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From: Michacl, Martin,
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Subject:

Request approval to restructure and extend term of existing Lease L-12275 with Pier 23
Café, Inc., requiring a competitive bidding waiver and modifying financial terms,
including waiver of accrued delinquent rent, and conditional tenant option to extend the
term, which Lease includes indoor space totaling 2,410 square feet along with 2,425
square feet of outdoor dining area Pier 23%.

Acting Executive Director’'s Recommendation:
Approve the Attached Resolution No. 26-32

EXECUTIVE SUMMARY

The Port (“Port”) and Pier 23 Café, Inc., a California corporation (“Tenant”), are parties
to Lease No. L-12275, originally dated November 4, 1996, and last amended on
December 23, 2004. The lease covers the café and adjacent wharf space. The lease
commenced May 1, 1997, and expires April 30, 2030, with no extension options.

The Tenant’s base rent is $25,962/month ($5.37 psf), consisting of 2,410 sq ft of

indoor and 2,425 square feet of outdoor space. Tenant is also obligated to pay 6.75% in
percentage rent over the natural breakpoint on base rent. On a per-square-foot basis,
Tenant’s rent for outdoor space is higher than that of any other restaurant tenant in the
Port’s portfolio.

Post-COVID, after a brief closure of five months, the Tenant resumed operations but
has since struggled financially. In 2019, restaurant annual sales were $5.2 million, but
did not recover and were $2.3 million in 2025. During this period, operating costs have
increased considerably.
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After appealing to Port staff in late 2023, and then visiting Commission in 2024, staff
have been in discussions with Tenant to address the issue and consider restructuring
the 1996 lease. During this protracted negotiation, and since August 2024, Tenant has
paid 4% of Gross Sales as rent with no base rent because Tenant is unable to afford
the full contracted base plus percentage rent. As of May 15, 2026, this routine short pay
of rent has resulted in $653,755 receivables, comprised of $570,480 in unpaid base
rent and $83,275 in fees and interest, both still accruing.

Port staff reviewed comparable market rate leases and found that charging full indoor
rates for outdoor space is inconsistent with other Port restaurant tenants. Further, the
1996 lease structure is more costly than current market rents for comparable retail
restaurant spaces. Market data suggests base rents closer to $2.75-$3.00 psf, 5.0% -
6.0% percentage rent, and different rent for indoor versus outdoor space.

A rent restructuring aligned with current market conditions is recommended to support
the Tenant’s continued operations, sustain the legacy business and activation on the
waterfront, and set Pier 23 Café on a course to recover and re-invest in the restaurant
to improve performance over time.

A new lease L-17397, instead of an amendment to the existing Lease, was
recommended by the City Attorney’s Office to address outdated lease provisions,
including City and Port requirements, and to memorialize the terms of restructuring the
1996 lease.

Port also considered pursuing specific performance for the 1996 lease. While this
remains an option, enforcement presents significant uncertainties and potential costs.
There is no assurance that the Port could successfully collect on a judgment, and
reclaiming the premises would be both time-consuming and costly to re-lease.

STRATEGIC PLAN OBJECTIVES

The proposed item supports the Port’s 2026-30 Strateqgic Plan by advancing the
following goals:

Exceptional Service

Port Staff are engaged with Tenant on restructuring the lease. The restructured lease
enables Tenant to move forward with a viable business operation that preserves a
waterfront restaurant use and maintains stable - though reduced - revenue to the Port.

Economic Growth

The Tenant investment in capital improvements will improve premises condition,
enhance property value, support the success of the long-standing owners, and maintain
an active restaurant on the waterfront.

Evolve

Pier 23 Café is a beloved local institution. Its stabilization and improvements will
generate public interest and reinforce the Port’s efforts to stabilize and revitalize its
restaurant portfolio.
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Equity

Restructuring the lease will maintain jobs and support local suppliers—such as food
wholesalers, beverage distributors, and service providers, all contributing to broader
economic inclusion.

STAFF ANALYSIS

Port staff is motivated to facilitate the success of small local businesses within the Port
portfolio. Pier 23 Café has been a family-owned institution in San Francisco for decades
and has been particularly hard hit by a dragging post-COVID office market in the City
and more specifically, the Northern Waterfront. Only recently has there been an
increase in office leasing and occupancy within the district. Pier 23 Café has sustained,
fighting to operate and survive. The proposed lease restructuring allows Pier 23 Café
the ability to reinvest in the restaurant and improve business performance over time.

Port staff worked to find a structure that i) realigned rent to an appropriate market level,
i) required further private investment as a condition to extend the lease term for 10
years and to facilitate business growth, and iii) waived Pier 23 Café debt to the Port of
rent and fees accrued but unpaid since entering the contract negotiations.

Staff reviewed recent Port comparable leases - two in Fisherman’s Wharf and one for
Fog City- with average base rent at $2.75 psf/month and 5.50% in percentage rent.
While the Port staff recommendation for the revised rent structure for Pier 23 Café is
higher than the average, Port’s offer to forgive base rent and relatively low-cost
extension options supports the higher base and percentage rent structure than the
comparables indicate.

As an alternative to restructuring the lease, Port may pursue specific performance from
Pier 23 Café to operate and pay rent under the 1996 lease as agreed, and as Pier 23
Café has not performed, Port staff have the option to initiate litigation to recover the
premises and seek payment of the balance due.

Litigation does not guarantee that Port will recover the balance due. If Pier 23 Café
vacates or is evicted, Port will need to find a new tenant, taking time and requiring
funding for tenant improvements and leasing commissions.

Benefits of Extending Lease

Tenant has accepted the proposed terms, including a capital investment to receive a
15-year extension option, which allows the Port to benefit from an upgraded facility and
extended useful life of the premises. Port structured the capital investment to be
implemented over time and retains the ability to seek back rent if the Tenant fails to
invest $150,000 into the property by March 31, 2030.

Primary proposed terms under lease L-17397 include:
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Reduce Base Rent
e $3.50 psf/imo for 2,410 sf of indoor space: $8,435/mo ($101,220/yr)
o $0.95 psf/imo for 2,425 sf of outdoor space: $2,304/mo ($27,645/yr)
« Total Base Rent: $10,739/mo ($128,865/yr), with 3% annual increases.
o Base Rent payments may be partially credited to future Base Rent if
annual gross revenues are less than $2.15 million, as further described in
the “True Up” discussion below.

Percentage Rent
Reduce percentage rent from 6.75% to 6.00%.
e Percentage Rent is effectively suspended if annual gross revenues are
less than $2.15 million, as further described in the “True Up” discussion
below.

Waiver of Qutstanding Debt
From May 2024 to date, Tenant has paid Base Rent plus 4% instead of 6.75% in
percentage rent.

e Port proposes to forgive accrued rent and interest from May 2024 through
the start of the restructured lease (anticipated summer 2026), so long as
Tenant invests $150,000 in capital improvements to the property prior to
March 31, 2030. As of March 13, 2026, Pier 23 Café has $611,335 in
receivables, comprised of $536,944 in underpaid base rent and $74,391 in
late fees.

Extension
Provide two extension options, the first for 10 years and the second for 5 years,
contingent on a total $500,000 capital investment in the premises.
e Capital Investment obligation may be pursued over time, with
requirements to invest $150,000 by March 31, 2030, $175,000 by March
31, 2035, and $175,000 by March 31, 2040.

True Up
The Tenant’s rent obligations are reduced in years when gross revenues are

weak. Port would partially credit Base Rent payments to future Base Rent
obligations if annual gross revenues are less than $2,147,800. The true up
provision potentially applies each year during the term and first extension option,
but expires after Tenant’s annual gross revenues exceed $4.5 million. For
context, Tenant’'s 2025 annual gross revenues were $2.3 million, and in 2019
were $5.2 million.

A true-up provision that effectively limits percentage rent and reduces the
effective base rent is not aligned with current market practices. Port staff
negotiated a true up provision that allows the Tenant to rebuild its business and
sunsets when Tenant’s annual revenues more closely reflect pre-pandemic
revenue. The true-up provision may provide a model to address catastrophic
events like the COVID-19 pandemic for current and future percentage rent
leases, as opposed to one-off adjustments or temporary relief programs.
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In accordance with San Francisco Administrative Code Chapter 31, Port staff have
determined that this action does not constitute a project under the California
Environmental Quality Act (Public Resources Code Sections 21000 et seq.).

RECOMMENDATION

Port staff recommend entering into a new lease agreement with Tenant to replace the
1996 lease (L-12275) with the terms discussed above. The proposed Lease L-17397
reflects updated economic terms that support continued restaurant operations at Pier 23
Café while balancing Port interests.

Port staff is including a request to waive the competitive bidding process for the
extension.

A copy of the proposed Lease L-17397 is on file with the Port Commission Secretary.

Port staff recommend that the Port Commission approve restructuring the obligations
under and terminating the 1996 lease (L-12275) via new lease L-17397 and approve the
attached resolution authorizing the Executive Director to forward Lease L-17397 to the
Board of Supervisors for approval, and upon the effectiveness of such approval,
authorize the Executive Director or the Executive Director’s designee to execute the
Lease.

Prepared by:
Don Kavanagh, Senior Property Manager, Real Estate and Development
For:

Scott Landsittel, Deputy Director of Real Estate and Development

Attachments:
Pier 23 Café Location & Photo of the Front
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WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

WHEREAS,

RESOLVED,

PORT COMMISSION
CITY AND COUNTY OF SAN FRANCISCO

RESOLUTION NO. 26-32

Charter Section B3.581 empowers the Port Commission with the power
and duty to use, conduct, operate, maintain, manage, regulate, and
control the Port area of the City and County of San Francisco; and

Pier 23 Cafeé, Inc., a California corporation (“Pier 23 Café”), is not in
good standing under its lease L-17225 at Pier 23-%2 on the
Embarcadero in the City and County of San Francisco and owes the
Port in excess of $633,961 in unpaid rent and late fees; and

Pier 23 Café approached Port to restructure its lease to reduce its rent
obligations to align with current market conditions; and

Port staff concluded that restructuring the Pier 23 Café lease is
preferable to litigation, which could include Port regaining possession of
the restaurant, which would close the facility to the general public for an
indefinite amount of time and require Port to expend staff time and
funds for tenant improvements and commissions, while accepting
liability for the vacant restaurant; and

Port staff and Tenant have negotiated a new lease (Lease L-17397),
that reduces Tenant’s rent obligations in line with current market
conditions, provides Tenant with debt forgiveness and two extension
options to potentially extend Tenant’s term to 2045, which are
contingent upon Tenant’s investment of $500,000 in qualifying capital
improvements, as described in the staff report accompanying this
resolution and more particularly defined in the draft Lease L-17397 on
file with the Commission Secretary; and

Under Port policy, renewal of restaurant leases requires a competitive
bidding process; and

Lease L-17397 requires approval by the Board of Supervisors under
Charter Section 9.118; and

Port staff recommend waiving the competitive bidding process to
approve Lease L-17397, including restructuring existing rent
obligations, forgiving outstanding debt, and providing two options to
extend the term to 2045, subject to approval by the Board of
Supervisors; now, therefore be it

That the Port Commission waives application of its competitive bidding
process and recommends that the Board of Supervisors waive
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RESOLVED,

RESOLVED,

RESOLVED,

RESOLVED,

application of any competitive bidding procedures, including but not
limited to Administrative Code Sections 2.6-1 and 23.33; and be it
further

That the Port Commission approves Lease L-17397 with Pier 23 Café,
Inc. in substantially the same form as on file with the Commission
Secretary; and be it further

That the Port Commission recommends that the Board of Supervisors
approve Lease L-17397 in substantially the same form as on file with
the Commission Secretary; and be it further

That, upon approval, the Port Commission authorizes the Acting
Executive Director, or the Acting Executive Director’s designee, to
execute Lease L-17397 with Pier 23 Café, Inc.; and be it further

That the Port Commission authorizes the Acting Executive Director or
the Executive Director’s designee, to enter into any additions,
amendments or other modifications to Lease L-17397 that the
Executive Director, in consultation with the City Attorney, determines
are in the best interest of the Port, do not materially increase the
obligations or liabilities of the Port or materially decrease the public
benefits accruing to the Port, and are necessary and advisable to
complete the transaction and effectuate the purpose and intent of this
Resolution, such determination to be conclusively evidenced by the
execution and delivery by the Executive Director of any such
documents.

| hereby certify that the foregoing resolution was adopted by the Port
Commission at its meeting on June 9, 2026.

DocuSigned by:
2A9BEF9AAF934F09...

Secretary
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ATTACHMENTS

Pier 23 Café Location:

The'Embarcadero
& Greenwich'St

Pier 23 Photo:
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