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1. Nordstrom and Nordstrom Co-Anchor Leasilg

Nordsfom - lease is siped by Nordshom, but not by us. Once we sip, if we do not move ahead on
the projecl we will be ou the hook to them for all their expenses to date, but not lost profrb. That
couid be as much as $2 million. Agai4 before Nordstrom has to open lheir store in Aug, 1999, we
must have signed leases withAMC (done, our indemnity liabilify exposue goes from $600,@0 to
$1,2 million on2llt9}),Eddie Bauer (done), Talbot's (done), Witliarns-Siiuoma, Am Taylor (done),
Restoration Hardware, the Gap gmup or the Limited group, Pottery Bam'tf Borders, The on-going
openting requirement calls for ns to have 70,000 square feet oftenanb iik6t .u4ejust listed. (See
attached chart showing status ofleases and square footage) iiL i1:(, rli i-;
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The Bon - For S3.5 m.illioq we can get a lO-year operating covelant from Federated. Bob Ferguson
cannot recommend that deal, but continues to negotiate with lhgn. f6 sliminate tb6on-going ce
anchor reguiremeot (70,000 square feet) forNordsbom, we need a 2O-year operating covenant.

Wiltams-Sonoma - The fiaal draff is being done by their attomey. We can expect that lease.to be
finished fairly soon. -

I

.1 [lr,i ---...-- Gap. Gao Kids. Banana Reoublic - The Gap and Gap Kids lease is nearing t]re final stages. I am
\ .^ | t""i.t"l"g " *py, 1b. B^r*. Republic lease will be esentially be the same, but has to be reviewed

and siped by a diFerent person (same attorney, different rcal estate !erson), meaning it will take
sligbtly longer to cmplete. These leases are very favorable to The Gap due to their srong
negotiati-ng position.

- Duane has sent leases out but has not sotten
comments back. As it stands today, Victoria's Secret may not be part of fhe project because they aro
already at Northtown and lbe Valley. They worry that the market csnnsl support three stores.

Restoration Hardware - A letter of intent is done. Our draft lease bas beea sent to them for comment,

Godiva Chocolate - I have not seen anything on Godiva" but they have our standard lease. They will
lake 300 square feet.

l r / t
- - t\' LZ-Borders - We still lave a letter of htent with Borden, but it is not very favorable. We are holding
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ililE-r...-, and have zuggested they take the comernortbeast comer of the Penney's building.
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Another option is to put them in Abercrombie & Fitch's spot and fake a harder sb:rce with the
Limited group, rnoviag tbem to a less desjrable location.

Pofterv Bam - Terrarornics says Ponery Bam is actively pursuing the project. We, bowever, do not
have a letter ofintent in hand.

2. Financixg

Parkire Garaqe - Coppass and Tax-exemot Bonds - Compass lras approved a $20 million
construction loao The ouly couditions to fte loan are that we use a rrnion confactor end that we
guarantee construction completion (the construction guarBntee may not be required by Compass, but it
certainly will be by Seafrst). I feel we can control the construct guarantee risk with a guaranteed
maximum contact with Terry aod with a ciose eye paid to the pmject during construction

Bob also bas negotiated a $26 millioo long-term loan with Cornpass, should we need it The deal here
is trot very atractive be cause they are asking for a guarantee from Cowles Publishhg Co. for 50% of
the loan amount ($13 million). I have told Bob that we will not go tbat mute because of lhe
guarantee, but will issue bonds. Before we issue bonds we need to reduce the fees and exkas. We
are pursui:rg tbat wirh the ciry and by gettilg a second opinion tom aaother underwriter, The other
issue pertaining to tle bond route has to do witb a document called'?arking Covenants," which
outlines how the garage will be run- We, the city and Nordsbom want those lo transfer to fte city
once lbe garage boods are paid offand the city owas the garage. To achieve lax-exempt status for
tle parkbg bonds, tbis 'encumbrance" crnnot be imposed Nordstom's concern is tlat io the 2ld
year, without the parking covenants, the city could do anythir:g it wanted to with tbe garage.
Therefore, io the event that the cify does not adopt those parkiag covenatrts in year 21, Nordstom's
rent will drop to $520,000. The concept is to place a great deal of incentive on lhe owner of River
Park Square to be sure the city continues to operate the garage in a manner that encourages short+erm
parking.

The other issue we bave is prov.iding Seafint with the comfort they need that the $6 miilion from ttre
sale of the garage will be there in August i999. Instead of paying f or a bridge loan or letter of credit
for that amoun! Cowles Publishing Co. could guarantee the $6 million Our risk would be that the
garage would not be completed but we aiready have to gusrantee Seahrst and Compass that it will
be. The other is tlat Nordshom does not open and tlerefore the garage is not sold to the nonprofit If
we bave coanchor leases siped by April l, Nordshom must open unlsss we do not construct the rest
oftbe project.

Retail and Eniertainment - Seafint: The appraised value is $53.6 million, meaning we can borrow up
to $36 million. We had asked for up ro $40 miilion. Bob is meeting with tbe appraisal people next
rveek to wolt on m.oving the appraisal up. At ihe same time, we are lookilg for places to reduce tbe
budget. I tbink we vdll be able to close this 54 million gap.

We do how Cowles Publishing Co. must guarantee the completiou of construction, just like the
guarantee to Compass. Agai-n, our risk should be conbolled because ofour conhact with Terry and
daily monitoring of the conskuction I.n general, lo date evergtring has been withia budgeted or
projected costs, except our legal and public relatioDs costs due to ali the uaanticipated lawzuits and
public hearings.

We also know tbat Cowies Publishing Co. will have to guarantee some portion of fle debt. Seafist
bad asked for 50% of the loan amount We respouded by offering l0%. We will bear Seafirst's
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response this week Bob tbinks the range is now between $13 and $4 million. He believes $13
million is the wo$t case ard think they may come back at $10 million

Nordstrom Buildins - HUD: IILID has indicated verbally that the loan can be oade zubject to an
appraisal puting a $ l8 million value on the Nordstoom building. If the appraisal is less tban that the
crty has agreed fhrough a special conbactprovision with HIJD that it \viil cover uP to $5 million of
the collateral shortrall. This is one year of the city's block grant money and progmm iacome, which
does not actually have io be set aside unless the HUD 30-yeu block grant pmgram is eliminated-

If the appraisal comes in under sl3 million, we would have to make up the difference. our
obligation would rigger only (1) if the block grant pmgram was being eliminated (2) at that time a
review ofthe projectput the value ofthe Nordstom lease low enough to make the loan to value ratio
higher ttrn 80%, and (3) the city's $5 million was not enough to cover tbe gap.

We do not think the building will appraise at $18 million, however, lbe worst case scenario puts the
value at $12 millior, witb a more likely value of about $15 miilion.

Collateral value under fre Gonzaga report submitted to HUD:

. $4 million for the land renl (HUD accepled)

. $4 million for connectiou fees (nore information need, to be resolved this week)

. $18 -itlion for the building (appraisai needed, but can firnd before that is done)

4. Construction

within about i0 days, we rvill need to commit ro an additional $2 millisa in project constuction costs
in order to keep Terry on schedule. The big items are shoring the bole, ordering ransformers for lhe
projecq and moving utilities in Post Sheet.

Summary of our current position and flnancial liabilities:

While we have ried to keep Cowles Publishing Co.'s investnaent h the project fo lle assets of
Citizens and Lincoln and $12.5 miilion, it is clear we wiil not be able to stay within those bounds.
Without taking into consideration the income tax issues tbat are uader analysis now, Cowles
pullishing Co. will need tol

r put $ 125 million in cash into rhe project

. guirnuteeconstruction

r .guarantee thtj-*$ig p*ceeds fron the garage sale -

. guanotee a portion of the Seafirst loan ($13 ro $4 million)

. guarantee any collateral sborfall &om the Nordstom appraisal (0 to $3 million)
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For your review:

Spent to date (ficluding Eddie Bauer) 57,000,000
Additional estimate between now and 4/l/98 $2.000.000
TorAL s9,ooo'ooo

Addition liabilities should we pull out (AMC, Nordstom) 32'000'000

Penney'sbuilding $4'100'000

1997 Budgeted net jncome before tax 1997 Budgeted cash flow
Penney's $93,534 Penney's $157'590
RPS s135.244 RPS 9647.764
TOTAI t228J78 TOTAL $80s,354
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