CITY OF EL PASO DE ROBLES
“The Pass of the Oaks”

CITY COUNCIL AGENDA
ADJOURNED REGULAR MEETING

Wednesday March 11, 2009 7:00 PM

MEETING LOCATION: PASO ROBLES LIBRARY/CITY HALL
CONFERENCE CENTER, 1000 SPRING STREET

PLEASE SUBMIT ALL CORRESPONDENCE FOR CITY COUNCIL PRIOR
TO THE MEETING WITH A COPY TO THE CITY CLERK

PLEASE REFRAIN FROM CELL PHONE USE DURING THE MEETING
PLEASE TURN RINGER OFF

7:00 PM — CONVENE REGULAR MEETING

CALL TO ORDER - Downstairs Conference Center
PLEDGE OF ALLEGIANCE

INVOCATION

ROLL CALL  Councilmembers John Hamon, Nick Gilman, Ed Steinbeck, Fred Strong, and
Mayor Duane Picanco

PUBLIC COMMENTS

This is the time the public may address the Council on items other than those scheduled on the
agenda. PLEASE SPEAK DIRECTLY INTO THE MICROPHONE AND BEGIN BY STATING YOUR NAME AND
ADDRESS. EACH PERSON AND SUBJECT IS LIMITED TO A 3-MINUTE DISCUSSION. Any person or subject
requiring more than three minutes may be scheduled for a future Council meeting or referred to
committee or staff. Those persons wishing to speak on any item scheduled on the agenda will be
given an opportunity to do so at the time that item is being considered.



DISCUSSION

1. Proposed Subleases — Kim Lilly Lease
M. Williamson, Assistant City Manager

For the City Council to determine whether the proposed sublease(s) at property leased
by Kim Lilly comply with FAA policy.

OPTIONS:

For the City Council to adopt a resolution determining that the evidence in the
record regarding ground lease rental rates at other airports for aircraft storage
supports a finding that the proposed sublease rents of 17.54 cents per square
foot for a five-year sublease term, 16.54 cents per square foot for a one-year
sublease term, and 14 cents per square foot for a month-to-month sublease term
is fair and reasonable and hereby approves the proposed sublease form

submitted by Kim Lilly.

b. Amend, modify or reject the above option.

ROLL CALL VOTE

ADJOURNMENT:

. THE PCCHA TRAINERS DINNER AT THE PASO ROBLES EVENT CENTER
IN COMMERCIAL BUILDING NUMBER 2 AT 6:00 P.M., FRIDAY, MARCH
13, 2009

. THE REGULAR MEETING AT 7:30 PM ON TUESDAY, MARCH 17, 2009,
AT THE LIBRARY/CITY HALL CONFERENCE CENTER, 1000 SPRING
STREET

Any writing or document pertaining to an open session item on this agenda which is
distributed to a majority of the City Council after the posting of this agenda will be
available for public inspection at the time the subject writing or document is distributed.
The writing or document will be available for public review in the City Clerk’s Office, 1000
Spring Street, Paso Robles, CA, during normal business hours, and may be posted on the
City’s web site at http://www.prcity.com/government/citycouncil/agendas.asp.

All persons desiring to speak on an agenda item are asked to fill out Speaker Information
Cards and place them at the Staff Table prior to public discussion of that item. Each
individual speaker will be limited to a presentation total of three (3) minutes per item.
AMERICANS WITH DISABILITIES ACT Any individual, who because of a disability
needs special assistance to attend or participate in this meeting, may request assistance
by contacting the City Clerk’s Office (805) 237-3960. Whenever possible, requests should
be made four (4) working days in advance of the meeting.

THE DEADLINE FOR SUBMITTING ITEMS FOR THE NEXT
REGULAR COUNCIL MEETING IS MARCH 27, 2009

COUNCIL AGENDA 11 MARCH 2009




TO:

FROM:

SUBJECT:

DATE:

James L. App, City Manager

Meg Williamson, Assistant City Manager

Proposed Subleases — Kim Lilly Lease

March 11, 2009

NEEDS:

FACTS:

For the City Council to determine whether the proposed sublease(s) at property leased
by Kim Lilly comply with FAA policy.

1.

1172301v2 32866/3004

The City and B. Kim Lilly entered into a lease for certain premises at the Paso
Robles Airport on March 1, 1979. The lease has been amended and the current
term of the lease (the "Lease") expires on July 1, 2033.

The Lease allows Mr. Lilly to use the premises primarily for aircraft storage.
There are approximately 46 hangar spaces on the premises, seven of which are
owned by Mr. Lilly. For the past several years, he has subleased space to
approximately 35 hangar operators, who paid for and installed portable hangars
and who also paid for a portion of certain on-site improvements. A number of
these subleases expired in August 2007, at which time Mr. Lilly proposed new
subleases with rent of 17.5 cents per square foot, which was significantly higher
than the rent paid under the existing subleases. The Lease requires that Mr.
Lilly submit any proposed subleases to the City for approval. It also requires
that Mr. Lilly not impose unreasonable charges or fees.

Staff began receiving telephone calls from several of Mr. Lilly's subtenants
complaining that proposed rental increases were well above market rate rents.

Because the Paso Robles airport receives federal funds, the City, as the
designated airport sponsor is required to comply with certain Federal Aviation
Administration ("FAA") requitements. Among these ate FAA Otder No.
5190.6A and Grant Assurance No. 22, which require the City to assure that the
airport is available to users on fair, reasonable and nondiscriminatory terms.

The City has not previously been required to review proposed rental rates in
airport subleases because the parties have generally agreed upon the terms prior
to the subleases being submitted to the City for approval. In this case, the City
received a number of complaints from similarly —situated subtenants about the
proposed rent increases. In addition, no other tenant at the airport has as many
subtenants as Mr. Lilly. Because of the subtenants' allegations and the FAA
requirements, the City felt compelled to ascertain if the proposed rents were
fair, reasonable and nondiscriminatory.

In September 2007, the City requested that Mr. Lilly provide, among other
things, documentation that the proposed sublease rents were fair and
reasonable, and suggested means by which such documentation could be
provided, including comparisons to rents charged at airports comparable to the

City's.

The City made it clear to all parties that it did not have the authority to set rents,
but only to review them. It also confirmed with the local FAA compliance
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officer that its proposed approach of requesting documentation to assure that
the proposed rental rates was reasonable and would satisfy the City's obligations
under the FAA requirements.

In the meantime, Mr. Lilly executed new subleases with a number of subtenants,
at the rental rate of 17.5 cents per square foot. However, several of these
subtenants claimed they had executed the new subleases under duress since
their old subleases were about to expire. However, Mr. Lilly subsequently also
entered into agreements extending the terms of the original subleases, at a rental
rate of 10 cents per square foot, to allow the parties time to negotiate the terms
of a new sublease.  Although the term of those extensions expired, the
subtenants have remained on site, as month-to-month tenants at the same rental
rate.

Over several months in 2008, there were several communications between Mr.
Lilly and his attorneys, and the attorney for a group of the hangar subtenants,
Graham Lyons, and the City. These issues included: (i) the extent of the City's
right to review rental rates; (i) whether Mr. Lilly was in default in the Lease for
failing to obtain City approval for certain subleases; (iii) differing interpretations
of the FAA requirements; and (iv) what airports were "comparable” to the one
in Paso Robles.

In August 2008, Mr. Lilly's attorney submitted a letter with a chart showing
rents at other airports as evidence to support his proposed rent of 17.5 cents
per square foot, for a sublease term of five years. He also proposed rent of 16.5
cents for a one-year term and 14 cents per square foot for a month-to-month
sublease. Some of the airports included as comparable facilities were Meadows
Field (Bakersfield); El Cajon; Hayward, Van Nuys; Riverside; Mammoth Lakes;
Montgomery Field (San Diego) and San Luis Obispo.

In October 2008, Mt. Lyons, on behalf of several of Mr. Lilly's subtenants,
submitted a letter disputing some of the data gathered by Mr. Lilly's consultant
and challenging some of the airports listed as being comparable to Paso Robles.
In addition, he stated that it would be very difficult for the subtenants, who
have sizable investments in the hangars, to relocate their hangars and therefore
they could face significant economic losses. Mr. Lyons proposed that, based on
the other rents charged at the Paso Robles Airport, the appropriate rent should
be 5.27 cents per square foot, which is less than the rent paid by the subtenants
under their original subleases and less than the month-to-month holdover rent.

One reason for the disparities in the rental rates quoted by Mr. Lilly's consultant
and by Mr. Lyons is that, in addition to the locations of the airports, tenants are
paying for different things. In some instances, the tenant is only paying for
unimproved square footage, while in other cases, the tenant is actually renting a
hangar.

The proposed sublease form, as submitted by Mr. Lilly to the City on March 4,
makes the textual changes requested by the City. In addition, the proposed
rental and terms are as follows:

* 17.54 cents per square foot — five-year term

*16.54 cents per square foot — one-year term



*14 cents per square foot for month-to-month term

ANALYSIS &

CONCLUSION: As stated above, the City does not have the authority to establish rental rates for airport
subleases. As the airport sponsor, however, it does have the obligation to monitor rents
and to assure that the fees and charges at the airport, which includes the rents charged to
subtenants are fair, reasonable and nondisctiminatory. The information submitted by
Mr. Lilly's consultant, even after taking into account the comments from Mr. Lyons'
consultant, indicates that the proposed rents for the subleases are within the range of
rents charged at other comparable airports.

PoOLICY
REFERENCE: FAA Otrder 5190.6A; FAA Grant Assurance No. 22.

FIiscAL

IMPACT: No direct fiscal impact to City.

OPTIONS: a. For the City Council to adopt a resolution determining that the evidence in the
record regarding ground lease rental rates at other airports for aircraft storage
supports a finding that the proposed sublease rents of 17.54 cents per square
foot for a five-year sublease term, 16.54 cents per squate foot for a one-year
sublease term, and 14 cents per square foot for a month-to-month sublease
term is fair and reasonable and hereby approves the proposed sublease form
submitted by Kim Lilly.

b. Amend, modify or reject the above option.

Attachments:

1. Proposed resolution No. 09___

2. Proposed Sublease form, with modifications

3. August 18, 2008 letter from William O'Connor

4.  September 11, 2008 letter from William O'Connot
5. October 8, 2008 letter from Graham Lyons

6. October 24, 2008 letter from William O'Connor
7. February 17, 2009 letter from Iris Yang

Agenda Item 1 Page 3 of 87
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RESOLUTION NO. 09-

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF EL PASO DE ROBLES
FINDING THAT THE SUBLEASE RENTAL RATES AND TERMS PROPOSED BY
B. KIM LILLY ARE FAIR AND REASONABLE AND APPROVING THE PROPOSED
SUBLEASE FORM

WHEREAS, B. Kim Lilly ("Lessee") leases certain premises at the Paso Robles Airport,
which lease term extends to July 1, 2033; and

WHEREAS, pursuant to the lease (the "Lease"), Section XII of the Lease provides that the
Lessee may not enter into any subleases without the written consent of the City; and

WHEREAS, because the City has received funds from the Federal Aviation Administration
("FAA") and is the designated "airport sponsot" for the Paso Robles Airport, it is required to
comply with certain regulations and orders from the FAA (the "FAA Regulations"); and

WHEREAS, FAA Order No. 5190.6A and Grant Assurance No. 22 require the City to
assure that the airport is available to users on fair, reasonable and nondiscriminatory terms; and

WHEREAS, for the last several years, Lessee has subleased space on the premises to
approximately 35 hangar operators who paid for and installed portable hangars and also paid for a
portion of the costs of certain on-site improvements; and

WHEREAS, prior to the expiration of many of those subleases in August 2007, Lessee
proposed new sublease terms which included rental rates significantly higher than those then being
paid by Lessee's subtenants; and

WHEREAS, several of Lessee's subtenants (the "Subtenants") claimed that the proposed
sublease rents far exceeded the fair market rent and were therefore unfair and unreasonable; and

WHEREAS, Lessee and Subtenants executed extensions to their original subleases to
provide for time to negotiated mutually acceptable terms, during which extension term Subtenants
paid rent of 10 cents per square foot; and

WHEREAS, while the FAA Regulations do not allow the City to establish rental rates for
subleases proposed by City's lessees, City believes it has the obligation to monitor such rates to
comply with the requirements of the FAA Regulations; and

WHEREAS, because of the complaints from Lessee's subtenants, City requested Lessee to
provide evidence that the proposed rental rates and terms for the hangar subleases were fair and
reasonable and suggested various methods by which such documentation could be provided,
including, but not limited to, ascertaining rents of similar facilities at airports comparable to the Paso
Robles Airport; and
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WHEREAS, the City confirmed with the FAA compliance division that the City's proposed
method of determining whether the proposed sublease terms was fair and reasonable would comply
with the City's obligations as the airport sponsor; and

WHEREAS, Lessee provided documentation of rental rates charged to subtenants at other
airports which indicated that Lessee's proposed rent of 17.5 cents per squate foot was within the
range of rents being charged at such facilities; and

WHEREAS, the Subtenants submitted a letter disputing some of the data submitted by
Lessee, including data from other airports, and stated their belief that a reasonable rent for the new
subleases should be 5.27 cents per square foot, which is lower than that provided in the expired
subleases; and

WHEREAS, the disparity in the data submitted by Lessee and Subtenants apparently is due
in part to the locations of the airports, whether the subtenants are renting ground space or hangars,
and other factors; and

NOW, THEREFORE BE IT RESOLVED by the City Council of the City of El Paso de
Robles as follows:

a. The proposed form of Sublease and Modifications to Sublease, attached hereto as
Exhibit A and incorporated herein by reference, are approved, provided, however, that Lessee
incorporate the Modifications into each executed sublease so that the terms are integrated into a single
document; and

b. Based on the evidence submitted, the City Council believes that Lessee's proposed
sublease terms do not appear to be unfair, unreasonable or discriminatory. The proposed sublease
rents of () 17.54 cents per square foot for a five-year sublease, 16.54 cents per square foot for a one-
year sublease; and (i) 14 cents per square foot for a month-to-month sublease are not unfair,
unreasonable or discriminatory and are hereby approved.
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PASSED AND ADOPTED this 11" day of March 2009, by the following vote:
AYES:

NOES:

ABSENT:

ABSTAIN:

Duane Picanco, Mayor

Attest:

Cathy David, Deputy City Clerk
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ATTACHMENT No. 2 to Resolution No.
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SUBLEASE AGREEMENT

By and Between

B. KIM LILLY, DBA,
AIRPORT RENTAL AND LEASING COMPANY
Sublessor

and

Sublessee

DATED:

Airport Rental and Leasing Company Sublease Agreement
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SUBLEASE AGREEMENT
By and Between

B. KIM LILLY, dba AIRPORT RENTAL AND LEASING COMPANY
Sublessor

and

Sublessee

Dated:

This Sublease Agreement is made and entered into the 1st day of
2007, by and between B. KIM LILLY, dba AIRPORT RENTAL AND LEASING COMPANY

(hereinafter referred to as ASublessor@) and (hereinafter
referred to as ASublessee@).

1. GRANT AND DESCRIPTION OF PREMISES: In consideration of each and every term,
covenant, and condition herein contained, Sublessor leases to Sublessee, and Sublessee hires from
Sublessor, that certain space situated at the Paso Robles Municipal Airport, located in Paso Robles,
California, which space is located on the premises described in that certain lease between the
Sublessor and the City of Paso Robles (ACity@) dated March 1, 1979, amended August 1, 1980, May
1, 1987 and October 1, 1988 (the AMaster Lease@). This said Lease was further extended to March

1, 2009 and again to July 1, 2033.

2. MASTER LEASE: This Sublease Agreement is made subject to the terms and conditions of
the Master Lease. In addition to the terms and conditions of the herein Sublease Agreement,
Sublessee agrees to be bound by all of the terms and conditions of the Master Lease.

3. TERM: The term of this Sublease Agreement shall commence on ' ,
and terminate on

4. USE OF PREMISES: Sublessor hereby grants to Sublessee the privileges, uses, and rights
~ listed below for performance on the Premises, all of which shall be subject to the terms and
conditions and covenants hereinafter set forth; and Sublessee is limited to said privileges, uses, and
rights, and shall exercise no other. '

A. Under no circumstances may Premises be used for any non-aviation related

Alrport Rental and Leasing Company Sublease Agreement 11-18-08

Agenda Item 1 Page 11 of 87



businesses or commercial operation, nor for the storage of materials not related to the conduct of
aviation related businesses authorized herein, unless otherwise provided for in this Sublease
Agreement by attached addendum.

B. PROHIBITED ACTIVITIES: The hangar space rented herein shall be used solely for
the storage of aircraft and related equipment. The following activities are strictly prohibited:

a) No parking or storage of motor vehicles or personal equipment shall be permitted in the tie
down storage area; however, motor vehicles may be temporarily parked in a hangar when not in use
for the storage of an aircraft.

b) The use of combustible chemicals, welding or similar activities in or adjacent to the
storage area is strictly prohibited.

c¢) The Sublessee may not conduct any commercial activity in the storage area, unless such
use is expressly provided for in an addendum attached hereto.

d) Any use of the storage area must conform to all Paso Robles Municipal Airport rules and
regulations and applicable zoning, building and fire codes.

€) Any activities which would cause insurance rates on the hangar and adjacent areas to rise.

f) Any activities which would inhibit the use and enjoyment of adjacent spaces or any part of
the airport.

g) Any modification or alteration of the hangar space without prior written consent of
Sublessor.

5. RENTAL: Sublessee agrees to pay Sublessor monthly rent plus a utilities fee for the leased
space. Payment shall be made monthly in advance, commencing on April 1, 2006.

Rental payment for the Leased Space shall be $ plus utilities fee
per month; the rental payment is due on the 1st day of every month. If the payment is not paid
within a five (5) day period, a late penalty of 10% of the rental fee is incurred and due with
payment. The rental payment shall be adjusted annually on January 1st according to changes in the
Consumer Price Index (CPI) as described below.

Before September 1, 2008, and on and before January 1st of each succeeding year, Sublessor
shall notify Sublessee of the change in the CPI for the prior calendar year. If there is a decrease or
no change in the CPI during any calendar year then the preceding year=s rent will not be adjusted.
Sublessor shall provide at least thirty (30) days prior written notice to Sublessee of each adjusted

Airport Rental and Leasing Company Sublease Agreement 11-18-08
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rental amount. Failure by Sublessor to notice Sublessee may delay payment of rent but shall not
preclude retroactive application of adjusted rent due unless said notice is not provided prior to the
expiration of the 12-month period ending the following December 31st.

The term Consumer Price Index (CPI) refers to the Los Angeles-Riverside-Orange County
Index for Urban Wage Earners and Clerical Workers based on the period of 1967 equals 100 as-
published by the Bureau of Labor Statistics of the U.S. Department of Labor. The index for the
adjusted date shall be the one reported in the U.S. Department of Labor=s most comprehensive
official index then in use and most nearly answering the foregoing description of the index to be
used. Ifit is calculated from a base other than the base period (1967 equals 100), the base figure
used for calculating the adjustment percentage shall first be converted under the form as supplied by
the Bureau. If the described index is no longer published, another generally recognized as
authoritative shall be substituted by agreement of Sublessor and Sublessee. If Sublessor and
Sublessee are unable to agree within thirty (30) days after demand by either party on application of
either party, the substitute index shall be selected by the Chief Officer of the San Francisco Regional
Office of the Bureau of Labor Statistics or its successor.

6. SIGNS: The Sublessee shall not erect or display or permit to be erected or displayed on the
rented premises any signs or advertising matter without first obtaining the written approval of the
City=s Airport Director. Any signs which the Sublessee desires to install shall be submitted first to
. the Airport Director for approval as to number, design, size, color and location. The Airport

Director shall not approve any sign which is not in harmony with the general plan or the appearance
of the Paso Robles Municipal Airport. Consent by the Airport Director shall not relieve the
Sublessee from responsibility of hearing to and conforming with any applicable City, State or
Federal law, ordinance or regulation thereon.

7. INSURANCE:

A. Liability Insurance: Sublessee shall procure from insurance underwriters satisfactory
to the City and the Sublessor a standard form policy or policy of insurance protecting Sublessee,
Sublessor and the City against public liability and property damage in a single limit amount of at
least One Million Dollars ($1,000,000.00) per occurrence. Sublessee shall furnish such
comprehensive or broad form policies providing combined single limit liability for bodily injury or
death and property damage and coverages should be as follows:

1. General and Aviation Liability:

a Comprehensive form;
b. Contractual liability;

c Personal injury liability;

d Independent contractors working for Sublessee (if required);

Airport Rental and Leasing Company Sublease Agreement 11-18-08
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e. Hangar keeper=s liability (if not owned aircraft house and hangars).
Said hangar keeper=s liability coverage shall be for an amount no less than exposure created by
Sublessee=s operation with a minimum coverage of at least Five Hundred Thousand Dollars
($500,000.00) per loss period.

Any policy shall contain an endorsement naming the Sublessor and the City of Paso Robles
and its officers, employees and agents as additional insureds. Sublessee=s insurance will operate as
primary insurance and no other insurance affected by the City or Sublessor shall be called upon to
contribute to a loss. Upon the request of the Sublessor or the City, Sublessee shall file certified
copies of insurance policies with the City. Such insurance certificates shall specifically state and
note changes in coverage provided and no cancellation of the policy shall be made without at least
thirty (30) days advance notice to Sublessor and the City.

B. Property Insurance: Sublessee shall keep insured with insurance companies

- acceptable to Sublessor all leasehold improvements to the extent of not less than one-hundred

percent (100%) of the full and insurable replacement value against all risk of direct physical loss

provided however nothing herein shall require Sublessee to procure earthquake, flood insurance or
insurance against any other risk which is not obtainable on a reasonable economic term.

Sublessee shall forward to the Sublessor and the City certificates and policies of required -
insurance issued by the insurance underwriters evidencing the existence of valid policies, which
certificates shall state the coverage will not be amended so as to decrease the protection below the
requirements specified nor be subject to cancellation without at least thirty (30) days prior written
notice to the Sublessor and the City. Such insurance coverages shall in no way limit the liability of
the Sublessee for replacement of improvements.

8. INSPECTION: Sublessor and the City shall have the right with reasonable notice and at
reasonable times to inspect the premises for compliance with the terms and conditions of this
Sublease Agreement. Included within these inspection rights are the right to inspect inside the
hangars, only after Sublessor or the City give Sublessee at least forty-eight (48) hours written notice.

9. CONSTRUCTION ON PREMISES: Any construction, improvement, or alteration must be
approved, in writing, by Sublessor prior to commencement of activity.

Title to construction and/or improvements made by Sublessee hereunder shall remain in
Sublessee or any legitimate successor or assign subject to Section 21 hereinafter.

Nothing herein shall be construed to be a granting of a waiver of normal permit procedures
or requirements as established by the State, County, or other entity of competent jurisdiction, and
Sublessee hereby agrees to promptly comply with said procedures or requirements as applicable to

Airport Rental and Leasing Company Sublease Agreement 11-18-08
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this Sublease Agreement.

10. PROTECTION OF PREMISES: Sublessee agrees to take all reasonable precautions to
protect Premises from damage, theft, vandalism, and other such hazards and to adhere to Federal
Aviation Regulations Part 107 for protection of the Premises.

11.  NON-DISCRIMINATION: Sublessee will not discriminate against any person or class of
persons by reason of race, color, creed, or national origin in the use of any of the facilities provided
for the public on the Airport. '

12. LAWS: It is understood and agreed that general control over said Airport and all flying
activities in connection therewith are vested by law in the City acting by and through its City
Council and committees and officers appointed by such City Council. In the general operation of
any activities conducted under the terms of this Sublease Agreement, Sublessee agrees to comply
with all rules and regulations adopted by the City for the use and operation of the Airport. The laws
of the State of California are to be applicable in interpreting this Sublease Agreement.

Sublessee shall, at its sole cost and expense, comply with the requirements of all local,
municipal, County, State, and Federal authorities now in force, or which may hereafter be in force,
pertaining to the Premises; and shall faithfully observe in the use of the Premises all local,
municipal, County, State, and Federal statutes, ordinances, rules, and regulations now in force or
which may hereafter be in force, pertaining to the Premises; and shall faithfully observe in the use of
the Premises all local, municipal, County, State, and Federal statutes, ordinances, rules, and
regulations now in force or which may be hereafter in force. The judgment of any Court of
competent jurisdiction, or the admission of Sublessee in any action or proceeding against the City,
whether the City be a party thereto or not, that Sublessee has violated any such ordinance, statute,
rules, or regulations in the use of the Premises shall be conclusive of the fact as between the City and
the Sublessee. '

13. CONDITION OF THE PREMISES: Sublessee shall, at all times, keep the Premises in a neat,
safe, and sanitary condition, and free of weeds and other noxious growth, and shall, at all times,
conduct its operations hereunder in strict compliance with all applicable and pertinent laws, statutes,
ordinances, rules, and regulations of all governmental entities and agencies.

Sublessee shall further keep and maintain the Premises and improvements thereon in good
order, condition, and repair, reasonable use and wear excepted. Sublessee shall not commit or suffer
to be committed on the Premises any nuisance or unlawful act or waste. All painted exterior
surfaces and surfaces requiring treatment of any kind shall be maintained in first class condition and

Airport Rental and Leasing Company Sublease Agreement 5
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shall be repainted or treated as often as required in order to preserve the structure and maintain high
standards of appearance at the site. Any changes in exterior paint color shall be subject to prior
written approval of Sublessor who shall be the sole judge of the quality of maintenance.

14. INDEMNIFICATION: Sublessee shall defend, indemnify, and save harmless the Sublessor,
the City, its officers, agents, and employees from any and all claims, demands, costs, expenses, or
liability occasioned by the performance of the provisions hereof, or in any way arising out of this
Sublease Agreement, including but not limited to, inverse condemnation, equitable relief, or any
wrongful act, or any negligent act or omission to act on the part of the Sublessee, or of agents,
employees, or independent contractors directly responsible to the Sublessee, or of agents,
employees, or independent contractors directly responsible to the Sublessee; providing further that
the foregoing shall apply to any wrongful acts, or any actively or passively negligent acts or
omissions to act, committed jointly or concurrently by the Sublessee, the Sublessee=s agents,
employees, or independent contractors and the City, Sublessor, its agents, employees, or independent
contractors.

15. UTILITIES: Sublessee shall pay for all utilities used or consumed on the leased premises and
installation including, but not limited to, gas, water, electricity, garbage disposal, storm and sanitary
sewer service, janitorial service and telephone service. Sublessor will charge $10.00 per month for
40 kilowatts of electricity, and Sublessor will monitor usage via an electric meter and charge
accordingly for usage above the maximum 40 kilowatts. Rate increases by any of the above-
referenced utility companies will be passed on to the Sublessee at the same percent made by said
utility companies to Sublessor. '

Sublessor reserves the right to adjust the utility charges to the extent necessary to be
reimbursed for charges made by utility companies. Sublessor is to be afforded the right to determine
the method of apportioning said utility charges in a fair manner between the Sublessees.

16. SUBLETTING AND ASSIGNMENT:

A. Sublessee shall not assign or rent, or relinquish operational control of this Sublease
Agreement, or any portion thereof, without the prior written consent of Sublessor in each instance.
Said consent by Sublessor shall not be unreasonably withheld. If Sublessor consent to an
assignment, a transfer fee of $100.00 shall be paid to Sublessor to cover administrative costs in
transferring the Sublease and Sublessee shall remain responsible for the performance of all the
terms, covenants, and conditions of this Sublease Agreement, including financial obligations to
Sublessor. Under no circumstances will the term or conditions of any assignment of this Sublease
Agreement exceed the terms or conditions of the Sublease Agreement. If Sublessee assigns said
Sublease Agreement, or any portion thereof, without the prior written consent of the Sublessor, then
said assignment shall, at the option of Sublessor, immediately cease and terminate.

Airport Rental and Leasing Company Sublease Agreement 6
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17.  JOINT USE OF COMMON AREAS:

A. The City reserves the right, but shall not be obligated to Sublessee, to maintain and
keep in repair the landing area of the Airport and all publicly owned facilities of the Airport,
together with the right to direct and control all activities of Sublessee in this regard.

B. There is hereby reserved to the City, its successors and assigns, for the use and
benefit of the public, a right-of-flight for the passage of aircraft in the airspace above the surface of
the Premises, together with the right to cause in said airspace such noise, smoke, dust, and/or
nuisance as may be inherent in the operation of aircraft, now known or hereafter used for navigation
or flight in the air, using said airspace for landing at, taking off from, or operating on the Paso
Robles Municipal Airport. ‘

C. Sublessee, by accepting this Sublease Agreement, expressly agrees for itself, its
successors and assigns, that it will not erect nor permit the erection of any structure or object, nor
permit the growth of any tree or vegetation on the Premises, which will exceed the limits established
by, nor violate any restriction of the Airport Hazard Zone, as adopted for the Paso Robles Municipal

,Airport, as it is enacted at the date of this Sublease Agreement, or in the future. In the event the
aforesaid covenant is breached, the City reserves the right to enter upon the Premises and to remove
the offending structure or object, and to remove the offending tree or vegetation, all of which shall
be at the sole cost and expense of Sublessee; and Sublessee hereby agrees to pay to the City the
entire cost and expense thereof.

D. Sublessee, by accepting this Sublease Agreement, expressly agrees for itself, its
successors and assigns, that it will not make use of the Premises in any manner which might
interfere with the landing and taking off of aircraft from the Paso Robles Municipal Airport or
otherwise constitute a hazard. In the event the aforesaid covenant is breached, the City reserves the
right to enter upon the Premises and cause the abatement of such interference at the sole cost and
expense of Sublessee; and Sublessee hereby agrees to pay to the City the entire cost and expense
thereof.

18. INSPECTION: The Sublessor and the City shall have the right, with reasonable notice and at
reasonable times, to inspect the Premises for compliance with the terms and conditions of this
Sublease Agreement.

19. CONDEMNATION:

A. "Condemnation" means (A) the exercise of any governmental power, whether by
legal proceedings or otherwise, by a condemnor and (B) a voluntary sale or transfer by Sublessor to
any condemnor, either under threat of condemnation or while legal proceedings for condemnation

Airport Rental and Leasing Company Sublease Agreement 7
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are pending.

B. "Date of taking" means the date the condemnor has the right to possession of the
property being condemned.
C. "Award" means all compensation, sums or anything of value awarded, paid, or

received on a total or partial condemnation.

D. "Condemnor" means any public or quasi-public authority, or private corporation or
individual, having the power of condemnation.

Section 19.1 - Total Taking - If the Premises are totally taken by condemnation, this Lease
shall terminate on the date of taking.

Section 19.2 - Partial Taking - If fifteen percent (15%) of the Premises is taken by
condemnation, this' Lease shall remain in effect except that Sublessee can elect to terminate this
Lease if the remaining portion of the Premises is rendered unsuitable for Sublessee=s continued use
of the Premises. If Sublessee elects to terminate this Lease, Sublessee must exercise its right to
terminate pursuant to this Section 20.2 by giving notice to Sublessor within ten (10) days after the
nature and the extent of the taking have been finally determined. If Sublessee elects to terminate this
Lease as provided in this Section 20.2, Sublessee also shall notify Sublessor of the date of
termination, which date shall not be earlier than thirty (30) days nor later than sixty (60) days after
Sublessee has notified Sublessor of'its election to terminate; except that this Lease shall terminate on
the date of taking if the date of taking falls on a date before the date of termination as designated by
Sublessee. If Sublessee does not terminate this Lease within the ten (10) day period, this Lease shall
continue in full force and effect, except that minimum monthly rent shall be reduced pursuant to
Section 20.3.

Section 19.3 - Effect on Rent - If any portion of the Premises is taken by condemmnation and
this Lease remains in full force and effect, on the date of taking, the minimum monthly rent shall be
reduced by an amount that is in the same ratio to minimum monthly rent as the value of the area of
the portion of the Premises taken bears to the value of the entire Premises immediately before the
date of taking.

Section 19.4 - L ease Termination - Prevention - If, within ten (10) days after the date that the
nature and extent of the taking are finally determined, Sublessor notifies Sublessee that Sublessor,
atits costs, will add on to the remaining Premises so that the area and the approximate layout of the
Premises, as enlarged, will be substantially the same after the date of taking as they were before the
date of taking, and Sublessor commences the restoration immediately and completes the restoration
within ninety (90) days after Sublessor notifies Sublessee, this Lease shall continue in full force and
effect without reduction in minimum monthly rent, except for any abatement or reduction made
pursuant to Section 20.6. '

Airport Rental and Leasing Company Sublease Agreement 8
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Section 19.5 - Distribution of the Award - The award shall belong to and be paid to
Sublessor. The Sublessee's right to receive compensation for damages for its fixtures and personal
property and any awards or allowances for relocation and moving expenses, and any awards or
allowances for loss or diminution of Sublessee's business, shall not be affected in any manner
hereby, and Sublessee shall be entitled to any such awards made for such purposes. Sublessee shall
pursue any such award independently of Sublessor and no award to Sublessee shall diminish the

award to Sublessor.

For the purposes of this Section, a voluntary sale or conveyance in lieu of condemnation,
shall be deemed an appropriation or taking under the power of eminent domain.

Section 19.6 - Temporary Taking - The taking of the Premises or any part of the Premises by
military or other public authority shail constitute a taking of the Premises by condemnation only
when the use and occupancy by the taking authority has continued for longer than thirty (30)
consecutive days. During the thirty (30) day period, all the provisions of this Lease shall remain in
full force and effect, except that rent, except for any percentage rent, shall be abated or reduced
during such period of taking based on the extent to which the taking interferes with Sublessee's use
of the Premises, and Sublessor shall be entitled to whatever award may be paid for the use and
occupation of the Premises for the period involved.

Section 19.7 - Waiver - Each party waives the provisions of Code of Civil Procedure Section
1265.130 allowing either party to petition the Superior Court to terminate this Lease in the event of
the partial taking of the Premises.

20. LICENSES, FEES, AND TAXES:

A. Sublessee shall, and does hereby, assume responsibility for payment of licenses, fees,
taxes, etc., applicable to its operation on the Premises.

B. Possessory Interest Tax: The Sublessee hereby agrees to pay his/her prorated share of
the possessory interest tax as assessed by the County of San Luis Obispo for the entire lease site
area. The prorated share for each lease space shall increase in relation to the increase in the
possessory interest tax assessed by the County of San Luis Obispo. Any such imposition of
possessory interest tax by any governmental authority shall be a tax liability to Sublessee and any
such tax payment shall not reduce any payment due the Sublessor hereunder. Any and all possessory
interest tax owed by the Sublessee hereunder shall be owed as additional rent.

21. TERMINATION AND SURRENDER CONDITION: Sublessee accepts the Premises as
being in as inspected condition and repair, and agrees to paint, repair, and carpet Premises to proper

Airport Rental and Leasing Company Sublease Agreement 9
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standards. Sublessee shall have the right to remove his relocatable metal hangar and other personal
property provided that upon such removal Sublessee shall repair at their own expense any damages
resulting therefrom. Sublessee agrees, upon the expiration of this Sublease Agreement, or any
sooner termination, to peacefully and quietly yield up and surrender possession of the Premises unto
Sublessor, its agents or assigns, in as good order and condition as reasonable use and wear will
permit.

22. BREACH: Notwithstanding any other provisions contained herein, Sublessor and the City
may cancel and terminate this Sublease Agreement if Sublessee shall fail, neglect, or refuse to
perform and obey any term or condition set forth in this Sublease Agreement, after Sublessor and the
City have given to Sublessee written notice of thirty (30) days to do so, unless such failure, neglect,
or refusal by its nature cannot be remedied within thirty (30) days of said notice, and Sublessee has
within thirty (30) days of the notice commenced, and does thereafter continue, diligent efforts to
remedy such failure, neglect, or refusal. Any waiver by Sublessor or the City of any failure by
Sublessee to comply with the terms and conditions of this Sublease Agreement shall not be
construed to be a waiver by either Sublessor or the City of any similar or other failure by Sublessee
to comply with any term or condition hereof.

23. NOTICE: All notices to Sublessor shall be given, in writing, personally, or by depositing the
same in the United States mail, postage prepaid, and addressed to Sublessor at B. KIM LILLY, dba
AIRPORT RENTAL AND LEASING COMPANY, P.O. BOX 1918, PASO ROBLES,
CALIFORNIA 93447. All notices to Sublessee shall be given, in writing, by depositing the same in
the United States mail, postage prepaid, and addressed to the Sublessee at the current address on file.

Sublessee shall maintain on file with the Sublessor and the City a list and identification of all
owners, officers, directors, and persons authorized to sign for Sublessee on official contracts and
binding legal documents to include their addresses, telephone numbers, and any further contact
information.

Sublessee shall also maintain on file with the Sublessor and the City a list and identification
of all aircraft located within the hangar on the leased space, including aircraft identification
numbers, type of aircraft and year aircraft was manufactured.

24. SUBORDINATION: This Sublease Agreement shall be subordinate to the provisions and
requirements of any existing or future agreements between the City and the United States or State of
California, or any of them, relative to the operation, maintenance, or development of the Airport. It
1s further understood that this Sublease Agreement, and all the provisions hereof, shall be subject to
whatever right the United States now has, or in the future may have to acquire, affecting the control,
operation, regulation, and taking over of said Airport, or the exclusive or non-exclusive use of the
Airport by the United States during the time or war or national emergency. During the time or war
or national emergency, the City shall have the right to enter into an agreement with the United States
for military use of part or all of the Airport. If any such agreement is executed, the provisions of this
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Sublease Agreement, insofar as they are inconsistent with the provisions of this agreement with the
United States, shall be suspended. Nothing in this Paragraph shall be deemed to be an agreement
between Sublessor, the City, and Sublessee that Sublessee, in the event this Sublease Agreement is
suspended, waives any rights to compensation Sublessee may have against the United States
Government or against the State of California.

25. NON-EXCLUSIVE RIGHTS: Sublessee may not have or enjoy, and may not grant, any
exclusive rights of any kind which are forbidden by any applicable and pertinent law, statute,
ordinance, rule, or regulation of any governmental entity or agency. It is understood and agreed that
nothing herein contained shall be construed to grant, or authorize the granting of, any exclusive right
of use which would be in violation of Section 308 of the Federal Aviation Act (49 USC, Section
1349).

26. SUCCESSORS: All the terms and conditions hereof shall be binding upon and shall inure to
the benefit of the successors, assigns, transferees, and trustees of Sublessor, the City, and the
Sublessee. :

27. MISCELLANEQUS:

A This Sublease Agreement sets forth all of the agreements and understandings of the
parties and is not subject to modification except in writing.

B. This Sublease Agreement supercedes any and all agreements and leases executed by

the parties prior to the effective date of this Sublease Agreement.

C. In the event that any party shall file suit to enforce the terms of this Sublease
Agreement, the prevailing party shall be awarded their reasonable attorney=s fees which shall be
fixed by the court.

IN WITNESS WHEREOPF, Sublessor and Sublessee have set their hands the day and year
first above written.
SUBLESSOR:
AIRPORT RENTAL AND LEASING COMPANY

By:

Airport Rental and Leasing Company Sublease Agreement 1 l
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B.KIM LILLY

SUBLESSEE:

By:

Airport Rental and Leasing Company Sublease Agreement 12
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MODIFICATION OF SUBLEASE AGREEMENT

BY AND BETWEEN
B. KIM LILLY, DBA AIRPORT RENTAL AND LEASING COMPANY, SUBLESSOR
AND
, SUBLESSEE

This supplemental Agreement made this ~ day of February, 2009 by and between
B. Kim Lilly, dba Airport Rental and I.easing Company (hereinafter referred to as “Sublessor”)
and (hereinafter referred to as “Sublessee”).

RECITALS

A. Sublessor and Sublessee made and entered into a written Sublease dated September
1, 2007 to lease Space . situated at the Paso Robles Municipal Airport located in Paso
Robles, California (the “Sublease”); and

B. The City of Paso Robles (hereinafter referred to as the “Master Lessor”), in order to

consent to the Sublease Agreement is requiring certain modifications to the Sublease Agreement;
and

C. Sublessor and Sublessce agree to modify the Sublease as provided hereinafter.
THEREFORE, Sublessor and Sublessee agree to modify the Subleasc as follows:

I. Section 3: Section 3 on Page 1 shall be amended as follows: “TERM: The term of
this Sublease Agreement shall be as follows:

[ | A. A month to month rental agreement commencing ,
2009 at the rental rate of 14¢ per square foot;
{ | B. A oneyecar lease commencing , 2009 and ending
, 2010 at the rental rate of 16.5¢ per square foot;
{ | C. Afiveyear lease commencing on , 2009 and
terminating on , 2014 at the rental rate of 17.5¢

per square foot.

2. Section 5: The first and second paragraph of Section 5 shall be amended as follows:
‘RENTAL: Sublessce agrees to pay Sublessor a monthlv rent plus the utility fees for the
jeased space. Payment should be made monthly in advance commencing on

R B o

, 2009.

Rental payment for the leased/rented Space -~ shall be $§ plus
utility fee per month; the rental payment is due on the first day of every month. If the
payment is not paid within five (5) days, a late penalty of 10% of the rental fee is incurred

Madification of Sublease 2-18-09 1
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and due with payment. The rental payment shall be adjusted annually on January 1%
according to changes in the Consumer Price Index (CPI) as described below.

The first sentence of the second paragraph of Section 5 on Page 2 shall be amended as
follows: “Before September 1, 2008 and on or before the first of each succeeding year,
Sublessor shall notify Sublessee of the change in the CPI from the prior calendar year.” The
rest of the paragraph shall remain the same.

The first sentence of the third paragraph of Section 5 on Page 2 shall be amended as
follows: “The term Consumer Price Index (CPI) refers to the San Francisco-Oakland-San
Jose index for urban wage earners and clerical workers based on the period of 1967 cquals
100 as published by the Bureau of Labor Statistics of the U.S. Department of Labor.” The
remainder of the paragraph shall remain the same.

3. Paragraph 6 on Page 3 shall be amended to read as follows: “SIGNS: The
Sublessee shall not erect or display or permit to be erected or displayed on the rented
premises any signs or advertising matter without first obtaining the written approval of the
City Planning Department. Any signs which Sublessee desires to install shall be submitted
first to the City Planning Department for approval as to number, design, size, color and
location. The City Planning Department shall not approve any sign which is not in
harmony with the general plan or the appearance of the Paso Robles Municipal Airport,
Consent by the City Planning Department shall not relieve the Sublessee from responsibility
of heeding to and conforming with any applicable City, State or Federal law, ordinance or
regulation thereon.” ’

4. Section 9: The second paragraph of Section 9 on Page 4 shall be amended to read as
follows: “Title to construction and/or imprevements made by Sublessee hereunder shall
remain in Sublessee or any legitimate successor or assign of Sublessec subject to Section 21
hereinafter.” The rest of Section 9 shall remain the same.

5. Section 12: The following paragraph shall be added to Section 12: “Sublessee, for
himself, his heirs, personal representatives and assigns as a part of the consideration hereof,
does hereby covenant and agree, as a “covenant running with the land”, that in the event
facilities are constructed, maintained or otherwise operated on said property deseribed in
this lease for a purpose for which a DOT program or activity is extended or for another
purpose involving the provision of similar services or benefits, Sublessee shall maintain and
operate the Premises in compliance with all other reqguirements imposed pursuant to title 49,
part 21, Non-Discrimination and Federally-assisted programs of the Department of
Transportation Effectuation of Title VI of the Civil Rights Act of 1964, as said regulations
may be amended.”

6. Sections 19.1, 19.2, 19.3 and 19.4: All references to the term “Lease” are hereby
revised 1o refer to “Sublease.”

Modification of Sublease 2-18-09
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7. Section 21: Section 21 shall be amended as follows: “TERMINATION AND
SURRENDER CONDITION: Sublessee accepts the Premises as being in as inspected
condition and repair, and agrees to paint and repair Premises to proper standards.
Sublessee shall have the right to remove his relocatable metal hangar and ether personal
property provided upon such removal, Sublessce shall repair at their own expense any
damages resulting there from. Sublessee agrees upon the expiration of this Sublease
Agreement or any sooner termination to peacefully and quietly yield up and surrender
possession of their Premises unto Sublessor, its agents or assigns, in as good order and
condition as reasonable use and wear will permit.”

9. In all other respects, said Sublease, together with this Modification of Sublease
shall continue in full force and affect. This Modification of Sublease shall become effective as of
, 2009.
SUBLESSOR: SUBLESSEE:

B. KIM LILLY, dba AIRPORT RENTAL -
AND LEASING COMPANY

By: By:

Modification of Sublease 2-18-09
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ACEERINOIN & PURENTLE LoF

MORRISON | FOERSTER

ROV MO U0

August 18, 2008 Writer’s Direct Contact
$58.720.7932
WQOCennor@moto.com

Iris P. Yang, Esq.

McDonough Holland & Allen PC
555 Capitol Mall, 9th Floor
Sacramento, CA 95814-4692

Re:  Kim Lilly - Subleases at Paso Robles Airport
Dear Ms. Yang:

Enclosed please find the letter from our consultant, John Milligan. In Mr. Milligan’s expert
opinion, the proposed rental rate of 17.5 cents is consistent with the FAA's Final Policy
Rcamdzm Airport Rdlb'ﬁ and Charges (“FAA Policy”). 61 Fed.Reg. 31,994 (June 21, 1996)
and FAA.'

Presently there are 13 tenants who have executed subleases with Mr. Lilly.” Of these 13
{enants, eight did not enter into lease extensions nor have they claimed that the fully executed
subleases are invalid or contain objectionable rates. _"l"hus, we are requesting that the City
consent to these eight subleases as soon as possible.” 1f the City will not approve these
subleases, we are requesting a written explanation as to why consent is being withheld.

With respect to hangar tenants who have not executed subleases, Mr. Lilly will be offering
the following terms o any subtenant who wishes to execute a new sublease.

" For additional information regarding the relevant FAA Policy please see my letier to Ms. Williamson of
April 1, 2008 attached at Tab A,

* The following subleases were submitted for approval on April 1, 2008; Pete Jobnson Chevrolet, Hastings
Ranch Vineyvard. Eberle Winery, Chris Henry, Withiam Hurst, Kenneth Finch, Rodney Dykbouse, John Delan.
James Rossi, Koke Construction, Hm Judd, Hogue Bros. Inc., and Black Oak, nc. Inan email to me,

Mr. Lyons claims to represent John Delan, Rodney Dykhouse, James Rossi, Koke Construction, and Kenneth
Finch. Only Mr. Lyons’ clients have objected (afier the fact) to the proposed rate and now claim the sublease
was oblained under duress or voided by the extensions.

" Mr. Glick will be submitling four additional subleases 10 the City under separaie cover relaling 0 Aero
Services and John Moore.
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MORRISON FOERSTER

Iris P. Yang, Esq.
August 18, 2008
Page Two
7.5 cents per square foot for S-year lease term;

16.5 cents per square foot for 1-year lease term; and

14 cents per square foot for month-to-month lease term.
We will begin discussing directly with the subtenants new subleases based on the terms listed
above. Because we are confident, based on Mr. Milligan’s opinion, that the proposed rates
are reasonable and comply with FAA Policy, we see no reason (o delay direct negotiations

with the subtenants.

As for the remaining hangar tenants currently represented by Mr. Lyons, we intend to
negotiate with them as soon as we have obtained agreement from the other tenants.

Very truly yours,

e : af (( o

L

Witliam V. O’ Connor

Enclosure
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JOHN P. MILLIGAN
24632 Priscilla Drive
Dana Point, CA 92629

August 18, 2008

William V. O’Connor

Morrison & Foerster LLP

12531 High Bluff Drive, Suite 100
San Diego, CA 92130

Re:  Paso Robles Awrport/Kim Lilly
Dear Bill:

You have asked me fo review certain documents regarding leasing/subleasing rates and
procedures at Paso Robles Airport having to do with the master leasehold of Mr. Kim Lilly.
| offer the following information.

As you are aware, [ have over 23 years experience with the Federal Aviation Administration
(FAA) serving in the Western-Pacific Region, Airports Division and the office now known
as the Los Angeles Airports District Office. I am a registered civil engineer in the state of
California. As FAA Airports Engineer and the supervisor of that office, | administered the
Airport Improvement Program, which entailed providing grant funding for airport
development, applying construction and safety standards, and ensuring compliance with
airport sponsors’ obligations and assurances. The Los Angeles office is responsible for
airports in Southern California and Arizona. [ have extensive experience in assisting airport
sponsors, consultants and airport tenants in meeting those obligations.

I have reviewed the correspondence between the City of Paso Robles, representatives of
several subtenants, representatives of Mr. Lilly and other information regarding Paso Robles
Alrport and the subject proposed lease rates within the Airport Rental and Leasing leasehold
on the airport. :

Airport Information

According to the website for the airport maintained by the City of Paso Robles, the airport
harbors almost 200 based aircrafl. The California Department of Forestry Air Attack Base
provides fire protection for Central California. The California Highway Patrol Air
Operations Division provides search, patrol, and enforcement services within 100 miles of
the airport. Military, air charter, air ambulance, and other acronautical services operate from
the airport on a regular basis. The airport’s 1,300 acres includes its industrial park with
almost 500,000 sq. ft. of industrial building in operation in nearly 40 industrial businesses.
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Two runways are available for use. Runway 1-19 18 6,000 feet by 150 with pavement
strength weight bearing capacity is 60,000 pounds for aircraft with single wheel landing gear
configuration, 106 K Ibs for dual, and 150 K Ibs for dual-tandem. This runway has high
intensity runway edge lights. Runway 13-31 is 4,700 feet by 100 feet with pavement
strength 30 K Ibs for single. 50 K Ibs dual wheel and 90 K Ibs dual-tandem.

Three non-precision instrument approach procedures are available for use on Runway 19
using the Paso Robles VORTAC and GPS.

The airport has approximately 135 aircraft hangars, 95 aircraft tie-down positions, a jet
atrcraft charter service, a fuel vender, and four maintenance services.

Issues

Mr. Kim Lilly is a master leaseholder at Paso Robles Airport. The City leases a hangar
development site with access to the public taxiway and runway system to Mr. Lilly. Mr.
Lilly in tumn subleases individual hangar sites to owners of portable hangars. Subleases that
Mr. Lilly offers for the benefit of the subtenants have recently expired. Mr. Lilly has oftered
renewal terms at rates considered by Mr. Lilly to be fair and reasonable. Subtenants. wishing
terms more favorable to themselves, have complained to the City that the proposed terms
may not be in compliance with FAA requirements. The City has requested that Mr. Lilly
provide documentation that the proposed rates are reasonable and in compliance with FAA
requirements in the form of comparable rates at similar businesses at similar airports. The
City desires this information from Mr. Lilly to “prove” that the proposed rates are in
compliance with FAA requirements.

Background

The City of Paso Robles, as owner/operator of the Paso Robles Airport, has accepted federal
obligations incorporated in the FAA grant agreements and conditions in the airport’s deed of
transfer from the federal government. These obligations include the requirement that rates,
fees, and charges at the airport must be (1) fair and reasonable, (2) not unjustly
diseriminatory, and (3) to the extent possible, the result of local negotiation and agreement.
The obligation for reasonable rates and charges rests with the airport sponsor and does not
extend to airport tenants. This is why it is prudent for a sponsor, as the City has with Mr.
Kim’s lease, to require its master tenants to gain sponsor approval for lease and rental rates
so that the sponsor holds control of rates on its airport. However, I am not aware of an
instance where a sponsor has expected a master tenant to “prove” that proposed rates are
comparable to like kind arrangements at other airports as the City has demanded of Mr. Lilly.
Common practice 18 to allow the master tenant and proposed subtenants to negotiate rates by
agreement without interference by the airport sponsor.
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The mtent of the FAA Airport Rates and Charges Policy (and exclusive rights prohibition) is
to promote and protect fair competition at public use airports. Since airports are not alike
and leaseholds on an airport afe typically different in size and activity (business or
otherwise), FAA will not ordinarily question the fairness of rates and charges to Fixed Base
Operators or other airport tenants unless complaints have been made alleging that specific
practices are unfair or unreasonable, and supported by factual evidence produced by the
complainant. Rarely can it be established that a rate is so high that it would recover an
unreasonable amount. More often, the FAA will act to determine whether the rate structure
will result in discrimination.

The FAA finds that the provision of aircraft storage and aircraft service is best accomplished
by profit motivated private enterprise. It recognizes that leaseholds and activities in those
leaseholds are generally not comparable from airport to airport, or within the same airport.
One operator may lease infrastructure improvements and another builds its own facilities,
providing justification for different rental and fee structures. If one operator is in a prime
location and another is in a less advantageous area, there could logically be a differential in
charges. It is expected that an individual operator, such as Mr. Lilly, should offer similar
rates for similar ground rents so that there is no appearance of unfair discrimination toward
his own subtenants. For these reasons, attempting to compare the proposed rates with
existing rates for comparable facilities in similar business and economic conditions is
difficult. This is why FAA policy prefers that market rates are best arrived at by agreement,
through direct negotiations with proposed subtenants (for a complete discussion of FAA
policy, see W. O’Connor’s letter to the City dated April 1, 2008.) However, I have contacted
Mr. Bill Ingraham, who has related three strikingly similar situations at comparable airports
in California that are useful for our analysis. Mr. Ingraham presently manages San
Bernardino Airport, and has previously managed the San Bernardino County Airports
Department, and Oklahoma City Airport.

First, Lance Air (Lance or Ellen Ricotta) is a master tenant leasing ground at Chino Airport
with a situation similar to Airport Rental and Leasing Company. Chino Airport serves a
general aviation mix of aircraft owners and businesses and is one of the few locations that
allow Port-A-Ports in Southern California. Lance Air leases 3.2 acres of paved ramp at the
current rate of $2673 per month. This equates to $0.019 per square foot for the master
tenant. Lance Air owns a few of the hangars which, in turn, are rented for aircraft storage
with subtenants renting both hangar and ground. Lance Air leases ground to several other
individual portable hangar owners at rates that vary but are generally around $150 per month,
which equates to approximately $0.18 cents per square foot.

Secondly, Atlantic Aviation is a master tenant leasing ground at Bakersfield Meadows Field

with a situation similar to one described at Paso Robles. Atlantic Aviation is establishing a
new rate $0.25 per square foot, up from $0.15. The rate is charged on the actual space
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occupied by a hangar structure and excludes any ramp areas much like the situation at Paso
Robles.

Third, at Riverside Municipal Airport, similar facilities are offered at a rate of $0.175 to
$0.22 cents per foot. [ have reviewed Fred Glick’s letter of January 10, 2008 to the City, and
discussed with Mr. Lilly the situation at Riverside Airport. Fred Glick offers to Meg
Williamson information on a ground lease situation held by Mr. Lilly and himself that is
most similar to that at Paso Robles in his letter dated January 10, 2008, Since Mr. Lilly is a
principal, the Riverside example may be most directly comparable to the Airport Rental &
Leasing consideration.

In addition, 1 have attached a table that summarizes from a number of airports surveyed in
California that, similar to Mr. Lilly’s business at Paso Robles Airport, where aircraft
operators own their hangars and lease the ground from a master leaseholder. These thirteen
examples receive rates, while varying widely, that are in the range of rates Mr. Lilly is
proposing at Paso Robles.

The prime obligation of an airport sponsor is to operate the airport for the use and benefit of
the public. While the City of Paso Robles is not required to construct aircraft storage
hangars, it has the obligation to make available suitable areas or space on reasonable terms to
those who are willing and qualified to construct or otherwise establish such aircralt support
facilities. This is the action the City has taken in the case of Mr. Lilly’s ground leasehold. In
keeping with the expectation that profit motivated fair competition best provides reasonable
rates, the City could now undertake its option to provide other space on the airport for a
subtenant, who is unable to arrange satisfactory terms with Mr. Lilly, to relocate elsewhere
on the airport at his own expense, assuming such space is available.

One of the issues raised by the City relates to compliance with FAA Order 5190.6A, Airport
Compliance Requirements. In my review, | find a misunderstanding on the City’s part ol the
applicability of FAA orders to the present situation. This document is not regulatory and is
not controlling with regard to airport tenant conduct (or even sponsor conduct). It establishes
the policies and procedures to be followed by FAA personnel in carrying out the FAA’s
responsibilities for ensuring sponsor compliance with its obligations. Clearly, this order does
provide very good information for sponsors in understanding basis and details of their
obligations. However, incorporating the order into lease terms would not be considered
appropriate. -

Coneclusion

In my opinion, the representatives of the subtenants have not provided evidence that the

proposed rates offered by Mr. Lilly are unfair or unreasonable. The subtenants are not bound
to accept the terms offered. They hold their option to relocate their hangars elsewhere on the
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atrport (or at another airport) on terms they may negotiate with the City or other businesses,
Should the City accept and approve the proposed rate of $0.175 cents per square foot and the v
FAA be caused to review the proposed lease rate, I do not believe the FAA would take
exception under its Airport Compliance Program. Likewise, the City should not take
exception proposed rates based o the parallel language contained in Section IIT of Mr.
Lilly’s lease, . .

If Tcan be of further assistance, please don't hesitate to ask.
Siucerely,

[EWNTS
John P. Milligan

Attachment
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; . . 1253 TIGH BLLIP DRIVE
MORRISON | TOERSTER

W MOUTOUOM

July 25,2008 Writer's Direct Contact
838.720.7932
WOConnorieimofo com

Iris P. Yang, lisq.

McDonough Holland & Allen PC
555 Capitol Mall, 9th Iloor
Sacramento, CA 95814-4692

Re:  Kim Lilly - Subleases at Paso Robles Airport
Dear Ms. Yang:

This will acknowledge receipt of your July 3, 2008 letter and respond to certain matters
contained therein. Please note that the letter was not received in my office until

July 8, 2008 due to the holiday weekend. In the future, please send all correspondence by
fax or email.

We appreciate the City’s clarification regarding the February 14, 2008 letter from

Ms. Williamson. On the basis that the City does not consider Mr. Lilly to be in default of the
Master Lease, we are going forward with our preparations for a comprehensive proposal
justitving a rental rate increase at the Airport. We will be in a position to forward the
proposal to City very soon, but I would appreciate some flexibility regarding lhc uming of
the submission on account of the five days that were lost in the transmission of the letter and
the significant time and effort required to complete the proposal in accordance with the
City’s demands. | am meeting with our consultant, John Milligan, early next week to discuss
the preliminary results of his comprehensive airport survey and 1 will be in a position to
update you on our progress at that time.!

Your letter implies that the de Ed\ in resolving the issue with Mr. Lilly’s tenants is duc o the
deatlr of Mr. Lilly’s wife. Frankly, Mr. Lilly was personally insulted by that remark and 1t
has no basis in fact. The delay can be attributed to the City injecting itself into the dispute
and the tenants” relusal to negotiate in good faith. For example, Mr. Lyons first proposed a
rental rate that was less than what the hangar tenants paid in the mid-cighties and then he
refused Mr. Glick’s offer of mediation when the City sent the February 14, 2008 claiming
Mr. Lilly was in default of the Master Lease. Moreover, there have been multiple month-
fong delays by the City in responding to our requests to approve subleases. | can appreciale

" As you know the hangar situation on Mr. Lilly's leasehold is quite unigue. We are fooking into airports
around the country where the tenants own hc physical hangar and lease the ground from someone else.

$d-435420
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Iris P. Yang, Esq.
July 25,2008
Page Two

that the City prefers not to have holdover tenants at the Airport, but to suggest that Mr. Lilly
is to blame for the current situation is completely false.

Finally, Mr. Lilly does not agree with your characterization of the legal effect of the sublease
extensions. We believe that the new subleases Mr. Lilly proposed were valid and complied
with FAA pohu_s and guidelines regarding rates. lhudmc we reserve all rights with respect
to that issue in the event these issues cannot be resolved amicably following our proposal to
the City and the tenants,

ook forward to updating you next week on the status of the proposal.

Very U‘uh )oms

/f‘f /‘“/ ﬁ o

\'\' 1llmm V. O'Connor

ww—-.mm

sd-433420
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MeDonough Holland & Allen sc
Attorneys at Law

iris P. Yang
Attorney at Law

Sacramento Office
§16.325.4576 tel
916.444 3826 fax
iyang@mbhalaw.com

July 3, 2008

William V. O'Connor RECJ‘E

Morrison & Foerster [LLP ,

12521 High Bluff Drive, Suite 100 JUL 072008

San Diego. CA 92130-2040 MORRISON & FCERSTER LLP

‘ , o SAN DIEGO
Re:  Paso Robles Airport - Kim Lilly Lease

Dear Bill:

As we discussed recently, your client, Kim Lilly, has indicated that he is willing to
prepare a counterproposal to that proposed by some of Mr. Lilly's hangar subtenants
if he can be assured by the City of Paso Robles that the City does not consider him to
be in default of his lease (the "Master Lease") with the City. .

The purpose of this letter is to advise you that the February 7, 2008 letter sent by Meg
a formal notice of default pursuant to which the City intended to exercise its right to
terminate the Master Lease. The letter was meant to remind him that the Master
Lease provides that any assignment or sublease of any portion of the property must be
approved by the City. It was wrilten in response to a November 1, 2007 letter that
Ms. Williamson had received from Fred Glick, another attorney representing
Mr. Lilly, regarding new five-year subleases that apparently had been executed by the
parties but had not been approved by the City. However, as you know, Mr. Lilly also
then subsequently gxecuted four-month extensions of the original subleases with the
same subtenants, actions that voided the new subleases. The stated purpose of the
sublease extensions was to provide time for the parties to agree upon new sublease

Sacramento rents. 1t1s our understanding that those sublease extensions expired on December 31,
555 Cﬂi;;:;f*?‘;iz‘: 2007, and that the subtenants remain on their respective sites as holdover tenants.

Sacramento CA
95814-4602 As mentioned in Ms. Williamson's letter, the City, as an Airport Sponsor, has both the
! 916.444.3900 - . . . . . ;
{61} free 800,403 3900 authority and the obligation to review sublease terms, including proposed rental rates,
fox16.444.833¢ 1o ensure that they are reasonable. She requested that Mr. Lilly provide evidence that

Oakland is reasonably satisfactory 1o the City that the proposed rental rates for the hangars are

1901 Hé"'r*sgi; sch comparable to those being charged at other airports with similar facilities and services
[Raieiels iy . . . P . .

Oaklsnd CA and/or within similar market areas. In our last conversation, you stated that Mr. Lilly
94812-3501
ted 516.273.8780
1o} frize §00.339.3030
fux 510.839.9104

L0130V 32866/3004
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would utilize these criteria, but may also use other factors as well in developing a
counterproposal.

-We understand and appreciate that there were personal family matters that required
Mr. Lilly's attenition in the last few months. However, we believe that there must be a
resolution of these sublease issues very soon, as the City cannot indefinitely sanction
having numerous holdover tenants at the airport. By requiring City approval of
subleases, the Master Lease does not contemplate a situation where there are long-
term holdover tenants. To that end, we must insist that Mr. Lilly present, within
thirty (30) days of the date of this letter, a counterproposal to the subtenants whose
subleases have expired along with the supporting documentation that the proposed
rental rates are reasonable. A copy should alse be sent to Meg Williamson.

We appreciate your cooperation in this matter. Please let me know if you have any
questions.

Very truly yours,
2 ;

J . ﬁ

iris P. Yang
IPY:jih

cc:  James L. App, City Manager
Meg Williamson, Assistant City Manager
Roger Oxborrow, Airport Services Coordinator
Graham M. Lyons, Esq. »

1110130v1 32866/3004
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April 29, 2008 ' Writer's Direct Contact
858.720.7932
WOConnoraimoln.com

Iris P. Yang, lisq.

MeDonough Holland & Allen PC
555 Capitol Mall, 9th Floor
Sacramento, CA 93814-4692

Re:  Kim Lilly - Subleases at Paso Robles Airport
Dear Ms. Yang:

Thank vou for vour Aprit 7, 2008 letter and T look forward to discussing a possible
framework o resolve the issues regarding the approval of Mr, Lilly’s subleases with hangar
tenants at the Paso Robles Airport. Your letter, however, raises additional issues that need to
be addressed before any meaningful discussions can oceur,

First, T understand that there are seven tenants that entered into new subleases (“"New
Subleases”) with My, Lilly prior to hiving Mr. Lyons. After those seven tenants (along with
numerous other tenants) refained My, Lyons, Mr, Lyons negotiated with Mr. Glick,

Mr. Lilly’s attorney, an extension to the original sublease agreement (“Original Sublease™) so
that the parties could atlempt to resolve a mutual rental rate for the New Subleases. Since
Mr. Lyons and the City take the position that the New Subleases are not effective until the
City approves them, the extension of the Original Subleases scems 1o be the proper way 1o
handle the ime gap between the expiration of the Original Subleases and the City consenting
to the New Subleases. Unfortumately, Mr. Lyons then proposed a rental rate of 5.63 cents per
square foot which is less than the rental rates the tenants paid in 1985, Obviously Mr. Lyons
and his clients never intended to negotiate in good faith, breaching a material term of the
lease extensions, and the lease extensions were therefore allowed to expire December 31,
2007.

What is particularly troublesome is the fact that in your correspondence you have taken the
position that the New Subleases entered into between Mr. Lilly and Mr. Lyons” seven tenants
are void. T would respectfully suggest that this is not your position to take. [f'thercisa
disagreement between Mr, Lyons and my client, Mr. Lilly, concerning the enforceability of
the New Subleases. that will be adjudicated by a San Luis Obispo County Superior Court
Judge. We will clarify with Mr. Lyons and ask him to confirm in writing that it is the
position of his clients that the extensions nullified the New Subleases. Until we know where
we stand with Mr. Lyons” clients, T do not believe negotiations with the City will be

sd-421061
’ Agenda Item 1 Page 41 of 87



MORRISON FOERSTER

Iris P. Yang, Esq.
April 29, 2008
Page Two

o

productive. In the meantime, we have submitted all of the subleases that Mr. Lilly has
entered into with various subtenants for the City’s consent. There does not seem to be any
objection at this point to the Sublease form itself, and the only matter that the City has
indicated that is still up in the air with regard to the Subleases is the rental rate.

Second, the City acknowledges that the City has no authority or desire to set lease rates for
subleases at the Paso Robles Airport. In the next breath, however, your letler implies that we
are required to prove the rental rates are reasonable according to data that the City has
unilaterally determined is required, i.¢., similar airports and similar facilities. As stated in
my previous letter of April 1, 2008, there is nothing in the FAA Policy that requires Mr. Lilly
to carry the burden on this point or to provide this data to establish that the proposed rate of
17.9 cents per square foot is reasonable. With the foregoing in mind, we are requesting that
the City consent to the Subleases that have been previously provided. Ifin fact the City
refuses to consent to those Subleases, we request they do s in writing and state the reasons
for withholding consent.

Finally, your letter fails 1o acknowledge that Mr. Lilly is not in default of the Lease.

Mr. Lilly was informed by Ms. Williamson that there 18 no Notice of Default pending.
However, I am requesting that you confirm this as well.

74

Very ir ul) xo}};&,

sd-421061
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Iris P. Yang, Fsq.
April 29, 2008

Page Three

bee:  Frederick K. Glick, Esq.
B Kim Lilly

5421061
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12531 HIGH BLUFF DRIVE MORRISON & FOERSTER LLP

MORRISON FOERSTER SUITE 100 NEW YORK, SAN FRANCISCO,
1.OS ANGELES, PALO ALTO,
S‘m DIEGO’ CALIFORJ\’I[\ SAN DIEGO, WASHINGTON, D.C,
92130-2040 NORTHERN VIRGINIA,
e . ORANGE COUNTY, DENVER,
TELEPHONTF: 858.720.5100 SACRAMENTO, WALNUT CRELK
FACSIMILL:: 858.720.5125 TOKYO, LONDON, BEIJING,
SH/\NGH/\I, ITONG KONG,
WA MOFO.COM SINGAPORE, BRUSSILS
September 11, 2008 Writer’s Direct Contact

858.720.7932
WOConnor@mofo.com

Via E-Mail and U.S. Mail

Iris P. Yang, Esq.

McDonough Holland & Allen PC
555 Capitol Mall, 9th Floor
Sacramento, CA 95814-4692

Re:  Kim Lilly - Subleases at Paso Robles Airport
Dear Ms. Yang:

We discovered an error in one of the comparable rental rates submitted to the City on
August 18, 2008. The Hayward Executive Airport rate of 21.4 cents per square foot per
month is incorrect. The correct rate is 21.4 cents per year.

We understand that this developer uses a different approach to this development than

Mr. Lilly. Tenants are charged a much higher price for the hangar in exchange for the
developer passing on his wholesale ground rent rate to the purchaser of the hangar. The
current price for the latest Phase II of closed sales is $240 per square foot. This would reflect
a sales price of $600,000 for a Port-A-Port 50’ X 50” hangar. The different approaches
available to master tenants for setting rates demonstrate the difficulty in using comparables
as a basis to set rental rates.

We look forward to hearing from the City regarding Mr. Lilly’s request for consent to the
proposed rental rates.

Very truly yqurs

William V. O’Connor

cc: B. Kim Lilly
Frederick K. Glick, Esq.
John P. Milligan

sd-441586
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Mullen & Henzell n...p
MORR?SQN & FUERSTER (P ATTORNEYS AT L AW
SAN DIEGO

e-mail: glvons@mullentaw.com

October 8, 2008

[ris P. Yang, Esq.
McDonough, Holland & Allen PC
‘Sacramento, CA 95814-4692

Re:  Paso Robles Airport — Sublease Matters

Dear Ms. Yang:

Thank you for providing me with a copy of Mr. William O’ Connor’s letter to vou
dated August 18, 2008, regarding his client’s proposed subleases under the master
lease held by the City of Paso Robles (“Master Lease™) at the Paso Robles Alrport.
While 1 do not make a habit of responding to letters not addressed to me, I find it
necessary to correct many of the misstatements contained both in Mr, " Connor’s
letter and the letter from Mr. Milligan, which is attached to Mr. O"Connor’s letter.
We trust the City will take our comments into consideration in its review of Mr.
O’ Connor’s request to approve the proposed subleases at Paso Robles Airport.

1. The Proposed Subleases Fail to Meet the Requirements of the Master
Lease and Have Been Rejected by the City and the Majority of Subtenants .

Mr. O Connor requests that the City consent {0 eight subleases entered into by his
client, Mr. Lilly, at the Paso Robles Airport. Pursuant to the Master Lease, Mr.
Lilly, as the Lessee, must receive the City’s consent prior to entering into any
subleases of property controlled by the Master Lease. We do not believe the City
can consent to the proposed subleases because (a) several issues previously raised
by the City remain unresolved in the proposed subleases, and (b) the proposed
rental rate violates the Master Lease, applicable FAA regulations. and is not
supported by any rent rates charged at similar airports. This should not come as a
surprise to Mr. Lilly as the City already rejected this exact form of sublease on at
least two prior occasions, )

Furthermore, the City should not consent to the eight subleases because they
represent only a small fraction of the subleases held by Mr. Lilly. As noted by the
City in earlier correspondence, Mr. Lilly has failed to receive the City’s consent for
any of his non-commercial subleases at the Paso Robles Airport. As a result, all of

112 East Victoria Street  Post Office Drawer 789
Santa Barbara, California 93102-0789
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Iris P. Yang. Esq.

MeDaonough, Holland & Allen PC
Sucramento, CA 93814- 4692
October 8. 2008

Page 2

Mr. Lilly’s non-conmercial subleases violate the Master Lease. Instead of

addressing all of the subleases and corresponding violations of the Master Lease,

Mr. Lilly is asking the City to ignore the majority of subleases and to approve a few
“favorable” subleases. By presenting only a few subleases to the City, the majority

of subtenants are effectively squeezed out of the negotiation process. M.

O’ Conner acknowledges that his client plans to receive the City’s approval for the

¢ight subleases, and then force the remaining subtenants to accept the sublease

allegedly agreed to “at arms length” by a small minority of subtenants. Mr. Lilly is
attempting to uge the City’s consent to strong arm all the subtenants to accept a

sublease they have repeatedly rejected as patently unfair.

Mr. ('Connor suggests that if Mr. Lilly's subtenants don’t like the proposed
sublease, they should pick up their hangars and find another ground space. The
problem with this suggestion is two-fold. First, it wholly i gno;cs the fact that Paso
Robles Airport, unlike a private land holding, is public property_and subject to
specitic federal mandates that protect and benefit members of the general public.
Mr. Lilly wants the unfettered ability to charge his subtenants whatever he wants,
hie should give up his lease at the Paso Robles Airport. Mr. Lilly also fails to
acknowledge that because the airport is public property, he is able to lease airport
property from the City at a ridiculously low rate. We would encourage the City o
consider the profit margin Mr. Lilly would achieve if he were permitted to charge
his subtenants 17.5 cents per square foot in light of the rent he pays to the City for
the same property, which we understand is Jess than | cent per square foot.

Second, 1t assumes that the subtenants can simply move their hangars to another
focation. All of Mr. Lilly’s subtenants own their hangars. Many of the subtenants
have invested thousands of dollars in large hangars th az canmxit be refocated. Mr.
Lilly is well aware of this fact since he sold many of the subtenants their hangars, at
a sizable profit. If Mr. Lilly refuses to renew the suble: ases, many of the sublenants
will lose their hangars.

Mr. Lilly has put his subtenants in a very difficult situation — accept a patently
anreasonable sublease or be forced to lose their existing hangars and purchase a
new hangar at another location. Clearly, there is much more at stake than a few
dollars per month in rent — Mr. Lilly’s subtenants are {acing a significant econamic
loss if the City does not enforce the terms of the Master Lease and require Mr. Lilly
offer his subtenants a fair and reasonable subleasc.
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A
Page 3

2. Proposed Rental Rate.

Attached to Mr. (’Connor’s letter is a letter from Mr. John Milligan. Mr. Milligan
states that he worked for the FAA as a civil engineer.' According to Mr. Milligan,
he has been asked by Mr. Lilly to provide information to the City to “*prove’ that
the proposed rates ave in compliance with FAA requirements.” Mr. Milligan
provides information from a number of airports across California that he considers
“comparable to Paso Robles Airport.”™ Mr. Milligan concludes that “the
representatives of the subtenants haye not provided evidence that the proposed rates
offered by Mr. Lilly are unfair or unreasonable.”

Mr. Milligan correctly points out that the City must ensure the rent rates charged at
the Paso Robles Airport meet FAA requirements and the terms of the Master Lease.
As Mr. Milligan states, “it is prudent for a sponsor, as the City has with Mr. Kim’s
lease. o require its master fenants (o gain sponsor approval for lease and rental
rates so that the sponsor holds control of rates on its airport.” This is a significant .-
shift in Mr. Lilly’s position, which up 1o this point has been that the City has no
right to interfere with his sublease negotiations. While Mr. Milligan concedes that
the City must control rent rates, he suggests that the City must accept Mr. Lilly’s
proposed rate unless the City can prove that the proposed rates are unfair and
unreasonable. Mr. Milligan improperly shifts the burden of proof to the City. liis
the City, not Mr. Lilly, which s the Master or and “airport sponsor”. As such,
it 1s the City, not Mr. Lilly, which is ultimately responsible for ensuring the
reasonableness of the rent charged at the Paso Robles Alrport, We do not believe
Mr. Lilly, who 1s fundamentally motivated to maximize profits, is more qualified
than the City, which is ultimately responsible for the operation of the Paso Robles
Aldrport, 1o determine the appropriate eriteria for setting rental rates at Paso Robles
Atrport. Mr. Lilly has an affinmative obligation to demonstrate that the proposed
rental rate meets the requirements of the Master Lease.

3, Mpr, Lillv's Continued Failure to Apply the City’s Criteria.

The City has repeatedly provided to Mr. Lilly and his counsel the criteria to
determine if a proposed rent rate meets the applicable FAA requirements and the

" Mr. O°Connor represenis that My, Milli gan is an “expert” in matters related to rate-setting and
FAA compliance. We do not believe Mr, Milligan's work as a civil engineer at the FAA has any
relevance to the issues at hand, and therefore, we do not consider Mr. Milligan an expert in the
matters raised in his letter.
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Master Lease. (See Correspondence from Ms. Williamson to Mr, Glick. dated
september 19, 2007, Decemnber 11, 2007, and February 7. 2008: See
Correspondence from Ms. Yang to Mr. O’Connor dated April 7, 2008). The City's
criteria are consistent with the plain language and purpose of the FAA policies and
Master Lease, and have been affirmed by the responsible FAA representative.

The City has repeatedly asked Mr. Lilly to provide evidence that the proposed
rental rate is similar to rates being charged at the Paso Robles Atrport and other
airports with similar services, facilities and activity levels, and within similar
market areas, inchuding airports within a one-hour/sixty-mile commute radius.

Instead of responding to the City’s criteria, Mr. Milligan atte) mpts to compare M.
Lilly’s subleases ai Paso Robles Airport with leases at airporis in Chino,
Bakerslield, and Riverside. These atrports do not meet the City's criteria. In lact
all three airports were presented last vear to the City by Mr, Glick, Mr, Lilly's
former attomey, as “comparables” and were flatly rejected by the Ciiy. (See Letier
from Mr. Glick to Ms. Williamson dated ‘i\}ove‘mber 1, 2007, and Ms. Williamson's
response to Mr. Glick dated December 11, 2007). The City should again rejec

these comparables, as they do not meet the City’s criteria.

Mr. Milligan also provides a chart atterapting to compare Mr. Lilly’s proposed
rental rate with numerous airports throughout California. The City has already
rejected several of the airports listed in Mr. Milligan's Lhdi because they do not
meet the City’s criteria. The remaining airports cited by Mr. Milligan are outside
the geographic vicinity of Paso Rob Im and do not provide the same level of
service, facilities or activity levels as Paso Robles Airport. For example, Mr,

Mil Iiz’;an cites Van Nuys Airport and Montgomery Field as “comparable™ airports.
Van Nuys Airport 1s a towered airport and was recently ranked as one of the
“world’s busiest airports,” averaging 400,000 takeoffs and landings per vear.

Montgomery Field is a towered airport centrally located near downtown San I)tum._

Caltfornia’s second largest city, and is home base fo approximately 600 aircraft
"aso Robles Airport is a non-towered airport servicing the City of Paso Roblcs

(population 29,500} and 15 home base to less than 200 aircraft. Mr. Milligan is

comparing apples to oranges. The airports cited by Mr, Milligan bear no

resemblance to Paso Robles Airport, and therefore, provide no meaningful data o

analyze Mr. Lilly’s proposed rent rate,
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If correctly applied, the City’s criteria ensure that any “comparable” airport has
certain basic commonalities with Paso Robles Airport. In other words, the City’s
criteria ensure that everyone is comparing apples to apples. The City should not
rely on Mr. Milligan's analysis as it fails to use the required criteria, relies on
airports that the City has already rejected, and does not provide an accurate
represeniation of comparable rental rates,

Even if the City were to consider Mr. Milligan’s analysis of comparable airports.
the majority of the rent rates provided by Mr. Milligan are wrong. We contacted
every person listed on Mr. Milligan’s chart to confirm the cited rental rate. In
nearly every instance, the rent rate provided on Mr. Milligan’s chart was
substantially higher than the actual rent being charged. We have attached as
Exhibit A, a chart comparing the rental rates previously provided by Mr. Milligan
and the rates quoted to Mr. Mark Ames. Mr. Ames personally contracted each
person listed on Exhibit A during the month of September, 2008. We have also
attached a Declaration signed by Mr. Ames affirming the facts provided in Exhibit
Al :

The only airport cited by Mr. Milligan that meets the City’s criteria is San Luis
Obispo. You will note that Mr. Milligan's quoted rate of 7 cents per square foot
per month at San Luis Obispo is less than half the rental rate proposed by Mr. Lilly.
Furthermore, as noted in Exhibit A, the 7 cents per square foot charged at San Luis
Obispo reflects more than just ground rent—it also includes association dues that
pay for insurance, utilities and other improvements not provided by Mr. Lilly.

While we strongly believe that all of the airports cited by Mr. Milligan (other than
San Luis Obispo) have no relevance to the rental rates at Paso Robles and should
not be considered by the City as comparable rental values, it is important to correct
the wformation previously provided to the City.

3. City’s Criteria for Determining Rental Rate.

Because Mr. Lilly has failed to provide the City with any relevant comparables, we
provide the following list of airports and current rental rates. The airports and rates
described below meet the City’s criteria, as confirmed by the appropriate FAA
representative.
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4. Rates Charged at Paso Robles Airport.

The most relevant rental rates are found at the Paso Robles Airport. Rates at Paso
Robles \kl’p()l”t have been reviewed and approved by the City and accurately reflect
what 1s a “fair and reasonable” rental rate. Exhibit B lists what we believe to be all
of the rental rates currently charged by Master Tenants, including Mr. Lilly. under
subleases approved by the City of Paso Robles. You will note that Mr. Lilly’s
proposed rental rate of 17.5 cents per square foot for non-commercial space far
exceeds any approved rental rate at the Paso Robles Airport.

Furthermore, Mr, Lilly’s proposed rental rate for non-commercial space is 3.5 cents
per square foot higher timn the rate he charges for commercial rental space. Mr.
Lilly cannot claim that 17.5 cents per square foot is “fair and reasonable” for non-
commercial space, when im rate for commercial space is signif amml » fess than
17.5 cents. Based on this fact alone, the City should reject Mr. Lilly’s proposed
rental rate,

Based on the rates charged at Paso Robles Airport. which we believe are the most
relevant comparables, the “fair and reasonable” rental rate for the ground leased by
M. Lilly is 5.27 cents per square foot,

b. Rates Charged by Comparable Airnorts,

While the approved rental rates at Paso Robles Airport are the most accurate
comparables, they are supported by the additional airports identified by the City
within the geographic vicinity of Paso Robles. Provided in Exhibit C are current
rental rates for ground leases at San Luis Obispo. King City, and Santa Maria®.
The average rent rate at these airports for a similar ground lease is 4.76 cents per
square foot. This is lower than the current rates at Paso Robles. but exponentially
tower than Mr. Lilly’s proposed rate of 17.5 cents. A review of these airports
confirms that (a) Pase Robles rent rates are slightly high, but generally in line with
comparable airports in the vicinity, and (b) Mr. Lilly’s proposed rent rates and the

“comparables” provided by Mr. I\fhlhgan are mtrmml}, out of line with the
comparable rental market for Paso Robles.

* We requested information from Oceano, however, the airport is in the process of evaluating its
fease program and could not provide any information on current lease rates,
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Conelusion.

Mr. Lilly has had more than a vear to resolve his default of the Master Lease. The
City and the subtenants directly affected by Mr. L illy"s default have patiently
waited for a meaningful response from Mr. Lilly. Instead, Mr. Lilly has provided
the City with the same sublease proposal he provided a vear ago, Mr. Lilly has
sepeatedly ignored the City's demands for supporting documentation and refuses to
negotiate in good faith with the qmiorit\' of his subtenants. It is clear to us that Mr.
Lilly has no imtention of complying with the Master Lease and FAA regulations.
Thus, we respectully request that the City reject the eight proposed subleases.
Based on the City’s own criteria, we further request that the City direct Mr. Lally
that a rental rate within the average range of those charged at Paso Robles Alirport,
and the surrounding comparable airports satisfies the terms and conditions of the
Master Lease. Without such a definitive statement from the City, we do not believe
this matier can be resolved amongst the parties.

Very tmlv VOUrS,

/Z/%v/ -
Graham M. Lyons of ‘

Mullen & Henzell L.L.r.

GMLmmp
Enclosures
Mr. William O Connor, Esq.

Clients
(194683006 LCORROMW ROURE.DOC
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DECLARATION OF MARK AMES
I hereby declare as follows:

L1, Mark Ames, am over 18 *of age and competent to make this

declaration. | have personal knowledge of the facts stated below and | hereby
declare as follows:

2. My name is Mark Ames.

3. Phave reviewed that certain letter fromn Mr. William V. O Connor
o Ms. Iris P. Yang, dated August 18, 2008, 1 have also reviewed that certain
letter from Mr. John Milligan to Mr. (Connor, which fetier is atiached to Mr.
O Connor's lefter to Ms. Yang, including that certain page of Mr. Milligan’s letter
entizled “Survey of airport ground lease/hangar ownership” (“Survey™.

3. Daring the period of September 4, 2008 through September 30,
2008, [ persouaily contacted or attempted o contact every person isted in the

7 at the telephens number listed in the

Survey under that certain heading “Cont:

Survey under that certain heading ©F

isted I the 8

4. Inaddition o the individy rvey, | also conacted

other individuals I believed may bave knowledge regarding the rental rates

«in heading

chargsd at those alrports lisied in the Survey under that ce
“Location”,

5. During each lelephone interview with those individuals listed on

the Survey and those individuals listed under the heading “Contact” on the

altached Dxhibil “A” T asked each individual if he or she was able © provide or
had knowledge of the current rental rate for ground space at the particular sirport

listed vnder the heading “Location™ an the Survey corresponding to that

individual's mame.
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6. During each telephone interview with those individuals listed on
Exhibit “A” under the heading “Contact”, | took handwritten notes to
contemporaneausly document my conversation with each individua),

7. have reviewed the information provided in the attuched Exhibit
“A” and my handwritten notes taken at the time of each telephone interview, and
the information provided in the atiached Exhibit #A™ accurately describes and
reflects the results of my telephone interviews with those individuals listed
therein.

Vedeclare that the foregoing is true and correct, and that this declaration

was executed this 7th of October, 2008 at Paso Robles, California.

Mark Ames

Fi DG

G PSRN
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EXHIBIT A

Survey of Airport Ground Leases

Location Contact Phone # Rental Rate per month/ | Rental kau Per
pet square foot
Provided by Listed ¢ fo

Contact as of Provided by 1\1 r,

September 2008. Miltligan

Ans {760) 247-5766 9 cents” 12.5 cents

Apple Valley Scott'/Midfield
Airport (KAPV) Aviation

Meadows Freld
(KBFL

Wink Cecil

(661) 391-4906

3.8 cents”

[3 cents

Chino Airport

P : 7
lom Ricotta

(619) 987-6656

17 conts

Buchanan
Freld/Concord

Beth Lee”

(925) 646-5722

3.9 cenis”

10.8 cenls

- El Cajon . mpun

Cindy

(619)562-3040

8.5 cents

19 cents

Havward Aur
Terminal

(. h,i] \ })x HESS N

hed

(925) 200-0247

2.75 cents’

214 cenis’

Fox
FField/Lanc

Steve Erving

(6613 940-1709

b

13 10 14.4 cents

16,25 cenls

Van Nuys Airport

Bob Finkel

(818) 705-9861

30 cents

30 cents

Hawthorne
0l S
Airport”

Bruce McCall

(310) 676-4673

20 cents

1
7(3 cents’'

Mammuoth Lakes

Pat Foster

(760) 924-9127

15 cents'™

s 17
16.75 cents

20 cents'”

Sharon (805) 544-2450 20 cents
Riverside
Municipal
Kevin (858) 277-1453 N/A 4.4 cents

Montgomery Field

O’ Donnel "’

: HA
Palomar Airport

N/A

N/A

21 cents

Brown Field/ San

Tom Ricotta

(619) 987-6656

19 cents

Diego'’
San Luig ()blspo Linda Bulter™ N/A N/A 7 cents
Alrport

(KSBP)
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Ann {760} 399-4300 6 cents™ 12 cents
Thermal Airport Goodwin™

Q362 D00

A

' Mr. Milligan did not D“)\ldb a contact number tm ‘Joe” on his chart. Ans Scott operates Midfield
Au.mun which rents 34 gn

“ Apple Valley Airport he ) mmed gmund space. I“he're is & walting list of 76 people for ground
space. Paso Robles Alrport does not have these constraints, and in fact has more ground space than is
surrently used.

" Meadows Field charges a ilat rate of $63
square feet of hangar space. Subtenants
entire year. The 3.8 cents reflects a 1,700 square foot hanga
“prepay” discount).
! ‘\,1; Ricotta would not verity the rent rate for this airport.

r. Milligan's chart references “Julie” as the contact; however, when Mr. Ames contacted Julie, she
’e ed him to Beth Lee, who is responsible for rentals at Buchanan.

5. Lee’s company subleases 143,830 square feet of ground space for a total amount of $5,607.42, which
equ 5 3.9 cents per square foot, por mo:‘at‘n
7 Hayward is similar to Mr. Lilly's ¢ / gus sold his subtenants their hangars and now
reqits them the ground space. However, J]]M\C Mr. Lilly, Mr. B ‘tggs has reduced his rental rate 1o reflect
the fact that he has already made a significant pro*;t from the initial sale of the hangars.
3 Mr. \Illit&dn did not prov de & “eurrent rate rent”, but did provide a “proposed rent rate.”

meuu . 3 per month and can accommodate a bangar of 900 to 1,000 square Teet,

¥ Mr, Milligan provided no contact information, and therefore, the rent rate he provided cannot be verified.
However, we contacted Bruce MeCall. whose company Million Air, is in the process of building box
hangars at Hawthorne Airport, Mr. McCall believes the ground rest for these new box hangars will be
approximately 20 cents per sejuare foot.

" Me. Milligan did not provide a “current rate rent”, but did d provide & “proposed rent rate.’

" Given the remote location and resort destination associated with Mammoth dkx.\ ground space at this
dli‘pull 1s extremely limited.

* Mr. Milligan did not provide a “current rate rent”, but did provide a “proposed rent rate.”

b N(}ie that Mr. Lilly and his business partmer/ atlorn ey control the leases at Riverside Afrport and the rates
quoted are their own rentaf rates.

¥ Mr. O'Donnel deciined to speak to My, Ames regarding the rents charged.

¥ Mr. Milligan provided no contact information, therefore, the rent rate he provided cannot be verified.

" Mr. Ricotta would not verify the rent rate for this airport.

* Mr. Milligan provided no contact information, however we contacted Ms. Bulter, who is a member of the

SLOCAHOA, one of the hangar associations at KSBP.

I\h Milligan provides no contact information for this comparable, so we cannot confirm its accuracy.
However, in contacting several lessees at KSBP, we are confident that the 7 cents rate reflects the amount
hangar owners pay to their Association. which then pays rent to the County. The County charges a ground
rent rate of 1.3 cents per square foot. with the remainder of the rent amount charged by the Association
g£oing to improvements mr*hc benefit of the hangar owners (L.e. electricity. plumbing, insurance). None of
the benefits provided by the Association are provided by Mr. Lilly, and thercfore the 7 cents is not an
accurate comparable
M. Milligan liste d Peany Nelson as his contact. Ann Goodwin is Penny Nelson’s business partner.

' Ms. Nelson’s and Ms. Goodvin’s s operation controls the ground space for 22,000 square feet of hangar
space for which they charge $950 per month in ground rent. In addition, the subtenants are required to pay
additional rent for use of certain common use areas. The total ground rent (hangar space plus common use
area), is 6 cents per square foot/per month.

per moth for ground space, which can sccommodate up to 1,700
s receive 4 10% discount on their rent if they prepay for the
65 per month (excluding the 10%
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EXHIBIT B

Paso Robles Alrport Hangar Group Comparable Ground Rental Rates

Rental Rates at Paso Robles Airport Approved by the City of Paso Robles

Name of Master Tenant; Kim Lilly

Name of Subtenant: Marguerite Nunp

Size of Ground Space: Approximately 4,300 square feet

Permitted Uses: Commercial Hangar

Infrastructure Provided: Ulectricity, plumbing ,
Rent per square foot, per month: 12 cents (based on original rent rate approved in
2003, as adjusted by permitted CPI increases).

Name of Master Tenant: Nunno Corporation
Size of Ground Space: 1,800 square feet
Permitted Uses: Non-Commercigl

Rent per square foot, per month: 527 cents

Nunne Corporation operates a nearly identical business as Mr. Lilly, in that it holds a
Master Lease with the City and rents out ground space to subtenants, who own the
overlylug improvements.

G400 BCORROMTTU891.DOC
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EXHIBIT C

Paso Robles Airport Hangars Comparable Ground Rental Rates

Criteria Used for Comparables:
Alrports within Sixty Miles and/or One Hour Travel Time of Paso Robles Asrport
(Per City’s Criteria in its December 11, 2007 Letter to Mr. Glick)

Name of Airport: King Ciiy (KIC)
Mark Plaskett (831) 385-3956

Mr. Plaskett rents 1,400 square feet of ground space for his privately-owned hangar at
a rate of $78 per month.
(5.57 cents/sq.ftymo.)

Name of Airport: San Luis Obispo (SBP) |
Phil D" Acri {805y 781-3218

Airport has both County-owned hangars and ground leases for privately-owned
hangars. For the privately owned hangars, the ground is leased to a groupé
association, which then subleases individual hangar spaces to its members. T
ground rent runs in a range from 30 cents/sq. fyr (4,16 cents/sq.fVmo.) 1o *3“3
cents/sg/f/yr. (4.38 cents/sq. ft./mo.)

he

No land available at this time for development of new hangars.

San Luis Obispo (SBP) 2.
Private Hangar Association. (Hangar 46)
Mike Kunde (805)215-8914

Association has a long term lease (ten vears remaining on the current term) with the
airport.

The tenants are members of the association.

Each tenant pays the association a quarterly fee, which includes ground rent, as well
as maintenance fees for the taxi-ways and landscaping.

The fee is 7.8/sq.ft/mo.
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MORRISON FOERSTER

12531 HIGH BLUFF DRIVE
SUITE 100
SAN DIEGO, CALIFORNIA
92130-2040

TELEPHONE: 858.720.5100
FACSIMILE: 858.720.5125

W MOFO.COM

MORRISON & FOERSTER LLP

NEW YORK, SAN FRANCISCO,
LOS ANGELES, PALO ALTO,
SAN DIEGO, WASHINGTON, D.C.

NORTHERN VIRGINIA,
ORANGE COUNTY, DENVER,
SACRAMENTO, WALNUT CREEK

TOKYO, LONDON, BEIJING,
SHANGHAI, HONG KONG,
SINGAPORE, DRUSSELS

" Writer’s Direct Contact

858.720.7932
WOConnor@mofo.com

October 24, 2008

Via E-Mail and U.S. Mail

Iris P. Yang, Esq.

McDonough Holland & Allen PC
555 Capitol Mall, 9th Floor
Sacramento, CA 95814-4692

Re:  Kim Lilly - Subleases at Paso Robles Airport

Dear Ms. Yang:

This responds to the October 8, 2008 letter from Mr. Lyons regarding Mr. Lilly’s request that
the City consent to twelve subleases.' The purpose of Mr. Lyons’ letter is self-explanatory,
but most troubling is the conclusion requesting “that the City direct Mr. Lilly that a rental
rate within the average range of those charged at Paso Robles Airport, and the surrounding
comparable airports satisfies the terms and conditions of the Master Lease.” (Letter from G.
Lyons to I. Yang dated October 8, 2008 at 7.) This pronouncement goes against the City’s
repeated refrain that “the City has no authority or desire to set lease rates for subleases at the
Paso Robles Airport.” (Letter from I. Yang to W. O’Connor dated April 7, 2008 at 2.)

Mr. Lyons’ position, and presumably that of his clients, crystallizes the fundamental problem
with the City’s approach to the subleasing issue under Section III of the Master Lease.

Mr. Lilly has provided ample documentation showing that the proposed rental rate satisfies
the Final Policy Regarding Airport Rates and Chargers (“FAA Policy”) and that the City has
implel?ented an unprecedented process to obtain consent to subleases under the Master
Lease.”

! The following leases have been submitted to the City for approval: Pete Johnson Chevrolet, Hastings Ranch
Vineyard, Eberle Winery, Chris Henry, William Hurst, Jim Judd, Hogue Bros., Inc., Black Oaks, Inc., and four
leases relating to Aero Services and John Moore. These subtenants have not objected to the rental rate of 17.5
cents per square foot and are not represented by Mr. Lyons.

? Please see my letter of April 1, 2008 which describes in detail the FAA Policy and its application to

Mr. Lilly’s Master Lease, and Mr. Milligan’s August 18, 2008 letter describing the common practice of
allowing the master tenant and proposed subtenants to negotiate rates by agreement without interference by the
airport sponsor. Further, Mr. Lilly’s August 18, 2008 submission establishes that the propose rental rate
complies with FAA Policy and the terms of the Master Lease.

sd-446709
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The stated goal of Mr. Lyons’ clients—to cause the City to direct Mr. Lilly to set rates
according to inappropriate criteria—is a misguided application of FAA Policy and the terms
of the Master Lease. I have encouraged the City on prior occasions to consult with FAA
airport compliance personnel and review the subleasing issues at Paso Robles Airport. See
49 U.S.C § 47129(a)(3) (the FAA Act is not intended to “set the level of the fee”). I must
reiterate that request again because it is our view that the FAA would not condone the
method in which the City is basing its refusal to consent to the twelve subleases.

It 1s unreasonable for the City to continue to delay consent based on a flawed analysis of
FAA Policy and attempt to further referee a dispute with Mr. Lilly’s subtenants. Moreover,
if the City were to ultimately withhold consent based on a flawed analysis of the FAA Policy
and the terms of the Master Lease, that action would also amount to an unreasonable refusal
to consent to the proposed subleases. Mr. Lilly encourages the City to act quickly and
approve the proposed subleases without further delay. If the City refuses to consent to the
proposed subleases, Mr. Lilly requests that the City explain its reasons so we can evaluate
the reasonableness of its refusal to consent. -

Unfortunately, Mr. Lyons” letter also contains several inaccurate assertions and unnecessary
hyperbole regarding the history of the sublease negotiations. Once again we are compelled
to respond to the most recent line of attacks from a disgruntled few whose ultimate objective
is to drive the rental rate down to a point that does not make long-term economic sense and
puts an unrealistic burden on Mr. Lilly to operate his business at rates below the current
market. The following is Mr. Lilly’s detailed response.

First, Mr. Lyons claims that “several issues previously raised by the City remain unresolved
in the proposed subleases.” (Letter from G. Lyons to I. Yang dated October 8, 2008 at 1.)
Presumably, Mr. Lyons is referring to issues regarding the form of the proposed sublease,
putting aside the rental rate. Since my first telephone call with you and Mr. Lyons, and my
recent call with you on October 9, 2008, Mr. Lilly has requested that the City inform him of
any issues with the sublease terms. To date, Mr. Lilly has not received a response from the
City. Accordingly, this seems to be a “non issue,” as the City has not identified any
particular area of concern regarding the form of the proposed sublease aside from the rates.
It would be unreasonable at this late stage for the City to identify any such problem now that
most of the subleases were submitted for approval over six months ago. (Letter from W.
O’Connor to M. Williamson dated April 1, 2008.)

Second, Mr. Lyons mistakenly attempts to characterize Mr. Lilly’s compliance with the
City’s requests as strong arm tactics because the twelve subleases “represent only a small
fraction of the subleases held by Mr. Lilly” and those subleases appear to be “favorable” to
Mr. Lilly. (Letter from G. Lyons to I. Yang dated October 8, 2008 at 2.) Putting aside the
inaccuracy of this statement, Mr. Lyons’ letter acknowledges that his clients’ subleases are
not before the City for consent. It defies logic that non-signatories to the proposed subleases

sd-446709
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may object to its terms, including the rental rate. Indeed, the FAA Policy explicitly
precludes such a result. See FAA Policy, 61 Fed. Reg. 31, 994 (June 21, 1996) (in keeping
with the policy to encourage direct local negotiations, the FAA does not look favorably on
complaints regarding fees set by agreement lodged by non parties). No doubt the City
understands that there is a fundamental standing issue here. Thus, the City must be cautious
when considering the source of the complaints about the proposed rental rate. To refuse
consent to the proposed subleases based on the comments of non-signatories is unreasonable.

It is also inaccurate to suggest that the subleases currently before the City represent only a
“small fraction” of Mr. Lilly’s subtenants. The opposite is true. There are 46 hangar spaces
on Mr. Lilly’s leasehold. Of the 46 hangar spaces, Mr. Lilly owns seven hangars, or 14.6%
of available hangar spaces. There are 13 hangar spaces that have City-approved subleases or
have executed subleases presently before the City for consent (this includes the eight
subleases of individuals who are not represented by Mr. Lyons). This group of 13 represents
27% of the hangar spaces. There are six additional hangar spaces occupied by tenants who
are not represented by Mr. Lyons and have not signed a new sublease. This group consists of
12.5% of the hangar sites. Some of these subtenants have indicated that they intend to sign
new subleases once the deadlock is broken regarding the proposed rental rate. Five of Mr.
Lyons’ clients previously signed subleases, but now complain that the sublease was obtained
under duress.” This faction represents 10.4% of the hangar spaces. Finally, there are 15
hangar sites whose current tenants do not have a signed lease and are represented by Mr.
Lyons. This final group represents 31.5% of the hangar sites.

The percentage breakdown of the various hangar sites does not support the assertion that
“only a small fraction” of subtenants have no objection to the proposed rental rate. Indeed,
more than half of the tenants, as represented by the number of hangar sites, have no objection
to the proposed rate. Assuming for the moment that Mr. Lyons’ concept of majority rule is
proper, the City cannot withhold consent to the proposed subleases because, in reality, it is a
minority of subtenants, many of whom are holdover tenants, that continue to obstruct efforts
by Mr. Lilly and willing subtenants to conclude long term subleases.

Third, Mr. Lyons takes issue with Mr. Milligan’s observation that “the City could now
undertake its option to provide other space on the airport for a subtenant, who is unable to
arrange satisfactory terms with Mr. Lilly, to relocate elsewhere on the airport at his own
expense, assuming such space is available.” (Letter from J. Milligan to W. O’Connor dated

> The claim of “duress” by some of Mr. Lyons’ clients is disingenuous. The FAA Policy does not condone this
gamesmanship and expressly provides the FAA will not allow airport users to improve upon their bargaining
position by bringing an affirmative complaint after an agreement has been reached; this outcome is unfalir to
airport proprietors who bargain in good faith. See FAA Policy, 61 Fed. Reg. 31, 994 (June 21, 1996).
Moreover, the FAA will not consider complaints about fees set by agreement if filed by parties to the
agreement. /d.

5d-446709
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August 18, 2008 at 4.) Mr. Lyons complains that this option is problematic because (i)
Mr. Lilly must operate his leasehold for the benefit of the general public, and (ii) many of the
subtenants have hangars that cannot be reloqated. (Letter from G. Lyons to . Yang dated

October 8, 2008 at 2.)

To suggest that Mr. Lilly has an obligation to the public-at-large to make hangar sites
available to subtenants on terms that make no economic sense is an unstudied analysis of the
varied considerations and policies regarding airport rates and charges. It is true that the City,
as airport sponsor, does have the obligation to comply with various FAA Grant Assurances
in exchange for accepting funds under the federal Airport Improvement Program. (Letter
from J. Milligan to W. O’Connor dated August 18, 2008 at 2.) It has been previously
demonstrated, however, that the proposed rate complies with FAA Policy and it should go
without saying that the rate takes into account various cost components including
maintenance, insurance, property tax, state income tax, federal income tax, and estate tax.
See FAA Policy 61 Fed. Reg. 31, 994 (June 21, 1996) (a reasonable rate includes all
operating and maintenance expenses directly associated with the provision of airfield
aeronautical services, including all capital costs associated with the provisions of such
services currently in use, and current costs of planning future aeronautical facilities and
services). The public interest in well run airport facilities is “best accomplished by profit
motivated private enterprise.” (Letter from J. Milligan to W. O’Connor dated August 18,
208 at 3.) Mr. Lilly has a right to operate his leasing business in the black and under no
circumstance may he be compelled to operate his business at below market rates. FAA
Policy, 61 Fed. Reg. 31, 994 (June 21, 1996) (the provision of aeronautical services must be
self sustaining). The public cannot be better served by forcing Mr. Lilly to run his business
below market rates, which has the potential to dilute the quality of aeronautical services
offered at Paso Robles Airport.4

Furthermore, the claim that the hangars cannot be relocated is suspect. The hangars are all
Port-A-Port hangars that may be relocated to other airports or other sites at Paso Robles
Airport should the City choose to make the land available. The larger box hangars and large
common-wall “T” style hangars can be moved because Mr. Lilly himself has moved several
hangars successfully in the past. Mr. Lyons’ clients desire to continue to enjoy the service
offered by Mr. Lilly on his leasehold, but do not want to pay market rates for that service.
The possibility of having to move a hangar should come as no surprisé to any subtenant, and
to withhold consent to the proposed subleases on this consideration is unreasonable.

Fourth, Mr. Lyons takes issue with Mr. Milligan’s main premise that it is improper for an
airport sponsor, such as the City, to expect “a master tenant to ‘prove’ that proposed rates are

* Mr. Lilly has been a long-term friend of the private pilot and has worked tirelessly to promote a pilot’s right to
own his own hangar. Moreover, Mr. Lilly has made a significant investment in the quality of service at Paso
Robles Airport which has benefited his tenants and the City over the years.

d-44
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comparable to like kind arrangements as the City has demanded of Mr. Lilly.”® (Letter from
J. Milligan to W. O’Connor dated August 18, 2008 at 4.) Mr. Lyons continues to argue,
without any support, that the onus is on Mr. Lilly to “prove up” his proposed sublease rate.
Mr. Milligan conclusively demonstrated that this process is not endorsed by the FAA Policy.
Mr. Lilly refuses to continue to bow to the unsupported assertions and recurring
misunderstandings of FAA Policy regarding rates and charges. If this matter were to
progress further, Mr. Lilly is confident that the burdens of the respective parties have been
correctly defined in our submissions. The City’s refusal to consent to the proposed subleases
according to its own concept of the applicable burdens of proof is therefore unreasonable.

Fifth, Mr. Lyons suggests that Mr. Lilly’s August 18, 2008 submission failed to apply the
City’s criteria for using comparable rates to establish the proposed sublease rate is fair and
reasonable. As a preliminary matter, Mr. Lilly does not agree that the use of comparable
rates is dispositive of whether a proposed rate or charge is fair and reasonable. That position
has been well documented in my letters to the City and John Milligan’s August 18, 2008
letter. As I have discussed with you, the City can engage in an endless three-way debate
over which rates are comparable or not. What we think are apples and oranges, Mr. Lyons
will claim are apples and apples—and on and on we go. The history of this dispute clearly
demonstrates the problems associated with using comparables as the sole basis to set rental
rates.

Perhaps most disconcerting is Mr. Lyons’ inaccurate attempt to define an arbitrary
geographic limitation for “comparable” rental rates that the City has never endorsed itself.
Indeed, the City requested that “Mr. Lilly provide evidence that is reasonably satisfactory to
the City that the proposed rental rates for the hangars are comparable to those being charged
at other airports with similar facilities and services and/or within similar market areas.”
(Letter from 1. Yang to W. O’Connor dated July 3, 2008.) The City also clarified that

Mr. Lilly’s Master Lease was not in default and acknowledged that Mr. Lilly “may also use
other factors as well in developing a counterproposal.” (/d.) Mr. Lyons misleadingly defines
the City’s criteria to include only those airports within a one-hour/sixty-mile commute
radius. To withhold consent to the proposed subleases based on comparables from airports
within a one-hour/sixty-mile commute radius is arbitrary, inconsistent with the City’s July 3,
2008 letter, and FAA Policy. Therefore it is unreasonable for the City to only consider
comparable rates based on such geographic limitations.

> Mr. Lyons takes an uneducated swipe at Mr. Milligan’s qualifications and implies that Mr. Milligan’s
opinions are based only on his experience as a civil engineer. This assertion demonstrates a fundamental
‘misunderstanding of Mr. Milligan’s point in his letter wherein he states that his work with the FAA as
Supervisor of the Airport Standards Section of the Airports Office (Los Angeles) included compliance issues
regarding an airport sponsors’ obligations under the Grant Assurances and the FAA Airport Improvement
Program. Mr. Milligan is highly qualified to offer opinions on the Paso Robles Airport subleasing issue.
Again, I encourage the City to contact the FAA to confirm Mr. Milligan’s qualifications based on his 34 years
of service with the FAA.

sd-446709
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Sixth, Mr. Lyons claims that some of the comparable rental rates submitted to the City on
August 18, 2008 are inaccurate. As a threshold matter, it is a difficult exercise to collect
completely accurate data from Mr. Lilly’s competitors regarding their airport rates and
charges. This information is proprietary and businesses are generally hesitant to give it out.
This is evidenced by the fact that Mr. Ames was unable to confirm rates that we obtained.® It
is unfair to hold these discrepancies against Mr. Lilly when it is the City that insisted that we
expend significant time and effort collecting data that may be inherently unreliable. In any
case, attached at Tab A to this letter is Mr. Lilly’s response to the rate discrepancies
identified by Mr. Ames.

Notwithstanding the attached clarification from Mr. Lilly, the rental rates collected by

Mr. Ames average out to 12 cents per square foot. Moreover, if one assumes the rates listed
as “N/A” are accurately reported in Mr. Lilly’s submission, the average rate goes up to 14
cents per square foot according to their own numbers. The rate Mr. Lilly proposes is
therefore in the ballpark of comparable rates offered at similar airports in similar markets
even if it is assumed that Mr. Ames’ analysis is accurate. However, as discussed in more
detail at Tab A, Mr. Lilly does not accept this analysis as correct and, taking into account
certain clarifications, the average of the rates submitted to the City-for consideration is 16
cents per square foot. (See Tab B for corrected rate summary.)

In light of the above, it is not surprising that Mr. Lyons retreats to rates charged at King City
Airport, San Luis Obispo, and Santa Maria. Those airports, however, are not comparable to
Paso Robles Airport. None of these airports have ground space available under the same
lease concept or business model that Mr. Lilly has a Paso Robles Airport. And the rates
listed are old lease rates.

Seventh, Mr. Lyons claims that Mr. Lilly’s proposed rental rate is 5.5 cents per square foot
higher than the rate he charges for commercial rental space relying on Marguerite Nunn’s
sublease. That assertion is misleading. Mrs. Nunn’s sublease commenced in 2003 at $§550
per month for a 4,180 square foot hangar (not 4,300 square feet as Mr. Lyons claims) for an
effective rate of 13.16 cents per square foot. Moreover, the same size hangar and identical
form of lease was approved for Mr. Hogue in 2006 at a rate of 17.9 cents per square foot,
representing the fair market rate at that time for a commercial use hangar. The fact that

Mr. Hogue and several other subtenants are now willing to pay at least 17.5 cents per square
foot for five years in 2008 clearly demonstrates the proposed rate is fair and reasonable.

Eighth, Mr. Lilly takes exception to the suggestion that he has been unwilling to negotiate
with the objecting subtenants. This 1s simply untrue. As early as February of 2008,
Mr. Glick, on behalf of Mr. Lilly, offered to mediate the dispute with Mr. Lyons’ clients.

¢ Mr. Lilly submitted rates from 16 different airports. Of these 16 airport locations, Mr. Ames was unable to
obtain information from five airport businesses. These five airports are listed as “N/A.”

5d-446709
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(Letter from F. Glick to G. Lyons dated February 7, 2008.) In response to that offer,

Mr. Lyons refused mediation as an option. (Letter from G. Lyons to F. Glick dated
February 20, 2008, attached at Tab C.) Moreover, the proposals from Mr. Lyons have been
complete non starters. For example, in his recent letter and in the past, Mr. Lyons has
suggested that the subtenants should pay /ess than they have in the past. These intractable
positions are to blame for the current deadlock.

Furthermore, before Mr. Lyons became involved in this dispute, Mr. Lilly personally met
with Messrs. Rezich and Cole in August of 2007. They also claimed to negotiate on behalf
of several subtenants. The result of that meeting was an agreement to pay 14 cents per
square foot. (Letter from K. Lilly to Subtenants dated August 7, 2007 attached at Tab D.)
Messrs. Rezich and Cole later backed out of that agreement and resorted to baseless threats
from an attorney. See, e.g., Letter from G. Lyons to F. Glick dated January 23, 2008 (“we
will file an action against your client” and “seek punitive damages” and “recovery of our
legal fees.”) This bad faith conduct is squarely rejected in the FAA Policy. See footnote 3,

supra.

Finally, we trust you will discuss this response to Mr. Lyons’ October 8, 2008 letter with the
City. We have been seeking the City’s consent to the subleases for several months now and
have not received a substantive response. The City must act on Mr. Lilly’s request. If the
City refuses to consent to the proposed subleases, it must explain its reasons, as the Master
Lease expressly states that such consent will not be unreasonably withheld.

We look forward to hearing from the City regarding Mr. Lilly’s request for consent to the
proposed rental rates at Paso Robles Airport. We have waited patiently for many months and
would appreciate a response as soon as possible.

Very truly yours,

William V. O’Connor
cc: B. Kim Lilly

Frederick K. Glick, Esq.
John P. Milligan

5d-446709
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Recap of Discrepancies of Exhibit A and Mr. Ames’ Notes

#1 & #2 Apple Valley - Midfield Aviation — Ans Scott

The correct square foot rate is 9 cents however this is an old rate under Midfield’s old
lease. New rates this year will be much higher. My 12.5 cents rate was for the small
hangar and Midfield has the Executive I size hangar (my error). Mr. Ames has omitted
the cost to develop new land at Paso Robles Airport, regarding land availability. Land
availability and cost to develop a site is surely a large part of current fair market values.

#3 Meadows Field

Meadows Field was reported incorrectly. After rechecking with Atlantic Aviations, Mr.
Wink Cecil, I was informed they charge $65.00 per month for their small Port-A-Ports
(65 + 804 sq. ft. = 8.1 cents per sq. ft.). Their rates are for month to month on airport tie
down ramp space. No development costs were incurred however Atlantic pays the
airport for this developed tie down area in their Master Lease. Mr. Cecil will be raising
rates in January and will use market rates he has developed. Mr. Cecil pointed out
Lloyds Aviation has airport property that they developed for recreation vehicle storage. [
called Nancy at Lloyds Aviation and their rates for parking a recreation vehicle is $195
for a 60’ X 12’ space (60 x 12 =720 sq. ft. ($§195.00 + 720 = 27 cents per sq. ft.) and
smaller spaces 40° X 12” for $65.00 (65 +.480 = 13.5 cents). The recreation vehicle
storage rates clearly shows why the 40’ smaller units take up less driveway space
compared to the 60° units, because larger recreational vehicle need larger driveways).
This fact also impacts hangars because we have to have to provide a full width taxiway.

" #4 Brownfield/Chino

Tom Ricotta owns leases at both Brownfield in San Diego County and Chino Airport in
Chino, California. I have enclosed a notice to his tenants as of April 22, 2008 confirming
the 19-cent old rate and the new rate of 21.cents. (Exhibit 1)

#5 and #6 Buchanan

Again Mr. Ames is trying to compare airport direct to end user ground rates. The 3.9
cents is the correct rate for an old Port-A-Port hangar project Master Lease. At present a
new lease with the tenant and airport for a higher rate is not available. Bare in mind this
site is a fully developed parcel and the rates charged to the subtenants is as'stated .108
and will go higher under new lease rates now being considered. Also note Mrs. Lee is an
employee of Buchanan Field and the figures Mr. Ames states “her company” is a
disingenuous comment to make it appear that she has her own company. She confirmed
to me the above information that the airport charges the leaseholders.

#7 Hayward
Hayward’s figures I have already corrected however again remember at this project the

high cost of the hangars off set the at-cost ground rent. I am sure at the end of this
current lease, the ground rent will go up to market rates.

#8 Hayward .
The .214 per year is the current rate not the proposed rate.

#9 Fox Field?

Again this is the rare case where the airport rents directly to the individual Port-A-Port

hangar owner. These rates are for month-to-month. The $130.00 rate is for the

Executive size of 804 square feet up to 1,000 square feet so the variable rate would be 13
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#10 and #11 Hawthorne

Hawthorne Airport is again a new project and price of hangars is a factor in ground rates.
26 cents was the rate I received when I called. Hawthorne is a very small airport in a
very undesirable area of Los Angeles. This rate is viable because it is Master Lease
holder to individual tenants when Master Lease holder has had to do extensive site
improvements as I have done.

#12 and #13 Mammoth

Mammoth is another good example of Master Leaser holder to subtenant. Small airport
and a resort destination, Paso Robles is much larger, has more population and is likewise
a destination location and becoming more so. Mr. Ames’ comment about how ground
space is limited is not accurate, however “developed” ground space is limited as is in
Paso Robles. The rental rate is 16.75. The 15 cents Mr. Ames listed was before the
current consumer price index rate increases were added.

#14 Riverside

Riverside is a correct comparison that clearly sets market rates. Airport owner is the
County (Master Lessee). Port-A-Port Leasing is a separate partnership that manages the
Master Lease separately from any of my business interests. Port-A-Port Leasing
subleases to hangar owners subtenants and rates posted my Mr. Milligan are 2-year old
rates (i.e. 20 cents).

#15 Montgomery Field _

Please find attached copies of the cover sheet of a typical sublease (Exhibit 2) dated in
2002 with the rate posted on page 2 and footage shown on page #1. This rate is 6 years
old and the consumer price index clause has brought the rate up to approximately 23.5
cents currently. For further confirmation, please call Mr. Kevin O’Donnell at 858/277-

1453. :

#16 Palomar Airport (Carlsbad)

This is a County to subtenant association direct lease. Subtenant did not develop site
however in getting a new lease a few years ago (about 5 years, I think), the association
pooled tenant funds to upgrade the site and agreed to the new rate of 20.6 cents plus
consumer price index. To contact the county call Olivia Brackett at the county at

760/495-4938.

#17
See Mr. Ricotta’s letter mentioned in #4. Mr. Milligan rates are correct. You may call

Mr. Ricotta at 619/987-6656.

#18 & #19 San Luis Obispo

San Luis Obispo is a county to end user agreement with respect to the Port-A-Port hangar
on the San Luis Obispo airport. The 7 cents rate is an old rate. No more land is available
for Port-A-Port hangars. Other county to hangar association leases with different terms,
conditions and start dates are on this airport. Needless to say no current land is available
and the rate is too old to be comparable.
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April 22, 2008

Dear Tenants.

In accordance withthe letter yon were given May 1, 2007 regarding the rental increases,
the 12 month increase will take affect May 1, 2008. As stated in the previous letter your
current rent is approximately 3.19 pet square foot. The new rent will be $.21 per square

foot. Due to economic tirmnes we will not be chatrging the CPJ increase at this time as the

letter stated. A copy of the 2007 letter has been included for your records.

Best regards,

Tom Ricotta

1424 Continental Street, San Diego, CA 92154 Fo

Phone 619- 871 -9222 ~ Fax 619-671-9665 :
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EXHIBVT T

Air 88, Inc. dba: Crownair Aviation
3753 John J. Montgomery Drive
San Diego, CA 92123
Phone 858-277-1453 Fax 868-277-7591

Sublease

Air 88, Inc., d.b.a. Crownair Aviation, a California corporation, herein called "Sublessor”, hereby

subleases to WINGEGTGNGENPENPNNG, hcrcin called "Sublessee”, the land for a hangar measuring

7.323 square feet , the construction of which was done oaly as approved, permutted and certified by the
City of San Diego, herein called “City”, on Jand herein called "the Premises”, located on alf of that certain
property sicuated in the City of San Diego, County of San Diego, State of California, described as Lease
Lot 9, Montgomery Field Airport, delineated on Exhibit “A™ as described in Subsection 10.1 of City of

San Diego Flat Lease. The Premises are shown on the plet map attached hereto as Extubit B. This
Sublease relates specifically to the area shown as Hangar # 35 .

1.

Recitals

Sublessor is the lessee under that certain lease dated May 6, 1996 (the "Master Lease") by and
berween Sublessor and the City of San Diego (the "City™), a copy of which is attached hereto as

Exhibit C,
Sublessee has purchased or has contracted to purchase an aircraft hangar (Hangar # 35 ) on the

Premises. Such purchase is comtingent on Sublessee obraining the rights to the Premises under this
sublease and the copsent of the City to this sublease (as evidenced by a “Consent to Sublease

Agreement”).

NOW, THEREFORE, the parties agree as follows:

Leasing and Descﬁgg'og of Propertv. Subject 1o the terms and conditions set forth herein, Sublessor

hereby subleases the Premises to Sublesses, and Sublessee hereby subleases the premises from

Sublessor,

Term.
(a) This Sublease shall commence on the date of Transfer of Title and shall end on May 31, 2016

unfess sooner terminated as provided herein. In the event the Master lease is extended,
Sublessor will, subject to approval by the City, offer an extension to this sublease for the same
duration of any subsequent master lease executed between Sublessor and the City. Such offer,
if approved by the City, shall be made prior to termination of the Master Lease. The terms of
the exiension or new sublease, subject to approval by the City, will be proportional to the rent in
this sublease and to the percentage (%) mcrease to the new or extended master lease.

() So long as Sublessee is not in default in the performance of any of the terms, covenants, or
conditions of the Sublease, City will not jom Sublessee as a party defendant in any action or
proceeding for the purpose of terminating Sublessee’s interest and estate under the Sublease
because of any default by Lessee/Sublessor under the Master Lease.
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{¢) Ifthe Master Lease is terminated for any reason, ail Sublessor’s interests as Sublessor under the
Sublease shall be deemed automatically assigned, transferred and conveyed to the City. City
shall thereafter be bound on the Sublease to the same exteat Lesses/Sublessor was bound ou the
Sublease, and shall have all the rights under the Sublease that Sublessor had under the
Sublease. Further, upon such a termination, Sublessee shall be bound to City under alf of the
conditions of the Sublease for the balance of the term of the Sublease with the same force and
‘effect as if City were the landlord under the Sublease. [u no svent shall the City be required to
approve an extension of the Sublease beyond May 31, 2016. As a part of this process,
Sublessee shall attom to City as Sublessee’s landlord. The attornment will become effective
frmmediately when City succeeds to the interest of Sublessor under the Sublease, and shall not
require the execution of any additional mstruments by the parties to this agreement. The
respective rights and obligations of Sublessee and City upon attomment shall for the balance of
the term of the Sublease be the same as they are currently set forth in the Sublease, with the

exception of the potential extension provision.

Subject to specific exceptions herein, if the Ground Lease is terminated for any reason and City
succeeds to the inrerest of Sublessor under the Sublease, City shall be bound to the Sublessee
under the terms of the Sublease, and Sublessee shall. from and after that event, have the same
remedies against City for the breach of any agreement contained in the Sublease that Sublessee

might have had under the Sublease against the Sublessor.

3 Ground Rent. Sublessee agrees to pay a flat rate of _One thousand five hundred twentv-eight
Dollars (3_1,528.00 ) per month. Ground rent will begin and be payable on the first (1st) day of
the month for the full term of the lease. Ground rent is payable at the office of Sublessor at
Crownair Aviation, 3753 Johm J. Montgomery Drive, San Diego, CA 92123, or at such other
place or places as Sublessor may from time to time designate by written notice delivered to

Sublessee.

4. Ground Rent Adjustment. The ground remt provided for in Section 3 above shall be subject to
adjustment at the end of the first year and ar the end of every year thereafter (the “adjustment date™)

based on wcreases n the Consumer Price Index as follows:

The Base for computing the adjustinent is The Consumer Price Index for All ltems for All Urban
Consumers in the Los Angeles-Riverside-Orange County Metropolitan Area, published by the
United States Department of Labor, Burean of Labor Statistics ("Index"), which is last published
prior to the date of the commencement of the term ("Beginning Index"). If the Index published
nearest (and prior to) the adjustment date ("Extension Index") has increased over the Beginuing
Index, the ground rent for the following annual period (until the next rent adjustment) shall be set by
multiplying the muniemum rent set forth in Section 3 (post flat-rate master lease) above by a fraction,
the numerator of which is the Extension Index and the denommator of which is the Begitming Index.

If the Index is changed so that the base year differs from that used immediately preceding the month
in which the term commences, the Index shall be converted in accordance with the conversion factor
published by the United States Department of Labor, Bureau of Labor Statistics. If the Index is
discontinued or revised during the term, such other government index or computation with which it
is replaced shall be used m order to obtain substantially the same result as would be obtained if the

Index had not been discontinued or revised.

Utilities and Taxes as Additional Rent. In addition to the ground rent specified in Sections 3 and 4
above, Sublessee agrees to pay the following costs and expenses as additional rent for the use and

occupancy of the premises:
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J. ROBERT ANDREWS
Jerrrey C. NeLson
JAY L. BECKERMAN
Josepr F. GReen
MACK S. STATON
GREGORY F. FAULKNER
RiCHARD G. BATTLES
Eowarp C. THOITS
WiLuam E. DeGen
MicHAEL E. CaGE
CHRISTINE P. ROBERTS
Lori A, Lewis

Paut K. Witcox

-Monica M. RoBLes-MuziNICH

AMGN R. GupTa
RAFAEL GONZALEZ
JANA S. JOHNSTON
REBECCA D). EGGEMAN
LinDsAY G. SHINN

Dennis W, ReiLey
CHaRLES S. BARGieL
Kirx R. WiLson
JARED M. KAtz

GRAHAM M. LYONS
OF Caunset

THOMAS M. MULLEN
19751991

ARTHUR A. HENZELL
ReTireD

Mullen & Henzell .rr

ATTORNEYS AT LAW

e-mail: glyons@mullenlaw.com

February 20, 2008

Frederick K. Glick, Esq.
1315 Santa Rosa Street
San Luis Obsipo, CA 93401

Re:  Sublease—Lilly/ Paso Robles Airport

Dear Mr. Glick:

I am in receipt of your February 7, 2008 letter regarding the ongoing negotiations
between our respective clients at the Paso Robles Airport. I am also in receipt of
Ms. Williamson’s letter to Mr. Lilly dated February 7, 2008, informing Mr. Lilly
that he is currently in default under his lease with the City. Given your client’s
outstanding issues with the City (and the direct impact these issues have on my -
clients), we do not believe mediation is an option at this time.

We await your client’s resolution with the City.
Very truly yours,

V:\’/i\/tu(w\/-vw/ﬁ

Graham M. Lyons of
Mullen &; Henzell L.L.p.

GML

G:\19468\0001\DOCS\CC4843.DOC

112 East Victoria Street  Post Office Drawer 789
Santa Barbara, California 93102-6789
(805) 966-1501
FAX (B05) 966-9204
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Sacramento

855 Capito! Malk

gt Floor
Sacraynento {4
958144692

tel 9, 444,3900

1ol frie 800.403.3900
fax B18.444.8234

Dakland

1801 Marrizan Strest
ih Floor

Qakland CA
946123601

tist 510.273.8780

red] froe 800.339.3030
I3 510,839.8104

MeDonough Holland & Allen sc
Attorneys at Law

iris P. Yang
Attorney at Law

Sacramento Office
916.325.4576 tel

916 444 3826 fax
iyang@rmhalaw.com

February 17, 2009

VIA ELECTRONIC AND FIRST-CLASS MAIL

William O'Connor

Morrison & Foerster LLP )
12531 High Bluff Drive, Suite 100 FER 182009
San Diego, CA 92130-2040

Re:  Kim Lilly Subleases — Paso Robles Airport
Dear Bill:

Pursuant to our telephone conversation the other day, you requested that [ let you
know if the City had any comments on the form of the sublease that Mr. Lilly
{(through Fred Glick) submitted to the City for approval. The last version of the
Sublease was the one that was faxed to Meg Williamson by Fred Glick on
November 18, 2008.

As we discussed, the proposed form does not contain the proposed rental rate or term.
We understand from our prior correspondence that Mr. Lilly is proposing rents of
$17.5 cents per square oot for a five-year term; 16.5 cents per square foot for a one-
year term; and 14 cents per square foot for a month-to-month term.

In addition, the City does have some minor comments on the form sublease, as
follows:

1. Section 5, third paragraph, second line, should read "CP1  from the prior
calendar vear."

2. Section 5, fourth paragraph: The City uses the CPI Index for the San
Franciseo-Oakland area, rather than Los Angeles, for all of its leases.

-

3. Section 6, -- All signs should be approved by the City Planning Department,
rather than the Airport Director.

H167033v2 3286673004
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4. Section 12, please add the following paragraph:

"Sublessee, for himself, his heirs, personal representatives and assigns as a
part of the consideration hereof, does hereby covenanl and agree, as a
'covenant running with the land.' that in the event facilities are constructed,
maintained or otherwise operated on the said property described in this lease
for a purpose for which a DOT program or activity is extended or for another
purpose involving the provision of similar services or benefits, Sublessee shall
maintain and operate the Premises in compliance with all other requirements
imposed pursuant to title 49, part 21, Non-Discrimination in Federally-
assisted programs of the Department of Transportation Effectuation of
Title VI of the Civil Rights Act of 1964, as said regulations may be amended.”

5. Sections 19.1, 19.2 and 19.3 - these contain several references to the "Lease,"
which should be revised to refer to "Sublease."

6. Section 21: -- refers to a requirement to "carpet Premises." This does not
seem appropriate for a hangar,

With the above textual changes, and subject to the City Council's acceptance of
Mr. Lilly's proposed rents and terms, the proposed form sublease would be
acceptable.

As | mentioned, the City Council is scheduled to have a special meeting on
Wednesday, March 11, 2009, at 7:30 p.m. to consider the proposed subleases for
Mr. Lilly's hangar sublessees. The approval process regarding these particular
subleases has been unusual because in all prior instances, the parties have reached
agreement upon the proposed terms, including rent and term, of the subleases before
secking approval. That was not the case here, and while the City does not have the
authority to establish rents, it does have the legal obligation to ensure that the
proposed rents are reasonable and non-discriminatory.

Please let me know if you wish to discuss this further.

\ZU\ truly yvours,

IPYjih ' '

ce: Meg Williamson
Roger Oxborrow
Fred Glick, Esq.

1167633v2 32866/3004

Agenda Item 1 Page 87 of 87





