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PiEpMONT REALTY ADVISORS
B850 CALIFORNIA STREET
TWENTY-SECOND FLOOR
SaN FRANCISCO, CALIFORNA 94108

A5~ 43 ATO

March 13, 1989

Property Acquisition Committee

for USF&G Protected Return Fund
100 Light Street
Baltimore, MD 21202

Re: Northmark Business Center IIT
Blue Ash, Ohio

Dear Committee Members:

Enclosed for your review is an investment report on Northmark Business
Center III (NBC II) located in the Cincinnati, Ohio suburb of Blue Ash. The
proposed equity joint venture with the Linclay Corporation is for the
acquisition of a Class A office building containing 106,584 rentable square feet.
The total purchase price is $12,045,000.

The Property

NBC III is located in the affluent Cincinnati suburb of Blue Ash. Blue Ash is
bordered by Interstate 275, Interstate 71 and the Cross County Highway. This
transportation infrastructure gives the area surrounding the subject property
excelient regional access as well as local access to the large clerical and
administrative labor base residing within the I[-275 Beltway. Furthermore,
neighboring Blue Ash are the executive enclaves of Indian Hill, Montgomery,
Madeira and Amberly. The subject property is a 20 minute commute from
downtown Cincinnati and within a 45 minute drive of the Greater Cincinnati
International Airport.

NBC IIl is an attractive, three-story office building. It is 93 percent leased to
such national credit tenants as Hewlett Packard, Amdahl, Merr¢ll Dow, Toyota
and Metropolitan Life. The subject property features quality (finishes
throughout complimented by a distinctive exterior incorporating brown brick
and bronze insulating glass bands. The interior of the building is accentuated
by a lush three-level atrium and elevator lebby. NBC III is located on, and
has excellent visibility from, Reed Hartman Highway, the principal commercial
thoroughfare in Blue Ash which provides tenants with a full complement of
amenities including hotels, restaurants and retail centers. These locational and
physical attributes have made NBC HI one of the premiere suburban office
buildings in metropolitan Cincinnati.
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The Joint Venture Partner

The Linclay Corporation is a national development firm that has become one of
the most successful developers in metropolitan Cincinnati since opening its
local office in 1977. Linclay has developed over 1.8 million square feet of
quality office space and 1.1 million square feet of retail space during the past
ten years in the Greater Cincinnati area. The Cincinnati office is a fully
integrated development firm and its 60 employees are involved with site
acquisition, design, construction, leasing, property management and asset
disposition. These groups work together and provide Linclay the capability of
producing a higher quality building at a lower cost than its competition - a
significant advantage in marketing its properties to tenants, Moreover,
Linclay’s property management staff is recognized as the best in the area and
over 85 percent of all tenants in its buildings have renewed upon lease
expiration. Piedmont Realty Advisors has interviewed key people in the
Linclay organization and is confident that the subject property will be
operated in a professional and efficient manner.

The Market

Similar to other midwestern industrial cities, Cincinnati is experiencing two
significant trends. The first is the expansion of the service and high-tech
industries. The second is the movement of the population from the urban core
to more suburban settings north of the City. Both of these factors are
contributing to the growth of the Blue Ash office market. Furthermore, large
developable office parcels are scarce in the northeast quadrant of metropolitan
Cincinnati, particularly inside the I-275 loop. The Blue Ash market is also
experiencing a shortage of undeveloped sites as the remaining vacant land on
Reed Hartman is being developed or is controlled by institutional quality
developers.

Blue Ash has become metropolitan Cincinnati’s most prestigious and largest
suburban office market. NBC III is in the area’s Class A submarket which is
experiencing a 9.0 percent vacancy rate, although the Blue Ash office market
is currently 20.7 percent vacant., The current state of Blue Ash’s Class A
office submarket is a continuation of a trend of decreasing vacancy with no
corresponding introduction of new space until late 1989. Moreover, in this
large tenant market (i.e. over 50 percent of leases were for more than 35,000
square feet in 1988 according to Coldwell Banker) there are limited options
available for tenants seeking over 5,000 square feet.

It should be noted that the Blue Ash market is oriented to high-tech and
financial service firms that demand to be located in properties with exclusive
signage rights, Since all of the existing or under-construction projects have
lead tenants, the Class A submarket is anticipated to have minimal movement
of large tenants in the near future,
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The Blue Ash Class A submarket is very active as evidenced by the decreasing
market vacancy rate and the leasing prospects at NBC III. Thus, Piedmont
anticipates that the remaining space in NBC III will be leased within six
months at the proforma rental rate of $12.50 per rentable square foot, on a
triple net basis with less than ten percent concessions in the form of free
rent.

The Risk/Return

The proposed equity joint venture has been structured to provide the USF&G
Protected Return Fund (the Fund) with an immediate cash return on its
invested equity and to allow the Fund to participate in the potential
appreciation that will occur as the Blue Ash market continues to strengthen
and expand. The Fund’s risk associated with this transaction is substantially
mitigated by (1) the high building occupancy, (2) the national credit tenants in
NBC III, (3) the Partnership’s below market basis in the property, (4) the lack
of competitive office sites in the local area and (5) the locational and physical
characteristics of the property. Additionally, Linclay has been provided
incentives to encourage superior performance. These incentives include a
cumulative preferential return to the Fund and a trigger mechanism on the
buy/sell agreement.

The proposed NBC III equity joint venture will provide the Fund a ten percent
cumulative preferred return, compounded quarterly, plus 75 percent of all
operating and residual cash flows. The projected internal rate of return to
the Fund is 12.8 percent on an unleveraged basis and 14.8 percent on a 30
percent leveraged basis. Thus, NBC III provides the Fund an opportunity to
invest with one of metropolitan Cincinnati’s top developers in a 93 percent
leased building that is well-situated in the area’s most prestigious suburban
office market. Piedmont Realty Advisors believes that the Fund will receive a
return that more than adequately compensates for the associated risk and
recommends that the Property Acquisition Committee approve the $12,045,000
equity investment in Northmark Business Center IIL

Sincerely,

chxonal Acquxsz on Manager

BND:ar
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A.

B.

NORTHMARK BUSINESS CENTER I1I

PROPERTY SUMMARY

Property:

Location:

Northmark Business Center III (NBC III)
Blue Ash, Ohio

The subject property is located in Blue Ash,
which is an affluent incorporated suburb in
Metropolitan Cincinnati. The Cincinnati SMSA
is the 27th largest metropolitan area in the U.S.
with 1.4 million people. Blue Ash is located
near the executive communities of Indian Hill,
Montgomery, Madeira, and Amberley Village and
is bordered by Interstate 275, Interstate 7] and
the Cross County Highway.

The area’s highway system provides tenants of
the subject property with good access to the
entire Cincinnati region as Indianapolis,
Louisville, Lexington, Dayvton and Columbus are
all within an easy two-hour drive (see Exhibit
I-1). Additionally, this transportation
infrastructure places NBC III within 20 minutes
of downtown Cincinnati, 45 minutes of the
Greater Cincinnati International Airport and ten
minutes of a large clerical and administrative
labor base residing inside the 1-275 Beltway (see
Exhibit 1-2), NBC III has capitalized on these
locational attributes by successfully orienting its
leasing efforts towards regional sales offices
and back office operations of national
companies. '

NBC III is located along the Reed Hartman
Highway, the primary commercial corridor in
Blue Ash (see Exhibit I-3). Reed Hartman
provides NBC 1II with a full complement of
restaurants, retail centers and hotels, The
subject property is approximately two miles
north of the Cross County Highway, four miles
south of the I-275 Beltway (both accessed via
Reed Hartman) and within one mile of I-71,
which is accessed via Phieffer Road. Phieffer
Road is currently undergoing an expansion
program (to be completed in mid-1989) to
reduce the traffic congestion on Reed Hartman.
Since direct access to all Blue Ash office
developments is prohibited on Reed Hartman,
ingress and egress to the Northmark Business
Center is provided by a fully signalized
intersection at Carver Road (see Exhibit I-4).
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D.

Neighborhood
Overview:

R -

Property Description:

Blue Ash was originally intended to be the
home of the Greater Cincinnati Airport, but due
to considerable neighborhood dissent, an
alternative site was selected. Subsequently,
Blue Ash established a comprehensive plan for
commercial, industrial and residential
development to become a balanced suburban
community. The implementation of this plan
has resulted in population growth from 8,324
persons in 1970 to 9,506 in 1980 and to
approximately 13,000 in 1986 - an increase of
35 percent since 1980. Emphasis on promoting
quality residential development, schools and
municipal facilities reflects Blue  Ash’s
dedication to community planning. Although the
population is not anticipated to increase at the
historical rates as growth for the remainder of
the decade, the value of homes and wealth of
residents is increasing in this very desirable
suburb due to a lack of undeveloped
residentially zoned land. In 1588, the average
single-family home sale price was $146,471 in
the Blue Ash area which compares favorably to
the average sale price of a single family home
in the northern Cincinnati area of 392,731
according to the Cincinnati Board of Realtors.
Additionally, Blue Ash has established itself as
the largest suburban office concentration with
its daily workforce swelling to 65,000,

The subject property is located in the 20-acre
Northmark Business Center in the heart of the
Blue Ash office market on the Reed Hartman
Highway. The first building in the park (NBC
II) was completed in 1984 and is 100 percent
leased with Merrell Dow Pharmaceutical being
the principal tenant. The subject property
(NBC III) was completed in late 1985 and is 93
percent leased with Hewlett Packard as its
major tenant. The third building (NBC I) was
completed in mid-1987 as a build-to-suit for
Digital Equipment Corporation (DEC) and is
currently 87 percent leased to DEC, Kodak and
Dow Chemical {see Exhibit 1-5), NBC I and
NBC 11 were sold to the Public Employees’
Retirement Association of Colorado (PERA) in
1987 and PERA has retained a right of first
offer to purchase NBC IIL




E.

Curreat Rent Roll:

NBC TIII is a three-story Class A office building,
containing 106,584 net rentable square feet. Its
attractive brown brick exterior is accented with
bands of bronze insulated glass. The interior
features a lush three-level, all-glass atrium
which also serves as its eclevator lobby (see
Exhibit I1-6). The building was designed to
allow Hewlett Packard, which occupies all of
the first floor, to have an individual security
entrance on this level. Due to the sloping
nature of the site, the upper two multi-tenant
floors are accessed by a separate main entrance
on the second level. Tenants on these two
floors include Amadahl, Paychex, Merrell Dow,
Metropolitan Life and Toyota. All of the
occupied space is built out for general office
use with finishes befitting a Class A office
building. The floorplates will accommodate
users as small as 1,500 square feet (see Exhibit
I-7).

The attractively landscaped site contains 9.4
acres and provides for a very high parking ratio
of 5.1 spaces per 1,000 rentable square feet.
The size of the site provides the building with
a low FAR (floor to area ratio) of 27 percent
which allows the building to be e¢xpanded to
accommodate future tenant growth (Hewlett
Packard has a 26,000 square foot expansion
option). However, since comparable land sales
have been in the range of $200,000 per acre,
another option is to sell the excess developable
land of approximately three acres for the
construction of a 60,000 + square foot office
building. Either of these options would
increase the Fund’s return. As part of its pre-
closing responsibilities, Linclay (the developer
of NBC III) will submit for the Fund’s approval
a development plan for the expansion of the
building or sale of the excess land.

NBC I is 93 percent leased to national credit
tenants on a triple net basis, with the
exception of Toyota which has $17.50 gross
rental rate with a $5.00 per square foot expense
stop. Although ‘“"serious negotiations” are
currently ongoing to lease the remaining vacant
space, several tenants have rights of first offer
to lease expansion space adjacent to their
offices. Consequently, it is anticipated that the
unoccupied space, the bulk of which is ideally
located on the entry level floor, will be leased
by mid-1989. It should be noted that the term
of the existing leases have been intentionally

6




F, Partner:

staggered to allow the expansion of stronger
tenants without impacting the occupancies of
other tenants, For example,; it is anticipated
that should Hewlett Packard exercise its
expansion option, vacant space on the second or
third floor of the building could be made
available thereby negating the need to expand
NBC 1.

Linclay is the developer of the Northmark
Business Center. Linclay was established in
1963 in St. Louis and has subsequently
developed a national presence, although its
current focus is on midwestern cities such as
Cincinnati. Between 1967 and 1988, Linclay had
developed or acquired a total of 210 individual
projects, aggregating approximately 20 miilion
square feet. This includes 9.1 million square
feet of office space, 6.1 million square feet of
warehouses and 3.5 million square feet of retail,
The company has developed projects in 52
different cities in 14 states. It presently has
development and management offices in St
Louis, Denver, Cincinnati, Columbus and
Cleveland. o

The Cincinnati office, which was established in
1977, has become the largest suburban office
developer in this region having developed 1.8
million square feet of office space. It has also
developed a reputation in the market for
developing the highest quality product and for
providing the  Thighest 1level of property
management service. This is illustrated by
Linclay’s ability in Cincinnati to retain 85
percent of its tenants at lease expiration. Ms.
Nadine Raffurty is the Vice President in charge
of the Cincinnati office’s operations and has
been with Linclay since 1978. Her 60 employees
are involved with all aspects of real estate
deveiopment, including site acquisition, design,
construction, leasing, management and asset
disposition. Linclay has an active leasing group
that cooperates fully with all brokers and has
maintained a good relationship with the
brokerage community,
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Introduction

Similar to other midwestern cities, Cincinnati is
experiencing two significant trends that are
augmenting the growth of the suburban office
markets, especially Blue Ash., The first trend is
the diversification of the regional economic
base. This trend has resulted in decreased
emphasis on manufacturing while the service,
FIRE {(finance, insurance, and real estate) and
wholesale and retail trade sectors have
expanded. Between 1977 and 1986, the number
of jobs in manufacturing decreased by 7.9
percent, while jobs in the service, FIRE and
trade sectors increased by 355 percent
according te U.S. Department of Labor.
Furthermore, overall job growth during the
period was 16.4 percent and in excess of 90,000
new jobs were created. This reflects a number
of corporate relocations, ({e.g. Manhatten
National Corporation, Penn Central Corporation,
and Chiquita Brands), the opening of American
offices of Japanese firms (e.g. Clarion
Corporation, Mitsubishi Electric Corporation and
Shinwa UU.8.A.) and the expansion of local firms
(e.g. Proctor & Gamble, General Electric’s
aircraft engine division and Cincinnati
Milacron). According to Solomon Brothers,
Cincinnati is in the heart of what the Japanese
consider the "Golden Triangle" due to its
central location and efficient transportation
network. Solomon states that this area is
targeted for additional investment.

The second trend has been the movement of the
population from City to suburban neighborhoods.
Blue Ash exemplifies this trend having grown by
over 350 npercent between 1970 and 1986,
Furthermore, several firms (e.g. Xerox, Lazarus,
MCI, and Kelly Services) have moved from
downtown locations to the suburbs to capitalize
on the lower rental rates, free parking and’
more convenient commutes for empioyees,
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Blue Ash Market:

These trends have resulted in considerable
growth of the suburban office markets, which
have increased supply over four fold since 1980
according to Coldwell Banker, However, the
downtown market remains the strongest and the
largest with an 1i percent vacancy rate and 60
percent of the greater Cincinnati office
inventory {see Exhibit II-1). The Blue Ash
market is the largest and considered most
prestigious suburban office location which
reflects the success of the City’s development
plan as well as its control of a large parcel of
undeveloped land (ie. the old airport site).
Moreover, Blue Ash offers  the most
concentrated supply of quality office product
due to a chronic shortage of well-located, large
tracts of developable land within the I.275
Beltway. The other markets within the I-275
Beltway, specifically Kenwood and Tri-County,
are more of an unplanned mix of office, retail,
residential and industrial projects resulting from
the local govermment’s inability to institute a

“long range development plan in the 19505 and
- 1960s. Subsequently, new development is

occurring north of the I-275 Beltway along I-71,
which is considered a secondary location with
an inadequate transportation infrastructure and
limited services and amenities, Office
development is also occurring within the
Beltway on expensive sites that require the
demolition of existing structures (see Exhibit Ii-
2).

- The core Blue Ash market is accessed by Reed

Hartman Highway and is segmented by product
type and building quality., This segmentation
illustrates the evolution of the Blue Ash market
from warechouse/industrial buildings to one-story
office space to mid-rise office projects. This is
due to increasing land values. Consequently, it
is anticipated that the Blue Ash office market
will become more homogeneous as less intensive
land uses are replaced by the development of
quality office buildings.




C.

The CMA:

The development of the quality office market in
Blue Ash was triggered in 1981 by Prudential’s
introduction of the Westlake Center office
building. The success of the project indicated
the potential of the Class A office market and
resulted in the introduction of over. 500,000
square feet of quality space between 1985 and
1987. Additionally, during this time frame over
350,000 square feet of lower quality space was
made available. This caused developers to offer
significant concessions to quality tenants, often
exceeding 20 percent of a lease’s value.
However, with the introduction of no new
quality space since mid-1987, the Class A office
market has improved. Additionally, the supply
of new product should be much more controlled
than in the mid-1980s due to the lack of
undeveloped land.

The Competitive Market Area (CMA) consists of
the Class A office buildings in Blue Ash that
are accessed via Reed Hartman Highway (see
Exhibit 1I-3), The CMA is presently
experiencing a vacancy rate of 9.0 percent and
has averaged annual net absorption of over
100,000 square feet during the past four years.
Rental rates in the CMA range from $12.25 for
older product to 3$13.50 per square foot (net)
for Linclay’s NBC I product {completed in 1987).
Concessions have been decreasing steadily since
1987 and presently tenants are typically offered
ten percent or less of a lease’s value in the
form of free rent. Standard tenant
improvement packages range from 81200 to
$15.00 per square foot with over standard
improvements usually being offset by a
reduction in free rent.

The only property in the CMA that is having
difficulties leasing is Cornell Plaza. This can
be attributed to its lack of Reed Hartman
visibility, more difficult access and lower
quality finishes than NBC III. The remaining
CMA properties are all of comparable quality,
with the possible exception of Westlake Center.
Westlake Center, built in 1981, is beginning to
show signs of age as well as obsolescence. It
was designed before the personal computer
boem which has necessitated the need for
higher capacity mechanical systems and
upgraded electrical capacity. Although, the
HVAC system has been upgraded, several
tenants have moved from the property for this
reason,
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Two projects are planned to be introduced in
1989, These are Galbreath-Huff’s 120,000
square foot One Ashview Place and Trammell
Crow’s 40,000 square foot Blue Ash Business
Center VI. Galbreath-Huff{ has preleased 25
percent of its project to Xerox. It is believed
that this lease was extremely favorable for
Xerox (i.e. 18 months free on a five-year term).
Although the Crow building is recognized as a
Class A development, Crow’s previous office
projects have been of lower quality and have
had trouble leasing. Furthermore, both Cro
and Galbreath-Huff have not fully cooperated
with the local brokerage community, as does
Linclay. They have also developed reputations
as lower quality property managers than
Linclay. Crow and Galbreath-Huff are guoting
rental rates of $13.50 to $14.00 per square f{oot
with rental concessions in the form of free rent
of one month per lease year.

il
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A.

B.

INVESTMENT SUMMARY

L.

Investment Type:

Investment Amount:

Cumulative
Preferential Rate:

Equity Joint Venture

$11,905,000 Initial Funding
111,000 Tenant Improvement Holdback *
29.000 L.easing Commission Holdback *

$12.045.000 Total  Contribution  Amount
($113/SF)

* Linclay will provide a corporate guarantee
to provide tenant improvements and leasing
commissions of $1500 and 8$4.00 per
rentable square foot for the currently
vacant space in lieu of these holdbacks.

10.00%, compounded guarterly. If Linclay
secures third party debt prior to closing at a
rate below 10.50 percent, the cumulative
preferred rate will be reduced by a
corresponding amount,

Participations: 0 Operations 75%
o Residual 75%

Valuation: As detailed in Exhibit III-2, Piedmont Realty
Advisors has determined that the value of the
subject property is between $13,325,000 and
$13,850,000. Therefore, the Partnership’s below
market basis in the NBC IIl is between 87
percent and 90 percent of the property’s value.
This represents a 9.1 percent to 8.7 percent
capitalization rate applied to existing income
and does not account for the value of the
excess land.

Return:

Capitalizatiop Rate
8.75% 9.00% 9.25%

10-Year Term - Unleveraged 13.0% 12.8% 12.7%

10-Year Term-50% Leveraged 15.0% 14.8% 14.5%

8-Year Term-50% Leveraged 15.3% 14.8% 14.4%

12




G. Risks
below:

Risks:
Market
1. The Blue Ash office market

has been very soft over the
past several years.

2. The Duke Company’s
office developments may
impact the CMA.

3. Tenants may migrate north
to new office developments.

The risks involved with the project are outlined

Mitigating Factors:

Although the overall office market
continues to experience a high vacancy
rate, the CMA which includes only Class A
buildings is very strong. This reflects the
distinction between Class A  office
submarket and the abundance of Class B
and Class € space which is available in
Blue Ash. Much of this office space, as
well as several industrial projects {ronting
Reed Hartman, are prime for upgrading to
quality office, but land costs of $15.00 to
$25.00 per FAR foot are not presently
supported by market rents.

The majority of Duke’s projects are
inferior in quality, design and location.
However, due to the lack of space in the
CMA, several large tenants seeking space
in Blue Ash have located in Duke
developments due to an absence of
contiguous space in the Blue Ash area.
Duke’s finest project, the Towers of
Kenwood, is secking rents of $14.00 per
square foot triple net, but has a low
parking ratio {2.5 spaces per 1,000}, poor
access and is not in Blue Ash.

Although development is occurring north
of 1-275 on I-71, these areas are further
from executive housing, less accessible to
labor base and provide tenants with fewer
amenities.

13




4. The building still has
unleased space.

Building

1. NBC III has long hallways
and low floor loading in
outside bays {50 Lbs/SF).

Partner

1. Linclay is focusing on
leasing its Princeton Hill
project in the Tri-County
market.

NBC III was introduced in a very soft
market and leased at higher rates with
less concessions than its competition, while
still capturing more than its share of
tenants. Linclay is currently looking for
tenants with specific space requirements to
fit the two remaining offices in the
building. Additionally, Tovota and Amdahl
have expansion options on approximately
1,000 square feet that will be exercised
this year.

This project is perceived as one of the
finest buildings in Blue Ash and existing
and prospective tenants have not
commented on these items. This building
is easily multi-tenanted for the typical

‘users in this market as evidenced by its

tenant roster.

Linclay’s only project in Blue Ash is
Northmark Business Center (although it
manages Cornell Plaza for New York Life)
and Linclay is very aggressive in
marketing the vacant space in this project.
Since NBC III will be the only building in
this market in which Linclay has an equity
investment and the joint venture is

_structured to encourage performance, it is

anticipated that Linclay will be properly
motivated to lease and manage the subject
property.

14




Financial Analysis

L.

The proforma assumes that
tenant improvements on lease
rollovers will be $6.00 and
$12.00 per square foot for 2nd
and 3rd generation leases,
respectively, applied to 25
percent of the space that is
renewing or releasing.

This refit assumption is based on (1)
Linclay’s high rate of renewals of existing
tenants, 85 percent, and  history of
associated refit costs, (2) Linclay’s
experience in refitting space for new
tenants and (3) the current level of tenant
improvements provided in the market.

15
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EXHIBIT i~1
REGIONAL LOCATION MAP
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EXHIBIT 1-2

LOCAL AREA MAP
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EXHIBIT 1-3
SITE ACCESS MAP
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EXHIBIT 1-4
AERIAL PHOTOGRAPH
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EXHIBIT -5
SITE PLAN
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EXHIBIT I-TA
FIRST & SECOND FLOOR PLAN
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EXHIBIT 1-78
THIRD FLOOR PLAN
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Square
Tenant Feetr
Hewlett Packard 35,320
Boney Baked Hams 8,298
Merzell Dow 3,358
Metropolitan Life 17,044
Computer Assoclates 4,820
Toyota 6,755
Amdahl 6,010
Paychex 7,348
Linclay Marketing 981
Bibbard Brown 9,252
Vacant 7,399
Total 106, 584
Source: Linclay Corporation:

Piedmont Realty Advisors.
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78
A5

.50

50

30

59
30

a0
50
30

Current
Expense
Stop

NN

HEH

KNRN

i

KN

$5.00

RNH
NEN

NHN
REN

e

Exhibiy I-8
TENANT RENT ROLL

Lease Term Lease Lease
Free in Start Explration
Rent Honths Bate Date
9 96 10/01/85 ngf30493
5 60 10/01/86 0g/30f91
4] 36 p2f01/87 01/31/90
4] 36 05/01/88 05/31/91
18 60 06/01/87 05/31/92
13 60 11/01/87 10/31/32
a
1] 60 04/01/88 03731793
10 48 04f01/88 03/31/92
&0 12/01/85 11/30/99
36 06/01/88 D5f31/91
D —_— -

NORTHMARK BUSINESS CENTER
JANUARY, 1989

Current Het
Honthly

Base Rent

436,350

8,642

2,178

17,754

5,021

7,036

6,260
7,654

1,022
9,638

-Future Rent Changes-

Date Hew
Rent Annual
Chanpges PSFE

Comments

2-3 year options ‘to renew, at
$14 .50 s€ and at market,
respectively. Ability teo expand
adding 26,000 st

contiguous or on upper floors, if

space by

avallable,

3«year optlon to renew at market.

Right of first offer for the

adjacent 1,500 sf.
2~year renew  at
$14.06/sfE.

option to

Option to xzenew for five years at
$14.50fsf, plus expenses. Right of
first offer for adlacent 5,000 sf.

5-year option to renew  at
$15.21/sf. Option to expand by
2,166 sf during the first 24

months of the lease. Right of

first offer on expansion space.

2-year option to renew at

813,75/sf.

2-~year option Te renew at market,
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Sources:

Market

Downtown

Blue Ash

Tri~County

Northern Kentucky

I~-71 Noxth

Kenwood

I-275 East

Subtotal - Suburban

Total ~ Metropolitan
Cincinnati Area

Chelsea Moore Company;
Coldwell Banker;

Cline Realtors:

West Shell Commercial Real Estate Services:

Piedmont Realty Advisors.

Inventory
Sq. Fr.

11,843,735

2,390,497
2,173,453
1,9%7,955

916,210

802,486

678,527

8,038,238

19,881,973

Exhibit II-1

CINCINNATI OFFICE MARKETS

YEAR-END 1988

Oceupied
Sg. Ft.

10,538,956

1,896,128
1,725,941
£94,550
672,648
504,985
572,696

6,066,348

16,605,504

Vacancy

Rate

1.

20,

20.

35.

26.

37.

0x

7x

6X

5%

6%

1%

i15.6%

24,

3%

% of

Market

59.6%

12.0%

10,9%

AD, 4%

100.0%

Under

Construction

1,712,000

185,000
86,000
400,000
337,000
-g-
120,000

1,128,000

2,840,000
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- ‘CINCINNATI OFFICE MARKET
. LOCATION MAP

. mmmnwmmwf“w*lm_m- .<> i
Ny e S Ll
Eonk ! e Bl

N " F
Dusiar \ b D : %W m;;{lb :, N o * —
Ciaw w% N (T
) a 2‘_:‘5 . (' ;3 A !‘m‘ﬁﬁ =”. ,? -
xg AT . e — Comyy g ¢ )
bl’ﬁ’ PHE] o i A % AP ] Pg] ‘ 2 g J : —"’;U. 3
; Ty ke i W s v . <
% P ey 47 Fies
KPS 3
o 'E CALN 3] e 3 .

&
2
e Ngac Sl
‘-.-*'--. '

M PR Wy e
4
s G, Y Ny
o Y A g, L d
ta v A il i
2 L 2% %
i N Dugn
'~ e 1

Numbers 1-8 correspond to Exhibit 1I-1

™
.- v."
=
.
o

L. o
N,

26




Lz

Map

¥o. Building

Existing

1 Lake Forest Place

2 Westlake Center

3 Northmark Business Center I
] Northmark Business Center II
5 Cornell Plaza

Subject Northmark Business Center III

Under Construction

A One Ashview Place

B Blue Ash Offlce Center VI

COMPETITIVE OFFICE MARKET SUMMARY

Developer [Ownexr

Boston Cempany

Boston Company

Public Employees Retirement

Association of Colorado

Public Employees Retirement

Association of Colorado

Kew York Life

. Linclay

Galbreath-Huff

Trammell Crow Company

{1} Per rentable sguare foot, triple-net basis.

(2} 25X preleased to Xerox.

Sources: Chelsea Moore Company;
Coldwell Banker;
Cline Realtors;
Linclay Corporation;
Piedmont Realty Advlsors.

Exhibit II-3

Year

Constructed

1985

1981

1987

1984

1985

1985

1989

1989

Rentable Leased Vacancy
{Sq. Fg.3 {(8q. Ft.} _Rate
217,264 207,248 4.6%
179,850 158,808 11.7%
101,147 BB,00% 13.0¥%
94,887 94,857 0.0X
82,865 64,394 22.3%
106,584 99,185 6.9%
782,567 712,501 9.0%
120,000 {2) e
40,000 = —o——-- -
TP+ S—— .

Rental

Rare (1}

$13.00

$12.25

$13.50

$12.25

$12.75

$12.5¢

$13.50-$14.00

$13.50~513.75

i




EXHIBIT 11-4

COMPETITIVE MARKET
AREA

SHARGHVELE

artraasae

fyyer
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oty GRANT
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Exhibit ITI-1

PROFORMA CASH FLOW
END OF FIRST OPERATING YEAR

Income:
(a) Existing Leases $1,218,660
(bY Vacant Space (7,399 x $12.50/8F) 92.488
$1,311,148
Less: Vacancy 63,357
$1,245,591
Less: Unrecoverable Expenses (1) 27,712
Less: Replacement Reserve (2) 16.658
$1207.221
Cash on Cost Return (3) 10.0%

(1) Based on operating expenses $5.20 per square foot unreimbursed on vacant
space. _

(2) $0.10 per square foot.

(3) Based on an investment basis of $12,045,000.

Sources: - Linclay Corporation;
Piedmont Realty Advisors.
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Exhibit IIT-2

VALUE ESTIMATE
o - NORTHMARK BUSINESS CENTER III

Piedmont Realty Advisors reviewed ten office building sales which have
occurred in the metropolitan Cincinnati area since late 1986, Five comparable
sales were chosen based on construction quality, design, use and location (see
Exhibit II-2A and II-2B). All five sales were adjusted by the actual change in
the CPI to calculate a March, 1989 time adjustment. The sale comparables
were then ranked in order of quality and the following value range for
Northmark Business Center III was estimated:

$13,325,000 - $13,850,000

30




1€

Bullding

{1} Lake Forest Place
Weatlake Center

(2) NBC II

Subject Property

NBC IIX

(3) NBC I

{4} Cornell Plaza

{5) Officeplex II

Hote: The sales are ranked on quaiity and comparability to the subject.

Date of

Sale

12/22/87

05/22/87

04/01/8%

12/21/87

03/30/88

03/03/88

{NRSF)

S$ize

217,264
i79,850
397,114

94,857
106,584
101,547

85,830

82,213

Year

Built

1985
1982

1984

1985

1987

1985

1486

Exhibit ITI-2A

BLUE ASH
COMPARABLE SALES

Sales
Price (1)

$48,800,000

$13,100,000

$13,325,000

-$13,850,000

$14,350,000

$9,985,000

$10, 400,000

Si8F (1)

§123

$138
§125
~$130
$141

5116

§127

the most comparable to the subject, sales number four and five were inferior.

Cap Rate
Oz Income (2)

5.6% (lst Year)
g.0% {2nd Year)

9.0%-8.7%

Comments

Both towers sold by Prudentlal to the

Boston Company without a master lease.

Sold by Linelay to PERA with master lease.

Contains excess land for espansion/sale.

Seld by Linclay to PERA with master lease.
0% ocecupancy at sale.

Class AfB building without Reed Hartman
exposure. Sold to New York Life with. 18

month master lease.

Seld by Vantage to Heitman. Class B
building.

Sales number one was judged to be superiocr. Sales number twe and three were

{1} All sales prices were adjusted for time of sale by appiying the actual change in the CPI to the actual net sales price.

{2) Based on current income at time of sale and actual sales price {not adjusted for inflatiom).

Sources: R.A. Jackson Appraisal Company;

IL.inclay Corporation:
Piedmont Realty Advisors.




Exhibit 111-2B
COMPARABLE SALES MAP
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 EXHIBIT HI-3A
UNLEVERAGED PROFORMA
NBC

NORTHMARK BUSINESS CENTER 1H 10-Mar-#§ OPERATING YEAR .
JOINT EEITY YENTURE-UNLEVERAGED L 2 3 : § § 1 : $ 1 n P

1. PROPERTY OPERATIONS
Gross potantial Income:

Rantal Incoes LULNT 3,31 L3SEEN 1,400,051 1,499,550 1,575,850  1,5B5.670 1,540,233 1,205,260 1,905,537 1870487
Lass: Yecay {99,020} (ss.458)  {8e.231) (T, M43) (168,221) (111,368} {18.28) (e2,007) (1,304)  (85.217) (48,513}
Effactive Gross Intoss 1,22, 1Y 1,250,050 1,2%6.3M 1,330,000 L1330 LASRAM 1504347 1,550,201 1 BRT.85E 1,810,266 1.972.8M
tees: Uncollected Expanses
Exparsas {2112} (.07 (.55 (32,090)  (33,684)  [35,388) (a,13)  (3s,983) (40, %43)  (42,390) {45, 140}
#at Operating Incoms 1,095,435 4,230,761 L, 265,85 1208128 1,297,645 1,423,123 1,469,250 1,518 1,600,013 L1621 1,827,715k
{asz: Meplacasent Reserve . {10,658) (11, 194) {11,15) {12,338) {12,955) {13,803) (14,203} {14,997} {15,147} {18,53%)
1oss: Capital Egarditures
isaging Comissions {14,123} (10%,084) (56,157} {157,585)  (68.280)
Torant laprovessnts {28,204} f212,002)  {112,2M%) {335, 048)  (135,521)
Cash Flow 1LA,7T 0 1L 10,200 1,250,00 1,85,1 $56.6T0 1,201,047 1,450,967 1,504,236 1,122,758 4,545,984
[N Deficit Contribution/{Repaysent) L] L] ] ] ¥ ] ] [ ] ] [
a3 SALES CALCINATION
Nat Cash Fiow $I86,777 LI 2BT L2508 1,0M.0m o56,678 1,201,041 1,454,957 1,504,24  1,122.78 1,545, 0%
114 YR ¥0) 1,021,191
11, EQUITY DIVIDEND AND ACCRUAL CALCULATIONS CAPITALITATION RATE 3.06%
Average Outstanding Euity Balance 11,975,000 12,015,800 12,045,000 12,045,008 12,045,080 12,845,000 12,005,600 12,085,000 12,045,008 12,045,000 —e
Cusilative Praforred Dividend Dus: GROSS SALE PROCEEDS 2.1,
Indtia] Principsl 12,045,008 . COSTS OF SKEE bR
Cuslative Praforred Dividend Due 0. 1,280,500 12 5M 20058 1,284,509 1200508 1200504 1,200,500 1,204,500 1,204,500 9,204,508 ————
Hnpatd Cumulatfve Preferred Dividend L4 13,13 3%.64 [ ] ? 231,812 01,275 {¢) {8} 5, tH,.2.10
Cospounding ¥ 1. 0 ? ? ' 1 1 8 ] ¢ 0 LEASING COMMISSIONS {126,358)

Lexs Offsatting Cash Flow (1,504, 777) (1,109,202) {1,239,520) (1,204,500) (956,870} (1.200,047) (1,405,735} {1,204,500) {1,120, 751} (1,206,249)  TENANT [WPROVENENTS {252,132)
UUMRTITED DEFICITS 1

Cusslative Preferred Dividend Balance 19,7123 n.00 L] § arm w8 (#) o 81,748 ()] s
NET SALE PROCEEDS 50,1

DIVESTOR BIYIDOMDS ]
£11. DIVESTOR CASM FLON A YIRLD CALCULATIONS i KEPAYENT OF EQUITY 12,845,908}
Inttta)l Squity Lovestamst-Purchosa Price {11,905,408) ——
Leasing Commtestm Mrhorsseent {29,000} ] | ] NET PROFIT 1,418,122
Tenact Ispeovenent Distursasent (111,000} [ 3 © sz
Intarest Tuserve ] [} ] LENDER PARTICIPATION 5,602,502
Capita] Bmaarve ] ¢ ] BOKROWER PARTICIPATION 1,849,531
Cash Fiow from Property Operations
Cumilative Praferred Dividend 1,104,717 1,108,203 1,235,520 1,204,500 S56,618  LALGET  T405,YT5 1,284,500 1,122,751 1,285,249
Additional Intwrest-Operations %M ] ] 10,930 61,418 ] [} 36,85t 20,802 ] 194,718
Additional Interast-Sals 15.00% £, 608,592
Cum:lative Praferrad Balancs at Se2le L
fapaymant of Equity 12,045,000 YOTAL INVESTMERT $12,615,000
et Cash Flowe to tenders (11,905, 6800 LGLTIT 1,188,203 1,250,459 1,265,918 §66,678 1,200,007 1,442,868 1,420,202 1,122,751 19,138,626 IR 1n.n

Cash on Cash Fxturn .9 N 10.4% 10.5% [ K, 10n.n 7as i.a .3 inn




NORTHIRARX DUSINESS CENTER 111
JOINT EQUETY VENTURE-LEVERABED
18-YEAR HOLDING PERIO0

1. PROPENTY OPERATIONS
Groas potantial Income:
Renta) Incoms

{as: Vacancy

Effactive Grose Ircoms
Luss: Uncollected Expenses
Expeises

Nt Oparating Incoms

Lesy: Debt Service
Principsl
Intarmst Paid

¥st Incoms

Lass: Capital Expanditures
Laazing Commissions
Tenant Inprovements

Cash Flow
beficit Conteibution/{Repsysant}

Not Cash Flow

1 ogfrmv é‘s‘r"&aean
Eﬁ'ﬁ‘rﬁam
NBC M

QPERATING YEAR
$

1,012,950 1,320,300 1,364,629 ), 408,051 189,550 1,575,050 15856 1,648,238

(99,820}  {s0.455) (82,23t}  (78,043) {160.221) (NIL.38H) (1.24)  {(82.012)

1,805,258 1,505,537 1871487

(123,304) {85,217} (98,573}

1,220, T 1,355,850 1,296,390 1,335,300 1,331,328 145844 1,505,381 1,588,227

{21,112)  (0.8T) {30,552} (3,080}  (33.8M) (35,368) {a0,031) (38,993}

1,681,056 1,010,250 1,872,

(40,943)  {k2,980) (45,349}

115,435 1,230,761 1,265,845 1,298T0F 1 28MEAS 1,403,123 L4600 1.518.QN

5,009,800

050 (630,000}  {530.000)  {63%,008) (630,006} (630,000} (530,000)  (639,000) (530,000)

1,661,013 1,761,270 1,821,754

{630,000} {630,000}

£85,425
(10,558)

£00,761
(11,181}

633,805
(11,751}

660,728
{12,318}

657,645
{12,955)

RLERFS
(13,603}

338,250
{14,243}

288,234
{12,990}

{186, 004)
{212,008}

{56,151)
(112,315)

(18,123)
{20, 244)

1,811,012
{15, U47)

13
{16,535}

{157,505}
{335,018)

{58, 268)
(136,521}

559,283 4,08 56,290 336,698 s11,047 821,567 1,25

8L,Mm
[ ¢ b ] ¢ 8 ¢ ¢

SALES CALCULATION

482,75t 815,95
L ]

554,11 §59, 03 524,084 55¢,3%0 336,51 $11,047 826,967 814,238

11TH YR 01
CAPITALLZATION RATE

1,021,754

192,751 $15,854 .08

11, SQUITY DIVIDEND AND ACCRUAL CALCULATIONS

hvorage Outstanding Equity Satance
Comlative Praferred Dividend Dus:
Inftis) Princips}

Comslative Prafarred Dividend Dus
Unpaid Cumulative Praferrad Bividend [

Conpounding
tass Offpmtting Cash Flow

Cumulative Praferred Divided Balance

5,975,000  6,5¢5,000 6,005,500 6,045,008 6,005,000 8,045,000 6,005,000 6,045,000

§,045,000
19.00% §o4, 500 04,500 804,500
23,53 21,38 PLIRAH

e 8 B 0
(336,678) (511,047} {22.361) (669, BiL)

504,508 604,508

15,4

604,502 604,500

9,123

¢, 500
95,020
nan 0

¢ 8 ?
(55¢,177)  (558,203) {624,08¢) (856,380}

BE3E

SROSS SALE PROCEEDS 29,300,318
6,005,000 6,045,000  COSTS OF SAE 2.0
19,902,218
504,500  LEASING COMNISSIONS (126,388)
111,743 TERANT IWPROVENBNTS {252,122)
0 UMAMORTIZED DEFICITS 1

{15, u9)

£04,500
{e)

8
(492,751) ,
WET SALE PROCEERS 19,523,112

0,m §5,020 15,426 23,5% 181,25 e 64,344 (L

REPAYMENT OF PRINCIFAL {6,008 800}
INVESTOR DIVIDEMDS L]

11,98 )

111, INVESTOR CASH FLON ANG YIEL CALCULATIONS

Initial Equity Investamnt-Perchase Prica

Laaaing Comissicn Disturssment
Torant lnprovesent Disbursesant
intarsst Ressrve
Capital Resarve

Cash Flow from Property Operations
Cumulative Prafarrad Dividend
Mditional Intersst-Operations
Additional Intarest-Sals

(5,905,000}
{23,000)
(114,008)
¢

0

668,804
154,040

55¢, 107 624,094 56,390 336,672
15.000 L] 0 ¢ &
15.00%

§11,047 B2, 567
° B

Camilative Preferred Salance at Sale

Repayment of Equity
Mot Cash Flows to Lenders

Cash on Cash Return

REPAYMENT OF EQUITY  {§,845,802)
NET PROFEY 141,112
f o=
LEIDER PARTICIPATION 5,608,504

SORROWER PARTICIPATION 1,868,528

p———

492,191 116,248
§ Y1
5,608,588
(8}

6,045,000

TOTAL ENVESTNENT $6,045,008

{5,%05,000) 41N 559,202 624, 08¢ 656,390 335,578 611,047 81,851 822,088

432,151 12,519,612 IRR .

.3 13.8%

10.1% 13.6%

34 1 "N
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EXHIBIT ""-3C
7 YEAR LL _RAGED
PROFORMA
NBC I

RTINS SUSINESS CENTER 111 Mar-88 CPERAYING YEAR
JOINT EQUITY YENTURE-LEVERAGED : 1 2 3 { 5 ] 1 [ ]

T-YEAR HOLDING PERIOD

1. MROPERTY OPERATIONS
Gross potential Incoms:

Reatal Income ' 1,312,367 £,300,30 1,364,529 1,400,851 1,499,550 1,575,060 1,585,678 1,540,238 %
Loss: Vacancy (80 (l_l.lSS) {88, 231) (10,043) (158,221) (111,388}  (7%.2M4} {82,810)
Effective Gross Income 1,223, HT 1,255,858 1, 206.3% 1'.330.3@3 1,331,329 1,458,491 150530 1,558,221
Lass: Uncallectsd Expanyes
Expenses (21,112 (2,087} {39,552) {a2,000)  (33,68¢) (35,358}  {371,137)  (38,343)
Nat Operating Inuoss 1,195,435 1,230,761 E,265.M5 1,288,711 1,297,645 1,423,133 1.669,250  1.518.23
Lass: Debt Servics
Principal 5,008,008

Intersst haid (520,000) (620,000} (%30,080) (63%,000) (G30,000) (630,00} (630.000)

Rat Income 565,435 e, 161 B35, M5 558,128 §67, 645 133,123 839,250
tans: Replocesmnt Petwrvs (10,858} {11,181} {11,151} (12,338} {12,355} {13,602) (14,283}
tass: Capital Expenditures .
{ossing Commissions . {10,123) o ofwsam) (56,151}
Tenant Inprovessnts {20,244} {212,008)  (H2,31%)
. SALES CALOULATION
Cash Flow ' ss,m 559,203 §3L, 00 §56,34¢ k[ K H | §1t,007 24,967
Deficit Contribution/{kepsyment} ] ] ? ¢ [} 0 ]
11784 YR NOI 1,54, 14
Not Cash Flow ) s8¢, 1M 559,203 24,04 £55,398 336,518 #1047 $24 967 CAPITALIZATION RATE 9.00%
1. EQUITY DIVIDEND AND ACCRUAL CALCULATIONS GROSS SALE PROCEEDS 16,880,378
Average Qutstanding Equity Balarce 5,875,060 5,045,000 5,045,000 6,045,000 6045800 G, 045,000 6,045,000 COSTS OF SMLE 2.00%
Cumulative Praferred Oividend Dum: e
Initial Principal §.045, 008 15,542,767
Cumylative Preferrad Dividend Dus 16.00% 604,500 684,500 04,500 804,500 504,500 04,500 §94,500 LEASING COMMISSIONS 8
Unpaid Cumulative Prafarred Myidend [ 49,123 95,028 15,426 23,53 1,35 4,01 TEMANT [MPROVENENTS ]
Compounding # 10.38% [ ] [ s § L] ] UMANORT{ZED DEFICITS [
Loz OFfgatting Cash Flow (554,711) (558,203} (624,884) (656,310} {336,678) (G11.04T) (824,%67) e
NET BALE PROCEEDS 14,542,181
Cusulative Prefarred Dividend Balance 4,7 15,028 15,426 23,58 291,358 FLIM ] 64,344 REPAYMENT OF PRINCIPAL (5,980,600)
IEVESTOR DIVIDENDS (84, M48)
111, INVESTOR CASH FLOW AMD YIELD CALCULATIONS REPAYMENT OF EQUITY  {8,84%5,000)
Inftial Equity Investaent-Purchats Price (5,905,000) ——
Lexsing Commission Bisturseaent (28,000) [ ] RET PROFIY 4,033,413
Taant Isprovemsnt Csbursesent {111,000} ¢ 8 oIS
Intersst Reswrvs , [ 3 [ ] LENDER PARTICIPATION 3,325,067
Capital Rasacve [ [ 0 BORROWER PARTICIPATION 1,108,358
Cash Flow from Property Operations —_
Cumstative Praforesd Dividend 554,117 559, 283 24,00 §56,3% 335,678 B, 047 82¢,967
Addirional Intersst-Operations 15.00% g 8 ] [ 8 8 2
Additional Intacsst-Sals 75.04 3,325,067
Comlative Prafarced Balance at Sals ) §,3
Repsymant of Equity _ 8,045,000 TOTAL TMVESTMENY $5,0¢5,00¢
Nat Cash Flows to Landers {5,905,800) 4u, MM 558,203 (] §56,398 195,618 B, BAT 10,289,378 IRR .8

Cash on Carh Return .3 L3 10.3% 10.9% 5.5% 0.1 13.6%




Exhibit II1-4
DEAL ASSUMPTIONS

INITIAL LEASE-UP

8.

Funding Date

Net Rentable Area

Market Contract

Rental Concessions (Free Rent)
Other Concessions

Market Effective

Inflation Rate

Inflation Start Date (Rents)

SPECULATIVE SPACE ASSUMPTIONS

1.

2.

4,

5.

Lease-Up Period (Months)
Lease Terms:

(a) % 3 Year

(b) % 5 Year

(¢} % 10 Year

Rental Rate ($/SF or Market)

% of Leases Renewed

% of Leases Relet

LEASE RENEWAL AND OPERATING
ASSUMPTIONS

1.

2.

Lag Time on Relet Space
Rental Concessions

Lease Term on Relet/Renewal
New Rental Rate:

(a) Market

(b) % of Original Rate
(¢) Specified Amount ($)
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‘Project
Assumptions
04/01/89
106,584
$12.50
10%

None
$11.25
5%

End of 6th Month.

6 Months

100%

Market

75%

- 25%

2 Months
None

4 Years

Yes




10.
1t

12,

Exhibit 11I-4
DEAL ASSUMPTIONS (cont’d)

-

Lease Bumps:

{a) Frequency

{b) Market

{c) % of Original Rate
(d) Specified Amt. ($)
Leasing Commissions:
{a) Initial Lease-Up
{b) 2nd Generation
{¢) 3rd Generation
Tenant Improvements:
(a) Initial Lease-Up
(b) 2nd Generation
{¢) 3rd Generation
Vacancy Rate

Operating Expenses (3/SF)

Reserves (3/SF)
Mgt. Fee (% of Effective Gross Income)

Operating Term

SALE ASSUMPTIONS

L.

2.

3.
4.

Cap Rate at Sale
Selling Commissions
Subtract out LC’s and TI's

Lag Time included in Final Year NOI

37

None

&%
4.5%
4.5%

$15/8F
$6.00
$12.00
5%

$5.20/SF on vacant
space.

$0.10/SF
Included in expenses.

7 & 10 Years.

9.00
2%
Yes

No




Exhibit 111-4
DEAL ASSUMPTIONS (cont’d)

JOINT DEBT/EQUITY VENTURE

1. Preferred Rate

{a} Cum Preferred 10%

{(b) Compounding Quarterly
2, Debt Amount {§) $6M

{a) Interest Only Yes

{b) Interest Rate . 10.5%

{(¢) Amortization Period None

(d) Amortization Rate None

3.  Equity Amount ($)

(a) Pref Rate 10.0%
(b) % of Operations 75%
{¢} % of Residuals 75%
4, Equity Outlays: Closing Year 1 - XYear2 Year 3
(a) Initial $11,095,000
{b) TULs $111,000
{(¢) L.Cs $ 29,000

{(d) Deficit
{e) Economic
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Ms, Nadine Raffurty

Vice President/

Division Manager
Linclay Corporation

Exhibit lli-5
APPLICATION LETTER

P1EpMONT REALTY ADVISORS
S50 CaLIFORNIA STREET
TWENTY-SECOND FLOOR

San FRANCISCS, CALIFORNIA 5408

415-433~21C0O

March 6, 1989

30 Merchant Street, Suite 300

Cincinnati, Ohio 45246

Rer Northmark Business Center I11

Blue Ash, Ohio

Dear Nadine:

This letter summarizes

the terms on which Piedmont Realty Advisors is-

prepared to recommend to its client’s Investment Committee that it authorize
the issuance of a Commitment to enter into a Partnership with the Linclay
Corporation on the above-captioned property.

Real Property:

Personal Property:

Location:

Land Area:

Parties:

Northmark Business Center III (NBC IH). An
existing three-story office building containing 106,584
rentable square feet.

All personal property used in connection with the
operation of the Real Property including all materials
purchased or stored for tenant improvements. The
Real  Property and Personal Property shall be
referred to as the "Property™.

450) Erskine Road, Blue Ash, Ohio,
Approximately 9.4 acres of land.
An affiliate of United States Fidelity & Guaranty

Company (USF&G) and a Linclay Corporation entity
(i.inclay).
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Ms. Nadine Raffurty
March 6, 1989
Page 2 .

Ownership Structure:

Basic Responsibilities:

General partnership to be formed (Partnership) with
Linclay as the managing general partner.

USF&G
(1) Provide equity capital of $12,045,0600.
LINCLAY

(1} Preclosing Responsibilities

(a) Prepare and submit to USF&G a business
plan for the management and leasing of
the Property. The plan must include (1) a
capital and operating budget for the
Property during the first 12 months of the
Partnership and (2) a plan for the leasing
of current vacant space.

(b) Coordinate with USF&G regarding
formation of the Partnership, conveyance
of the Property to the Partnership, and
otherwise generally be responsible for
organizing the Partnership.

{2) Operating Responsibilities

(&) Leasing - Act as exclusive leasing agent
for the Property and for which the
Partnership shall, subject to USF&G’s
approval, pay leasing commissions for new
leases to Linclay not to exceed [00
percent of market standard rates. Ir
Linclay elects to sign an exclusive listing
agreement with a third party agent,
USF&G will have the right to review and
approve the agreement. In no event will
the Partnership pay more than 100 percent
of market standard rates unless previously
approved in writing by USF&G.

(b) Property Management - fee equal to four
percent (4%) of collected gross income
(inclusive of all on-site and off-site
general and administrative costs). Gross
income will not include expense
reimbursement income collected from
tenants above the budget expense amount
in any given year. Additionally, Linclay
will be paid a leasing commission of two

40




Ms. Nadine Raffurty
March 6, 1989
Page 3

Initial Contributions:

Subsequent
Contributions:

percent (2%) of the base rent for the lease
term on any lease renewals, This
paragraph (b) represents the total fee paid
to Linclay for its management services.

USF&G

(1)

$75 at closing.

LINCLAY

(1)

$25 art closing.

USF&G

{1) Initial Equity Commitment

(2)

(3)

Upon satisfaction of Linclay’s pre-closing
responsibilities and conveyance of the Property
to the Partnership, USF&G will contribute
$11,905,000 to cover the actual costs of closing
which will include the cost categories ocutlined
in Exhibit A,

Holdback - Tenant Improvements

USF&G shall withhold up to $111,060 for tenant
improvements as they are completed for
approved first generation leases. The amount
of the disbursement will be the lesser of (i)
actual costs for (ii) $15.00 per rentable square
foot. The funds will be disbursed as vacant
space is leased and tenant improvements
completed. Any tenant improvement overruns
during the initial leasing of the Property will
be solely Linclay’s responsibility, These funds
must be disbursed within 18 months of the
formation of the Partnership.

Holdback - Leasing Commissions

USF&G shall withhold up to $29,000 for leasing
commissions. The funds will be disbursed as
vacant space is leased and commissions are paid.
These funds must be disbursed within 18 months
of the formation of the Partnership.
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Ms. Nadine Raffurty
March 6, 1989
Page 4 .

(4)

(3)

Contributed Commitment Amount

The aggregate amounts contributed by USF&G
in accordance with the paragraphs one through
three above are hereafter referred to as
"USF&G’s Contributed Commitment Amount."

Subsequent Contributions - Following
Contribution of Property to Partnership

USF&G will contribute (a) 75 percent of all
Cash Flow Deficits and (b) 75 percent of all
Capital Shortfalls after convevance of the
Property to the Partnership.

NOTE: The term "Cash Flow Deficit" shall mean the
excess of (a) debt service payments and actual
operating expenses over (b) revenues actually
collected from the Property. The term “Capital
Shortfalls" shall mean the amount required in excess
of cash flow for tenant improvements, leasing
commissions or other approved capital costs.

LINCLAY
{1} Contribute the Property to the Partnership.

(2) Subsequent Contributions - Foilowing
Contribution of Property to Partnership

Linclay will contribute 25 percent of all (a)
Cash Flow Deficits and (b) Capital Shortfalls
after conveyance of the Property to the
Partnership.

NOTE: The aggregate amount of equity contributed
by Linclay in accordance with paragraph (2) above is
hereafter referred to as "Linclay’s Capital
Contributions".
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Ms. Nadine Raffurty
March 6, 1989
Page 5 .

Percentage Interests:

Distribution of Cash
Flows:

USF&G
75%
LINCLAY
25%

Percentage ownership interest and capital
contribution and distribution percentages shall be
adjusted in accordance with the Dilution Formaula set
forth below.

Distributions of Net Cash Flow shall be made
quarterly and shall be made in the following order of
priority after (1) debt service payments and (2)
approved capital expenditures:

USF&G

First Priority - Payment of a 10.0 percent cumulative
preferred return compounded on a guarterly basis on
actual contributions of USF&G’s Contributed
Commitment Amount;

Second Priority - Prorata with Linclay’s Second
Priority, payment of a 10.0 percent cumulative
preferred return compounded on a guarterly basis on
its capital contributions in excess of USF&G’s
Contributed Commitment Amount;

Third Priority - Prorata with Linclay’s Third
Priority, 75 percent of the remaining Cash Flow.
LINCLAY

Second  Priority - Prorata with USF&G’s Second

Priority, payment of a 10.0 percent cumulative

preferred return compounded on a quarterly basis on
its Capital Contributions;

Third Priority - Prorata with USF&G's Third
Priority, 25 percent of the remaining Cash Flow.
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Ms. Nadine Raffurty
March 6, 1989
Page 6

Distribution of
Capital Proceeds:

Allocation of Taxabie
QOperating Income and
Loss:

USF&G

First Priority - The payment of an amount equal to
USF&G’s Contributed Commitment Amount;

Second Priority - The payment of any earned, but
unpaid cumulative preferred return on  the
Contributed Commitment Amount;

Third _ Prioritv - Prorata with Linclay’s Third
Priority, payment of an amount equal to capital
contributions in excess of USF&G’s Contributed
Commitment Amount;

Fourth Priority - Prorata with Linclay’'s Fourth
Priority, payment of any earned, but unpaid preferred
return on capital contributions in excess of USF&G’s
Contributed Commitment Amount;

Eifth Priority - Prorata with Linclay’s Fifth Priority,
75 percent of the remaining Capital Proceeds.

LINCLAY
Third Priority - Prorata with USF&G’s Third

Priority, payment of an amount equal to Linclay’s
Capital Contributions.

Fourth Priority - Prorata with USF&G’s Fourth
Priority, payment of any earned, but unpaid preferred
return on Linclay’s Capital Contributions,

Fifth Priority - Prorata with USF&G’s Fifth Priority,

25 percent of the remaining Capital Proceeds.

Taxable income from operations shall be shared
between the Partners in the same ratio as and to the
same extent of cash distributions received by the
Partners. Taxable income in excess of cash
distributions shall be shared between the Partners in
accordance with their Percentage Interests.

Taxable 1losses from operations will be allocated
between the Partners in the same ratio as and to the
same extent of Capital Account balances of the
Partners until such Capital Account balances are
zero, then between the Partners in accordance with
their Percentage Interests.
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Ms. Nadine Raffurty
March 6, 1989
Page 7

Allocations of Taxable
Gain or Loss on Sale:

Required Partnership
Provisions:

A. Dilution of
Ownership:

B. Dilution Formula:

C. Buy/Sell Agreement:

Gain on the sale or other disposition of all or
substantially all Partnership assets will be shared
between the Partners so that the Partners Capital
Accounts are increased in the same ratio as and to
the same extent of the distribution of Capital
Proceeds.

Loss on the sale will be shared between the Partners
in accordance with their Percentage Interest.

The following are provisions that shall be
incorporated into the Partnership Agreement.

If either USF&G or Linclay fails to make any
required additional capital contribution, the other
party, at its sole option, may either (i) make the
required contribution on behalf of the
noncontributing party and the dilution formula
outlined below shall apply or (ii) refuse to make the
required contribution on behalf of the
noncontributing party, withdraw its required
contribution and direct the Partnership to borrow the
entire required contribution from a third party or
(iii) the contributing partner may issue an interim
loan to the noncontributing party in an amount equal
to such party's required contribution by delivery of
such amount to the Partnership. Any such interim
ioan shall be secured by the noncontributing party’s
interest in Cash Flow and Capital Proceeds, and shall
bear an interest rate of prime plus 3.0 percent and
shall have a term of one vear or less.

For every $13,050 (or increment thereof) of required
but unfunded contribution, the noncontributing
partner’s percentage interest in the distribution of
Capital Proceeds will reduce by 1.0 percent and the
contributing partner’s percentage interest in Capital
Proceeds will increase correspondingly.

The Partnership Agreement shall include a mutual
and mandatory buy/sell provision for partnership
interests.  Neither party may evoke the Buy/Sell
Agreement within 36 months of closing ("Lock-in
Period™).
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Ms. Nadine Raffurty
March 6, 1989
Page 8

.

D. Sale of the
Property:

E. Budget Approval:
F. Right of First

Offer:

G. Governing Law:

H. Accountant;

1. Leasing Standards:

J. Approval of Major
Decisions:

K. Closing Prorations:

L. Building
Expansion:

USF&G shall have the right to offer the Property
for sale on a wholly-owned basis at any time.
Linclay shall have a Right of First Offer to purchase
the Property, prior to any wholly-owned sale offer
to any outside parties,

USF&G reserves the right to review and reasonably
approve all annual operating and capital budgets.

If the Partnership desires to sell the Property,
USF&G shall have the Right of First Offer to
purchase the Property.

The Partnership Agreement and the rights and
obligations of parties under such agreement shall be
interpreted, construed and enforced under Maryland
law.

The Partnership  Agreement will provide that the
Partnership will engage an accounting firm mutually
satisfactory to USF&G and Linclay who shall perform
an annual audit of the Property.

Agreed updn Leasing Standards will be part of the
Partnership Agreement and shall be in accordance
with those outlined in Exhibit B.

USF&G shall approve of all major decisions of the
Partnership.

Cash balances which exist prior to conveyance of the
Property to the Partnership will be prorated as of
the date of closing.

USF&G reserves the right to review and approve the
construction budget, design and financing for any
building expansion or construction of additional
buildings on the Property.
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Ms. Nadine Raffurty
March 6, 1989
Page 9

Contingencies

A. Engineering:

B. Environmental:

C. Leases:

D. Permanent Mortgage:

- >
The following are conditions precedent to USF&G's
obligation to enter into this Partnership Agreement:

Linclay will engage an engineer approved by USF&G
to review the plans and specifications for the
Property and perform a complete mechanical,
electrical, and structural components analysis of the
property. USF&G reserves the right to review and
approve the scope and substance of the engineering
study. The cost of the engineering study will be
paid for by Linclay and shall be reimbursed by the
Partnership if USF&G enters into the Partnership.
UUSF&G must be satisfied with the results of the
enginecring study.

Linclay will arrange for a Phase 1 environmental
study of the Property by a reputable environmental
engineering or consulting firm acceptable to USF&G
which demonstrates to USF&G’s satisfaction that
there exists no asbestos or other toxic or hazardous
materials contained in the Property nor incorporated
into the improvements constructed thereon. If such
materials do exist, they must be completely removed
prior to WUSF&G’s obligation to .enter into the
Partnership. The cost of the environmental study
will be paid for by Linclay and shall be reimbursed
by the Partnership if USF&G enters into the
Partnership. USF&G reserves the right to approve
the scope and substance of the environmental report.

USF&G reserves the right to review and approve all
existing leases {(as outlined in Exhibit C) and approve
all future leases subject to agreed upon Leasing
Standards. Any leases conforming with agreed upon
Leasing Standards will be deemed approved. Linclay
will not enter any leases not conforming to the
attached Leasing Standards or modify any existing
leases once this Letter is executed without the prior
written approval of Piedmont Realty Advisors or
other party designated by USF&G.

The Property shall be contributed to the Partnership
without any encumbrances, including any existing
mortgages unless such mortgage is approved by
USF&G. Subject to approval and acceptance by
Linclay, USF&G shall have the right to obtain at any
time a permanent mortgage for the Property. It is
anticipated that such financing will represent 50 to
60 percent of the value of the Property, will be at
market rates and will be for a term of approximately
7 to 10 years,
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Ms. Nadine Raffurty
March 6, 1989
Page 10

E. Building
Expansion:

F. Committee Approvak:

G. Economic Due
Diligence:

H, Market Value
Appraisal:

1. Title and Survey:

J. Management and
Leasing Agreement:

K. Documents:

L. Title:

USF&G reserves the right to review and approve
Linclay’s development plan, including the proposed
construction budget, design and required financing,
for the potential expansion of the subject property.

The Recommendation Letter and the transaction
contemplated herein must be approved by USF&G’s
Investment Committee by March 17, 1989,

The issuance of a Partnership Asgreement will be
contingent upon Piedmont Realty Advisors’ being
satisfied with the result of its economic due
diligence which will be completed within ten {10)
business days after receipt of all items on Exhibit D.

Linclay will engage an MAI appraiser approved by
USF&G to prepare an appraisal stating that the
market value of the Property assuming stabilized
occupancy is at least $13,350,000. The cost of the
appraisal will be paid for by Linclay and shall be
reimbursed by the Partnership if USF&G enters into
the Partnership. USF&G must be satisfied with the
results of the appraisal.

USF&G reserves the right to review and approve the
condition of title including all documents creating
liens or exceptions to title, an ALTA commitment for
title insurance from a title insurance company
acceptable to USF&G and an ALTA survey of the
Property as part of its legal due diligence, including
but not limited to the full compliance with the
Subdivision Map Act prior to the funding of its
equity commitment to the Partnership.

The Partnership Agreement will be contingent upon
the execution of a management and leasing
agreement between the Partnership and Linclay
satisfactory to USF&G.

Linclay will provide USF&G the information listed in
Exhibit D at its sole expense.

Linclay will provide the title commitment, survey and
title insurance at its sole expense, '
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Ms. Nadine Raffurty
March 6, 1989

Page 11
M. Other
Contingencies: All other standard contingencies found in the

documents as parties mutually consent,

N. Exhibits and Budget
Line Items: Exhibits A, B, C & D arec a part of this application
letter. The line item amounts in the Exhibit A are
estimates and any changes shall be subject to
reasonable approval of USF&G. USF&G shall use its
best efforts to respond quickly to any requests for
changes.

The foregoing is a brief summary statement of our present intent and is not
binding on either USF&G or Linclay. However, if the terms outlined in this
Letter are acceptable to you, please sign below and return this letter with an
application fee of $100,000 by March 8, 1989, The application fee shall be in
the form of a letter of credit. The application fee will be fully refunded if
USF&G does not approve the terms of this Letter by March 17, 1989, in which
gvent the application fee shall be returned within three (3) business days.
UUpon execution of this Letter, Linclay shall refrain from offering the Property
until the Investment Committee meets to review this transaction, but at least
through March 17, 1989. Once USF&G’s Investment Committee approves the
transaction as contemplated herein, the application fee, less apy fees and costs
incurred by USF&G and its legal counsel, will be returned to you if Linclay
and USF&G does not enter into a Partnership Agreement in accordance with
the terms of this Letter. If USF&G Investment Committee Approval is
received, Seller will refrain from offering the Property for a period of 30 days
while the provisions of the Partnership Agreement pursuant to this Letter are
being negotiated. In any event both parties shall use best efforts to close the
Partnership Agreement by April 28, 1989. Upon conveyance of the Property,
the application fee will be refunded.

ACCEPTED: Subject to the conditions set forth on Exhibit E attached
LINCLAY hereto.

7! ?__ ./:f‘/ / )//?A//f k.;: -~ ‘ 7 r:

SIGNED - Nading Raffurty DATE

TITLE ~ Vice President .
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Exhibit A

PROJECT BUDGET

NORTHMARK BUSINESS CENTER I1I -

SOURCE OF FUNDS

Initial Funding
Leasing Commissions
Tenant Improvements

Total Source of Funds

USE OF FUNDS

Leasing Commissions
Tenant Improvements

Total Holdbacks

Closing Costs:
Appraisal
Engineering Report
Environmental Report
Title Insurance
USF&G Legal Fees
Survey

Total Closing Costs
Purchase Price - Partnership Interest

Total Use Of Funds

50

$11,905,000

29,000

111,000

$ 29,000
111,000

s

7,500
7,500
5,000
28,000
25,000
2,000

$ 140,000

75,000

11,830,000




EXHIBIT B

LEASING STANDARDS

All teases for space in the Property shall conform with the conditions ‘set
forth below (the "Leasing Standards") or upon such other terms as USF&G may
reasonably accept:

1.

The primary term of any lease shall be for a term of not fewer than
thirty-six (36) months nor more than one hundred twenty (120) months,
In the case of a lease with a primary term in excess of sixty (60)
months, there must be a rental increase not less than 25 percent of the
base rent at the end of the fifth lease year or 100 percent of the change
in the Consumer Price Index (C.P.1) which occurred during the first five
lease years.

The leases may include rights and options to renew the term thereof at
the then prevailing market rental for a period not to exceed sixty {60)
months.

During the twelve (12) months following the initial disbursement date (the
"lease-up period"), the leases shall provide for an average effective annual
base triple net rent at a rate not less than $12.50 per square foot for
office space.

After the lease-up period, the rental rate must be at a rate not less than
the greater of the original lease rate or prevailing market rental rates.

Potential tenants are to provide financial statements, must be an ongoing
business for at least three years and have a net worth of at least three
times the total rental obligation of the lease.

The standard form of lease, including those standard modifications
previously approved by USF&G (subsequent to approval of USF&G), shall
not be materially altered or amended without the prior written consent of
USF&G.

All leases shall be duly authorized and properly executed by Linclay
pursuant to all necessary corporate or partnership action.

Amounts allocated for tenant finish work, as provided in a work letter

from Linclay to each tenant, shall not be more than $15.00 per square
foot of net rentable area for office space.
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EXHIBIT B

LEASING STANDARDS (CONTINUED)

8. The term of any executed lease must commence within three (3) months
of the signing of such lease.

Leases conforming to the above standards shall be deemed automatically
approved., All other leases shall be subject to USF&G’s reasonable approval
within 10 business days. If USF&G does not respond within ten business days,
the leases will be deemed approved. These leasing standards shall apply from
the date of this letter until the date 12 months after the date of imitial
disbursement. Thereafter the parties shall revise such standards annually by
submission by Linclay to USF&G during the 10th month following initial
disbursement and each 12th month thereafter of proposed leasing standards
with appropriate supporting data to show that such proposed standards conform
to market standards at other buildings of equal or better architectural and
construction quality, location, amenities and management in the Blue Ash, Ohio
area. The leasing standards shall be subject to USF&G’s approval, such
approval not to be unreasonably withheld. USF&G shall respond to the initial
annual submission of leasing standards within 20 business days and within 10
business days to subsequent revised submission of leasing standards.
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Tenant

Hewlett Packard

Honey Baked Ham
Merrell Dow
Metropolitan Life
Computer Associates
Toyota

Amdahl

Paychex

Linclay (leasing suite)

Hibbard Brown

35,320
8,296
3,359

17,044
4,820
6,755
6,010
7,348

981

9,252

Exhibit C

RENT ROLL

Rate

$12
$12
$ 7
$12
$12
$12
$12
$12
$12

12

53

.35

.50

.78

.50

.50

.50

.50

.50

.30

.50

Term

8 years
5 years
3 years
3 years
5 years
5 years
5 years
4 years
5 years

3 years




Exhibit D

PROPERTY DOCUMENTS

Copies of all the leases, licenses, concessionaire agreements and other
agreements for use or occupancy, including without limitation all riders,
exhibits, amendments and supplements thereto (the same, together with all
oral tenancies and rights for use or occupancy, being herein collectively
referred to as "Leases and Tenancies").

A certified rent roll setting forth all pertinent financial and business
terms, in summary form, of all the Leases and Tenancies, including
without limitation: the name of each tenant; the space occupied; the
rents and other sums and charges pavable by each tenant and the date
through which such rents and other sums and charges have been paid; the
date of expiration of the term of each of the Leases and Tenancies;
options to renew or extend the Leases and Tenancies and all the terms
thereof, including rents and terms; the security and other deposits held
under or pursuant to the Leases and Tenancies; options to purchase all or
any part of the Property; any delinquencies and defaults by tenants under
the Leases and Tenancies and the nature and amounts thereof; and any
notices of bankruptcy, insolvency or other impairment of credit in respect
of tenants under the Leases and Tenancies.

Copies of all service, maintenance, utility, scavenger, management and
other similar contracts and agreements including without limitation, all
riders, exhibits, amendments and supplements thereof, related or
pertaining to the operation, maintenance and management of the Property,
other than "Labor Agreements" (as such term is defined in paragraph 4
below), all such contracts and agreements, other than Labor Agreements,
being herein referred to as "Operating Contracts."

Copies of all union, employment, compensation and other similar contracts
and agreements, including without Ilimitation all riders, exhibits,
amendments and supplements thereto (all such contracts and agreements
being herein referred to as "Labor Agreements").

Copies of all mortgages and other instruments of lien or security interest
for borrowed money, all evidences of indebtedness thereby secured and all
other documents and instruments securing, guaranteeing, or perfecting the
security interest therein created to secure such borrowed money,
including without limitation all renewals, extensions, amendments and
supplements thereto (collectively, the "Existing Financing Documents"),

Audited financial statements of the operation of the Property for the
calendar years 1986, 1987, and 1988, showing in reasonable detail all
income and expenses of the Property for each of the aforementioned
periods, prepared by certified public accountants together with copies of
the 1986, 1987 and 1988 real estate tax bills, the most current statements
for water and sewer, and all policies of insurance.
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10.

11

12,

3.

14.

Copies of all certificates of occupancy or use and all other permits,
licenses, consents and authorizations required or heid in connectxon with
the ownership, use, occupancy and operation of the Property.

Copies of all warranties, guarantees and agreements relating or pertaining
to the Property.

Reproductions of all drawmgs, plans, specifications and renderings in
respect to the Property,

A current ALTA title insurance commitment and survey covering the
Property.

Copies of all notices, complaints, answers, interrogatories, depositions and
other papers and documents filed in or pertaining to any suit, action or
proceeding by or against the Property, the Seller, or any of the partners
thereof in respect of or affecting the Property.

Copies of all notices, citations and other papers from any Federal, state
or local government authority or agency, or from any insurer or
underwriter’s fire, safety, environmental, health or other laws, ordinances,
rules, regulations or requirements or of rules or requirements for
insurance coverage, in respect of the Property, its operations, leasing,
maintenance, use and management, whether or not heretofore corrected or
otherwise resolved.

Conditions, covenants and restrictions covering the Property.

Copies of all existing environmental or engineering reports and appraisals
relating to the Property.
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PrincetonMall | Cincinnat, Ohie 45240-0265
30 Merchant Street. Suite 300 Telephone {513} 771-4000
2.0, Box 40265 Telecopier (513) 771-1477

EXHIHTT *E™
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March 7, 1989

Mr. Bruce N. Dorfman

Regional Acquisition Manager
Piedmont Realty Advisors

650 California Street

San Francisco, California 94108

RE: Northmark Business Center ITT
Blue Ash, Chio

Dear Bruce:

Pursuant to Piedmont Realty Advisors’ letter of intent dated March 6, 1989,
to structure a USF&G/Linclay 75/25 Partnership to acquire the above-
referenced property, to which this letter is attached and incorporated as
Exhibit E, the following represents the conditional basis upon which Linclay
accepts and enters into said letter of intent.

(1) USF&G’s initial equity contribution will be $12,045,000, versus the
$11,905,000 referenced on page three of the letter, as a result of
funding at closing the items referenced in numbers (2) and (3) below.

(2) Rather than hold back from the initial equity funding the cost for
tenant improvements, Linclay guarantees to fund tenant improvement
costs up to $15.00 per rentable square foot (up to $111,000) for the
remaining 7,399 rentable square feet of first generation office space
in the building. In the event that the cost of tenant improvements is

less than $15.00 per rentable square foot, Linclay shall fund only the
actual costs.

{(3) Rather than hold back from the initial equity funding the cost for
leasing camissions, Linclay guarantees to fund leasing comissions of
$4.00 per rentable square foot ($29,000) for the remaining 7,399
rentable square feet of first generation office space in the building.
In the event that the leasing comissions are less than $4.00 per
rentable square foot, Linclay shall fund only the actual costs.
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{(4) In the event that the initial permanent mortgage for a term of seven
(7) years or greater is obtained at less than 10.5%, then in that
event, the cumlative preferred return for either Partner shall be ;
reduced on a basis point-for-basis point ratio, only if such initial .
permanent mortgage is secured prior to closing of this tranaction; ol
provided, however, in no event shall the cumulative preferred return he ﬁo“p g
reduced to less than eight percent (8%). Additionally, the Part-&@hWY e~
nership, or either Partner, may cbtain additional third party debt. fwv‘d’:w&ﬁ

(5) The Partnership Agreement will provide for USF&G’s $12,045,000 equity il
contribution to be paid to, or as directed by, Linclay.

(6) At Linclay’s option, the Linclay Partner in the Partnership to be
formed will be BA Development Limited Partnership (the present owner of
the Property), an Ohio limited partnership, wherein Linclay is the sole
general partner.

(7) The Partnership will recognize a right of first offer to purchase- the
in favor of Public Employees Retirement Association of
Colorado until May 22, 1990.

(8) If this transaction is not closed by April 30, 1989 (the ™Outside
Date"), then this transaction shall terminate; provided, however, that
either party shall have the option to extend the Outside Date to May
15, 1989, by giving notice (the "Extension Notice") to the other party
‘on or before April 30, 1989, which Extension Notice shall state that
(a) in the judgment of the notifying party there are no irreconcilable
differences that would hinder the closing of this transaction, (b) the
notifying party believes that this transaction can be closed by May 15,
1989, if both parties act diligently in an effort to bring about such
clesing, amd (¢) the notifying party agrees that it will make a good
faith effort to expedite the resclution of the unresoclved issues in an
effort to enable this transaction to be closed by May 15, 1989. If
this transaction is not closed by April 30, 1989, and no Extension
Notice is given, or if the Extension Notice is given armd this
transaction does not close by May 15, 1989, then in either such event,
this transaction shall terminate, whereupon the application fee will be
fully refunded, less the fees and costs incurred by USF&G and its legal
coumnsel, and neither party shall have any further rights or cbligations
hereurder. :
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ﬂmmmwmwﬁmmmmfm
tamscfcaﬁitiaalameptmmtothaletterofintentbysigninginthe
space provided below.

Sincerely,

Division Manader/Vice President

58




