinances and regulations. If any such unauthorized item is found
on the Property, Lessee shall remove the item at its expense within twenty-four (24)
hours of written notice thereof by City, or City may thereupon remove the item at
Lessee's cost.

13.04 Manner of Providing Service. Lessee shall provide an experienced and well-
qualified "on-site" supervisor to oversee all operations conducted by Lessee on the
Property. Said supervisor shall be empowered with authority to act on behalf of Lessee
in response to reasonable requests from City to perform maintenance, repairs, and
replacements on the Property to insure the public's health, safety, and welfare. Lessee
shall ensure that its employees shall at all times conduct themselves in a creditable and
dignified manner, and they shall conform to all laws, rules, regulations and requirements,
as well as all rules and regulations as hereafter may be promulgated, or put into
operation by the City. Lessee shall maintain a staff in adequate size and number, to
City's satisfaction, to effectively operate, maintain and administer all services offered and
facilities located on the Property.

13.05 Continued Occupancy. Lessee covenants and agrees to, and it is the intent of
this Lease that the Lessee shall, continuously and uninterruptedly during the term of the
Lease, occupy and use the Property for the purposes hereinabove specified, except
while Property are untenantable by reason of fire, flood, or other unavoidable casualty,
and, in that event, City shall be promptly notified by Lessee.

13.06 Hazardous Substances. No goods, merchandise or material shall be kept, stored
or sold in or on the Property which are in any way explosive or hazardous; and no
offensive or dangerous trade, business or occupation shall be carried on therein or
thereon, and nothing shall be done on said Property, which will cause an increase in the
rate of or cause a suspension or cancellation of the insurance upon said or other
Property and the improvements thereon.

No machinery or apparatus shall be used or operated on or about the Property which will
in any way injure the Property or improvements thereon, or adjacent or other Property, or
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