
 

 

FROM:  John Mandeville, Community Development Director   
Prepared By:  Michael Codron, Associate Planner 
 
SUBJECT: REVIEW STEPS RELATED TO THE CITY’S PROPOSED ANNEXATION OF 

THE MARGARITA AREA AND AIRPORT AREA (ANNX/ER 152-05). 
 
CAO RECOMMENDATION 
 
Hear a presentation on the proposed annexation, receive public comments and direct staff to: 
 

1) Pursue annexation of Margarita Area and Airport Area properties according to the  
proposed phasing plan, which identifies sub-areas that could be annexed in two or more 
phases. 

2) Endorse the use of a standard pre-annexation agreement between the City and interested 
property owners with unique circumstances. 

3)   Endorse discussions with the Fiero Lane Mutual Water Company to allow for interim 
wastewater service as part of the annexation process, based on the policy advantages to 
the City and the unique circumstances applying to this area. 

 
REPORT-IN-BRIEF 
 
Annexation of the Margarita Area and Airport Area has been contemplated for over 25 years, 
and has bee a General Plan goal since 1994.  The pre-requisites for annexation, adoption of 
specific plans, have been accomplished.  Partial annexation of both areas has occurred under an 
interim annexation program.  To efficiently implement the specific plans, and the General Plan, 
it is now timely for the City to implement a comprehensive annexation strategy.  
 
A proposed annexation strategy has been developed with two phases.  The first phase would 
accomplish annexation of the remaining land in the Margarita Area and a major portion of the 
Airport Area starting in Spring/Summer 2007 and continuing through Summer 2008.  The 
second phase may include the SLO County Regional Airport, Chevron owned land occupying 
the former tank farm area, and agriculturally zoned land outside of the City’s urban reserve line.  
There is no timeline associated with this phase.   
 
A draft pre-annexation agreement is proposed.  If the Council endorses the draft agreement, 
these standard documents could be used to address unique circumstances of property owners in 
the annexation area.   
 
The Council is also being asked to endorse discussions with the Fiero Lane Mutual Water 
Company to provide its customers with temporary wastewater service as part of the annexation 
process.  If an agreement is reached it would be based on a commitment to annexation and 
connection to City services in exchange for the proposed temporary service.  If annexation is not 
achieved, then the temporary service would be terminated. 
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DISCUSSION 
 
Background 
 
The Margarita Area and the Airport Area represent two of the City’s major expansion areas, as 
identified in the General Plan.  Planning efforts for the Airport Area have involved both the City 
and County and began in the mid-1970’s.  The Margarita Area has also been planned for 
development over a long period of time; the City’s residential growth management phasing 
schedule has allocated dwelling units to the area since 1999.  City policy has insured that 
significant development would not occur in either of these expansion areas until specific plans 
were approved. 
 
Specific plans were approved for Margarita Area and Airport Area in October 2004 and August 
2005, respectively.  Portions of both expansion areas have previously been annexed.  For 
instance, the Damon-Garcia Sports Fields are located within the Margarita Area.  The City had a 
policy to permit interim annexations in the Airport Area until 2003 when the adoption of the 
Airport Area Specific Plan (AASP) became imminent.   
 
In March 2006 City staff notified current property owners within the Margarita Area and the 
Airport Area by mail of plans for annexation.  In May 2006, staff provided a second mailing to 
answer frequently asked questions (see Attachment 1).  After several months of talking with 
interested and concerned property owners, staff is recommending a course of action for the 
Council’s consideration that would break up the annexation area into two phases.   
 
This report is intended to guide the Council’s discussion by providing an overview of the 
proposed annexation areas, the basics of the annexation process, the proposed pre-annexation 
agreement, and special circumstances relating to the Fiero Lane Mutual Water Company. 
 
A Brief Look at the Annexation Areas 
 
1.  Margarita Area 
 
The MASP includes plans for 868 homes and development of approximately 70 acres of land 
with business park and neighborhood-serving commercial uses.  Attachment 2 includes a map 
and land use summary for the specific plan area.   
 
All of the land within the specific plan area is proposed for annexation to insure orderly 
development.  In particular, the 400 Prado Road site is the location identified in the MASP for a 
regional detention facility that would serve previously annexed and approved subdivisions.  
Major portions of the future Prado Road also need to be annexed so that construction of the 
roadway can move forward in conjunction with phased residential development.   
 
 
 
 
2.  Airport Area 
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The AASP includes a total of approximately 1500 acres designated as services and 
manufacturing, business park and open space.  The Airport Area includes the San Luis Obispo 
County Regional Airport and the Chevron tank farm land (formerly owned by Unocal).  
Attachment 3 includes a map and land use summary for the specific plan area. 
 
Proposed Phasing 
 
Attachment 4 shows a proposed phasing plan for the overall annexation area with two main 
phases.  The AASP says that “although the City prefers to annex the entire area at once, it is 
recognized that some properties will not be annexed in the early phase” (AASP Section 9.1).  
  

Proposed Annexation Phasing Schedule 
 
Phase/LAFCO 
Application Date 
 

Land Area Total Property 
Owners 

Description 

1A/Spring ‘07 617 acres 71 Remaining portions of Margarita Area, western 
portion of Airport Area and Airport Area 
properties along Tank Farm Road  
 

1B/Summer ‘08 209 acres 154 Properties served by Fiero Lane Mutual Water 
Company, land east of Broad Street and south of 
airport on Buckley Road 
 

2/TBD 745 acres 10 Chevron tank farm land, County Airport, Ag 
designated land along Buckley Road  

 
The airport and the Chevron property are not included in the first phase because of the 
preferences expressed by the County (they do not wish to annex at this time) and local Chevron 
representatives, who have said they will propose annexation when they have a development plan.  
Remediation of the Chevron site was still a substantial unknown until fairly recently.   Also, 
properties along Buckley Road have not been proposed for Phase I despite some of the owners 
having contributed funds to development of the Airport Area Specific Plan and their desire to 
annex.  The cost to extend infrastructure to these properties is prohibitive at this time and 
annexation in Phase I would be premature. 
 
Phase 1 is divided into two sub-areas.  Phase 1A includes the remaining portions of the 
Margarita Area, which should be annexed as soon as possible to insure orderly development and 
the timely production of housing in the Margarita area.  Phase 1B is expected to occur shortly 
after because of the complexities associated with annexation of the Fiero Lane Mutual Water 
Company (FLMWC) and associated properties.  As provided for in the AASP, the property 
owners in this area are contemplating a request to form an assessment district.  Other issues 
related to FLMWC are discussed later in this report. 
 
Some property owners within the first phase may request to move to the second phase of the 
annexation.  Individual property owner requests should be considered carefully, but may not be 
supported in all cases.  The City has an interest in creating a uniform boundary to facilitate 
emergency services.  State law also prevents islands of unincorporated land surrounded by the 
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City.  If a property is moved from the first phase to the second phase, future annexation of the 
property would become the financial responsibility of the property owner. 
 
Property Owner Outreach 
 
Outreach efforts to property owners, business owners and residents have included direct 
mailings, informational meetings, notification of planned hearings and numerous “one-on-one” 
conversations.  Staff is maintaining a web page located at 
http://www.slocity.org/communitydevelopment/annexations.asp to provide up to date 
information on timelines, fees and other relevant data.  Feedback from property owners, business 
owners and residents was used to develop the proposed phasing schedule. 
 
Annexation Procedures 
 
1. City Role 
 
The City’s role in the annexation process includes passing a resolution of intention to annex the 
land within the boundaries of the annexation area.  This land must also be “pre-zoned” with the 
zoning designation that will apply to property once the annexation is formally completed.  The 
City also prepares a Plan for Services for the area (Attachment 5), and makes an application to 
the Local Agency Formation Commission (LAFCO).  In addition to these roles, the City is the 
lead agency for the environmental review required by CEQA.  An ordinance pre-zoning land in 
the Airport Area was adopted when the AASP was adopted.  A new ordinance pre-zoning the 
land in the Margarita Area is required.  The Plan for Services, the resolution of intention, and the 
pre-zoning ordinance would be considered by the City Council after a recommendation is made 
by the Planning Commission.  The Planning Commission is scheduled to review the proposed 
annexation on March 28, 2007.  If the City Council approves a resolution of intention for the 
annexation (Hearing is tentatively scheduled for May 1, 2007), the resolution would authorize 
the CAO to file an application with LAFCO. 
 
2.  LAFCO Role 
 
Once an application is made to LAFCO, notification of property owners and formal annexation 
proceedings begin.  Ultimately, LAFCO must vote to approve or deny the application in a public 
hearing.  Once the application is acted on, there is a protest period where property owners may 
object to the annexation (this is discussed in more detail in the next section).  If the protest 
period expires without sufficient protest to stop the annexation process, LAFCO will forward the 
boundary changes to the State of California to be enacted. 
 
3.  Property Owner and Registered Voters Role 
 
Property owners within the annexation area are not required to perform any actions for 
annexation of their property to take place.  In other words, if LAFCO approves the annexation 
and property owners do nothing in response, the annexation will take effect.  Property owners do 
have the ability to protest annexation of their property.   
 
The annexation area is considered inhabited because it includes more than 12 registered voters.  
Therefore, residents within the annexation area that are registered voters may also protest the 
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annexation.  According to State law (Government Code Section 57075-57090), property owners 
or registered voters who live within the annexation area may protest the annexation within 30 
days of the LAFCO approval with the following thresholds established: 
 
 
Who Can Protest? Threshold Effect of Protest 
Property Owners At least 25%, but less than 

50%, of property owners who 
also own 25% of the assessed 
land value in the annexation 
area 

Protest results in a majority 
vote of registered voters who 
live in the annexation area 

Property Owners More than 50% of property 
owners who also own 50% of 
the assessed land value in the 
annexation area 

Annexation is terminated 

Registered Voters At least 25%, but less than 
50%, of registered voters who 
live in the annexation area 

Protest results in a majority 
vote of registered voters who 
live in the annexation area 

Registered Voters More than 50% of registered 
voter who live in the 
annexation area 

Annexation is terminated 

 
City staff first notified property owners of the proposed annexation in March 2006 and 
discussions with various property owners have been ongoing.  Overall, response to the 
annexation has been positive.  Property owners primarily want to understand how the change 
will effect their day-to-day activities and what the costs of future development are.  Staff has 
been providing this information as requested and does not expect the protest level to reach the 
25% threshold, which would put the annexation to a vote.  However, a few property owners have 
not responded to the City’s mailings and staff is prepared to work with these property owners if 
they choose to become engaged in the process during the scheduled public hearings.  
Notification to registered voters of the Council’s meeting and of the proposed March 28, 2007, 
Planning Commission meeting has also been provided. 
 
Pre-Annexation Agreements 
 
Attachment 6 includes a draft pre-annexation agreement, which includes a provision for the 
waiver of the protest rights discussed above in exchange for the extension of City services to a 
property proposed for annexation.  Annexation agreements have been used by the City to 
facilitate many of the annexations undertaken in recent years.  In the past, these agreements have 
been used to stipulate the City services that would be available to property owners upon 
completion of the annexation.  Pre-annexation agreements for interim Airport Area annexations 
also allowed property owners to pre-pay water and sewer impact fees and open space in-lieu 
fees.   
In order to secure orderly and favorable annexation, pre-annexation agreements can be offered to 
property owners with unique circumstances such as pending applications for development in the 
county, while allowing the City to gauge with some certainty the extent of owner protest, if any, 
to be anticipated.  The proposed pre-annexation agreement recites the current standards and 
codes that apply to all property in the annexation area and provides that owners of properties 
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entering into such agreements are waiving their rights to protest annexation in exchange for the 
extension of City services.  These standard agreements could be modified to address the specific 
concerns of property owners with unique circumstances.   
 
Pre-annexation agreements can not be used to circumvent current codes or standards; they will 
simply clarify how existing codes and standards would be applied relative to the property in 
question.  If the Council supports the continued use of these agreements, they can be offered to 
the minority of property owners who have unique circumstances with respect to the annexation 
process. 
 
Interim Sewer Service for Customers of the Fiero Lane Mutual Water Company 
 
In order to facilitate the annexation of the properties located along Fiero Lane and served by the 
Fiero Lane Mutual Water Company (FLMWC) in the Airport Area, staff is seeking Council 
direction relative to City Municipal Code Sections 13.16.10 and 13.16.20 which prohibit the 
extension of water or sewer service to properties located outside the City boundaries 
(Attachment 7).  The approach that staff is recommending is to use an uncodified ordinance that 
would create an exception for the Fiero Lane properties on a temporary basis.  The ordinance 
would require a pre-annexation agreement to allow temporary service while the property is 
undergoing annexation.  The agreement would have a sunset clause to require termination of 
service if annexation wasn’t completed by a date certain.  This, and an outside user’s agreement 
from LAFCO, would allow the FLMWC to connect to the City’s sewer system prior to 
annexation.  A pre-annexation agreement with FLMWC would obligate the properties served to 
either annex in the first phase of the annexation, or to find other means of effluent disposal by 
Spring, 2008.   
 
1. Background  
 
FLMWC is a small privately held and operated mutual water company providing both water and 
wastewater services to mostly developed commercial properties in the immediate vicinity of 
Fiero Lane.  Since Council approval of the Airport Area Specific Plan, staff has been in 
discussion with the FLMWC regarding possible annexation of their service area, extension of 
City water and sewer services to the developed properties, and eventual dissolution of the water 
company.  To that end, FLMWC and City staff have, in general terms, agreed to the 
infrastructure modifications, process and timing of required actions to facilitate the transition of 
the properties to City service, and are developing a pre-annexation agreement for consideration 
by the Council and the FLMWC Board of Directors. 
 
With the previous uncertainty relative to the timing of annexation, FLMWC made certain 
arrangements for their continued provision of services to those and other properties.  In 
particular, FLMWC has executed agreements to serve properties on the east side of Broad Street 
currently under County jurisdiction.  These agreements were made in part, to allow for 
development of the east side properties under County jurisdiction and to enable FLMWC to 
develop an alternate location for their wastewater effluent pond. 
The FLMWC effluent pond is currently located on County Airport property near the end of the 
main runway (Attachment 8).  The County has a project to extend the runway that will require 
FLMWC to relocate that effluent pond by the summer of 2007.  To achieve the relocation of the 
effluent pond in that timeframe, FLMWC has entered into agreement with property owners on 
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the east side of Broad Street to site their new effluent pond.  In addition to the construction of the 
effluent pond, relocation of the pond will require the installation of a pipeline from the FLMWC 
wastewater treatment plant, located at the westerly end of Fiero Lane, south and east across 
Broad Street to the aforementioned property, costing several hundred thousand dollars.  The 
subject properties located on the east side of Broad Street are currently pursuing development in 
the County but are proposed in the specific plan for eventual annexation to the City. 
 
2. Recommended Direction 
 
The City’s Municipal Code Section 13.16 prohibits extension of water or sewer service outside 
of City limits with only limited exceptions.  The City Attorney has reviewed the Municipal Code 
Section and has determined that subpart A of Section 13.06.020 can not be interpreted so as to 
allow provision of service to FLMWC prior to annexation.  No entitlements for development, 
based on the City services, are being provided to the FLMWC or their service properties prior to 
annexation to the City.   
 
Given the extent and tenor of the discussions with FLMWC and their interest in annexation, and 
the broader objectives of the City relative to annexation of the Airport Area, staff is 
recommending Council direction to prepare an uncodified ordinance to create an exception to 
Municipal Code Sections 13.16.10 and 13.16.20 that would allow FLMWC to connect to the 
City’s sewer system in lieu of constructing the new pond and effluent line, prior to annexation.  
The cost to the FLMWC associated with developing a new wastewater effluent pond would be 
avoided and annexation of a major portion of the Airport Area on the west side of Broad Street 
would be much more likely.  Additionally, this allowance would facilitate the eventual 
annexation of the properties on the east side of Broad Street by providing them an opportunity to 
avoid their share of the cost of the FLMWC facilities and showing a true interest and 
commitment on the part of the City in annexation of and service to the area.  The risk associated 
with such an agreement would be minimal in that service could be terminated by the City in the 
event the individual owners do not agree to the annexation process.  The City Attorney concurs 
with this approach. 
 
3. Approval Process 
 
If the City were to extend sewer service to FLMWC, LAFCO would require approval of an 
Outside Users Agreement.  The process and timing of LAFCO’s approval requires that staff and 
FLMWC apply for the Outside Users Agreement as soon as possible in order to meet FLMWC’s 
required timeline for abandonment of their effluent pond this summer.  If this concept is 
supported by the Council, Staff will return with an uncodified ordinance that creates an 
exception for the properties served by the FLMWC, a pre-annexation agreement outlining the 
provisions discussed including the termination clause, and an application for an outside user’s 
agreement application to LAFCO.  This same pre-annexation agreement will provide a process 
and timeline for the annexation and transfer of FLMWC facilities to the City and eventual 
dissolution of the FLMWC.  Council’s concurrence with this general direction is being sought 
prior to any expenditure of significant staff resources in its development.  Additionally, FLMWC 
will require sufficient time to design and construct the facilities to the east side of Broad Street 
prior to this summer, should Council not concur with the recommended direction.   
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CONCURRENCES 
 
All City departments with responsibility for providing services to the proposed annexation areas 
have been involved in the development of the Plan for Services and the specific plans that 
include the development standards for these areas.  City staff has been working closely with 
LAFCO staff regarding preparation of the formal annexation application, and has also kept the 
County aware of our activities.  
 
FISCAL IMPACT  
 
1. One-Time Costs.  Annexation of the first phase of properties are proposed at the City’s cost 

in accordance with section 9.1 of the AASP.  The Community Development Department’s 
budget includes a line item for this project, in the amount of $13,000.  The LAFCO 
application cost for Phase 1A would amount to $11,970.  Phase 1B would cost only $2,900 
because LAFCO has agreed to consider these two areas as a single application, even though 
they could be acted on at different times.  The Community Development Department has an 
additional $18,000 in its budget that is left over from the Airport Area Specific Plan.  This 
money will be used to cover the additional application fees and pay for the development of 
the official boundary map, which would be prepared by RRM Design Group.   

 
2. Ongoing Cost and Revenues.  When the General Plan was prepared, it was accompanied by 

a fiscal impact analysis of on-going costs and revenues, which found that overall the General 
Plan was fiscally balanced.  Because the proposed annexation is consistent with the General 
Plan and the Specific Plans prepared to guide development of these areas, the fiscal impact of 
the project is neutral. 

 
ALTERNATIVES 
 
1. The City Council can determine that the proposed phasing plan should not be pursued and 

that all of the Airport Area should be annexed with the remaining portions of the Margarita 
Area.  This alternative is not recommended because it would delay annexation of the 
Margarita Area, which is necessary to insure the timely production of housing. 

 
2. The City Council can direct staff not to offer pre-annexation agreements to property owners 

in the annexation area.  This alternative is not recommended because the agreements do not 
obligate the City to provide services or benefits that differ from any other annexed property 
in the City, but do provide the City with a benefit in terms of a waiver of protest rights for 
the property owner. 

 
3. The City Council can direct staff not to continue discussions with the Fiero Lane Mutual 

Water Company.  This action is not recommended because these discussions do not obligate 
the City to enter into an agreement.  The Council will have an opportunity to review and 
approve or deny any proposed ordinances and agreements that result from the discussions. 

 
4. The City Council can continue consideration of these annexation issues to a future Council 

meeting and ask for additional information to be provided before direction is provided on a 
course of action. 
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ATTACHMENTS 
 
Attachment 1: Annexation information mailed to property owners and registered voters 
Attachment 2: Margarita Area Map and Land Use Summary 
Attachment 3: Airport Area Map and Land Use Summary 
Attachment 4: Phasing Plan for Annexation 
Attachment 5: Annexation Plan for Services 
Attachment 6: Draft Standard Pre-Annexation Agreement 
Attachment 7: SLOMC Sections 13.16.10 and 13.16.20 
Attachment 8: Graphic Showing FLMWC Effluent Pond Location 
 
AVAILABLE FOR REVIEW IN THE COUNCIL OFFICE  
 
Airport Area Specific Plan 
Margarita Area Specific Plan 
AASP, MASP and Related Facilities Master Plans EIR 
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