sdwkiill Cove

I NDUSTRIAL P ARK
BOARD OF DIRECTOR’S REGULAR MEETING
WEDNESDAY FEBRUARY 26, 2007

AGENDA
3:00 PM
SEDA Board Room
Item Action
A. Call to Order Acknowledge
B. Roll Call Acknowledge
C. Review of Minutes Motion to Approve
¢ FEBRUARY 14, 2007
D. Correspondence & Other Information Acknowledge/Questions
E. Changes/Additions/Deletions to Agenda Change/Add/Delete
F. Unfinished Business
1. Discussion/Recommendation
G. New Business
1. Silver Bay Seafoods — dock fender extension Discussion/Approval
3. Theobroma Chocolate — outstanding lease payments Discussion/Recommendation

4.

H. Other Business
1.

. Reports
1.

J. Adjournment

The Mission

It is the mission of the Sawmill Cove Industrial Park board and management, by direction of the Sitka Assembly, to
strategically develop the park in a fiscally responsible manner that maximizes its economic benefit to the community
through creation of meaningful jobs in conformance with established community plans and policies.




CORRESPONDENCE



&EDA SITKA ECONOMIC DEVELOPMENT ASSOCIATION
; o W 329 Harbor Dr've Suite 212 - Sitka, Alaska 99835 ("—‘07) 747 2660 - fax(907)747 7688 - www.Sitka.net

Thursday February 15, 2007

MEMORANDUM

To: John Stein, Municipal Administrator
Mayor and Assembly

From: Nancy Davis, Chair 2 :
Sawmill Cove Board of Directors —

Subject: Sawmill Cove Industrial Park
Multi-purpose Dock

At their February 14, 2007 meeting the Sawmill Cove Board discussed a phased approach
to construct a multi-use dock at the Industrial Park.

Phase 1 of the project will include a scaled-down sheet pile bulkhead and fender system.
(Scaled down from a 300 foot working dock face to 100 feet).

Phase 2 will provide two breasting dolphins and six mooring dolphins to accommodate
cruise ships, bulk water ships and freight vessels up to 950 feet in length.

Preliminary cash flow estimates suggest the Phase 1 project does not generate positive
cash flow unless the $1.9M FTA grant can be applied. The Board suggests the City seek
relaxation of the FTA restrictions on the grant during the Congressional re-authorization
effort so the grant can be used for this purpose.

In contrast the Phase 2, larger project, returns positive cash flow due to berthing of cruise
vessels. We estimate there may be sufficient cash flow to acquire a revenue bond for
construction.

The Board discussion presumes City ownership of the dock. In the Phase 2 scenario a
private sector firm experienced in cruise vessel security and management is utilized.
However, ownership of the dock remains in City hands.

The Sawmill Cove Board will hold a strategic planning meeting on the evening of March
7, 2007. The meeting will be held at the Industrial Park beginning at 5:30 P.M.
Subsequent to the planning meeting the Board will request a work session with the
Assembly to discuss the results of the planning effort.

During the work session the Board will seek the Assembly’s guidance on whether to
continue with a public discussion of a multi-use dock at Sawmill Cove.
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The Chair requested Mr. Wolff to send the Board an electronic copy of the proposed FY08 Sawmill Cove
Budget so the members can go over the line items and make recommendations if needed.

2. Bike and Hike

Mr. Bevan presented to the Board a summary of the new Bike and Hike lease proposal. To wit:
1. Afive-year lease with three five-year extensions
2. Lease room numbers 19, 26, and 27 with first option to lease room 28. The total area of rooms
19, 26 and 27 is 691 square feet.
3. A base rent rate of $0.50 per square foot will be paid on a year round basis.
4. Rent will ramp up with no payments for the first six months and a linear increase to full rates over
the second six months.
An additional $55 per month will be paid for sewer, janitorial and electric.
Outside storage for two 20-foot containers will be included in the lease rate.
Three parking spaces proximate to the east side of the Admin building will be included in the
lease rate.
8. The standard City long term lease template will be used that includes CPI adjustments,
insurance, etc.

No g

Ms. Gundaker told the Board that Bike and Hike plans to do capital improvements on the lease area citing
the need to replace the carpeting, repaint the walls, get the bathroom cleaned up, and repair the awning
outside. She also spoke about parking spaces which she felt should be provided by the City for free.

After learning that the shop area is available for rent, Ms. Gundaker expressed interest in leasing the
space and added that if they can get it, they might not need to maintain the outside storage containers.
She requested that they’d be given more time to consider the shop area to be included in their lease
proposal and bring it back to the Board at a future date.

Mr. Bevan clarified that the Code provides that the City provides parking spaces in the central business
district. At Sawmill Cove, employee parking has been included in lease payments for past leases.

Mr. Horan cited the need to mark out common areas and assign per square footage rates. He said he
doesn’t have a problem with the lease as long as it doesn't get in the way in having a cohesive utility of
space in the administration building.

The Board agreed to direct Mr. Bevan to continue negotiating the lease proposal with Ms. Gundaker and
possibly schedule another meeting to finalize the lease agreement.

3. Multipurpose Dock — Phased Development

Mr. Bevan presented to the Board his proposal for a phased development approach in constructing the
dock with CBS maintaining ownership of the dock. He also briefly discussed the projected cash flow for
each phase which indicates a negative cash flow for the first phase; positive but less profitable for the
second phase, and very profitable for the third phase. He posed two questions: (1) What does the Board
intend to do with this exercise? (2) Who is the audience?

Mr. Horan stated that the purpose of the exercise is to determine what kind of dock is feasible, build a
rationale for that kind of dock, and offer it to the political process. He added that the audience would be
the Board members themselves.

Mr. Loiselle said that the project is only feasible if they incorporate cruise ship use for the dock and utilize
its revenue stream to fund the construction. He stressed that this, however, needs political support. He
added that at this point, the Board needs to know if they can get support from the Assembly. He also
pointed out that they should not lose sight of the fact that the pulp dock is also a major concern.

Sawmill Cove Industrial Park Board

Minutes of Meeting — Feb. 14, 2007
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The members exchanged views on the different options to fund the construction of the dock including
selling revenue bonds and seeking relaxation of the FTA restrictions on the $1.9 million FTA grant. They
also discussed how to present to the Assembly the different options and the steps the Board has taken in
addressing public concerns such as traffic, retail, helicopter use, and City ownership of the dock.

The Chair said that it is possible that the dock would gain support if they put together clear information
why the dock requires cruise ship urevenues and get the information out to the public.

The members agreed to adopt Mr. Bevan's recommendation, present it to the Assembly, and ask for their
direction whether to continue public discussion about the dock. Mr. Bevan said that he will send a draft
memo around for the members approval before sending it to the City Administrator.

4, Silver Bay Seafoods — Housing Layout

Mr. Riggs, Silver Bay Seafoods CEO, presented to the Board the proposed employee housing layout
which will be built on the concrete foundation slab from the old APC warehouse building. He told the
Board that the project will be a two-storey building with 37 rooms with four bunk beds per room,
accommodating a total of 148 employees, and with laundry facilities in the first floor. There won't be a
kitchen facility in the building since there will be one in the processing facility.

Mr. Horan expressed concern that there might not be enough space to accommodate 148 people in the
building but he said he will leave it to Silver Bay Seafoods to determine what is best for its employees.

MOTION: M/S Loiselle/Horan moved to approve the Silver Bay Seafoods housing project layout.
Additionally, Staff is directed to write a letter to Silver Bay Seafoods and request them to
submit an as-built layout for the project.

ACTION: Motion PASSED 4-0 on voice vote.
5. Fortress of the Bear — catwalk demolition

Mr. Bevan explained that Fortress of the Bear (FOB) has offered to demolish the steel framework and
catwalk that connects the old APC blower building to the City recycling tank. FOB intends to use the
metal grating in their project.

MOTION: M/S Horan/Loiselle moved to allow Fortress of the Bear to re-use the metal grating and
other steel components from the aeration building catwalk with the condition that the
entire catwalk structure is demolished.

DISCUSSION: Mr. Loiselle brought up the issue of liability when taking the structure down. He
recommended making sure that Fortress is up to date with their liability insurance.

AMENDED MOTION: M/S Horan/Loiselle moved to allow Fortress of the Bear to re-use the metal
grating and other steel components from the aeration building catwalk with the condition
that the entire catwalk structure is demolished and that Fortress of the Bear has current
liability insurance.

DISCUSSION: The members briefly discussed how the unused steel components will be disposed and
how the City could gain from it.

ACTION: Motion PASSED 4-0 on voice vote.

Sawmill Cove Industrial Park Board
Minutes of Meeting — Feb. 14, 2007
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H. OTHER BUSINESS

1. Cellphone Repeaters

Mr. Bevan explained that currently, there is hardly any cellphone signal at Sawmill Cove. He felt that the
need to address the problem is becoming more apparent as activity at the site continues to grow
particularly in the pulp dock area. He pointed out that the Fire Department is offering a cellphone repeater
that can be installed at Sawmill Cove. If it works, the Board can recommend getting an additional unit
which is estimated to cost around $1,000 - $1,500.

MOTION: M/S Miller/Loiselle moved to accept the Fire Department’s offer to install its cellphone
repeater at Sawmill Cove.

ACTION: Motion PASSED 4-0 on voice vote.

2. Scrap Metal from Building Demolition

At this juncture, Mr. Bevan sought the opportunity to bring up before the Board the possibility of a barge
coming in sometime in May to pick up the pile of scrap metal that came off from the demolition of the old
APC warehouse. He said it will be an opportunity to clean up the site of junk and other scrap metal
coming from other projects.

The members briefly compared the costs of having the site cleaned up of scrap metal for free and the
costs of having the City do the clean up and making money out of the scrap metal collected. They agreed
to direct Mr. Bevan to discuss with City Staff the best way to do it.

l. REPORTS

1. Sawmill Cove Management Report

Mr. Bevan referred the Board to his written report that was included in the packet. No discussion followed.
J. ADJOURNMENT

MOTION: M/S Loiselle/Horan moved to adjourn the meeting.

The meeting adjourned at 4:20 pm.

Sawmill Cove Industrial Park Board
Minutes of Meeting — Feb. 14, 2007
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SEDA SITKA ECONOMIC DEVELOPMENT ASSOCIATION
329 Harbor Drive, Suite 212  Sitka, Alaska 99835 (907) 747-2660 fax (907) 747-7688 www.sitka.net

Wednesday, February 21, 2007

MEMORANDUM

To: Sawmill Cove Board of Directors

From: Hugh Bevan, Director

Subject: Stikine Holdings d.b.a. Silver Bay Seafoods

Dock Fender Extension

Recently the City installed a new fender system on 240 feet of the pulp dock. 160 feet is reserved
for Baranof Frozen Foods and 80 feet is reserved for Silver Bay. The City’s cost to do the work
was $257,300 or $1,072 per linear foot.

Baranof pays the City up to $70,000 per year for use of 160 feet of dock face. Silver Bay pays up
to $35,000 for use of 80 feet. This equates to $438 per foot per year.

Thus the City recovers its capital investment in 3 years. ($1072/$438)

Silver Bay Seafoods desires to extend the new fender system an additional 120 feet. The same
engineering design will be used with the exception that anodes will be placed on the piling in
lieu of galvanizing coating. Their intent is to protect non-fendered dock piling from vessel
impacts.

They took the initiative to obtain a new Army CORPS Permit since the CBS permit expired
February 15, 2007. Silver Bay plans to do the fender work before local waters are closed for
herring season in mid March.

Silver Bay may expand their business in the future to include long line species. They are willing
to pay $0.01 per pound wharfage for any non-net fish brought over the dock. Silver Bay requests
that that $0.01 per pound go against their non-net fish wharfage until their capital costs to install
the fender extension are recovered.

After their capital costs have been recaptured Silver Bay will be charged $0.01 per pound for

non-net fish up to $52,560 per year for the additional 120 feet of dock frontage. (120 linear feet x
$438 per foot)
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Recommendations

1. Incorporate the fender extension work into a formal amendment to the Silver Bay lease.

2. Since the fender extension improvements will not result in additional net-fish deliveries
or off-loading at the facility, but are intended to protect the CBS dock facility, no
wharfage charges for net-fish will be assessed to Silver Bay Seafoods for this portion of
the dock.

The wharfage rate of $0.01 per pound for non-net fish up to a maximum of $52,500 will
apply to non-net fish delivered across this section of the dock. SBS’s capital costs to
improve this portion of the dock will be applied to any future non-netfish wharfage
charges until the capital costs have been recovered by SBS.

3. Identify the dock fender extension area as a “preferred use” for Silver Bay, but not
“exclusive use”. This is consistent with the original lease.

4. Reserve the right for the City to approve any users of the dock fender extension area that
are not delivering or receiving fish from the Silver Bay plant. This means Silver Bay can
not unilaterally arrange to berth third party vessels at the dock without approval of the
City of Sitka.
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SILYER BAY SEAFDODS, LI

4400 Sawmill Creek Road, Suite B
Sitka, Alaska 99835

February 14, 2007

District Engineer

US Army Corps of Engineers
Alaska District Regional Branch
CEPOA-CO-R-E

Box 6898

Elmendorf AFB, Alaska 99506-6898

RE: Corps. Of Engineers Permit O0YD2560002/Silver Bay 3

Application for NWP 3
Sitka (Sawmill Cove Industrial Park) Pulp Dock Fender Piles

Gentlemen,

Silver Bay Seafoods (SBS) is currently a tenant of the City and Borough of Sitka’'s at the Sawmill Cove
Industrial Park. We are respectfully requesting a Nationwide Permit to perform work that was previously

designed and permitted by the City and Borough of Sitka.

The U.S. Army Corps of Engineers issued the City and Borough of Sitka permit number POA-1956-2-D
on February 15, 2005. The scope of work included installing fender piling along the face of the former
pulp dock to allow breasting. While the City and Borough's design and permit included the entire
frontage, they did not have adequate funding to complete the full scope of work. The work performed
under their contract was completed in December 2005. While the City and Borough of Sitka executed a
certification for this work in December 20086, the entire permitted scope was not completed due to lack of

funding.

| have attached the NWP issued to CBS along with an additional drawing and hand written notations
indicating the scope completed by CBS in 2005. This drawing also depicts the scope SBS is requesting
to be permitted through this correspondence.

Ideally SBS would have simply performed this work under the previously issued permit as that was
certainly the original intent. However, SBS only recently became aware that CBS had already issued a
certification of completion. The City and Borough of Sitka fully supports our Nationwide Permit request
and will provide written documentation in the immediate future on their letterhead.

It is our understanding that the nationwide permits as they exist today expire on March 18, 2007 and will
have a one year grace period for completion. SBS respectfully requests a nationwide permit under the
current permitting structure. The piling materials are in the process of being shipped to Sitka and it is
critical that they are installed well in advance of the upcoming season.

Thank you for your expeditious consideration of this request.
Sincerely, .

Richard A. Riggs, CEO
Silver Bay Seafoods, LLC
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Hugh Bevan - Sitka Economic Development Assoc.

From: Richard Riggs [rriggs@alaska.net]

Sent:  Tuesday, February 20, 2007 10:52 AM

To: 'Hugh Bevan - Sitka Economic Development Assoc.'
Subject: SCIP Pulp Dock

Hugh,

The following is a summary of a dock plan that is agreeable to SBS — based on the framework we established
Friday afternoon and discussed this morning:

¢ SBS improves an additional 120 LF of the existing pulp dock by installing 3 new fender piles and installing
a wood bull rail (as described in detail previously). Since CBS had submitted a certification of completion
to the COE at the end of 2006, SBS went ahead and took the initiative to gain the necessary COE permit in
the interest of time and efficiency (the NWPs expire on March 18, 2007). By getting this permit, either SBS
or CBS will be able to make similar repairs until March 18, 2008.

o It is worth noting that the subject repairs by SBS does not allow SBS to off-load any additional seine fish.
Our current operational plan can work with the current configuration as we will pump fish rather than
hoisting them over the dock. However, the additional fender pile does protect the CBS dock, which is a
high priority to all involved. The “dock summit® on Friday afternoon and evening affirmed this.

e The wharfage rate of $0.01 per pound (capped at $52,500 — same $/LF as BFF) for this section of SBS
improved dock will only apply to non-net fish delivered across this section of the dock. SBS's capital costs
for installing the subject improvements (3 fender pile & bull rail) will be applied to the wharfage rate for this
section, if instituted, as described in your draft correspondence from 2/7/07 (similar to how BFF recaptured
their capital cost associated with installation of 2 fender piles).

As noted previously, we have the COE approval (I confirmed the status this morning with the COE) and our
contractor is standing by. ldeally this work is completed before the upcoming fish window for herring.

Regards, Rich

Richard A. Riggs, CEO
Silver Bay Seafoods, LLC

2/20/2007
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Hugh Bevan - Sitka Economic Development Assoc.

From: Daniel Glaab [dglaab@ptialaska.net]

Sent:  Tuesday, February 06, 2007 12:13 PM

To: scott@cityofsitka.com; danj@cityofsitka.com; hughbevan@gci.net
Subject: Dock piling permit for sawmill cove

To:CBS

From:

Daniel Glaab

Project Manager
Silver Bay Seafoods
4400 SMC suite B
Sitka Ak 99835

Plant (907) 747-7996
Fax (907) 747-7998
dglaab@ptialaska.net

RE: Dock piling upgrade
Gentlemen:

It has come to my attention that the city permit for installing breasting piling on this dock is
about to expire.

We had intended to continue the piling structure an additional 3 pilings this spring (and
probably more next year). We had planned to use the PND specifications and duplicate the city
portion with the exception of not using Galvanized piling and instead installing protective
anodes. The PND report (6-30-2004) lists galvanizing and HDPE piling sheath as options to
the piling for longevity purposes and not a requirement. We are planning this project around
the restrictions set forth regarding herring spawn times. We have hired WS to do this as they
are familiar with the requirements having installed the City portion.

With this in mind, we would greatly appreciate if the city would apply for an extension to the
army corps permit to allow us to improve the dock.

If | can help further or answer questions on this, please let me know.
Thanks

Dan

2/6/2007



SEDA SITKA ECONOMIC DEVELOPMENT ASSOCIATION
329 Harbor Drive, Suite 212 - Sitka, Alaska 99835 (907} 747-2660 fax (907) 747-7688 www.sitka.net

Thursday, February 22, 2007

MEMORANDUM

To: Sawmill Cove Board of Directors
From: Hugh Bevan, Director

Subject: Theobroma Chocolate

Outstanding Lease Payments

At the February 14, 2007 meeting the Board heard from City staff regarding potential lease
enforcement action against Theobroma Chocolate for its lack of payment of lease rents.

The lease was signed in April 2003. It provides 2,512 square feet of manufacturing space at a
present rate of $0.62 per SF and 1,244 square feet of retail space at a present rate of $0.72 per
SF.

The total, combined, monthly rate presently charged to Theobroma is $2,450.53 which equals
$29,406.

The original lease provided a nine month startup period during which no rent was charged to
Theobroma. Following the nine month period lease rates lease rates ramped up over 18 months.

As of December 12, 2006 Theobroma had an outstanding amount due the City of $69,101 for
lease payments and $2,132 in property taxes. The City has given Theobroma notice that they are
in default of their lease.

On February 22, 2007 we received a letter from Theobroma directed to the Sawmill Cove Board

that requests a $10,000 credit against lease payments for each increment they pay (and have
paid) in gross wages)
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Observations

1.

Theobroma’s request appears to be tied to cumulative gross wages paid to all employees
during a calendar year instead of “per employee” as was the case in the TAB lease and is
the case in the Stikine lease.

Theobroma’s request is retroactive.

Theobroma does not specify the minimum hourly wage rate they feel justifies the credit
nor do they specify the total, annual wage per employee. Their request is based upon total
wages paid to all employees.

The TAB employee credit was based upon a minimum hourly wage of $12.00 per hour
and the credit was $10,000 per employee per year. The credit was not transferable from
one year to another year. The credit program has ended.

The Stikine employee credit is based upon a minimum annual wage of $36,000 per year.
The credit is $10,000 per employee per year with a cap of $100,000 per year. The credit
is not transferable from one year to another year. The credit program ends on 12-31-
2010.

Recommendation

1.

If the Board decides to support Theobroma’s request, I recommend you require
Theobroma to produce it’s employee wage records by March 5, 2007 so the City can
evaluate the data in time for the March 7 Assembly packet.

Dave Wolff
Ed Iwamoto by fax
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Theobroma Chocolate Company
0 Box 2237
Sitka, AK. 99835
Phone: (9%)7)966-2345

To: February 22, 2007
Sawmill Cove Industrial Park Board

Before our lease was put into effect in April of 2003 I requested Jease dollar amount credits for each employee
that Theobroma would bave working at the site since ] knew of such credits that were placed in the “Water
Company”(now True Water?) lease. I was told in a very definite tone that the City/Sawmill Cove Industrial
Park Board would not be offering that kind of deal again and to not even consider this a possibility. I always
thought this to be a bit unfair to have offered this deal to one tenant and not another, but took Mr, Krebs’” word
as cold hard fact. I read and article in the Sitka Sentinel a few months ago that mentioned something about
Baranof Seafoods out at the Park adjusting or altering lease employee credits. It didn’t have gpecific
information as to what amounts the article referred to, but it raised a question in my mind. I contacted the
owner of Stikine Seafoods and was informed that he had obtained employee lease credits in their lease.

I have a “ramped up” lease payment schedule that started with my first payments on the lease to be at a reduced
rate and they were to be “ramped up™ at certain time increments specified in the lease. [ paid the amount we
were billed until I received a Jetter late August of 2005 stating that the City had made an error in that it had not
changed the rate of my lease payment on schedule and that I then owed a total of over $22,000.00 in addition to
increasing my monthly lease payment rate to four times the rate it had been. 1 did not have the funds to address
these unexpected charges and therefore waited to hear from the City as to my options. | received a certified
letter from the City Finance Director in late 2006, just before Christmas stating that we owed over $67,000. I
called to schedule a meeting to look at our options and due to holiday travel plans for both Mr. Wolff and
ryself we determined it would be appropriate to meet in January. I called to set up a meeting when I returned
to town in January. We met on Feb 9, 2007 and I was presented with a promissory note for the full amount due
and a Confession of Judgment Without Action to sign as a way to look at my options. [ asked about the
possibility of obtaining credit off of the amount due in the form of employee lease credits and Mr. Wolff told
me again, as 1 was told by Mr. Krebs years before, that the city would not be giving any employee leasc credits
and has not given any lease credits since the “Water Company™. 1 bave since obtained a copy of the Lease
Agreement between the City and Stikine Seafoods and very clearly in the lease there are employee lease credits
given. The credit they receive is $10,000 against the lease payments due per calendar year for each employee
position at the Sawmill Cove Facility for which gross wages are paid that are equal to or greater than $36,000.

1 request that Theobroma receive a credit of $10,000 off our lease payments due for each increment of $36,000
we pay and have paid in gross wages. My staffis 8 to [3 individuals, depending on the time of year. Some are
full time and some are part time employees. Though nope of the employees (including myself) makes $36,000
per veat, I can assure you that the paychecks are very important to each employee and are spent as part this
town’s economy. As Theobroma continues to grow, one of my highest my priorities is to improve the wages
and benefits of our employees.

Sincerely,

e L
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City and Borough of Sitka mM@,
100 Lincoln Street « Sitka, Alaska 99835 y/
February 21, 2007
Edward Iwamoto, President
- Theobroma Chocolate Company

PO Box 2237
Sitka Alaska 99835

RE: Non-Payment of Leage Payments and Taxes at Sawmill Cove Industrial Park
Dear Mzr, Iwamoto:

Per our conversation this moming, the City and Borough of Sitka will not put before the
Assembly on the 27 of February the delinquency of the lease payments. It is my understanding
that you will go before the Sawmill Cove Industrial Park Board on February 26 at 3:00 p.m.

Based on the outcome of this meeting, we will have an agenda item on the March 13® Assembly
meeting for either reducing your lease payments that are past due or to cancel your lease due to
non-payment.

Additionally, the past due property taxes on your leaschold interest are due on or before March 2,
2007 or you are in default of your lease in accordance with Section 14.1(b) of the lease,

The City and Borough still wishes to resolve the matter described in this letter in a constructive
and non-adversarial way, [ can be contacted at 747-1836 or by email at diw@cityofsitka.com to
set up a meeting,

%

David L. , Finance Director

¢¢:  Hupgh Beven, SCIP Manager E
John Stein, Administrator
Theresa Hillhouse, Municipal Attomey
Colleen Pellett, Municipal Clerk

Providing for today...preparing for tomorrow



| City and Borough of Sitka

100 Lincoln Street ® Sitka, Alaska 99835

£ NN I

Edward Iwamoto, President
Theobroma Chocolate Company
P.O. Box 2237

Sitka, Alaska 99835

RE: Non-Payment of Lease Payments and Taxes at Sawmill Cove Industrial Park
Dear Mr. Iwamoto:

I received your phone call on the 17™ of January that you were out of the office that afternoon and would call
me either Thursday or Friday morning to make arrangements on the delinquent lease payments due the City
and Borough of Sitka. No follow-up call or contact has been received from you.

According to your lease at Section 14.1, “Events of Default,” you had 10 days after written notice was sent
to you on December 12, 2006 to pay the delinquent rent, totaling $69,101.86. See attached notice. You
failed to make any payment. You are now in default. Thave attached Section 14 of your lease (pages 17, 18,
and 19) that outlines the “Events of Default and the Remedies in Event of Default.”

The City and Borough wishes to resolve the matters described in this letter in a constructive and non-
adversarial way. Please contact me by February 9™ to make arrangements to pay the outstanding debt to the
City and Borough of Sitka. You can contact me at 747-1836 or by email at dlw(@cityofsitka.com.
Otherwise, the Assembly will be requested to declare this lease null and void because of your breach in lease
payments. The City and Borough of Sitka may also proceed with other remedies provided by law as stated
in Section 14.3 of the lease agreement, which is attached.

Additionally, you have failed to pay the last two years of real property taxes on your leasehold interest,
amounting to $2,132 in taxes, penalties and interest. In accordance with Section 14.1(b) of your lease, your
failure to pay these taxes places you in default of your lease. This letter serves as the 30 day written notice
for you to cure this default. Failure to pay your delinquent tax assessment within that time period can result
in additional grounds to terminate your lease, among other remedies specified in Section 14.3 of your lease.
Contact me as soon as possible to make arrangements to pay the outstanding taxes to the City and Borough
of Sitka.

David'L.
Finance Director

Attachments
cc: Hugh Beven, SCIP Manager
John Stein, Administrator
Theresa Hillhouse, Municipal Attorney

Providing for today...preparing for tomorrow



City and Borough of Sitka

100 Lincoln Street ® Sitka, Alaska 99835

Edward Iwamoto, President
Theobroma Chocolate Company
PO Box 2237

Sitka Alaska 99835

RE: Non-Payment of Lease Payments and Taxes at Sawmill Cove Industrial Park
Dear Mr. Iwamoto:

Per our conversation on February 9, 2007, by February 16" you were to sign a promissory note
for $69,101.86 and Confession of Judgement and return them to my office. Also you stated that
you would meet with the Sawmill Cove Industrial Park Board on February 14 to request
employee credits that would reduce the outstanding balance of the lease. You failed to attend the
meeting to help resolve the outstanding balance of the lease. You have until noon, February 21,
2007 to bring in the signed promissory note and Confession of Judgement or this matter will be
put on the Assembly’s agenda for the February 27, 2007 meeting to declare your lease null and
void and further transfer this matter to the Municipal Attorney to collect all amounts due to the
City and Borough of Sitka.

The City and Borough still wishes to resolve the matter described in this letter in a constructive
and non-adversarial way. I can be contacted at 747-1836 or by email at diw@gcityofsitka.com to
set up a meeting.

Sincerely,

David L. Wolff, Finance Director

cc: Hugh Beven, SCIP Manager
John Stein, Administrator
Theresa Hillhouse, Municipal Attorney
Colleen Pellett, Municipal Clerk

Providing for today...preparing for tomorrow



City and Borough of Sitka

100 Lincoln Street  Sitka, Alaska 99835

December 12, 2006

Edward Iwamoto, President
Theobroma Chocolate Company
PO Box 2237

Sitka, Alaska 99835

RE: Lease payments at Sawmill Cove Industrial Park
Certified with return receipt and regular mail

Dear Mr. Iwamoto:

The City and Borough of Sitka has not received lease payments from your company since June,
2005. Per Section 14.1 of the Lease Agreement signed on April 10, 2003, this is considered an
“Event of Default.” As stated in subsection (a) the failure for a period of ten (10) days after
notice in writing from the Lessor to the Lessee is an “Event of Default.” As of today, the amount
due to the City and Borough of Sitka is $69,101.86.

Please contact me within ten days of receipt of this letter to remedy the outstanding balance due.
Failure to do so will result in transfer of this account to the Municipal Attorney to proceed to
collect this debt as outlined in Section 14 of the Lease Agreement.

I can be contacted at 747-1836, or after December 19% contact Larry Fitzsimmons at 747-1801.

Sincerely,

David L. WoH#, Finance Director

cc: Larry Fitzsimmons, Senior Accountant and Theresa Hillhouse, Municipal Attorney

Providing for today...preparing for tomorrow



fixtures, and equipment situated there) with Improvements of the same general size and character
as the damaged improvements. The choice between (a) and (b) in the previous sentence is to be
made by Lessee.

Section 11.2 Payment for Construction After Damage or Destruction. All insurance
proceeds recovered by any party on account of damage or destruction to the Improvements, less
the actual costs, if any, to the applicable party relating to recovery shall be applied by the parties
to the payment of the cost of the work to restore the Improvements and for other purposes.
Section 12.3 Unused Insurance Proceeds and Deposits. In the event any proceeds of insurance or
sums deposited with the Lessor by the Lessee in connection with any restoration or rebuilding of
the building shall remain in the hands of the Lessor after completion of restoration or rebuilding,
and if the Lessee shall not be in default under this Lease Agreement in respect of any matter or
thing of which notice of default has been served on the Lessee, then the remaining funds shall be
paid, first on any unpaid or accrued rent and other sums due the Lessor, and second to the
Lessee.

ARTICLE XII ~ MECHANIC’S LIENS

Section 12.1 Discharge of Mechanics' Liens. The Lessee shall neither suffer nor permit any
mechanics' liens to be filed against the title to the Subject Property, nor against the Lessee's
interest in the property, nor against the improvements by reason of work, labor, services or
materials supplied or claimed to have been supplied to the Lessee or anyone having a right to
possession of the Subject Property or improvements as a result of an agreement with or the
assent of the Lessee. If any mechanics' lien shall at the time be filed against the Subject
Property including the Improvements, the Lessee shall cause it to be discharged of record within
30 days after the date that Lessee has knowledge of its filing.

"ARTICLE XIII LIEN FOR RENT AND OTHER CHARGES

Section 13.1 Lien for Rent. The whole amount of the Rent and each and every installment, and
the amount of all taxes, assessments, water rates, insurance premiums and other charges and
impositions paid by the Lessor under the provisions of this Lease Agreement, and all costs,
attorney's fees and other expenses which may be incurred by the Lessor in enforcing the
provisions of this Lease Agreement or on account of any delinquency of the Lessee in carrying
out any of the provisions of this Lease Agreement, shall be and they are declared to constitute a
valid and prior lien upon the Subject Property and the Improvements, and upon the Lessee's
leasehold estate, and may be enforced by equitable remedies including the appointment of a
receiver.

ARTICLE XIV  DEFAULT PROVISIONS

Section 14.1 Events of Default. Each of the following events is defined as an "Event of
Default":

(@  The failure of the Lessee to pay any Installment of Rent, or any other payments or
deposits of money, or furnish receipts for deposits as required, when due and the continuance of
the failure for a period of ten (10) days after notice in writing from the Lessor to the Lessee.

(b) The failure of the Lessee to perform any of the other covenants, conditions and agreements
of this Lease Agreement including payment of taxes on the part of the Lessee to be performed,
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and the continuance of the failure for a period of thirty (30) days after notice in writing (which
notice shall specify the respects in which the Lessor contends that the Lessee has failed to
perform any of the covenants, conditions and agreements) from the Lessor to the Lessee unless,
with respect to any default which cannot be cured within thirty (30) days, the Lessee, or any
person holding by, through or under the Lessee, in good faith, promptly after receipt of written
notice, shall have commenced and shall continue diligently and reasonably to prosecute all action
necessary to cure the default within an additional 60 days.

(¢) The filing of an application by the Lessee (the term, for this purpose, to include any
approved transferee other than a sublessee of the Lessee's interest in this Lease Agreement): (i)
for a consent to the appointment of a receiver, trustee or liquidator of itself or all its assets; (ii) of
a voluntary petition in bankruptcy or the filing of a pleading in any court of record admitting in
writing of its inability to pay its debts as they come due; (iii) of a general assignment for the
benefit of creditors; (iv) of an answer admitting the material allegations of, or its consenting to,
or defaulting in answering, a petition filed against it in any bankruptcy proceeding.

(d) The entry of an order, judgment or decree by any court of competent jurisdiction,
adjudicating the Lessee a bankrupt, or appointing a receiver, trustee or liquidator of it or of its
assets, and this order, judgment or decree continuing unstayed and in effect for any period of 60
consecutive days, or if this Lease Agreement is taken under a writ of execution.

Section 14.2 Assumption or Assignment of Lease to Bankruptcy Trustee. In the event that
this Lease Agreement is assumed by or assigned to a trustee pursuant to the provisions of the
bankruptcy reform Act of 1978 (referred to as "Bankruptcy Code") (11 U.S.C. § 101 et seq.), and
the trustee shall cure any default under this Lease Agreement and shall provide adequate
assurances of future performance of this Lease Agreement as are required by the Bankruptcy
Code (including but not limited to, the requirement of Code § 365(b)(1)) (referred to as
"Adequate Assurances"), and if the trustee does not cure such defaults and provide such adequate
assurances under the Bankruptcy Code within the applicable time periods provided by the
Bankruptcy Code, then this Lease Agreement shall be deemed rejected automatically and the
Lessor shall have the right immediately to possession of the Subject Property immediately and
shall be entitled to all remedies provided by the Bankruptcy Code for damages for breach or
termination of this Lease Agreement.

Section 14.3 Remedies in Event of Default. The Lessor may treat any one or more of the
Events of Default as a breach of this Lease Agreement and at its option, by serving written notice
on the Lessee and each Secured Party and Leasehold Mortgagee of whom Lessor has notice
(such notice not to be effective unless served on each such person) of the Event of Default of
which the Lessor shall have received notice in writing, the Lessor shall have, in addition to other
remedies provided by law, one or more of the following remedies:

(a) The Lessor may terminate this Lease Agreement and the Term created, in which event the
Lessor may repossess the entire Subject Property and Improvements, and be entitled to recover
as damages a sum of money equal to the value, as of the date of termination of this Lease
Agreement, of the rent provided to be paid by the Lessee for the balance of the stated term of this
Lease Agreement less the fair rental value as of the date of termination of this Lease Agreement
of the fee interest in the Subject Property and Improvements for the period, and any other sum of
money and damages due under the terms of this Lease Agreement to the Lessor and the Lessee.

(b) The Lessor may terminate the Lessee's right of possession and may repossess the entire
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Subject Property and Improvements by forcible entry and detainer suit or otherwise, without
demand or notice of any kind to the Lessee (except as above expressly provided for) and without
terminating this Lease Agreement, in which event the Lessor may, but shall be under no
obligation to do so, relet all or any part of the Subject Property for rent and upon terms as shall
be satisfactory in the judgment reasonably exercised by the Lessor (including the right to relet
the Subject Property and building for a term greater or lesser than that remaining under the stated -
term of this Lease Agreement and the right to relet the-Subject Property and building as a part of
a larger area and the right to change the use made of the Subject Property). For the purpose of
reletting, the Lessor may make any repairs, changes, alterations or additions in or to the Subject
Property and improvements that may be reasonably necessary or convenient in the Lessor's
judgment reasonably exercised; and if the Lessor shall be unable, after a reasonable effort to do
s0, to relet the Subject Property, or if the Subject Property and building are relet and a sufficient
sum shall not be realized from reletting after paying all of the costs and expenses of repairs,
change, alterations and additions and the expense of reletting and the collection of the rent
accruing from it, to satisfy the rent above provided to be paid, then the Lessee shall pay to the
Lessor as damages a sum equal to the amount of the rent reserved in this L.ease Agreement for
the period or periods as and when payable pursuant to this Lease Agreement, or, if the Subject
Property or any part of it has been relet, the Lessee shall satisfy and pay any deficiency upon
demand from time to time; and the Lessee acknowledges that the Lessor may file suit to recover
any sums falling due under the terms of this Section from time to time and that any suit or
recovery of any portion due the Lessee shall be no defense to any subsequent action brought for
any amount not reduced to judgment in favor of the Lessor.

(c) In the event of any breach or threatened breach by the Lessee of any of the terms,
covenants, agreements, provisions or conditions in this Lease Agreement, the Lessor
shall have the right to invoke any right and remedy allowed at law or in equity or by statute or
otherwise as through reentry, summary proceedings, and other remedies were not provided for in
this Lease Agreement.

(d) Upon the termination of this Lease Agreement and the Term created, or upon the
termination of the Lessee's right of possession, whether by lapse of time or at the option of the
Lessor, the Lessee will at once surrender possession of the Subject Property and dispose of
personal property and improvements as described in Section 1.3.  If possession is not
immediately surrendered, the Lessor may reenter the Subject Property and Improvements and
repossess itself of it as of its former estate and remove all persons and their personal property,
using force as may be necessary without being deemed guilty of any manner of trespass or
forcible entry or detainer. Lessor may at its option seek expedited consideration to obtain
possession if Lessor determines that the Lease Agreement has terminated as described in the first
sentence of this paragraph, and Lessee agrees not to oppose such expedited consideration.

(e) In the event that the Lessee shall fail to make any payment required to be made provided
for in this Lease Agreement or defaults in the performance of any other covenant or agreement
which the Lessee is required to perform under this Lease Agreement during the period when
work provided for in this Lease Agreement shall be in process or shall be required by the terms
of this Lease Agreement to commence, the Lessor may treat the default as a breach of this Lease
Agreement and, in addition to the rights and remedies provided in this Article, but subject to the
requirements of service of notice pursuant to this Lease Agreement, the Lessor shall have the
right to carry out or complete the work on behalf of the Lessee without terminating this Lease
Agreement. ‘
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TAQ080S1

AR P 4 D LTS

2/01/07 PROPERTY TAX SYSTEM
Inquiry
Prop#_ L 610000010000000 School Dist.: Sitka S.D.
Owner . .: THEOBROMA CHOCOLATE CO.
Address: BOX 2237 Payoff Date.: 2/01/2007
Mail To: THEOBROMA CHOCOLATE,,, Total Billed: 3,340.52
BOX 2237 Total Dscnt.: .00
SITKA AK 99835 Total Paid..: 1,208.15
Phone. . : Total Due...: 2,132.37
. —_— -
Enter Option: ___ -
F3=Exit F8=Summary F22=Add'l Info Remaining
X Year Perd Type Bill# Tax Pen Int Collected w/Discount
_ 2006 A R 020063376 837.00 125.55 22.32 .00 984 .87
2005 A R 200503357 918.00 137.70 91.80 .00 1147.50

"2004 A R 200403334 893.00 148.85 66.20 1208.15 .00



