KETCHIKAN GATEWAY BOROUGH

KETCHIKAN AIRPORT
KGB DOC #: ________

LAND/TERMINAL SUBLEASE

& AIRLINE OPERATING AGREEMENT

The Ketchikan Gateway Borough (Borough), Scott Air LLC dba Island Air Express. An Alaska Corporation, enter into this sublease agreement (Sublease), including exhibit(s) and signature page(s), and agree as follows:

MAILING ADDRESS AND CONTACT INFORMATION

	BOROUGH
	
	SUBLESSEE

	
	
	
	

	Ketchikan Gateway Borough
	Scott Air LLC dba

	Ketchikan International Airport
	Island Air Express

	1000 Airport Terminal Way
	PO Box 1174

	Ketchikan, Alaska 99901
	Craig, Alaska 99921

	Phone: (907) 225-6800
	Phone: (907) 227-8989

	Fax: (907) 225-2939
	Fax: (907) No Fax

	Email: mikec@kgbak.us
	Email: ktn@islandairx.com

	Emergency On-site Contact: Mike Carney
	Emergency On-site Contact: Scott Van Valin

	Phone: (907) 225-6800
	Phone: (808) 938-2612


The Sublessee will provide the Borough with any change to the Sublessee’s mailing address, phone, fax or email contact within 30 days of the change.

RECITALS

(A) The Borough leases the Ketchikan International Airport (Airport) from the State of Alaska, Department of Public Works, Division of Aviation (now the State of Alaska, Department of Transportation and Public Facilities, Statewide Aviation Leasing) (State) under Lease ADA-05175 (Prime Lease).

(B) Subject to the terms of the Prime Lease, the Borough has the right to operate the Ketchikan International Airport Terminal building (Terminal) and other such real property and facilities situated within the leased premises described in the Prime Lease, located on Gravina Island within the Ketchikan Gateway Borough, Ketchikan Recording District, First Judicial District (Prime Lease Premises).

(C) The Borough has the authority under the terms of the Prime Lease to enter into this Sublease subject to the consent and approval of the State.

(D) The Sublessee acknowledges that this Sublease is subject to the terms, conditions, provisions and covenants of the Prime Lease and agrees to abide by its terms, conditions,
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provisions and covenants. If there is a conflict between the terms of this Sublease and the terms of the Prime Lease, the terms of the Prime Lease prevail.

ARTICLE I

PREMISES

(A) The Borough leases to the Sublessee, and the Sublessee leases from the Borough, the following described property (Sublease Premises):

(1) Exclusive Use Space of approximately 194 square feet of Terminal ticketing space, 252 square feet of cargo/ramp space, 192 square feet of office space, 100 square foot of secure space used as a mailroom as shown in Exhibit A of this Sublease.

(2) Common Use Space of approximately 226 square feet used as queuing space of the Terminal as shown in Exhibit A of this Sublease. For a total of 864 square feet broke down in Exhibit A with different rates.

(B) Except as may be provided in this Sublease, the Borough makes no specific warranties, express or implied, concerning the title or condition of the Sublease Premises, including its survey, soils, wetlands, access, and suitability for any use including those authorized by this Sublease, the application of any local, state, or federal laws or restrictions that may limit Sublessee’s intended use of the Sublease Premises, the Sublease Premises’ environmental condition, or the presence or absence of Hazardous Substance in, on, and under the surface. The Sublessee takes the Sublease Premises on an “as is” basis and without warranty, subject to any and all of the covenants, terms, and conditions affecting the State’s or the Borough's title to the Sublease Premises.

ARTICLE 2

TERM

(A) The term of this Sublease is Five (5) years, beginning April 1, 2015 and ending March 31, 2020 (Sublease Term) unless terminated earlier as provided for in this Sublease. This Sublease becomes effective at the date of execution by the Borough.

(B) The Sublease Term is subject to a one-time Option to Renew of Five (5) years subject to the following:

(1) The Sublessee shall exercise the Option to Renew by notifying the Borough in writing at least six (6) months prior to the expiration of the Sublease Term. Upon the Borough acceptance and execution of such exercise, this Sublease shall be deemed to be extended without the execution of any further Sublease or other instrument and the terms and conditions of this Sublease, including rent and rent adjustments, will continue for the extended term.

(2) The Sublessee shall have the option to exercise the Option to renew providing there is no default in the performance of any condition of this Sublease for which a notice of default has been given by the Borough prior to the Sublessee’s exercise. If a notice of default has been served on the Sublessee and the Sublessee has
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proceeded promptly and with due diligence to cure the default, the Sublessee may exercise the Option to Renew even if the default is not cured prior to the last day on which the Sublessee is entitled to exercise the Option to Renew.

(C) Any occupancy of the Sublease Premises by the Sublessee beyond the Sublease Term shall be subject to the same terms and conditions set forth in this Sublease. Nothing in this Sublease shall be construed to authorize the Sublessee to occupy the Sublease Premises beyond the term of this Sublease.

ARTICLE 3

USES AND RIGHTS

(A) AUTHORIZED USES
(1) The Borough authorizes the Sublessee to use the Sublease Premises for the following uses only (Authorized Uses):

Operating a Part 135 Carrier Airline Ticket Office

(2) Continuous Performance: Unless authorized in writing by the Borough, the Sublessee will perform its authorized uses on the Sublease Premises on a continuous basis, uninterrupted by any period of nonuse or business closure over 90 consecutive days or 120 aggregate days within any lease year of the term of this Sublease. The Sublessee will give the Borough written notice when not performing its authorized use, such as closing its business, for more than 30 consecutive days. The notice will provide an estimated return and start-up date. This provision does not apply to any period during which the Sublessee is unable to perform its authorized use as a result of an act or directive of the Borough or other governing body, or as a result of an airport closure, a disaster, or loss of Sublessee’s premisesdue to fire.

(B) USE OF COMMON AREAS
(1) The Common Use Areas include the runways, landing areas, taxiways, aircraft aprons and other flight service areas designated as Common Use Areas, haul-out ramps and dock facilities, roads, easements and rights-of-way identified for public use, vehicle parking areas and the general public access and use areas of the Terminal and other Airport facility buildings.

(2) The Sublessee and its officers, employees, agents, passengers, contractors, suppliers, customers and other invitees of the Sublessee are granted nonexclusive use, in common with others, of Common Use Areas. This use is subject to the terms and conditions of this Sublease and to reasonable rules and regulations established by the Airport Manager governing the use of Common Use Areas including establishment of appropriate fees and charges.

(3) The Sublessee will have the exclusive right to use the existing “Ramp”, identified in

Exhibit A of this Sublease
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(4) The Borough, in its sole discretion, shall have the right to close, relocate, reconstruct, modify or change any portion of the Common Use Areas including Common Use Areas within the Terminal and other Airport facilities. In the event the Borough intends to make any such changes, the Borough shall first notify the Sublessee in writing at least thirty (30) days in advance to provide for the Sublessee's comment on the proposed changes, however, this notice shall not be required if an immediate change is necessary to comply with government regulations or to ensure the safe operation of the airport. The Borough shall provide adequate substitute access to the Sublease Premises and shall endeavor to coordinate with the Sublessee regarding the operational impact of any modifications. The Sublessee's obligation to perform under this Sublease shall not be altered or affected by any change in access described in this section.

(5) The Borough shall not be responsible for damage to or theft of any vehicles or their contents belonging to the Sublessee or for any claims by the Sublessee for any such damage or loss incurred by the Sublessee's clients, customers, employees, invitees, agents, contractors or representatives, except as may be caused by employees of the Borough acting within the course and scope of their employment.

(6) The Borough agrees to allow the Sublessee to use the Terminal during normal published Airport operating hours provided that the cost of transportation and associated use charges are paid by the Sublessee.

(7) The Borough shall assume the responsibility, cost and expense of all repair and maintenance whatsoever of the Common Use Areas including runway and taxiway lighting and signage systems and all utilities and janitorial services to the Common Use Areas of the Terminal.

(8) The Borough shall install all signs reasonably necessary or required for the direction of pedestrian and vehicular traffic and all directional signs in the public areas of the Terminal.

(9) The Sublessee shall have the right of ingress and egress between the Terminal and the entrance(s) to the Airport by means of connecting paved roads. Such rights of ingress and egress shall be in common with others having rights of passage thereon and may be used except when the Airport is closed to the public. Areas designated by the Airport Manager as restricted areas shall be excluded. Access to and use of non-public areas, including all areas requiring SIDA access, shall be in compliance with those reasonable rules and conditions as the Airport Manager may impose.

(C) RESERVED RIGHTS OF BOROUGH
(1) The Borough reserves the right to grant to others any rights and privileges not specifically granted to the Sublessee. The rights and privileges granted to the Sublessee in this Sublease are the only rights and privileges granted to the Sublessee by this Sublease. The grant of rights and privileges to others shall not unduly interfere, obstruct, or frustrate Sublessee’s rights and privileges as herein set forth.
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(2) The Borough reserves the right to make grants to third parties or reserve to the Borough easements or rights of way through, on, or above the Sublease Premises. The Borough will not grant or reserve any easement or right of way that unreasonably interferes with the Sublessee’s authorized uses of the Sublease

Premises.

(3) The Borough reserves the right of ingress to and egress from the Sublease Premises and the right to enter any part of the Sublease Premises, including buildings, at any time for the purpose of inspection, environmental testing or to perform maintenance, make repairs, structural additions and/or alterations that the Borough has the right to do. Except in the case of an emergency, all inspections, environmental testing and maintenance will be coordinated with the Sublessee to minimize interference with the

Sublessee’s authorized uses of the Sublease Premises.

(4) The Borough reserves the right to rebuild, remodel or otherwise effect changes in the Sublease Premises, the Terminal and the Airport or parts of it as may, in the Borough's sole discretion, be necessary or advisable. The Borough may, upon one-hundred and eighty (180) days advance written notice to the Sublessee, relocate or modify all or portions of the Sublease Premises. The Borough will provide opportunity for the Sublessee's comment in advance of any proposed changes to the Sublease Premises.

(a) If the Sublessee's Sublease Premises are modified or relocated by the Borough, the Borough will:

(i) Prorate the rent or other charges allocable to that area during any period that the Sublessee will not have full use and benefit of the old or new areas as a direct result of the move.

(ii) Reimburse the Sublessee for its actual verified out-of-pocket expenses at the Airport as a direct result of the relocation. For purposes of this provision, out-of-pocket expenses include costs such as labor and construction to disassemble and relocate improvements, including hanger facilities.

(iii) Reimburse the Sublessee for the unamortized portion of any approved, properly installed improvements that cannot be used at the new location, subject to the Sublessee providing evidence as to the original investment and amortization of such improvements.

(iv) Provide the Sublessee with substantially similar space so that the Sublessee's operations are not unreasonably disrupted.

(v) Modify this Sublease to include the Sublessee's new assigned space.

(b) In the event the Sublessee reasonably believes that the move will have a substantially adverse effect on its activities or business conducted in the area involved, the Sublessee may terminate this Sublease as it applies to the
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affected Sublease Premises by giving written notice to the Borough not later than twenty (20) days after the Borough has notified the Sublessee with notice of the move or relocation. In the event of such termination, the Borough shall incur no liability of any nature to the Sublessee. Further, the Borough will not be liable for any lost profits whatsoever.

(c) In the event that the actions taken by the Borough are a result of events, damage or destruction within the provisions of Condemnation or Natural Disasters within this Sublease, the provisions of that section shall control. Any change in rental space due to airport remodel or modification undertaken by the Borough shall be governed by this section and not Default and Termination.

(5) The Borough reserves the right, at its sole discretion, to abandon properties, facilities or services which it deems are no longer reasonably justified or required for proper and adequate operation of the Airport.

(6) The Borough reserves the right to at any time without liability, discuss, negotiate or arrange with the State for the termination of the Prime Lease and/or the return of all or any portion of the Airport or the operation thereof and/or the Sublease Premises to the State of Alaska. Such actions, whether or not such affects the Sublessee or results in the termination or modification of this Sublease, shall not constitute or be deemed to be a constructive or actual eviction of the Sublessee or a breach of any express or implied covenant of quiet enjoyment or other obligation owed by the Borough to the Sublessee. The Borough shall have the right to take such termination or other action regarding the Prime Lease with the State without liability or damages of any form or nature to the Sublessee. If the Sublease Premises are returned to the State, the Sublessee may terminate this Sublease upon the giving of at least sixty (60) days prior written notice to the Borough.

(7) It is hereby specifically understood and agreed that nothing contained herein shall be construed to grant or authorize the granting of an exclusive right to provide aeronautical services to the public as prohibited by Section 308(a) of the Federal Aviation Act of 1958, as amended, 49 USC 1349. The Borough reserves the right to grant to others the privilege and right of conducting any activity of an aeronautical nature.

(D) PROHIBITED USES
Unless specifically authorized by this Sublease or by the Borough in writing, the following uses of the Sublease Premises are prohibited:

(1) Any use of the Sublease Premises other than those authorized in this Sublease.

(2) The establishment or maintenance of any kind of living quarters or residence on the Sublease Premises.
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(3) The outside storage on the premises of junk, trash, solid waste, debris, salvage aircraft or vehicle parts, nonoperational support equipment, or unused or damaged equipment or material.

(4) The disposal on the Airport of waste materials generated by the Sublessee, including Hazardous Substance, slash, overburden and construction waste.

(5) The stripping, wasting, or removing from the Sublease Premises of any soil, gravel, trees, or other state-owned material.

(6) Erecting structures or allowing growth of natural objects that would constitute an obstruction to air navigation, or allowing any activity on the Sublease Premises that would interfere with or be a hazard to the flight of aircraft, or interfere with air navigation or communication facilities, serving the Airport.

(7) Any activity that violates local, state, or federal law.

(8) Unless specifically authorized by a separate agreement, this Sublease or amendments hereto, the sale of aviation fuel or lubricating oil at the Airport by the Sublessee is prohibited.

(9) The Sublessee shall not allow any other business to operate in the Sublease Premises without the written consent of the Airport Manager except that businesses affiliated with the Sublessee including any business, company, corporation owned by the Sublessee or the owners of the Sublessee (Affiliated Companies) may operate in or about the Sublease Premises. Further, the Sublessee will be responsible to the Borough for all activities conducted on the Sublease Premises by Affiliated Companies and shall indemnify and hold the Borough harmless from all claims, damages, injuries to persons or property and causes of action and judgments that may result there from.

Affiliated Companies conducting operations within the Sublease Premises or the Prime Lease Premises shall provide a Certificate of Insurance to the Airport Manager identical to that required of the Sublessee under the terms of this Sublease, that provides coverage limits to the level required of the Sublessee and which names the Borough as an additional insured.

ARTICLE 4

RENTS AND FEES

(A) RENT
(1) The rents and fees for the Sublease Premises, due the first day of each month, will be set forth in Exhibit B of this Sublease.

(2) Any occupancy of the Sublease Premises by the Sublessee beyond the Sublease Term shall be on a month-to-month rental basis, subject to the prior written approval of the Borough, except that rates and fees due shall be subject to be adjusted according to current operating costs.
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(3) Payments due under this Sublease must be made by check, bank draft, or postal money order made payable to the Ketchikan Gateway Borough and delivered to the address designated on Page 1 of this Sublease, or any other address the Borough may designate in writing.

(4) Beginning the day payment is due, all unpaid rents, charges, and fees required under this Sublease will accrue interest at the maximum rate allowed by Alaska Statute 45.45.010.

(5) The Sublessee hereby acknowledges and agrees that the Borough reserves unto itself, for use at the Airport, all revenues derived from the leasing of the Sublease Premises, the space to other air carriers and the concessions at the Airport.

(6) Any rent, charge, fee, or other consideration which is due and unpaid at the expiration, termination, or cancellation of this Sublease will be a lien against the

Sublessee’s property, real or personal. The Borough shall have the right to sue for and recover all rents and other sums, including damages, at any time.

(7) The Sublessee will pay all reasonable actual expenses, costs, and attorney fees Borough may incur, with or without formal action, to enforce, defend, or protect this Sublease or Borough's rights under this Sublease, including any expense incurred with respect to environmental compliance, bankruptcy or any proceeding that involves the Sublessee, the Sublease, the Sublease Premises, improvements or personal property on the Sublease Premises. The Sublessee will make payment within 30 days of the date of each notice from Borough of any amounts payable under this provision.

(B) RENT OR RENTAL RATE ADJUSTMENT
(1) Rents and fees shall be subject to adjustment by the Borough on each anniversary date of the commencement of this Sublease for the length of the Sublease Term.

(2) Rent and fee adjustments will be based on increases in the National Consumer Price Index (CPI) for the twelve (12) month period preceding the anniversary date of this Sublease.

(3) The Borough shall give the Sublessee at least sixty (60) days written notice and amend this Sublease at least thirty (30) days prior to the effective date of a rent or fee adjustment.

(4) Rent or fee rate increases shall not exceed ten percent (10%) of the current rent or fee rates.

(5) Rates and charges can be changed at any time by changes to the Ketchikan Gateway Borough Code of Ordinances.
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ARTICLE 5

SURVEY, IMPROVEMENTS AND SECURITY DEPOSIT

(A) SURVEY
Not applicable.

(B) IMPROVEMENTS
(1) The Sublessee shall have the right to install, maintain and operate, at the Sublessee's expense, or in conjunction with other air carriers operating at the Airport, radio and telephone communications systems and meteorological and aerial navigation equipment. Locations of systems and equipment shall be subject to the approval of the Borough, provided that such approval not be unreasonably withheld unless such installation, maintenance and operation shall be such as to interfere with the reasonable use of the Airport by others, or is contrary to Federal Aviation Administration or other governmental regulations. Any antennae or other outside equipment required in connection with the foregoing shall be installed only at such location and in such a manner as approved by the Airport Manager. Such equipment shall not be allowed if it causes interference with federally installed and approved equipment or equipment previously approved by the Borough and properly installed.

(a) The Sublessee may engage third parties, or "contractors," to provide maintenance and service upon its aircraft or to furnish ground handling services at the Airport. The Sublessee shall not engage any contractor for work at the Airport unless that contractor is in good standing with the Borough pursuant to a written agreement to do business at the Airport. Any business conducted at the Airport is subject to compliance with the Borough's Minimum Standards. Any entity conducting business at the Airport may only do so subject to a written agreement with the Borough. Borough may impose rents and fees for facilities used or services provided at the Airport.

(b) The Sublessee shall assume all responsibility and liability in connection with any of its contractors at the Airport. The Sublessee shall appear, defend and indemnify Borough in any matter related to such contractors.

(c) The Sublessee shall be a surety for any payments due the Borough pursuant to contractor's agreement with the Borough, to the extent that such payments related to work performed for the Sublessee.

(d) The Sublessee shall waive all claims of any kind against Borough for Borough's actions against any contractor. The Sublessee shall hold Borough harmless for any damages caused to the Sublessee by Borough's actions to enforce its rights with a contractor doing business at the Airport even if such actions disrupt or interfere with the Sublessee‘s agreement with contractor.

(2) If the Sublessee makes any Improvements without the Borough’s approval then, upon notice to do so, the Sublessee shall remove them or change them to the
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reasonable satisfaction of the Borough. If the Sublessee fails to comply with such notice within thirty (30) days or to commence to comply and pursue diligently to complete, the Borough may affect the removal or change and the Sublessee shall pay to the Borough the reasonable cost of the removal or change.

(3) In the event the Airport, Terminal, Airport structures or any portion of them are damaged by fire, flood or other casualty, causing the Sublease Premises to be unusable or inaccessible, the Borough shall notify the Sublessee, within ninety (90) days of the date that the damage occurred, whether the damaged premises are to be repaired. If, in the Borough's determination, the damaged premises is to be repaired, the Borough shall repair the damage with due diligence and shall prorate the rent to the extent the Sublease Premises was rendered unusable.

(4) In the event the Sublease Premises or any portion of it is damaged by fire, flood or other casualty, causing the Sublease Premises to be unusable or inaccessible, the Sublessee shall notify the Borough within ninety (90) days of the date that the damage occurred and whether the damage is to be repaired.

(5) If the Sublease Premises or the building in which the Sublease Premises are located are totally or partially destroyed from a risk not covered by the insurance described in Article 12 (Insurance), rendering the Sublease Premises or the building in which the Sublease Premises are located totally or substantially unusable, the Sublessee may terminate this Sublease upon giving the Borough written notice. The Sublessee shall terminate sixty (60) days after the Borough’s receipt of the Sublessee’s termination notice. Upon termination of this Sublease under this Section, the Sublessee shall be discharged from all obligations under the terms of this Sublease. In such event the Borough shall pro rate the annual rent as of the date of termination of the Sublease and refund to the Sublessee any unused portion together with any prepaid rents and security deposit.

(6) Under no circumstances shall the Borough be required to restore any of the Sublessee's trade fixtures, improvements and/or personal property. Such excluded items are the sole responsibility of the Sublessee to restore.

(7) If Sublessee’s improvements are damaged to the extent that more than 50% of the space is unusable and the damage occurs within five years of the expiration of the term of this Sublease, Sublessee may terminate this Sublease by giving thirty (30) days written notice, after removing the damaged improvements and restoring the Sublease Premises to a clean and neat physical condition acceptable to the Borough.

ARTICLE 6

OWNERSHIP AND DISPOSITION OF IMPROVEMENTS

(A) OWNERSHIP OF PERMANENT IMPROVEMENTS
Permanent  improvements  on  the  Sublease  Premises,  excluding  Site  Development

Materials, constructed, placed, or purchased by the Sublessee remain the Sublessee’s
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property as long as this Sublease remains in effect, including any period of extension or holdover with the consent of the Borough.

(B) DISPOSITION OF SITE DEVELOPMENT MATERIALS
The Sublessee acknowledges that, once placed by the Sublessee, the removal from the Sublease Premises of Site Development Materials can damage the Sublease Premises, adversely affect surface water drainage patterns, and destabilize adjacent structures. When placed on the Sublease Premises by the Sublessee, Site Development Materials, including building pads parking areas, driveways and similar structures:

(a) become a part of the realty and the property of the State;

(b) unless otherwise directed by the Borough, must be maintained by the Sublessee throughout the term of this Sublease, including any extensions and periods of holdover; and

(c) may not be removed by the Sublessee without the prior written approval of the Borough.

(C) DISPOSITION OF PERSONAL PROPERTY AND PERMANENT IMPROVEMENTS OTHER THAN SITE DEVELOPMENT MATERIALS
(1) Unless the Borough otherwise directs under (3) of this section, when this Sublease expires, terminates or is cancelled and is neither extended nor followed by a successive sublease, the departing Sublessee may do one or more of the following:

(a) remove Sublessee-owned Permanent Improvements from the Sublease Premises, remediate any Contamination for which the Sublessee is responsible, and restore the Sublease Premises to a clean and neat physical condition acceptable to the Borough within 60 days after the expiration, cancellation, or termination date of this Sublease;

(b) sell Sublessee-owned Permanent Improvements to the succeeding Sublessee, remove all personal property, remediate any Contamination for which the Sublessee is responsible and leave the Sublease Premises in a clean and neat physical condition acceptable to the Borough within 60 days after notice from the Borough that the Borough has approved an application for a lease of the Sublease Premises by another person or such longer period specified in the notice, but in no event more than 180 days after the expiration, termination, or cancellation date of this Sublease;

(2) If the Sublessee shows good cause to the Borough, and if it is not inconsistent with the best interest of the Borough, the Borough will grant an extension of time that is sufficient to allow the Sublessee to remove or sell Sublessee-owned Permanent Improvements, remediate any Contamination for which the Sublessee is responsible and to restore the Sublease Premises to a clean and neat physical condition acceptable to the Borough under this section.
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(3) The Borough will, by written notice, direct the departing Sublessee to remove Sublessee-owned Permanent Improvements from the Sublease Premises, to remediate, consistent with applicable law, any Contamination for which a lessee is responsible under 17 AAC 45 and to restore the Sublease Premises to a clean and neat physical condition acceptable to the Borough if the Borough determines in writing:

(a) that the continued presence of the Permanent Improvements on the Sublease Premises are not consistent with either

(i) the applicable provisions of any statute or regulation, including any relating to noise or airport land use; or

(ii) any written airport program or plan required for compliance with applicable federal or state law;

(b) that the continued presence of the Permanent Improvements on the Sublease Premises is not in the best interest of the Borough; or

(c) that the Permanent Improvements present a hazard to public health or safety.

(4) The departing Sublessee to whom the Borough has issued direction under (5) of this section shall comply with the Borough's direction within 60 days after issuance of the direction and at no cost to the Borough. If the departing Sublessee shows good cause to the Borough and if it is not inconsistent with the best interest of the Borough, the Borough will allow in writing a longer period that is sufficient to allow the Sublessee to comply with the Borough’s direction. A departing Sublessee who fails to comply with a direction issued by the Borough under (3) of this section, shall, within 30 days of being billed by the Borough, reimburse the Borough for any costs reasonably incurred by the Borough, including legal fees and administrative costs, to enforce the Borough’s direction or to remove and dispose of unremoved Sublessee-owned permanent improvements, remediate any Contamination for which the Sublessee is responsible and restore the Sublease Premises.

(5) If the departing Sublessee does not timely remove or sell the Sublessee-owned Permanent Improvements on the Sublease Premises in accordance with the requirements of this section, any remaining Permanent Improvements and any remaining personal property of the departing Sublessee will be considered permanently abandoned. The Borough may sell, lease, demolish, dispose of, remove, or retain the abandoned property for Borough use as the Borough determines is in the best interest of the Borough. The departing Sublessee shall, within 30 days after being billed by the Borough, reimburse the Borough for any costs reasonably incurred by the Borough, including legal and administrative costs, to demolish, remove, dispose, clear title to, or sell the abandoned property and to remediate and restore the Sublease Premises.
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(6) After the expiration, termination, or cancellation of the Sublease, including any holdover period, the departing Sublessee loses all right to occupy or use the premises without the express or implied consent of the Borough. Except as the Borough notifies the departing Sublessee otherwise in writing, the Borough consents to the departing Sublessee's continued use and occupancy of the Sublease Premises to diligently accomplish the requirements of this section. Until the departing Sublessee relinquishes possession of and completely vacates the Sublease Premises under (7) of this section and notifies the Borough in writing that it has relinquished and vacated the Sublease Premises, the departing Sublessee shall perform the following as if the lease were still in effect,

(a) pay rent to the Borough;

(b) maintain the premises;

(c) provide the Borough with evidence of insurance coverage required under the Sublease; and

(d) cease using the premises other than to diligently accomplish the requirements of this section, and to comply with the other requirements of the Sublease.

(7) A departing Sublessee will not be considered to have relinquished possession and completely vacated the Sublease Premises until

(a) the departing Sublessee has

(i) remediated, consistent with applicable law, any Contamination for which the Sublessee is responsible under this chapter; and

(ii) restored the Sublease Premises to a clean and neat physical condition acceptable to the Borough; and

(b) either

(i) removed all of the Sublessee's Permanent Improvements and personal property from the premises or sold the Permanent Improvements and personal property to a succeeding Sublessee under the provisions of this section; or

(ii) transferred title to the Sublessee's Permanent Improvements and personal property that remain on the premises to the Borough.
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ARTICLE 7

MAINTENANCE, UTILITIES AND SNOW REMOVAL

(A) MAINTENANCE
(1) Sublessee will keep the Sublease Premises and all improvements on the Sublease Premises neat, safe, sanitary and presentable.

(2) All structures on the Sublease Premises must be painted, finished, or covered with a permanent exterior surface and be maintained in good condition by the Sublessee.

(3) At no cost to the Borough, the Sublessee will provide for all maintenance and services at the Sublease Premises necessary to facilitate the Sublessee's use of the Sublease Premises.

(4) The Sublessee further agrees to comply with all reasonable decisions and directions of the Borough's Airport management personnel regarding maintenance and general use of the Airport by the Sublessee.

(5) If the Borough determines that the Sublessee needs to maintain, clean, repair, replace, rebuild or repaint the Sublease Premises or Improvements on the Sublease Premises, the Borough will issue the Sublessee a notice of such, requiring the Sublessee

(a) to perform the work within seven (7) days if the Borough feels the failure to do so could endanger the safety of the public, employees or property of the Borough or other tenants at the Airport; or

(b) to perform the work within thirty (30) days if the work is considered by the Borough to be more than preventative maintenance work; or

(c) to perform the work within ninety (90) days if the worked is considered by the Borough to be preventative maintenance work.

If the Sublessee fails to perform the required maintenance work within the specified timeframe (or commence within the timeframe and diligently work to completion) the Borough may enter the Sublease Premises and perform the required maintenance, cleaning, repair, replacement, rebuilding or repainting work and may charge the reasonable cost of doing so to the Sublessee. Such reasonable costs shall include all direct and indirect costs of the Borough, its agents, contractors and employees, all financing costs, if any, and all allocations of fringe benefits, overhead, legal and administration charges the Borough deems appropriate.

(6) The Sublessee shall provide a complete and proper arrangement acceptable to the Borough for the adequate, sanitary handling and disposal of all garbage and other refuse accumulated as a result of the operation of the Sublessee’s business. The

Sublessee shall provide, pay for and use suitable, covered metal receptacles (unless otherwise approved by the Borough) for all garbage. The Sublessee shall not pile
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boxes, cartons, barrels or other items in an unsightly or unsafe manner, on or about the Sublease Premises.

(B) UTILITIES
(1) Except as otherwise specified in this Sublease, the parties agree that each shall, during the Sublease Term, furnish, maintain and timely pay, the utilities and other services indicated and specified as the obligation of each party listed on Exhibit C.

(2) Utilities, including, water, wastewater/sewage, electric and telecommunications are currently available to the Sublease Premises as outlined in the common areas. The

Borough agrees, at the Borough’s expense, to provide water, sewer and electric utility lines to the Sublease Premises.

(3) The Sublessee will be solely responsible for the cost of connecting to any utilities and maintaining the utility connections within the Sublease Premises except that the Borough shall be solely responsible for and shall maintain all utility conduits, connections, pipes and lines, whether underground or above ground, that provide utility services and connections to the Sublease Premises.

(4) If the Sublessee's utility or service requirements increase during the Sublease Term, the Sublessee shall pay the increased cost of such utilities or services. If the Borough is required to construct any new or additional utility installations over and above the utilities specified in (2) of this section, including wiring, plumbing, conduits and mains, resulting from the Sublessee's changed or increased utility or service requirements, the Sublessee shall pay to the Borough the total cost of the construction and installation of the new utilities.

(5) The Borough will not be held liable for any loss or damages sustained by the Sublessee for any failure, defect, deficiency or impairment of any water supply, drainage, sewer, electrical supply or other utility system serving the Sublease Premises or the Airport.

(C) SNOW REMOVAL
(1) At no cost to the Borough, the Sublessee will be responsible for plowing, removing and disposing of snow from the Sublease Premises to a Borough-approved location, or providing suitable storage within the boundaries of the Sublease Premises in accordance with all applicable Federal and State laws.

(2) Sublessee agrees to coordinate its snow removal activities on the Airport with the Borough's Airport personnel.

(3) Sublessee agrees not to allow an accumulation of snow on the Sublease Premises that would

(a) cause interference with adjoining leaseholders or other users of the Airport;
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(b) damage Airport fencing; or

(c) not comply with security or safety operations under this Sublease.

ARTICLE 8

OPERATIONS

(A) SECURITY AND CERTIFICATION
(1) The Sublessee will coordinate any Airport security matter with the Borough. If the Airport is operated under 49 CFR Part 1542 (Security) and 14 CFR Part 139 (Certification), the Sublessee will comply with all applicable requirements of the Borough's Airport Security Program, Airport Certification Manual, and Airport Emergency Plan. Upon written notice from Borough, Sublessee will, at its sole expense, promptly correct any violation or omission under the Airport Security Program or Airport Certification Manual within the time specified in the notice.

(2) If the Transportation Security Administration (TSA), the Federal Aviation Administration (FAA) or any other Federal, State or local government agency fines or otherwise imposes a monetary penalty on the Borough for a violation of a statute, ordinance, or regulation, and if the violation is caused by or based on, all or in part, an act or omission by the Sublessee or someone acting on the Sublessee’s behalf, the Sublessee will reimburse the Borough for the amount of the fine or penalty and any legal or other associated costs incurred by the Borough in responding to the violation. The Sublessee will reimburse the Borough for fines or penalties paid within 30 days after receipt of written notice from the Borough.

(B) AIRPORT OPERATIONS
(1) The Sublessee shall comply with applicable laws, orders, rules or regulations that the Borough issues or any other law, requirement, rule, regulation, ordinance, statute or order currently in force or put into force henceforth by the State, Federal or any other governmental agency; and instructions, requirements, and restrictions that the Borough or the Airport Manager has posted or indicated by sign, signal, or other control device, unless otherwise directed by an authorized person directing aircraft, vehicle, or pedestrian traffic. The Sublessee shall not hinder or obstruct another person, a vehicle or an aircraft from lawful use of the Airport.

(2) The Sublessee is required to coordinate the Sublessee's activities on the Airport with the Borough and to abide by the Borough’s decisions and directives regarding snow removal, maintenance, and general use of the Airport by the Sublessee, the Sublessee's personnel, employees, and any person acting on behalf of or under the authority of the Sublessee, and by the Sublessee's Sub-Sublessees, contractors, and guests, including customers and vendors. The Sublessee is responsible for all people while on tarmac while enplaning or deplaning from their aircraft. The tarmac is a non-public area and the Sublessee has to be within sight and sound of all passengers at all times while in these non-public areas.
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(3) The Sublessee shall ensure that any of its employees, agents and/or contractors who operate ground vehicles or equipment that require a State of Alaska, Commercial Driver's License (CDL), have a current CDL on their person while operating such vehicles or equipment on any portion of the Airport.

(4) The Sublessee agrees that the Borough has the sole right to adjust airport hours of operation, including the scheduling of the airport ferry system. The airport hours of operation are those published in the Alaska Supplement. The Sublessee agrees that requests from the Sublessee for airport services beyond normal airport hours of operation will be handled on a case-by-case basis and special charges and fees may be assessed by the Borough for such additional services rendered by the Borough to the Sublessee's customers, employees, guests, invitees, contractors or agents.

(5) The use of any roadway, taxiway or other way shall be subject to the Rules and Regulations of the Airport which are now in effect or which may hereafter be promulgated. The Airport Manager may, at any time, temporarily or permanently, close any roadway or taxiway or any Terminal entrance so long as a reasonable and safe means of ingress and egress remains available to the Sublessee.

(C) SUBLESSEE'S CONTROL AND RESPONSIBILITY
(1) The Sublessee is required to assume full control and sole responsibility for the activities of the Sublessee, the Sublessee's personnel, employees and persons acting on behalf of or under the authority of the Sublessee, anywhere on the Airport and for the activities of the Sublessee's Sub-Sublessees, contractors, and guests, including customers and vendors, on the Sublease Premises.

(2) The Sublessee is required to perform all operations authorized by the Sublease in a courteous, businesslike, responsible, orderly and proper manner, considering the nature of the operation so as not to unreasonably annoy, disturb, endanger or be offensive to others. The Sublessee will also ensure the safety of people and the Airport, the protection of public health and the environment and the safety and integrity of the Sublease Premises.

(3) The Sublessee is required to immediately notify the Borough of any condition, problem, malfunction or other occurrence that threatens the safety of the Airport, the safety of persons using the Airport, the public health or the environment or the safety or integrity of the Sublease Premises. The Sublessee shall give immediate notice to the Borough of any fire, fuel or other hazardous material spill or accident or any defect of Airport fixtures or equipments at the Sublease Premises or at the building which the Sublease Premises are a part.

(4) The Sublessee hereby releases and discharges the Airport, the Borough, its officers, employees and agents and all municipalities and other governmental authorities and their respective successors and assigns, from all claims, demands or causes of action which the Sublessee may take or have taken against them arising from the closing of any street, roadway or other area, provided that a reasonable and safe means of access to the Terminal and the Sublease Premises was available to the
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Sublessee, its employees, agents, customers and invitees, unless access was denied due to safety or security considerations or lawful exercise of the police power.

(5) The Sublessee shall not do, or permit anything to be done, which will interfere with the free access and passage of others to space adjacent to the Terminal or in any streets or roadways near the Terminal except that the Sublessee shall not interfere with the actions of individuals or groups, including employees of the Sublessee, exercising their lawful rights.

(6) The Sublessee shall not place, nor permit to be placed, any sign, light, notice or other display on the Sublease Premises or elsewhere at the Airport without the prior written consent of the Airport Manager. The Sublessee shall not make any change after such consent without further approval of the Airport Manager. The Sublessee shall maintain all approved signs or other items in a neat and attractive condition and appearance. The Borough may require that the Sublessee submit to the Airport Manager written drawings, sketches, design dimensions or descriptions of proposed signs or other items prior to approval being given.

(7) The Sublessee shall take all reasonable measures to reduce, to a practicable minimum, vibrations tending to damage any equipment, structure, buildings or portions of buildings.

(8) The Sublessee shall take all reasonable measure to control the conduct and demeanor of its officers, agents and employees and, upon objection from the Borough concerning the conduct or demeanor of any such person, to immediately take all lawful steps necessary to remove or remediate the cause of the objection. The Sublessee agrees to require its employees to wear suitable attire and if the Borough shall so request, to wear or carry badges or other suitable means of identification, which identification shall be subject to the prior and continuing approval of the Borough.

(D) RADIO INTERFERENCE
The Sublessee shall not install or use any radio transmitting equipment or other device or cause any electrical or electronic disturbance that may cause interference with the radio communication system or other radio equipment at the Airport or with air navigational or flight equipment on the Airport or on aircraft using the Airport, without the prior written approval of the Airport Manager.

The Sublessee agrees to stop using any machine or device that interferes with any government operated transmitter, receiver, or navigation aid until the cause of the interference is eliminated.

(E) WILDLIFE
The Sublessee acknowledges that a concentration of birds or other wildlife on an airport constitutes a significant hazard to aircraft operations. The Sublessee agrees to keep the Sublease Premises clean of fish slime, fish waste, or any other material or item that might
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attract birds or other wildlife. The Sublessee accepts full responsibility to maintain the Sublease Premises in a manner that will not attract wildlife.

(F) PARKING
The Sublessee is required to provide vehicle, equipment, and aircraft parking space, snow storage, and drainage on the premises adequate for the Sublessee's activities on the premises or confine parking to such other places on the Airport as designated in writing by the Borough.

ARTICLE 9

ENVIRONMENTAL PROVISIONS

(A) HAZARDOUS SUBSTANCE
(1) If Hazardous Substances are present on the Sublease Premises, the Sublessee agrees to have properly trained personnel and adequate procedures for safely storing, dispensing, and otherwise handling Hazardous Substances in accordance with all applicable federal, state, and local laws.

(2) Sublessee will promptly give the Borough notice of proceedings to abate or discuss matters with federal or state regulatory agencies relating to the presence or release of a Hazardous Substance on the Sublease Premises or from the Sublessee's operations on the Airport. The Sublessee will allow the Borough to participate in such proceedings or discussions.

(3) Sublessee will provide notification to the Borough of any non-petroleum based Hazardous Substance used or stored on the Sublease Premises.

(4) If Sublessee provides annual reporting to the Environmental Protection Agency (EPA) as a Small or Large Quantity Hazardous Waste Generator, or if a Notification of Regulated Waste Activities form is submitted to EPA, Sublessee shall provide Borough with a copy of the EPA submission.

(B) ENVIRONMENTAL LIABILITY BASELINE
(1) The Sublessee assumes financial responsibility to the Borough for any Contamination in, on, and under the Sublease Premises and any Affected Property, except for Contamination that is identified in an Environmental Liability Baseline. This is without prejudice to the Sublessee's right to seek contribution or indemnity from either prior Sublessees of the Sublease Premises and Affected Property, or other potentially responsible parties except for the Borough.

(2) The procedures for establishing an Environmental Liability Baseline shall be as follows:

(a) If the Sublessee wants to establish an Environmental Liability Baseline for all or any portion of the Sublease Premises, the Sublessee shall provide the Borough
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with an Environmental Assessment for that portion of the Sublease Premises. The Environmental Assessment shall be performed according to standard industry procedures.

(b) If the Sublessee discovers Contamination in, on, or under the surface of the Sublease Premises, for any portion of the Contamination to be considered for inclusion in the Environmental Liability Baseline, the Sublessee must demonstrate by clear and convincing evidence to the satisfaction of the Borough that the Contamination proposed for inclusion was not caused or Materially Contributed To by the Sublessee or the Sublessee's operations or activities nor assumed by the Sublessee by reason of assignment. In light of the Sublessee's responsibility under Article VIII, Operations, (C) Sublessee's Control and Responsibility, of this Sublease for the acts of its sub-sublessees, contractors, and guests on the Sublease Premises, Contamination caused or Materially Contributed To by activities of the Sublessee's sub-sublessees, contractors, and guests on the Sublease Premises are deemed to be Materially Contributed To by the Sublessee.

(c) Only that portion of Contamination not caused or Materially Contributed To by the Sublessee or the Sublessee's operations or activities, nor assumed by the Sublessee by reason of assignment, shall be included in the Environmental Liability Baseline.

(3) The procedures for adding to an existing Environmental Liability Baseline shall be as follows:

(a) If, after an Environmental Liability Baseline is established for any portion of the Sublease Premises, the Sublessee discovers Contamination in, on, or under the surface of that portion of the Sublease Premises having an Environmental Liability Baseline, which Contamination the Sublessee or the Sublessee's operations or activities did not cause or Materially Contribute To, and which the Sublessee did not assume by reason of assignment, the Sublessee may, at its own cost, submit an additional Environmental Assessment reflecting that information to the Borough for the Borough's consideration to add to the Environmental Liability Baseline. The Sublessee's additional Environmental Assessment must demonstrate by clear and convincing evidence to the satisfaction of the Borough which portion of the additional Contamination on the Sublease Premises was not caused or Materially Contributed To by the Sublessee or the Sublessee's operations or activities nor assumed by the Sublessee by reason of assignment.

(b) Only that portion of Contamination not caused or Materially Contributed To by the Sublessee or the Sublessee's operations or activities, nor assumed by the Sublessee by reason of assignment, may be added to the existing Environmental Liability Baseline.
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(4) When the Borough receives the Sublessee's Environmental Assessment to establish the Environmental Liability Baseline or to add to an existing Environmental Liability Baseline, the Borough, in its sole discretion, will do one of the following:

(a) Accept the findings of the Sublessee's Environmental Assessment as the Environmental Liability Baseline for that portion of the Sublease Premises being assessed or to add to the existing Environmental Liability Baseline.

(b) Reject the findings of the Sublessee’s Environmental Assessment for that portion of the Sublease Premises being assessed and of the Sublessee the opportunity to perform additional environmental testing if the Borough determines in writing that the findings of the Environmental Assessment are inadequate to develop an Environmental Liability Baseline or to add to an existing Environmental Liability Baseline. The Borough's written rejection of the Sublessee's submittal(s) will be based on failure of the Sublessee's Environmental Assessment to either:

(i) follow generally accepted professional practices in determining the environmental condition of the Sublease Premises and the presence of Contamination in, on, or under the surface of the Sublease Premises; or

(ii) demonstrate the portion of the Contamination that was not caused or Materially Contributed To by the Sublessee or the Sublessee's operations or activities, nor assumed by the Sublessee by reason of assignment.

(c) Perform additional environmental testing at the Borough's expense to verify the environmental condition of that portion of the Sublease Premises being assessed. If the results of the Borough's tests conflict with the Sublessee's Environmental Assessment, the Borough and the Sublessee will negotiate in good faith an Environmental Liability Baseline or an addition to the existing Environmental Liability Baseline for that portion of the Sublease Premises being assessed.

(5) If, after the Environmental Liability Baseline for any portion of the Sublease Premises is established, it is discovered that the presence of a Hazardous Substance identified in the Environmental Liability Baseline was caused or Materially Contributed To by the Sublessee or its operations, or assumed by the Sublessee by reason of assignment, the Environmental Liability Baseline shall be amended to delete that portion of the Contamination. The Borough will have the burden of proof in establishing that the Sublessee caused or Materially Contributed To this Contamination or that the Contamination was assumed by the Lessee by reason of assignment.

(C) ENVIRONMENTAL INDEMNIFICATION
If Contamination of the Sublease Premises or other properties by a Hazardous Substance occurs from the Sublessee's operations on the Sublease Premises that is not in

Sublessee’s Environmental Baseline, the Sublessee will indemnify, defend, and hold the
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Borough harmless from any and all claims, judgments, damages, penalties, fines, costs, liabilities, or losses, including, but not limited to, sums paid in settlement of claims, attorney's fees, consultant fees, and expert fees, which arise during or after the term of this Sublease as a result of such Contamination. This indemnification of the Borough by the Sublessee includes, but is not limited to, costs incurred in connection with any investigation of site conditions or any cleanup, remediation, removal, or restorative work required by any federal, state, or local governmental agency because of a Hazardous Substance being present in the soil or groundwater on or under the Sublease Premises or other properties affected by the Contamination.

(D) REMEDIATION
(1) In the event of a Hazardous Substance spill on the Sublease Premises, the Sublessee will immediately notify the Borough and the Alaska Department of Environmental Conservation and act promptly, at its sole expense, to contain the spill, repair any damage, absorb and clean up the spill area, and restore the Sublease Premises to a condition satisfactory to the Borough and otherwise comply with the portions of Title 17 and Title 18 of the Alaska Administrative Code applicable to lessees responsibilities for notification and remediation of hazardous substance spills.

(2) In addition to any notices required by this Sublease, the Sublessee will immediately notify and copy the Borough in writing of any of the following:

(a) any permit, enforcement, clean up, lien, removal or other governmental or regulatory action instituted, completed, or threatened pursuant to any Environmental Law;

(b) any claim made or threatened by any person against the Sublessee or arising from the Sublessee's operations authorized by this Sublease, relating to damage, contribution, compensation, loss or injury resulting from, or claimed to result from, any Hazardous Substances in, on, or under the Airport; or

(c) any report made to any environmental agency arising out of or in connection with any Hazardous Substances in, on, or removed from the Sublease Premises, including any complaints, notices, warnings or asserted violation.

(3) The Borough is under no obligation to remediate Contamination identified in an Environmental Assessment, except the Borough agrees to remediate, or have responsible parties remediate, the Contamination identified in the Environmental Liability Baseline if the Sublessee or Borough is required to remediate by an agency with such authority. In the event of such required remediation, the Borough will make a reasonable effort to coordinate the remediation with the Sublessee to minimize disruption of the Sublessee's operations and damage to the Sublessee's improvements and property. The Sublessee releases and holds the Borough harmless for all costs associated with the damage to, relocation and removal of, and the repair of Sublessee's improvements and property that results from this remediation.
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(4) Remediation and restoration of the affected area must meet all applicable state and federal laws and regulations and must meet the requirements of all governing regulatory authorities.

(E) ACTION AGAINST POTENTIALLY RESPONSIBLE PARTIES
Nothing contained in this Sublease shall restrict either the Borough or the Sublessee from seeking and obtaining cleanup efforts, costs, or damages from other potentially responsible parties for Contamination identified in the Environmental Liability Baseline.

(F) ENVIRONMENTAL AUDIT
Sublessee will provide Borough all investigative data, test results, or reports as part of or in relation to any Environmental Assessment, characterization or audit which Sublessee performs or causes to be performed after the starting date of this Sublease. The Sublessee will submit the data, result, or report to the Borough within 60 days following the date on which it becomes available to the Sublessee.

(G) RELEASE OF SUBLESSEE
The Borough releases the Sublessee from liability to the Borough for Contamination and the presence of Hazardous Substances identified by the Environmental Liability Baseline that was not caused or Materially Contributed To by the Sublessee nor assumed by the Sublessee by reason of assignment.

(H) SURVIVAL OF OBLIGATIONS - BOROUGH
The Borough's release of the Sublessee and the Borough's covenant to remediate as discussed in this Article will survive the cancellation, termination or expiration of this Sublease.

(I) BOROUGH'S RIGHT TO PERFORM ENVIRONMENTAL ASSESSMENT
Upon the cancellation, termination, or expiration of this Sublease, or any time the Borough has cause to believe the Sublease Premises may have been contaminated, or that Contamination of other property on the Airport may have originated on the Sublease Premises, the Borough may perform an Environmental Assessment on the Sublease Premises or on potentially Affected Property to establish the presence and source of any Contamination and describe the environmental condition of the Sublease Premises or potentially Affected Property. If the Borough performs such assessment before cancellation, termination, or expiration of this Sublease, the Borough shall minimize interference with the Sublessee's operations while performing the assessment. The Borough will assume the cost of the assessment if Contamination is not found on the Sublease Premises and no Contamination that originated on the Sublease Premises or caused by the Sublessee or the Sublessee's operations or activities is found on potentially Affected Property. If such Contamination is found on either the Sublease Premises or
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potentially Affected Property, the Sublessee shall pay the costs of assessment and cleanup of any Contamination not included in an Environmental Liability Baseline.

ARTICLE 10

LAWS AND TAXES

(1) This Sublease is issued subject to all applicable requirements of State statutes and regulations in effect during the term of this Sublease, including those related to the leasing of lands and facilities and the granting of privileges at State airports. All references to regulations contained in this Sublease shall be construed to incorporate any amendments to those regulations. In the event any regulation referred to in this Sublease shall be repealed, the reference shall be construed to incorporate any contemporaneously or subsequently adopted regulation addressing the same or similar subject matter.

(2) The Sublessee will comply with all applicable requirements imposed on the Airport or the Borough by federal law to ensure that the Borough’s eligibility for federal money or for participation in a federal aviation program by the Airport or the Borough is not jeopardized and with all orders issued by the Borough.

(3) At no expense to the Borough, the Sublessee will obtain all necessary licenses and permits, pay all taxes and special assessments lawfully imposed upon the Sublease Premises, and pay other fees and charges assessed under applicable law. Nothing in this Sublease prevents the Sublessee from challenging any taxes or special assessments to the appropriate authority under applicable procedures.

(4) The Borough shall not be liable to the Sublessee for a diminution or deprivation of the Sublessee’s rights under this Sublease because of the Borough’s exercise of any authority under this section. The Sublessee shall not be entitled to terminate the whole or any portion of this Sublease by reason of the exercise of such authority, unless the exercise shall interfere with the Sublessee's use and occupancy of the Sublease Premises to the extent that a termination would be permitted under the laws of the State of Alaska.

(5) The laws of the State of Alaska will govern in any dispute between the Sublessee and Borough. If a dispute continues after exhaustion of administration remedies, any lawsuit must be brought in the courts of the State of Alaska, in Ketchikan within the First Judicial District.

(6) This Sublease is subordinate in all respects to all issued general obligation, revenue or other bonds, securities, or encumbrances issued in regard to the Ketchikan International Airport. This Sublease shall be subject to all prior exceptions, reservations, leases, licenses, easements, restrictions and rights-of-way of record affecting the Sublease Premises and the Sublessee agrees not to violate such.
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ARTICLE 11

INDEMNIFICATION AND CLAIMS

(A) INDEMNIFICATION
(1) The Sublessee will indemnify, save harmless, and defend the State, the Borough, its officers, agents, and employees from and against any and all liabilities, losses, suits, administrative actions, claims, awards, judgments, fines, demands, damages, injunctive relief or penalties (specifically including civil penalties assessed by the FAA, TSA, USDOT or any other federal agency) of any nature or kind to the full extent of the loss or obligation for property damage, personal injury, death, violation of any regulation or grant agreement, or any other injury or harm, including sums paid in settlement of claims, attorney fees, consultant fees, expert fees, or any other costs and expenses, directly or indirectly arising from, connected to or on account of this Sublease as it relates to the Sublessee, the Sublessee’s activities at or relating to the Airport, or any act or omission by the Sublessee, or by any of its officers, employees, agents, contractors or sub-sublessees.

(B) CLAIMS
(1) The Sublessee shall give the Borough prompt notice of any suit, claim, demand, lawsuit, action or other matter affecting the Borough to which (1) of this section may apply, together with a copy of any letter by an attorney on behalf of a complainant, any complaint filed in court, and any notice or complaint by any regulatory agency. The Sublessee shall also use counsel acceptable to the Borough in carrying out its defense obligations under this paragraph, and the Borough shall also have the right, at its option, to participate cooperatively in the defense of and settlement negotiations regarding any such matter, without relieving the Sublessee of any of its obligations under this provision. These indemnity obligations are in addition to, and not limited by, the Sublessee’s obligation to provide insurance, and shall survive the expiration or earlier termination of this Sublease.

(2) As to any amount paid to others for personal injury or property damage with respect to which an act or omission of the Borough is a legal cause, notwithstanding (1) of this section, the Sublessee and the Borough shall reimburse each other according to the principles of comparative fault. If liability to a third party is subject to apportionment according to comparative fault under this provision, the Sublessee and the Borough shall seek in good faith to achieve non-judicial agreement as to apportionment of fault as between themselves. This apportionment of liability between the Borough and the Sublessee shall not be construed to affect the rights of any person who is not a party to this Sublease.
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ARTICLE 12

INSURANCE

(A) THE BOROUGH’S INSURANCE
(1) The Borough will maintain comprehensive general liability and property insurance for the Airport, Terminal and other facilities at the Airport during the Sublease Term. The insurance policy shall provide that any proceeds shall be made payable to or for the benefit of the Borough.

(2) The Borough shall pay the premiums for such insurance; however the Sublessee may not use, nor authorize any of its employees, agents, contractors, representatives or other persons who are subject to its direction or control to use the

Airport in any manner that will increase the Borough’s insurance rates or cause cancellation of any of the Borough’s insurance policies. If the rate of any insurance carried by the Borough is increased as a result of the use or actions of the Sublessee or its employees, agents, contractors, representatives or other persons who are subject to its direction or control, the Sublessee shall pay to the Borough the difference between the original premium and the increased premium the earliest of:

(a) at least thirty (30) days before the date the Borough is obligated to pay the increased premium on the insurance; or

(b) within sixty (60) days after the Borough delivers to the Sublessee a certified statement from the Borough’s insurance carrier stating that the rate increase was caused solely by the occupancy, activity or inactivity of the Sublessee or its employee, agent, contractor, representative or other person subject to its direction or control, on or near the Sublease Premises or on the Airport.

(B) THE SUBLESSEE’S INSURANCE
(1) The failure of the Borough at any time to enforce the provisions of this Sublease concerning insurance coverage shall not constitute a waiver of those provisions nor in any respect reduce the obligation of the Sublessee to defend and to hold and save the Borough harmless with respect to any claims or items of injury or damage covered by this section.

(2) The Sublessee shall carry and maintain, during the entire Sublease Term, at the Sublessee's sole cost and expense, the following types of insurance in the amounts specified below:

(a) Liability Insurance:

Commercial General Liability Insurance with limits of not less than One Million Dollars ($1,000,000.00) per occurrence combined single limit, insuring against any and all liability of the Sublessee with respect to the Sublease Premises or arising out of the maintenance, use or occupancy thereof. The policies shall contain a Cross-Liability endorsement, or coverage. Coverage can be written
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on an aviation form if such coverage is substantially similar to the standard Commercial General Liability form.

(b) Property Insurance:

On all of its personal property, fixtures, improvements and alterations in, on or about the Sublease Premises, a policy of Property Insurance with coverage written under the Special Causes of Loss form including Theft (also known as "All Risk" Property Insurance). The proceeds of any such policy shall be used by the Sublessee for the replacement of personal property or the restoration of the Sublessee's improvements or alterations.

(c) Automobile Liability:

Business Auto Liability Insurance covering all of the Sublessee's owned, non-owned and hired vehicles used in connection with the Sublease Premises. The coverage limit under this policy shall be no less than One Million Dollars ($1,000,000.00) per claim.

(d) Worker's Compensation:

Worker's Compensation insurance in accordance with all applicable laws.

(3) The Sublessee's obligation to insure under this section may be satisfied by appropriate amendment, rider or endorsement on any blanket policy or policies carried by the Sublessee.

(4) The Sublessee shall provide the Borough with proof of insurance coverage in the form of a valid insurance policy or a certificate of insurance coverage and any endorsements or changes referenced on the policy or certificate. All policies required by this section must comply with all of the following:

(a) Name the Borough as an additional insured on all policies under (B)(1)(a) and (B)(1)(c) of this section;

(b) Include a waiver of subrogation against the Borough in the policies required under (B)(1)(a) and (B)(1)(d) of this section; and

(c) Provide that the Sublessee and the Borough be notified at least thirty (30) days prior to any termination, cancellation or material changes in the insurance coverage. Notification need not be made for changes in the Sublessee's insurance policy coverage that are deemed to have no effect on the Borough.

(5) The procuring of policies of insurance will not limit the Sublessee's liability under this Sublease or fulfill the indemnification provision and requirements and other obligations of this Sublease. The Sublessee shall still be obligated for the full and total amount of any damage, injury or loss caused by negligence connected with this Sublease or with the use or occupancy of the Sublease Premises.
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(6) Each policy or certificate of insurance shall be deposited with the Borough in a timely fashion without any lapse in coverage. The Borough shall have the right to inspect the Sublessee's records at reasonable times to confirm that the required insurance coverage remains in force.

(C) WAIVER OF SUBROGATION
The Sublessee agrees to waive their respective rights of recovery or claim against the Airport or the Borough for any loss or damage to the Sublease Premises, the Terminal or their contents (excluding aircraft) resulting from fire or other insurable property hazards caused by the Borough. Notwithstanding Article 11 (Indemnification) of this Sublease, any fire or property insurance policies carried by the Sublessee will include a waiver of subrogation clause waiving any rights of subrogation against the Airport or the Borough.

(D) SELF-INSURED RETENTION
The Sublessee agrees that there shall be no unfunded Self-Insured Retention (SIR). Any funded SIR to cover the deductible portion of a claim shall be limited to an amount not greater than Fifty Thousand Dollars ($50,000.00) per incident except in the case of SIR for Worker's Compensation where the deductible portion of a claim shall be limited to an amount not greater than One Hundred Thousand Dollars ($100,000.00) per incident.

ARTICLE 13

GENERAL PROVISIONS

(A) LIENS
(1) The Sublessee will keep the Airport, Terminal, Sublease Premises and improvements placed on the Sublease Premises free of all liens for any obligations incurred by Sublessee. The Sublessee will pay all costs for labor and materials arising out of any construction or improvements by the Sublessee on the Sublease Premises, and hold the Borough harmless from liability for any liens, including costs and attorney fees. The Borough does not recognize that it is in any way liable for any liens on the Sublease Premises or improvements placed on the Sublease Premises. This restriction does not prohibit the assignment of interest for security purposes if the Borough approves the assignment in writing.

(2) If the Sublessee receives a notice of a lien being filed against the Airport, Terminal, Sublease Premises or improvements thereon, it will, within 30 days after receiving such notice, either discharge the lien or contest the validity of the lien and hold the Borough harmless from liability for the liens, including costs and attorney fees.

(3) The Sublessee will provide a bond to the Borough securing the lien payment until it is discharged. The Borough shall give the Sublessee a reasonable opportunity to cure or bond a lien when it is contested in good faith.
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(B) CONDEMNATION
This section shall only apply to condemnation by an entity other than the Borough.

(1) Entire Taking:

In the event that the entire Sublease Premises are condemned by any proper authority, including a taking by inverse condemnation, this Sublease shall terminate as of the date of the taking and the entire award shall be paid to the Borough except the Sublessee shall be paid the part of the award which has been expressly set aside for tenant improvements and fixtures which the Sublessee is entitled to remove upon the termination of this Sublease. The Sublessee shall not be compensated for consequential or severance damages including business damage, claims for lost profits or subleasehold advantage.

(2) Partial Taking:

In the event that only a part of the Sublease Premises are condemned by any proper authority, including a taking by inverse condemnation, this Sublease shall automatically terminate as to the part taken. The rent due under this Sublease for the remainder of the Sublease Premises shall be negotiated and adjusted. Any award shall be paid to the Borough except the Sublessee shall be paid the part of the award which has been expressly set aside for tenant improvements and fixtures which the Sublessee is entitled to remove upon the termination of this Sublease. The Sublessee shall not be compensated for consequential or severance damages including business damage, claims for lost profits or subleasehold advantage.

Displacements necessitated by Airport changes and improvements under Article 3 of this Sublease shall be governed by that Article and shall not constitute a condemnation under this section.

(C) NOTICES
All notices by either party required or permitted under this Sublease shall be in writing sent by first class or higher priority mail, electronic transmission, or hand delivery, to the contact details set out on page one of this Sublease or any other contact details that the parties subsequently designate in writing. Unless otherwise agreed to in writing, the parties will also supply to the other party, as promptly as possible, and in any event, within 15 days after the involved party first receives or sends the same, copies of all claims, reports, complaints, notices, liens or warnings, or asserted violations relating in any way to the Sublease Premises or the Sublessee's use of the Airport.

(D) MODIFICATION
Upon written notification to Sublessee, the Borough may modify this Sublease to meet the revised requirements of federal or state grants or to conform to the requirements of any revenue bond covenant to which the Borough is a party; provided that a modification may not cause the Sublessee financial loss, or reduce the rights or privileges granted to the
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Sublessee by this Sublease, except that any such modification may substitute rights or privileges that are substantially similar or of comparable value.

(E) VALIDITY OF PARTS
If any provision of this Sublease is declared to be invalid by a court of competent jurisdiction, the remaining provisions will continue in full force.

(F) INTERRELATIONSHIP OF PROVISIONS
All provisions of this Sublease including exhibits, supplements, and addenda are essential parts of this Sublease and are intended to be cooperative, provide for the use of the Sublease Premises, and describe the respective rights and obligations of the Borough and Sublessee. In case of a discrepancy, written dimensions govern over scaled dimensions unless obviously incorrect.

(G) RELATIONSHIP OF PARTIES
Nothing herein shall be deemed or construed by the parties, nor by any third party, as creating the relationship of principal and agent or of partnership or of joint venture between the parties. Also, it being understood and agreed that neither method of computation of rent nor any other provision contained herein, nor any acts or the parties hereto, shall be deemed to create any relationship between the parties other than the relationship of the Borough and the Sublessee.

(H) TERMINOLOGY
Whenever the singular number is used, the same shall include the plural, and the masculine gender shall include the feminine and neuter genders.

(I) INTEGRATION AND MERGER
This Sublease sets out all the terms, conditions, and agreements of the parties and supersedes any previous understandings or agreements regarding the Sublease Premises whether oral or written. No modification or amendment of this Sublease is effective unless in writing and signed by both the parties.

(J) EXECUTION BY THE PARTIES
This Sublease is of no effect until the Sublessee and Borough or their duly authorized representative has signed it.

(K) CAPTIONS
The captions of the provisions of this Sublease are for convenience only and do not define, limit, describe, or construe the contents of any provision.
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(L) ADDITIONAL INFORMATION
The Borough may, from time to time, require the Sublessee to provide such documentation as the Borough may reasonably require establishing the Sublessee’s continuing qualification for this Sublease.

(M) RIGHTS OF CONSTRUCTION
This Sublease is intended to make public property available for private use, while at all times protecting the public interest to the greatest extent possible. Following the rule that transfers of interest in public property are to be strictly construed in favor of the Borough, all rights granted to the Sublessee under this Sublease will be strictly construed, and all rights of the Borough and protections of the public interest will be liberally construed.

(N) SUBLESSEE ACKNOWLEDGEMENT
The Sublessee acknowledges that the Sublessee has read this Sublease and fully understands its terms, that the Sublessee has been fully advised or has had the opportunity of advice by separate legal counsel, and voluntarily executes this Sublease. Sublessee also acknowledges and agrees that the rule of interpretation under which a document is construed against the drafter will not apply to this Sublease.

(O) APPROVAL BY BOROUGH
Any approval required of the Borough by this Sublease will not be unreasonably withheld.

The Borough’s approval does not waive the Sublessee's legal responsibility or liability to comply with all applicable federal and state laws and regulations.

(P) NONWAIVER
The failure of the Borough to insist in any one or more instances upon the strict performance by the Sublessee of any provision or covenant in this Sublease may not be considered as a waiver or relinquishment for the future, but the provision or covenant will continue in full force. The waiver by the Borough of any provision or covenant in this Sublease cannot be enforced or be relied upon unless the waiver is in a writing authorized by and signed on behalf of the Borough. No waiver of default of any part of this Sublease by either party may operate as a waiver of any subsequent default of any part of this Sublease that is to be performed by the other party. Consent or notice by either party may not be construed as consent or notice in the future.

(Q) TERMS CONSTRUED AS COVENANTS AND CONDITIONS
Every term and each provision of this Sublease performable by either party shall be construed to be both a covenant and a condition.
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(R) SUCCESSORS AND ASSIGNS
Except as otherwise provided herein, the covenants, agreements and obligations herein contained shall extend to bind and insure to the benefit not only of the parties hereto but their respective personal representatives, heirs, successors and assigns.

(S) TIME OF THE ESSENCE
Time is of the essence of each term, condition, covenant and provision of this Sublease.

(T) REMEDIES CUMULATIVE
Each of the rights and remedies of the parties hereto shall be construed as cumulative and to be in addition to any other rights or remedies that may now or hereafter be provided by law or equity.

(U) THE BOROUGH’S RIGHT TO EXAMINE RECORDS
The Sublessee shall allow the Borough to inspect and copy any and all books and records relating to the Improvements. The Borough expressly acknowledges and agrees that this provision shall not entitle the Borough to the right to inspect and copy confidential and proprietary documents of the Sublessee, unless otherwise agreed by the Sublessee. For purposes of this paragraph, confidential and proprietary documents shall include, but not be limited to, Federal and State income tax reporting, internal company memorandums, financial statements, business plans, corporate minute books, accountant’s files and records and internal policies and procedures including personnel manuals and handbooks.

(V) DISCRIMINATION
The Sublessee will not discriminate on the grounds of race, color, religion, national origin, ancestry, age, or sex against any patron, employee, applicant for employment, or other person or group of persons in any manner prohibited by federal or state law. The Sublessee recognizes the right of the Borough to take any action necessary to enforce this provision, including actions required pursuant to any federal or state law.

(W) AFFIRMATIVE ACTION
(1) If required by 14 CFR Part 152, subpart E, the Sublessee will undertake an affirmative action program to insure that no person will be excluded from participating in any employment activities offered by the Sublessee on the grounds of race, creed, color, national origin, or sex. No person may be excluded on these grounds from participating in or receiving the services or benefits of any program or activity covered by subpart E. The Sublessee further agrees that it will require its suborganization(s) provide assurance to the Borough to the same effect that they will also undertake affirmative action programs and require assurances from their suborganization(s) as required by 14 CFR, Part 152, subpart E.

Ketchikan Airport

Page 32 of 49

(2) The Sublessee, for it, its heirs, personal representatives, successors in interest and assigns, as a part of the consideration hereof, does hereby covenant and agree that in the event facilities are constructed, maintained, or otherwise operated on the Airport, for a purpose for which a United States Government program or activity is extended, the Sublessee shall maintain and operate such facilities and services in compliance with all other requirements imposed pursuant to Title 49, Code of Federal Regulations, Department of Transportation, Subtitle A, Office of the Secretary, Part 21, Nondiscrimination in Federally-assisted programs of the Department of Transportation - Effectuation of Title VI of the Civil Rights Act of 1964, and as said Regulations may be amended. The Sublessee agrees to comply with all pertinent provisions of the American's with Disabilities Act of 1990, P.L. 101-336, July 26, 1990, 42 USC 12101, et seq, and all pertinent regulations pursuant thereto. The Sublessee shall not discriminate in the use of this premises or any access thereto if such premises are used as a public accommodation or in connection with a public service. The Sublessee will not discriminate against any employee or applicant for employment because of race, creed, color, sex, national origin, age, disability or marital status.

(3) The Sublessee shall include the foregoing provisions in every agreement or concession pursuant to which any person or persons, other than the Sublessee, operates any facility at the Airport providing service to the public and shall include thereon a provision granting the Borough a right to take such action as the United States may direct to enforce such covenant.

(4) The Sublessee shall indemnify and hold harmless the Airport and the Borough from any claims and demands of third persons including the United States of America resulting from Sublessee's noncompliance with any of the provisions of this Section and the Sublessee shall reimburse the Borough for any loss or expense incurred by reason of such noncompliance.

(X) QUIET ENJOYMENT & RIGHT OF INSPECTION
The Sublessee is entitled to quiet enjoyment of the Sublease Premises subject to the terms of this agreement and the Borough’s right of ingress to and egress from the

Sublease Premises, including buildings, and the right to enter any part of the Sublease Premises for the purpose of inspection at any reasonable time, subject only to the

Borough’s best efforts, except in the case of an emergency, to coordinate its inspection with the Sublessee to minimize interference with the Sublessee’s activities on the

Sublease Premises.

ARTICLE 14

ASSIGNMENTS AND SUB-SUBLEASES

(A) ASSIGNMENTS AND SUB-SUBLEASES
(1) The Sublessee will not assign, sub-sublet, assign a sub-sublease or grant a security interest assignment either expressly or by implication, the whole or any part of this Sublease, the Sublease Premises, or any improvement on the Sublease Premises
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without the written consent of the Borough. Any such attempted assignment or sub-subletting shall be void and of no force or effect and may, at the option of the Borough, be deemed a material breach and a basis for termination of this Sublease.

(2) All provisions in this Sublease extend to and bind the sub-sublessees and assignees of the Sublessee.

(3) The Borough’s consent to one assignment, sub-sublease or security interest assignment will not waive the requirement of obtaining the Borough’s consent to any subsequent assignment or sub-sublease.

(4) An assignee or sub-sublessee may not occupy the Sublease Premises before the Borough consents to the assignment or sublease in writing.

(5) In the event of a conflict between this Sublease and an assignment or a sub-sublease, the terms of this Sublease govern. A provision stating this priority must be included in each assignment and sub-sublease, but is implied in all assignments whether stated or not.

(B) ASSIGNMENTS
(1) The Borough may approve an assignment of this Sublease if all of the following conditions are met:

(a) In the Borough's reasonable opinion, the proposed assignment is in the best interest of the Airport's operation;

(b) The Sublessee assigns the Sublease to an assignee qualified under the State's regulations to execute the assignment and capable of complying with all the requirements of this Sublease; and

(c) The Sublessee assigns this Sublease for an amount not exceeding the rent the Borough charges for that space plus the cost of the Sublessee's improvements and personal property transferred as part of the assignment.

(2) An assignment must include a provision stating that the assignee accepts responsibility for all of the assignor’s obligations under this Sublease, including environmental liability and responsibility.

(3) The Sublessee shall be entitled to assign the Sublease to an organized or incorporated business entity that the Sublessee owns, controls and manages not less than seventy-five percent (75%) of the voting and ownership interest. Any single or cumulative transfer of more than 50 percent interest in a joint venture, partnership, limited liability company, corporation or other dual or multi-party entity which is a Sublessee under this Sublease is an assignment of an interest subject to approval by the Borough.
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(4) The Borough’s and State’s consent to assignment of this Sublease shall not be unreasonably withheld.

(C) ASSIGNMENT OF INTEREST FOR SECURITY PURPOSES The Borough agrees that the Sublessee shall be entitled to:

(1) Grant a security interest, mortgage, deed of trust, pledge and financing statement

(Security Interest) against the Sublessee’s subleasehold interest under this Sublease, in favor of a lender, to obtain lender financing that secures the improvements and business conducted within the Sublease Premises. A creditor’s rights under a Security Interest shall entitle the creditor to succeed to all rights, interest, and entitlements of the Sublessee under this Sublease, subject to the creditor’s acknowledgement and agreement to be legally bound by the terms, conditions and obligations of this Sublease.

(2) Record a lien, security interest, mortgage, deed of trust, pledge and financing statement that encumbers the Sublessee’s trade fixtures, improvements and equipment situated within the Sublease Premises that do not become the Borough’s property upon termination of this Sublease.

(D) SUB-SUBLEASES
(1) The Borough, at its discretion, may consent to a sub-sublease if:

(a) In the Borough's reasonable opinion, the proposed sub-sublease is in the best interest of the Airport's operation;

(b) The Sublessee sub-subleases the space for an amount not exceeding the rent the Borough charges for that space plus the Sublessee's maintenance and operation costs, an allowance for amortization of the Sublessee's improvements and a fifteen percent (15%) administrative charge;

(c) The term of any sub-sublease does not extend beyond the expiration of the term of this Sublease; and

(d) The Borough has no comparable vacant space available for the proposed sub-sublease.

(2) Consent to a sub-sublease by the Borough does not relieve or otherwise alter the obligations of the Sublessee under this Sublease.
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ARTICLE 15

HOLDOVER AND TERMINATION

(A) CANCELLATION
The Borough may, after 30 days’ written notice to the Sublessee, cancel this Sublease and recover possession of the Sublease Premises if any of the following violations occur, unless the violation is cured within the 30 days:

(1) The Sublessee fails to pay when due the rents, charges, or fees specified in this Sublease, including any increases made under this Sublease and any taxes, assessment or other government charges due.

(2) The Sublessee's checks for payment of rents, charges, or fees are returned for insufficient funds; or if the Sublessee’s credit or debit card is not accepted by the issuing financial institution.

(3) The Sublessee uses or authorizes the use of the Sublease Premises for any purpose not authorized by this Sublease.

(4) The Sublessee fails to provide information required by this Sublease.

(5) The Sublessee files a voluntary petition for bankruptcy or insolvency or the court enters a judgment of insolvency against the Sublessee.

(6) A custodian, trustee, receiver, agent or similar person is appointed for the Sublessee's assets in a proceeding brought by or against the Sublessee.

(7) Failure by the Sublessee to comply with any of the terms or provisions of this Sublease, including, but not limited to land development and Permanent Improvement requirements of this Sublease.

(B) TERMINATION BY THE SUBLESSEE
The Sublessee may terminate this Sublease:

(1) If the Sublessee is prohibited by lawful authority from using the Sublease Premises because of any deficiency or unsafe operating condition at the Airport for a period exceeding sixty (60) days. The Sublessee may terminate this Sublease after the sixty (60) days by giving the Borough thirty (30) days advance written notice.

(2) If the Borough does not perform any material covenant in this Sublease for a period of sixty (60) days after written notice of default to the Borough by the Sublessee. The Borough will be deemed to have cured the default if the Borough commences to cure the default within the sixty (60) day period and diligently continues the cure to completion.
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(3) Within the first year, should the Sublessee be denied lender financing for construction of the Improvements. Termination under this paragraph shall become effective sixty (60) days after the Borough receives written notice of the termination.

(C) HOLDOVER AND CONTINUED OCCUPANCY
(1) If the Borough has not directed the Sublessee to vacate the premises upon expiration of the Sublease, then if the Sublessee continues to occupy the premises in holdover after the expiration of the Sublease, the holdover ends on the earliest of the following, regardless of any rent accepted by the Borough:

(a) the date on which the Borough and the Sublessee execute a term extension for the Sublease or a new Sublease for the premises; or

(b) the date on which the Borough or the Sublessee terminates the holdover upon not less than 30 days' notice; or

(c) the 180th day after the expiration of the Sublease.

(2) If the Sublessee continues to occupy the Sublease Premises in Holdover under this Article, the Sublessee will continue to pay the Borough rent after the expiration, termination, or cancellation of this Sublease and to abide by the Sublease obligations, including providing any required proof of insurance coverage, through the date Sublessee relinquishes possession of and completely vacates the Sublease Premises. Borough will consider the Sublease Premises vacated if:

(a) The Sublessee has remediated any environmental Contamination for which the Sublessee is responsible; and

(b) The Sublessee has removed or otherwise disposed of any Sublessee-owned permanent or removable improvements and personal property; and

(c) The Sublessee has restored the Sublease Premises to a neat and clean physical condition acceptable to Borough.

(D) REASONABLE CURE
(1) In the case of a violation that cannot be reasonably cured within 30 days, a notice of cancellation issued by the Borough to the Sublessee under this Article is stayed if, within the 30-day notice period, the Sublessee begins and continues expeditious action to cure the violation. The Borough will determine if a violation cannot be reasonably cured within 30 days and what constitutes expeditious action.

(2) In the case where, in Borough’s sole determination, the Sublessee’s violation is considered an imminent threat to the Airport, public health or safety, or the environment, Borough will direct the Sublessee to stop the activity immediately and may reduce the period to cure the violation, or the Borough may correct the violation pursuant to E(2) of this section.
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(E) RIGHT OF BOROUGH TO PERFORM
(1) If, after 30 days following notice, the Sublessee fails or refuses to perform any action required by this Sublease, the Borough will have the right, but not the obligation, to perform any or all such actions required by this Sublease at the sole expense of the Sublessee. The Borough will not take action if the Sublessee begins and continues expeditious action to perform any action required by this Sublease that cannot be reasonably completed within 30 days. The Borough will, at its sole discretion, determine what constitutes expeditious action and if an action cannot be reasonably performed in 30 days.

The Sublessee is required to pay, within 30 days of the billing date, any cost or damage that the Borough incurs to enforce or protect the Borough's rights under the Sublease or due to any failure of the Sublessee to comply with a provision of the Sublease, including a cost to correct a violation including legal fees and administrative costs;

(2) If the Sublessee fails or refuses to perform any action that has been deemed an imminent threat the Borough will have the right, but not the obligation, to perform any or all such actions required to expeditiously correct the imminent threat. If the Borough acts to correct a violation or omission by the Sublessee, the Borough may seek reimbursement from the Sublessee of all costs, plus interest at the rate provided in AS 45.45.010, that the Borough incurs in acting to correct the violation or omission, including site assessment costs, cleanup costs, collection costs, legal and administrative costs, applicable fines, and costs resulting from interference with or delay of Airport projects or operations.

(F) WAIVER
A waiver by the Borough of any default by the Sublessee of any provision of this Sublease will not operate as a waiver of any subsequent default. If the Borough waives a default, the Borough is not required to provide notice to the Sublessee to restore or revive any term or condition under this Sublease. The waiver by the Borough of any provision in this Sublease cannot be enforced or relied upon unless the waiver is in writing and signed on behalf of the Borough. The Borough's failure to insist upon the strict performance by the Sublessee of any provision in this Sublease is not a waiver or relinquishment for the future, and the provision will continue in full force.

(G) AIRPORT RESTRICTION
If the Borough’s operation of the Airport by action of the Federal Government, or any department or agency thereof, or by the State of Alaska, or any agency thereof, is materially restricted for a period of not less than sixty (60) days, the Borough may terminate this Sublease immediately and exercise all rights of entry and reentry upon the Sublease Premises.

Ketchikan Airport

Page 38 of 49

(H) DISASTERS
The Sublessee or Borough may cancel this Sublease upon written notice to the other party if:

(1) the Sublease Premises becomes unusable through no fault of either party and performance under this Sublease becomes impossible; or

(2) the Airport becomes unusable through no fault of either party and the performance under this Sublease becomes impossible.

If the Sublessee elects in writing that it will continue to operate after notice from Borough to Sublessee that the Airport has become unusable, the Sublessee’s obligations under the Sublease will continue but Borough is under no obligation to continue to perform. Causes for termination of the Sublease under this provision include acts of God, the public enemy, and the United States.

(I) NATIONAL EMERGENCY
If the federal government declares a national emergency, neither party may hold the other liable for any inability to perform any part of this Sublease as a result of the national emergency.

ARTICLE 16

FUELING OPERATIONS AND FUEL STORAGE

(A) SELF FUELING
The Sublessee may conduct self-fueling operations only on the Sublease Premises or on an area of the Airport designated for commercial fueling.

(B) FUEL STORAGE
(1) If fuel is stored on the Sublease Premises, the fuel storage facility must be in compliance with 17 AAC 45.055 and installed and plumbed according to all Environmental Laws, 13 AAC 50, 14 Code of Federal Regulations (CFR) Part 139 (if applicable), and all comply with all applicable federal and state laws.

(2) The Sublessee will keep all equipment used in conjunction with the Sublessee’s

Fueling operations on the Airport in a safe and properly functioning condition.

(3) At any time, the Borough has the right to inspect all Fueling equipment used by the Sublessee on the Airport to determine if the Sublessee's Fueling equipment and operations conform to the applicable laws, regulations, and codes. The Sublessee, prior to any further Fueling operations, will accomplish any corrective action deemed necessary by the Borough.
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(4) If Sublessee fuels aircraft or vehicles, all dispensing operations must be in compliance with 17 AAC 45.055 and will meet current requirements for fueling and fire safety as described in applicable federal and state laws and regulations.

(5) If required under 40 CFR 112, Sublessee agrees that before performing any fueling function on an airport, Sublessee will maintain and submit to the Borough a copy of the operator's Spill Prevention, Control, and Countermeasures Plan prepared under 40 CFR 112.

(C) HAZARDOUS MATERIALS SPILL RESPONSE PLAN (SRP)
(1) The Sublessee shall develop, maintain and provide a copy to the Airport Manager of a Hazardous Materials Spill Response Plan describing the procedures and training for the Sublessee's employees, agents and contractors who handle hazardous materials at the Airport. The SRP must include

(a) the measures the operator will take to prevent a release of fuel;

(b) the steps the operator will take, in the event of a release of fuel, to

(i) stop the release; and

(ii) contain and prevent spreading or migration of any fuel released;

(c) the operator's plan for immediate notification describing any release of fuel to the airport manager and to each regulatory agency that requires such a report;

(d) a contact list of phone numbers for the Sublessee's key company personnel and agency personnel;

(e) an inventory list of available response equipment and supplies on hand to be used to control and clean up an accidental release;

(f) an inventory of protective clothing and devices for the safety of personnel responding to a hazardous material release;

(g) the training each employee, agent and/or contractor has received before being allowed to handle hazardous materials at the Airport; and

(h) how the contaminated cleanup materials are to be disposed of after a release response by the Sublessee.

(2) Sublessee further agrees to have a copy of the SRP located at Sublessee’s fuel storage facility at all times.

(3) Neither the submission of a plan by the Sublessee or an operator under this Article, nor the receipt of the plan by the Borough may be construed as approval or endorsement of the plan by the Borough.
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(4) The Sublessee shall ensure that its fueling personnel or agents have sufficient hazardous material release control and clean up supplies and training to control and clean up accidental releases that occur as a result of the Sublessee's tenancy and operations at the Airport.

ARTICLE 17

DEFINITIONS

For the purposes of this Sublease the following terms are defined as follows:

(1) Contamination -- the unpermitted presence of any released Hazardous Substance.

(2) Environmental Assessment -- means an assessment of property, prepared in a manner consistent with generally accepted professional practices, that is supported by reports and tests that determine the environmental condition of property and the presence, type, concentration, and extent of any Hazardous Substance in, on, and under the surface of the property.

(3) Environmental Law -- any federal, state, or local statute, regulation, ordinance, code, permit, order, decision, or judgment from a governmental entity relating to environmental matters, including littering and dumping, including 42 USC 7401-7671q (Clean Air Act); 33 USC 1251-1387 (Federal Water Pollution Control Act); 42 USC 6901-6992k (Resource Conservation and Recovery Act); 42 USC 9601-9657 (Comprehensive Environmental Response, Compensation, and Liability Act); 49 USC 5101-5127 (Hazardous Materials Transportation Act); 15 USC 2601-2692 (Toxic Substances Control Act); AS 46 (Alaska Water, Air, Energy, and Environmental Conservation Acts); and the provisions of 18 AAC (Environmental Conservation), implementing AS 46.

(4) Environmental Liability Baseline -- a document based on an Environmental Assessment that identifies Contamination in, on, or under the surface of the Sublease Premises that was neither caused nor Materially Contributed To by the Sublessee, nor assumed by the Sublessee by reason of assignment. If an Environmental Assessment determines the presence of Contamination in, on, or under the surface of the Sublease Premises that was Materially Contributed To by the Sublessee, the Environmental Liability Baseline will include only that portion of the Contamination not caused or Materially Contributed To by the Sublessee or the Sublessee’s operations, nor assumed by the Sublessee by reason of assignment.

(5) Fuel -- any motor fuel or liquid heating fuel including gasoline, aviation gasoline, jet fuel, diesel fuel, kerosene, propane, and liquid natural gas.

(6) Fueling -- delivering or dispensing fuel, defueling and refueling, or any other transfer of fuel on Airport property.

(7) Hazardous Substance -- a substance that is defined under an Environmental Law as hazardous waste, Hazardous Substance, hazardous material, toxic, pollutant, contaminant, petroleum, petroleum product, or oil.
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(8) Borough -- The State of Alaska, Department of Transportation and Public Facilities’ employee or other person designated by the commissioner or a regional director to act for the department, including an airport manager.

(9) Materially Contributed To -- to play a substantial role in causing or increasing the release or migration of a Hazardous Substance in a reportable quantity as defined under an applicable Environmental Law.

(10) Permanent Improvement -- a fixed addition or change to land that is not temporary or portable, including a building, building addition, a well associated with a building, and a fuel tank of not less than 1,000 gallons capacity and affixed to a permanent foundation, but not site development work, Site Development Materials and items of ordinary maintenance, such as glass replacement, painting, roof repairs, door repairs, plumbing repairs, floor covering replacement, or pavement patching.

(11) Self-fueling -- the dispensing of fuel to an aircraft or vehicle for use by the aircraft or vehicle using fueling apparatus owned or leased by the owner or operator of the aircraft or vehicle.

(12) Site Development Materials -- materials used for site development, including geotextile, fill, gravel, paving, and pavement reinforcement materials.
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LESSOR CONSENT TO SUBLEASE

Pursuant to Prime Lease ADA-05175, the Lessor consents to the Borough entering into the foregoing Sublease provided that the Borough shall remain responsible to the Lessor for compliance with all the terms of said Prime Lease.

If there is a conflict between the above referenced Prime Lease and the Sublease or its underlying documents, the terms of the Prime Lease govern.

The Lessor further agrees that in the event the State of Alaska takes over or otherwise assumes operation of the Airport during the Sublease Term, the Sublessee shall be entitled to conduct the Authorized Uses subject to all of the terms and conditions of this Sublease for the remainder of the Sublease Term and the State of Alaska shall be substituted in the place and stead of the Borough, including the right to enforce all of the terms and conditions in this Sublease in the same manner and to the same extent as could the Borough.

DATED this
day of
, 2013.
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State of Alaska

Department of Transportation and Public Facilities

Statewide Aviation Leasing

By:


(Typed Name)


Title
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PREMISES DRAWING
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EXHIBIT B

RENTS AND FEES

AIRLINES OPERATING AGREEMENT AND TERMINAL SUBLEASE

Scott Air LLC.

RENTS


	AREA
	Square Feet
	Rate
	Total Monthly Rent

	First Floor Office
	192
	$2.84 per sq ft
	$545.28

	Ramp
	376
	$1.36 per sq ft
	$511.36

	First Floor Queuing
	226
	$2.55 per sq ft
	$576.30

	First Floor Ticketing
	194
	$2.84 per sq ft
	$550.96

	Mail room office space
	100
	$1,36 per sq ft
	$136.00

	Totals
	1088
	
	$2319.90

	
	
	
	


FEES

Landing fees and fuel flowage fees are set in code and available on Borough web site.
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EXHIBIT C

UTILITIES AND SERVICES

AIRLINES OPERATING AGREEMENT AND TERMINAL SUBLEASE

Islandair

Except as otherwise provided for in this Sublease, the Borough and the Sublessee shall provide and pay for the utilities and services as follows:

	
	
	
	Leased Premises
	
	
	Leased Premises

	
	
	
	
	
	
	
	
	

	
	
	
	(Inside Terminal)
	
	
	(Outside Terminal)

	
	
	Borough Sublessee
	Borough
	Sublessee

	1.
	ELECTRICITY
	
	
	(x)
	( )
	( )
	(x)

	
	NOTE: the Sublessee will be responsible for electricity in exclusive use area.

	2. WATER
	
	
	(x)
	( )
	( )
	(x)

	3.
	TELEPHONE
	
	
	( )
	
	(x)
	( )
	(x)

	4.
	HEAT
	
	
	(x)
	( )
	( )
	(x)

	5.
	JANITORIAL
	
	
	( )
	
	(x)
	( )
	(x)

	6. GARBAGE REMOVAL
	( )
	
	(x)
	( )
	(x)

	7.
	SEWER
	
	
	(x)
	( )
	( )
	(x)

	8. LIGHT BULB REPLACE
	( )
	
	(x)
	( )
	(x)

	9. TERMINAL P.A. SYSTEM N/A
	(x)
	( )
	( )
	(x)

	10. OTHER:
	N/A
	( )
	
	( )
	( )
	( )
	


Janitorial services provided by the Borough shall be general in nature (No office housekeeping). This will include removal of burnable office waste paper and like materials. Removal and disposal of construction materials, equipment maintenance materials, and other such waste products shall be the sole responsibility of the Sublessee.
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IN WITNESS WHEREOF, the parties hereto have set their hands the day and year stated in the acknowledgments below.

KETCHIKAN GATEWAY BOROUGH


DAN BOCKHORST, Borough Manager

ATTEST:


KACIE PAXTON, Borough Clerk

APPROVED AS TO FORM:


Scott Brandt-Erichsen

Borough Attorney

SCOTT AIR, LLC

dba Island Air Express


By:


Title:


Date:
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ACKNOWLEDGMENT

LIMITED LIABILITY COMPANY

STATE OF ALASKA
)

) ss.

FIRST JUDICIAL DISTRICT )

I, _______________________, a Notary Public, in and for the State of Alaska, hereby

certify
that
___________________________________________,
whose
name
as

manager/member of _________________________________, LLC., is signed to the foregoing

instrument and who is known to me, acknowledged before me on this day that, being informed of the contents of the instrument, he or she, as such officer and with full authority, executed the same voluntarily for and as the act of said limited liability company.

WITNESS my hand and official seal the day and year in this certificate above written.


(Seal)
NOTARY PUBLIC FOR


My Commission Expires:
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	BOROUGH ACKNOWLEDGMENTS
	

	STATE OF ALASKA
	)
	
	
	
	

	
	) ss.
	
	
	
	

	FIRST JUDICIAL DISTRICT )
	
	
	
	

	THIS IS TO CERTIFY that on this
	
	day of
	
	, 2015, before me,


the undersigned, a notary public in and for the State of Alaska, duly commissioned and sworn, personally appeared Dan Bockhorst to me known to be the Borough Manager of the Ketchikan Gateway Borough, a municipal corporation, the corporation which executed the above and foregoing instrument; who on oath stated that he was duly authorized to execute said instrument on behalf of said corporation; who acknowledged to me that she signed the same freely and voluntarily on behalf of said corporation for the uses and purposes therein mentioned.

WITNESS my hand and official seal the day and year in the certificate first above written.

	(Seal)
	
	
	
	NOTARY PUBLIC FOR ALASKA
	

	
	
	
	
	My Commission Expires:__________

	STATE OF ALASKA
	)
	
	
	
	
	
	

	
	) ss.
	
	
	
	
	

	FIRST JUDICIAL DISTRICT )
	
	
	
	
	

	THIS IS TO CERTIFY that on this
	
	
	day of
	
	, 2015, before


me, the undersigned, a notary public in and for the State of Alaska, duly commissioned and sworn, personally appeared Kacie Paxton to me known to be the Borough Clerk of the Ketchikan Gateway Borough, a municipal corporation, the corporation which executed the above and foregoing instrument; who on oath stated that she was duly authorized to execute said instrument on behalf of said corporation; who acknowledged to me that she signed the same freely and voluntarily on behalf of said corporation for the uses and purposes therein mentioned.

WITNESS my hand and official seal the day and year in the certificate first above written.

	(Seal)
	NOTARY PUBLIC FOR ALASKA

	
	My Commission Expires:__________
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