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CITY OF SAN DIEGO
PERCENTAGE LEASE

THIS LEASE AGREEMENT is executed between the CITY OF SAN DIEGO, a municipal

corporation; hereinafter called "CITY," and LHO MISSION BAY HOTEL, L.P.,a California

Limited Partnership, DBA SAN DIEGO PARADISE POINT.RESORT, hereinafter called

"LESSEE."

SECTION 1: USES

1.1

1.2

1.3

Premises.. CITY hereby.leases to LESSEE and LESSEE leases from CITY all of
that certain real property situated in the City of San Diego, County of San Diego,
State of California, described in Exhibit "A" attached hereto and by this reference
made part of this agreement. Said rea! property is hereinafter called the
"premises" or "leased premises.”

Uses. It is expressly agreed that the premises are leased to LESSEE solely and
exclusively for the purposes of operation and maintenance for the use by the
general public of a hotel, and all related uses including but not limited to
restaurants, convention and conference rooms, banquet rooms, cocktail lounges,
automobile renting, tennis club and fitness spa, snack bars, lobby shops for the
sale of clothing, jewelry, novelties, sundries, off-sale liquor, and personal services
including massage, physical training instruction, facials, and child care camps and -
for construction and operation of a Marina for boat and slip rentals, and for such
other related or incidental purposes as may be first approved in writing by the
City Manager and for no other purpose whatsoever.

LESSEE covenants and agrees to use the premises throughout the term hereof for
the above-specified purposes and to diligently conduct the business thereon to
produce the most gross income that can be reasonably expected. Failure to
continuously use the premises for said purposes, or the use thereof for purposes
not expressly authorized herein, shall be grounds for termination by CITY.

The knowing use of the premises for any unauthorized purpose shall constitute a
substantial default and subject this lease to termination at the sole option of the
CITY.

Related Council Actions. By the granting of this lease, neither CITY nor the
Council of CITY is obligating itself to any other governmental agent, board,
commission, or agency with regard to any other discretionary action relating to
development or operation of the premises. Discretionary action includes but is



1.6

not limited to rezonings, variances, environmental clearances, or any other
governmental agency approvals which may be required for the development and
operation of the leased premises,

1.4 . Quiet Possession:. LESSEE, paying the rent and performing the covenants and
agreements herein, shall at all times during the term peaceably and quietly have,
hold, and enjoy the premises. If CITY for.any reason cannot deliver possession of
the premises to LESSEE.at the commencement of-the term, or if during the lease
term LESSEE is temporarily dispossessed through action or claim of a title
superior to CITY'S, then and in either of such events, this lease shall not be
voidable nor shall CITY be liable to LESSEE for any loss or damage resulting

.therefrom, but there shall be determined and stated in writing by the City Manager
of CITY. a proportionate reduction of the minimum or flat rate rent for the period
or periods during which LESSEE is prevented from having the quiet possession of
all or a portion of the premises.

1.5 Easements and Reservations.

a. CITY hereby reserves all rights, title, and interest in any and all subsurface
natural gas, oil, minerals, and water on or within the premises. Inno event
shall drilling be conducted on or near the premises.

b. CITY reserves the right to grant and use easements or to establish and use
rights-of-way over, under, along, and across the leased premises for
utilities, thoroughfares, or access as it deems advisable for the public
good.

c. CITY has the right to enter the premises for the purpose of making repairs
to or developing municipal resources and services.

However, CITY shall not unreasonably or substantially interfere with
LESSEE’S use of the premises and will reimburse LESSEE for physical
damages, if any, to the permanent improvements located on the leased
premises resulting from CITY exercising the rights reserved in this
section. Such reimbursement may include a reduction in the rent
proportionate to the amount of physical damage as determined by CITY.
CITY will pay the costs of maintenance and repair of all CITY
installations made pursuant to these reserved rights.

Competent Management. Throughout the term of this lease agreement, LESSEE shall
provide competent management of the leased premises to the reasonable satisfaction of
the City Manager. For the purposes of this paragraph, "competent management" shall
mean demonstrated ability in the management and operation of a hotel and related

. activities in a fiscally responsible manner.
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SECTION 2:

2.1

22
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SECTION 3:

3.1

o

TERM

Commencement. The term of thls agreement shall be fifty (50) years
commencing on the first day of the calendar month following execution by the
City Manager. "Lease year" as.used in this lease shall mean the 12-month period
commencing on the first day of the calendar month following the execution of this
lease by the City Manager.

‘Holdover. Any holding over by LESSEE after expiration or termination shall not

be considered as a renewal or extension of this lease. The occupancy of the
premises after the expiration or termination of this agreement constitutes a
month-to-month tenancy, and all other terms and conditions of this agreement
shall continue in full force and effect; provided, however, CITY shall have the
right to apply a reasonable increase in rent to bring the rent to fair market value
and to terminate the holdover tenancy at will. ’

Surrender of Premises. At termination of this lease for any reason, LESSEE shall
execute, acknowledge, and deliver to CITY, within five (5) days after written’
CITY demand, a valid and recordable quitclaim deed covering all of the premises.

- The premises shall be delivered free and clear of all liens and encumbrances and’

in a clean and safe condition.

If LESSEE fails or refuses to deliver the required deed, CITY may prepare and
record a notice reciting LESSEE'S failure to execute this lease provision, and the
notice will be conclusive evidence of the termination of this lease and all
LESSEE'S rights to the premises.

RENTS

Time and Place of Payment. All rents required herein must be made payable to
the City Treasurer and mailed to the Office of the City Treasurer, City of San
Diego, P.O. Box 2289, San Diego, California, 92112-4165, or delivered to the
Office of the City Treasurer, City Operations Building, 1222 First Avenue, Third
Floor, San Diego, California. ,

The place of payment may be changed at any time by CITY upon thirty (30) days'
written notice to LESSEE. Mailed rental payments shall be deemed paid upon the
date such payment is postmarked by the postal authorities. If postmarks are
illegible, the payment shall be deemed paid upon actual receipt by the City
Treasurer. LESSEE assumes all risk of loss and responsibility for late payment
charges if payments are made by mail.



Minimum Rent. The annual minimum rent established for the first three
(3) years following the effective date of this lease is One Million Five
Hundred Ninety-One Thousand Six Hundred Forty-Five Dollars
(3$1,591,645). '

. For eachrlease year the LESSEE shall pay monthly.installﬁlents of rent

which on a year-to-date basis equal the greater of (a) the prorated year-to-
date annual minimum rent or (b) the year-to-date percentage rent

. (percentage rent is described in Section 3.2¢ below). Any overpayments
- of rent, whether made through error or otherwise, shall be applied to the

next payment due.

To determine the rent due for a given month, the following procedure shall
be followed:

(1) Determine.the prorated year-to-date annual minimum rent
(including the given month) by multiplying the number of months
elapsed since the beginning of the applicable lease year by 1/12 of
the annual minimum rent.

(2) Calculate the year-to-date percentage rent, including the given
month.

From the higher of (1) or (2) above, subtract all previous rent
payments made during the applicable lease year. The remainder
amount is the monthly rent due.

[THEREFORE: if the year-to-date minimum rent calculated in (1) -
above is greater than the year-to-date percentage rent due
calculated in (2) above, then an additional amount of minimum
rent will be paid in the amount by which the prorated year-to-date
annual minimum rent, (1) above, exceeds the total year-to-date rent
paid; '

OR: ifthe year-to-date percentage rent calculated in (2) above is
greater than the prorated year-to-date minimum rent due calculated
in (1) above, then an additional amount of percentage rent will be
paid in the amount by which the year-to-date percentage rent, (2)
above, exceeds the total year-to-date rent paid.

If the total of rent payments made during any yeaf—to-date period

of a lease year exceeds (a) the prorated year-to-date annual
minimum rent for such prorated period and (b) the year-to-date
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percentage rent due, then the excess over the greater of (a) or (b)
shall be applied against the next rent payment due].

Minimum rents, if payable according to the terms hereof, are to be
paid in monthly installments on or. before the day of the-calendar
month when percentage rents.are due pursuant to Section 3.3
Payment Procedure, hereof.

Minimum Rent Adjustment. Effective at the beginning of the first day of
the fourth.lease year of this lease and at the beginning of each three year
period thereafter during the term, the annual minimum rent shall be eighty
percent (80%) of the annual average of actual rents paid or accrued during
the three (3) years preceding the adjustment date. Said annual minimum
rent shall then be divided by twelve (12) to establish the new monthly
minimum rent. It is recognized that such adjustments shall be calculated
by CITY upon completion of payments due for the preceding rental period
in order to determine the amount of the adjustment to be effective on the
dates stated herein. Until such calculations are completed, LESSEE shall
continue paying monthly minimum rents at the prior rate. Any additional
rents determined by the adjustment to be due for the months previously
paid at the prior rate shall be paid to CITY within thirty (30) days
following written notice of such'new minimum rent containing a detailed
calculation thereof. IN NO EVENT SHALL ANY SUCH MINIMUM
RENT ADJUSTMENT RESULT IN A DECREASE IN THE MINIMUM
RENT REQUIREMENT IN EFFECT IMMEDIATELY PRIOR TO THE
ADJUSTMENT DATE.

Percentage Rents. Percentage rents will be calculated on a calendar month
basis and will consist of the following percentages of the gross income
resulting from the use of the premises:

Percentages ' Business Activities

Three percent (3%) Of all gross income from food and non-
alcoholic beverages prepared and/or
dispensed on the lease premises. The
percentage rate for this activity will increase
to three and one-half percent (3.5%) on
January 1, 2008.

Three percent (3%) Of all gross income from non-alcoholic
' ' beverages prepared at/or dispensed from all
‘bar facilities. The percentage rate for this
activity will increase to five percent (5%) on
January 1, 2008.



Six percent (6%) - - Of all gross income from the sale of
alcoholic beverages. The percentage rate for
this activity will increase to six and one-half
percent (6.5%) on January 1, 2008.

Seven percent (7%) Of all gross income from the rental of rooms
' and.other living accommodations. The
.percentage rate for this activity will increase
to seven and one-half percent (7.5%) on
January 1, 2008.

For the rental of rooms and other accommodations, LESSEE may deduct
from such gross income before computing the rent due CITY, any
commission or fee paid to a trave] agency or other rental agent as a result
of procurement or attempted procurement by said agency or agent of
tenants for said rooms and other accommodations (the “Travel Agent
Deduction™); provided however, that the total of such deductions shall not
exceed five percent (5%) of such gross annual income. The
aforementioned deduction shall not exceed five percent (5%) per annum,
from January 1, 2000 to January 1, 2008. The amount of this deduction
will be reviewed every ten (10) years.by mutual consent or through a
market appraisal as set forth in section 3.2e, the first such review being
effective January 1, 2008, but in no event shall such deduction be
increased or decreased by more than one half of one percent (.5%) at each
ten (10) year adjustment. There shall.be included in the calculation of
gross income from the rental of rooms the equivalent value of room rentals
exchanged by LESSEE for goods and services provided by third parties .
(the “Trade Out Room Value”), CITY and LESSEE agree that the initial
Trade Out Room Value for each room so exchanged shall equal Seventy-
Five Dollars ($75.00) per night and CITY shall be entitled to receive
percentage rent on the deemed gross income from such exchanges at such
rates. The Trade Out Room Value will be reviewed every ten (10) years
by mutual consent or through a market appraisal in accordance with
Section 3.2e, the first such review being effective January 1, 2008. The
adjusted Trade Out Room Value will not, as a result of the process, be
increased or decreased by more than one percent (1%) as of each such
adjustment.

Five percent (5%) Of all gross income from the operation of
lobby shops.
Three percent (3%) - Of all gross income from mandatory banquet

service charges or mandatory gratuities. The
percentage rate for this activity will increase
to three and one-half percent (3.5%) on
January 1, 2008.

<
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Seven percent (7%)

Ten percent (10%)

Twenty percent (20%)

Twenty-five percent (25%)

Fifty percent (50%)

Ten percent (10%)

Of all gross income from the operation of an
auto rental office on lease premises.

" Of all gross income from the operation of a
- boat rental concession.

Of all.gross.income from the operation and

-rental of marina boat slips. The percentage
. rate for this activity will increase to 25% on

January 1, 2015.

Of commissions or any other compensation
paid to LESSEE or sublessees for the right

to install or operate coin-operated vending,
game, or service machines or devices on the
premises or ten percent (10%) of the gross
income from any such coin-operated
machines or devices owned, rented or leased

. at fair. market rent by LESSEE or sublessee
- for use on the premises.

Of commissions or any other compensation
paid to LESSEE or sublessees for the right
to install or.operate coin-operated telephones

- or in-room movies or ten percent (10%) of
- the gross income from any such coin-

operated machines or devices owned, rented
or leased at fair market rent by LESSEE or
sublessees for use on the premises.

Of gross income from “all other authorized
activities.”

LESSEE derives gross income from items that, according to the LESSEE,
are goods and services provided from third parties to guests or consumers
by the LESSEE in its normal course of business, as an accommodation to
groups and individual guests at LESSEE’S cost. The gross income
derived from these goods and services shall be excluded from the gross
income prior to the calculation of the percentage rent. It is understood that
the exchange account list herein attached as Exhibit 9.5, Exchange
Account List, will be reviewed on an annual basis and new items added
and old items deleted, subject to the prior written approval and reasonable

determination of the City Manager. In no event shall LESSEE be allowed
" to deduct more than two percent (2%) from gross income for goods and
services in the exchange account list, with all income above such two
percent (2%) to be included in gross income,
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The City Manager, based on his reasonable determination, may approve
another percentage rate or flat rate of rent for each other incidental service
or operation supplementary to the permitted use(s) set forth under Section
1.2, Uses, hereof as may be approved in writing by the City Manager prior
to commencement of such other service(s) or operation(s). Any
unauthorized activity-conducted on the premises without prior approval by

the City Manager shall be subject to the requirements of Section 3.7,
Unauthorized Use Charge, hereof.

Percentage Rate Adjustment.

(1) At least twelve (12) months prior to-January 1, 2008, the parties
hereto, by mutual consent or through a percentage rate market
appraisal as hereinafter set forth, will adjust the percentage rates
for the categories of auto rentals, boat rentals, vending machines,
coin-operated telephones, movies, game rooms and “all other
authorized activities” of LESSEE’S gross income to be paid CITY
effective on January.1, 2008 and during the succeeding ten-year
period. Said adjustment will be made to the degree necessary to
provide a fair rent to CITY as determined by the City Manager and

. LESSEE,; taking into consideration. the criteria set forth in
Section 3.2e below. The adjusted rates will not, as a result of the
process, be increased by more than one-half of one percent (.5%)
also, the adjusted percentage rates will not be less than the
percentage rates in existence at the time of the adjustment. In the
event that such adjustment is not made by mutual consent prior to

- three (3) months before January 1, 2008, then the parties hereto

will refer the matter to appraisal under the terms hereinafter set
forth.

(2) At least twelve (12) months prior to January 1, 2018, the parties
hereto, by mutual consent or through a percentage rate market
appraisal as hereinafter set forth, will adjust the percentage rates
for the categories of food and non-alcoholic beverages prepared
and dispensed on the leased premises, non-alcoholic beverages
prepared and dispensed from all bar facilities, alcoholic beverages,
rooms and other living accommodations, lobby shops, mandatory
banquet service charges and gratuities and auto rentals of
LESSEE’S gross income to be paid CITY effective on January 1,
2018 and during the succeeding 10-year period. The adjusted rates
will not, as a result of the process, be increased by more than one-
half of one percent (.5%) or conversely be decreased by more than
one-half of one percent (.5%). In the event that such adjustment is
not made by mutual consent prior to three (3) months before

~ January 1, 2018, then the parties hereto will refer the matter to
appraisal under the terms hereinafter set forth.
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At least twelve (12) months prior to January 1, 2018, the parties
hereto, by mutual consent or through a percentage rate market
appraisal as hereinafter set forth, will adjust the percentage rates
for the categories of vending machines, game rooms, coin-operated
telephones, movies of LESSEE’S gross income to be paid CITY
-effective on January 1, 2018 and during the-succeeding ten-year
period. The adjusted rates will not, as a result of the process, be
increased by.more than two and one-half percent (2.5%) of gross
income or conversely be.decreased by more than two and one-half
percent (2.5%) of gross income. In the event that such adjustment
is not made by mutual consent prior to three (3) months before
January 1, 2018, then the parties hereto will refer the matter to
appraisal under the terms hereinafter set forth.

At least twelve (12) months prior to January 1, 2018, the parties
hereto, by mutual consent or through a percentage rate market
appraisal as hereinafter set forth, will adjust the percentage rates
for the.categories of boat rentals, marina.boat slips and “all other
authorized activities” for LESSEE’S gross income to be paid CITY
effective on January 1, 2018 and the succeeding ten-year period.
The adjusted rates will not, as a result of the process, be increased
by more than one and one-half percent (1.5%) or conversely be
.decreased by more than one and one-half percent (1.5%) . Inthe
event that such adjustment is not made by mutual consent prior to
.three (3) months before January 1, 2018, then the parties hereto
will refer the matter to-appraisal under the terms hereinafter set
forth. ' '

At least twelve (12) months prior to January 1; 2028 and at least
six (6) months prior to the end of each ten-year period thereafter,

~ the parties hereto, by mutual consent or through a percentage rate

market appraisal will adjust the percentage rates of all categories of
LESSEE’S gross income to be paid CITY effective on January 1 of
the succeeding ten-year period. Said adjustment will be made to
the degree necessary to provide a fair rent to CITY as determined

- by the City Manager and LESSEE, taking into consideration the
criteria set forth in Section 3.2¢ below, The adjusted rates will not,
as a result of the process, be increased by more than one-half of
one percent (.5%) or conversely be decreased by more than one-
half of one percent (.5%) for each adjustment. Also, the adjusted
percentage rates will not be less than the percentage rates in
existence at the time of lease commencement. In the event that
such adjustment is not made by mutual consent prior to three (3)
months before January 1, 2028, or three months before the end of
each succeeding 10-year period, then the parties hereto will refer
the matter to appraisal under the terms hereinafter set forth.
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Appraisal. In the event the parties do not agree upon the amount of
adjustment to said percentage rates as provided for in the previous section
or the adjustment (if any) to the Travel Agent Deduction or the Trade Out
Room Value, then the applicable adjustment shall be determined by a

- qualified professional independent real estate appraiser selected by mutual
consent of the parties.to this'agreement from the list of appraisers
approved by CITY. CITY. and LESSEE agree to equally share the cost of
the mutually selected appraiser. In:the event the parties do not reach
agreement as to selection of a'mutually acceptable appraiser, then CITY
and LESSEE shall each select a qualified professional independent real
.estate appraiser, from the City’s list of approved appraisers, (if LESSEE
cannot find an acceptable-appraiser on the CITY’s list of approved
appraisers, then LESSEE may suggest additional appraisers for CITY
approval, and CITY agrees to not unreasonably withhold approval of such
suggested appraisers) who in turn will select a third quahﬁed professional
independent real estate appraiser, which third appraiser, acting alone, will
be employed to set the percentage rates to be applied to LESSEE’S

. percentage rate adjustment or the adjustment, if any, to the Travel Agent
Deduction or the Trade Qut Room Value. In the event a2 mutually
acceptable third appraiser is not agreed upon between the two selected
appraisers within ten (10) days, then the third appraiser will be appointed
by the presiding judge of the Superior Court of the State of California,
County of San Diego, acting in his or her individual capacity, upon
application by either CITY or LESSEE with prior notice thereof to the
other party. In the event that.the Superior Court judge declines to make
the appointment, the parties hereto agree that the third appraiser shall be
promptly determined in accordance with the rules of the American
Arbitration Association. Said third appraiser shall complete the
assignment within sixty (60) days of appointment. Each party shall pay
the cost of its own selected appraiser, and both CITY and LESSEE agree
to equally share the cost of the third mutually selected or court- appointed
appraiser. CITY and LESSEE agree to accept and be bound, subject to the
limits on increases and decreases to percentage rates as set forth in this
lease, by the percentage rates and/or adjustments to the Travel Agent
Deduction or the Trade Out Room Value, as applicable, determined by the
appraiser selected or appointed to complete the assignment.

In establishing the items under controversy, the appraiser shall consider
CITY’S property as a fee simple absolute estate, and as vacant and
available for a full lease term equal to the initial full term of lease on the
open market for the authorized purposes of this lease at the
commencement of the rental period under review. The appraiser will be
guided by prevailing market rates for similar operations primarily within
the Southern California area, if available. The appraisal shall be subject to
limits on increases and decreases to percentage rates as set forth in this
lease. In the event the appraisal is not completed in time to permit the
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applicable adjustment to be made upon the applicable commencement of
the ten-year period, LESSEE agrees to continue to pay rent in accordance
‘with the then-existing lease rates, and the adjustment, when determined,
will be retroactive to said effective date of adjustment as hereinabove
established. .Any deficiency. shall be paid by LESSEE to CITY within
sixty (60) days after-determination of the new percentage rate(s) without
penalty to LESSEE if such deficiency payment to CITY is delayed

through no fault of LESSEE. Any'refund from CITY to LESSEE shall be
credited to the next rent payment.

f. Additionally, with regards to the foregoing percentage rate adjustments
and/or appraisals, the parties may agree that the percentage rates then in
effect are appropriate and mutually agree to waive the adjustment process.

3.3  Payment Procedure. On or before the last day of the calendar month following the
calendar month in which the gross income subject to rents was earned, LESSEE
. shall provide CITY with a correct statement together with a payment of rent on all .
applicable gross receipts in a form selected by CITY. The statement will be
- signed by LESSEE or its authorized agent; attesting to the accuracy thereof, which
. shall be legally binding upon LESSEE. .Each statement will indicate or include:

‘a. . . One-twelfth of the annual minimuhl rent until the full annual rent is
-achieved in any lease year. '

b. Total gross receipts for the subject month, itemized as to business
-categories for which separate percentage rents are established. A gross
receipts breakdown of each business conducted on the premises must be
included when a reported category shows gross income to be from more
than one business operation.

C. The percentage rental due CITY, cbmputed and totaled.

d. The accumulated total of all rents previously paid for the current lease
 year.

e. Payment in the greater of the two following amounts:

One-twelfth of the annual minimum rent or the total percentage rent due
CITY computed as described in Section 3.2a.

f. Any rents due CITY from sublease activities or operations will begin with
the earliest of the following dates (whether or not prior approval was given
by CITY as required by this lease; and whether or not a separate
percentage rent was established by CITY):
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3.5

b

(1) Sublease commencement date.
(2)  Physical occupancy date.

(3)  .Earliest activity date (i.e., sale of goods, solicitation of business,
construction or alterations, etc.).

Gross Income. “Gross income™ or *“‘gross receipts”, as used in this lease, shall
include all income resulting from occupancy of the leased premises from
whatever source derived whether received or to become due. Provided, however,
gross income shall not include federal, state, or municipal taxes collected from the
consumer (regardless of whether the amount thereof is stated to the.consumer as a
separate charge)and paid over periodically by LESSEE to a governmental agency

- accompanied by a tax return or statement as required by law. Possessory interest

taxes or other property taxes shall not be deducted by LESSEE in computing
gross income. Gross income shall not include refunds for goods returned for
resale on the premises or refunds of deposits. The amount of such taxes and
refunds shall be clearly shown on the books.and records of LESSEE. The
percentage rent shall be calculated and paid by LESSEE on the basis of said gross
income whether the income is received by LESSEE or by any sublessee,
permittee, licensee or. other user of the leased premises, or their agents, and all -

. gross income received by any sublessee, permittee, licensee, or other party as a

result of occupancy of said premises or the operation thereof shall be regarded as
gross income of LESSEE for thepurpose of calculating the percentage rent

. “hereunder required to be paid by LESSEE to CITY, except as may be otherwise
-specified by or pursuant to this lease, or-except as may be approved in writing in
- advance by the City Manager.

Inspection of Records.

a. Records. LESSEE shall, at all times during the lease term, keep or cause
to be kept true.and complete books, records, and accounts of all financial
transactions in the operation of all business activities conducted upon and
financial transactions resulting from the use of the premises. The records
shall be supported by source documents such as sales slips, daily cash
register tapes, purchase invoices, or other documents as necessary to allow
CITY to easily determine the total gross income.

Any retail sales or charges will be recorded by means of cash registers or
other comparable devices which display to the customer the amount of the

- transaction and automatically issue a receipt. The registers will be
equipped with devices that lock in sales totals and other transaction
numbers and sales details that are not resettable. Totals registered shall be
read and recorded at the beginning and end of each business day.
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In the event of admission charges or rentals, LESSEE shalt issue serially
numbered tickets for each such admission or rental and shall keep an
adequate record of such tickets, as well as a record of unissued tickets.

All retail sales and charges may:be recorded by.a system-other than cash

registers or other.comparable'devices provided such system is-approved by
CITY.

b. Financial Statements. . Within sixty (60) days after the end of each

calendar year, LESSEE will, at its expense, submit to CITY a
_ statement in which the total-gross receipts and the corresponding

amounts of rents paid CITY for the year are classified according to
the categories of business established for any percentage rental and-
for any other business conducted on-or from the premises. Said
statement shall be signed by LESSEE or its authorized agent
attesting to the accuracy thereof, which shall be legally binding
upon LESSEE.

c. Right to Inspect. All LESSEE’S books of account, records, and
. supporting documentation, as described under Section 3.5a
hereinabove, will be kept for at least five (5) years and made
available to CITY in one.location within the City of San Diego.
Said books and records‘shall be maintained separate from all other
accounts not relating to the leased premises. The CITY, atiits
discretion, shall have the reasonable right to.inspect and audit the
- business of LESSEE; its.agents, sublessees, concessionaires, and

licensees operating on and in connection with the premises as
necessary and appropriate for CITY to determine the amounts of
rent due CITY in compliance with the requirements of this lease.

. At CITY’S request, LESSEE shall promptly provide, at LESSEE’S
expense, any necessary data to enable CITY to fully comply with
all requirements of the state or federal government for lease
information or reports concerning the premises. Such data will
include, if required, a detailed breakdown of LESSEE’S receipts
and expenses.

d. Audit Cost. The full cost of CITY’S audit(s) will be borne by
CITY unless one or both of the following conditions exists, in
which case LESSEE hereby agrees to pay CITY’S cost of audit(s):

€3] The audit(s) reveal an underpayment of more than five
percent (5%) between the rent due as reported and paid by
LESSEE pursuant to this lease and rent due as determined
by the audit(s); or
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3.6

(2)  LESSEE has failed to maintain complete and true books,
_ records, accounts, and supporting source documents in
material accordance with this section hereof.

LESSEE shall.pay any deficiency. determined by. the audit(s) plus
. -interest on such-amount as defined in"Section 3.6, Delinquent Rent
and.Audit Fees:hereof, within thirty (30) days of notice theréof by
CITY. CITY will credit any overpayment against incoming rents.
- Any overpayment determined after the end of this lease will be
refunded by CITY within thirty (30) days of confirmation by the
City Manager of the audit(s) findings.

e. Default. LESSEE’S failure to keep complete and accurate records
by means of double-entry bookkeeping and make them available
for CITY inspection is, like all other failures to comply with
covenants of this lease, a breach of this lease and cause for
termination.

" Delinquent Rent and Audit Fees.. If LESSEE fails to pay the rent when due,

LESSEE will pay, in-addition to-the unpaid rents, five percent (5%) of the
delinquent rent. If the rent is still unpaid at the.end of fifteen (15) days, LESSEE

.shall pay an additional five percent (5%} [being a total of ten percent (10%)],
. which is hereby mutually agreed by.the parties hereto to be appropriate to

compensate CITY for loss resulting from:rental delinquency, including lost .
interest, opportunities, legal costs,'and the cost of servicing.the delinquent
account. Notwithstanding the foregoing, in no.event shall the charge for late
payments of rent be less than Twenty-five Dollars ($25). '

In the event CITY audit(s), if applicable, discloses that the rent for the audited
period(s) has been underpaid in excess of five percent (5%) of the total required
rent, then LESSEE shall pay CITY the cost of the audit(s) plus ten percent (10%)
per year on the amount by which said rent was tunderpaid, in addition to the
unpaid rents as shown to be due CITY, as compensation to CITY for
administrative costs and loss of interest as previously described herein. In the
event CITY audit(s) discloses that the unpaid rent is less than five percent (5%) of
the total rent, and should LESSEE fail to pay said unpaid rent within thirty (30)
days after written notice from CITY, an additional fee of ten percent (10%) of said
unpaid amount shall be added to the unpaid amount to compensate CITY for costs
and losses due to such nonpayment. LESSEE agrees to pay such amounts and
further agrees that the specific late charges represent a fair and reasonable
estimate of the costs that CITY will incur from LESSEE'S late payment.
Acceptance of late charges and any portion of the late payment by CITY shall in
no event constitute a waiver of LESSEE’S default with respect to late payment,
nor prevent CITY from exercising any of the other rights and remedies granted in
this lease. :
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3.7

Unauthorized Use Charge. LESSEE shall pay CITY twenty percent (20%) of the
gross receipts for any service or use that is not permitted by this lease. This
payment is subject to the due date provided in this lease for rental payments and

- the provision for delinquent rent. The existence of the twenty percent (20%)

charge in this clause and the payment of this charge or any part of'it, does not .

- constitute an authorization for a particular service or use, and does not'waive any

SECTION 4:

4.1

42

CITY rights to terminate a service or.use or to default LESSEE for participating

“in or allowing any unauthorized use of the leased premises. If LESSEE in good

faith believes that a use was authorized,.and a previous audit of a period in which
use existed does not identify such use as unauthorized, and LESSEE paid
percentage rent in accordance with its good faith classification of the activity, then

- the unauthorized use charge shall not apply for the period prior to CITY’S

notification of the unauthorized activity.
ASSIGNMENT

Time is of Essence: Provisions Binding on Successors. Time is of the essence of
all of the terms, covenants; and conditions of this lease, and, except as otherwise
provided herein, all of the terms, covenants, and conditions of this lease shall
apply to, benefit, and bind-the successors and assigns of the respective parties,
jointly and individually.

Assignment and Subletting. Except as set forth in Addendum 1 attached hereto,
LESSEE shall not assign.this lease or any interest therein and shall not sublet the

_premises or any part thereof, or any right or privilege appurtenant thereto, or

. suffer any other person, except employees,.agents, and guests of LESSEE, to use

or occupy the premises or any part thereof, without the prior written consent of
the City Manager in each instance. A consent to assignment, subletting,
occupation, or use by any other person shall not be deemed to be a consent to any
subsequent assignment, subletting, occupation, or use by another person. Any
such assignment or subletting without such consent shall be void and shall, at the
option of CITY, terminate this lease. Except as set forth in Addendum 1 attached
hereto, this lease shall not, nor shall any interest therein, be assignable as to the
interest of LESSEE by operation of law, without the written consent of the City
Manager. “Assignment” for the purposes of this clause shall include any transfer
of any ownership interest in this lease by LESSEE or by any partners, principals,
or stockholders, as the case may be, from the original LESSEE, its general
partners, or principals, provided, however, a transfer of partnership interests in
LESSEE shall not be a violation hereof as long as the current general partners of
LESSEE remains the general partners of LESSEE and continues to hold a
majority of the economic interests in LESSEE.

Approval of any assignment shall be conditioned upon the assignee agreeing in
writing that it will assume the rights and obligations thereby assigned and that it
will keep and perform all covenants, conditions, and provisions of this agreement
which are applicable to the rights acquired. Pursuant to City Charter Section 225,
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4.3

4.4

the City Manager must review and approve every person or entity which will have
an interest in this lease as a sublessee or assignee, The City Manager’s approval
to any proposed assignment or sublease will not be unreasonably withheld or
delayed, provided all such persons and entities are of good character and
reputation.

Encumbrance. Subject to prior consent by CITY, which shall not be.unreasonably
withheld, LESSEE may; on the terms and conditions set forth in Addendum 1
attached hereto, encumber this lease, its leasehold estate, and its improvements
thereon by deed of trust, mortgage, chattel mortgage, or other security instrument
to assure the payment of a promissory note or notes of LESSEE.

Proceeds from subsequent encumbrances may be used to reduce LESSEE’S
equity so long as LESSEE pays additional consideration to CITY as set forth in
Addendum 1 attached hereto. :

In the event any such approved deed of trust or mortgage or other security-type

instrument should at any time be in default and be foreclosed; or transferred in

~ lieu of foreclosure; CITY will accept the approved mortgagee or beneficiary

thereof as its new tenant under this'lease with all the rights, privileges, and duties
granted and imposed in this lease, all on the terms and conditions set forth in

.Addendum 1 attached hereto. Said mortgagee or beneficiary may assign this lease

on the terms and conditions set forth.in Addendum 1 attached hereto.
Defaults and Remedies.
a. Default. In the event that:

(1)  LESSEE shall default in the performance of any covenant or
condition required by this lease to be performed by LESSEE and
shall fail to cure said default within thirty (30) days following
written notice thereof from CITY;; or if any such default is not
curable within thirty (30) days, and LESSEE shall fail to
commence to cure the default(s) within said thirty-day period and
diligently pursue such cure to completion; or

(2)  LESSEE shall voluntarily file or have involuntarily filed against it
(and fail to have such involuntary filing dismissed within 60 days
after filing) any petition under any bankruptcy or insolvency act or
law; or '

(3)  LESSEE shall be adjudicated a bankrupt; or

(4)- LESSEE shall make a general assignment for the benefit of
creditors;
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then CITY may, at its option, without further notice or demand upon
LESSEE or upon any person claiming rights through LESSEE,
immediately terminate this lease and all rights of LESSEE and of all
persons claiming rights through LESSEE to the premises or to possession
thereof; and CITY may enter and take possession of the premises.
Provided, however, in the event that any. default described in Section
4.4a(1), hereinabove is not curable within thirty (30) days after notice to
LESSEE, CITY shall not terminate this lease pursuant to the default if
LESSEE immediately.commences to cure the default and diligently
pursues such cure to completion. '

In the event there is a deed of trust or mortgage on the leasehold interest,
CITY shall give the mortgagee or beneficiary written notice of the
default(s) complained of, and the same mortgagee or beneficiary shall
have thirty (30) days from such notice to cure the default(s) or, if any such
default is not curable within thirty (30) days, to commence to cure the
default(s) and diligently pursue such cure to completion. The thirty-day
period may be extended during such time as mortgagee or beneficiary
pursues said cure with reasonable diligence.

Anything herein to the contrary notwithstanding, in the event of default,
LESSEE shall be given written notice of default-and the opportunity to
cure such default as hereinabove provided. This right to notice and cure
applies to all defaults under this lease, however.denominated and includes
lease provisions which gives CITY the right to “terminate the lease”,
“unilaterally terminate” or any other LESSOR termination rights. The
intent of the parties in all circumstances being to notify LESSEE of such .
defaults and give LESSEE an opportunity to cure.

Remedies of Lender. Should the default(s) be noncurable by LESSEE,
then any lender holding a beneficial interest in the leasehold, whose
‘qualifications as an assignee have been approved by CITY, shall have the -
absolute right to substitute itself to the estate of LESSEE hereunder and to
commence performance of this lease on the terms and conditions set forth
in Addendum 1 attached hereto. If such mortgagee or beneficiary shall
give notice in writing of its election to so substitute itself within the thirty-
day period after receiving written notice by CITY of the default, and the
default, if curable, is cured by such mortgagee or beneficiary, then this
lease shall not terminate pursuant to the default. In that event, CITY
expressly consents to the substitution and authorizes the mortgagee or
beneficiary to perform under this lease with all the rights, privileges, and
obligations of LESSEE, subject to cure of the default, if possible, by
mortgagee or beneficiary. LESSEE expressly agrees to assign all its
interest in and to its leasehold estate to mortgagee or beneficiary in that
event.
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4.5

Abandonment by LESSEE." Even though LESSEE has breached the lease
and abandoned the property, this lease shall continue in effect for so long
as CITY does not terminate this lease, and CITY may enforce all its rights
and remedies hereunder, including but not limited to the right to recover
the rent as it becomes due, plus damages.

Waiver. Any CITY waiver of a default is not a waiver of any other
default. Any waiver of a default must be in writing and be executed by the
City Manager in order to.constitute a valid and binding waiver. CITY
delay or failure to.exercise a remedy or right is not a waiver of that or any
other remedy or right under this lease. The use of one remedy or right for
any default does not waive the use of another remedy or right for the same

.default or for another or later default. CITY’S acceptance of any rents is

not a waiver of any default preceding the rent payment. CITY and
LESSEE specifically agree that the property constituting the premises is
CITY-owned and held in trust for the benefit of the citizens of the City of
San Diego and that any failure by the City Manager or CITY staff to
discover a default or take prompt action to require the cure of any default
shall not result in an equitable estoppel, but CITY shall at all times have
the legal right to require the cure of any default when and as such defaults
are discovered or when and as the.City Council directs the City Manager
to take action or require the cure of any default after such default is
brought to the attention of the City Council by. the City Manager or by any
concerned citizen.

Eminent Domain. If all or part of the premises are.taken through condemnation

“proceedings or under threat of condemnation by any public authority with the

power of eminent domain, the interests of CITY and LESSEE (or beneficiary or
mortgagee) will be as follows:

a.

In the event the entire premises are taken, this lease shall terminate on the
date of the transfer of title or possession to the condemning authority,
whichever first occurs.

In the event of a partial taking, if, in the reasonable determination of
LESSEE and CITY, the remaining part of the premises is unsuitable for
the lease operation, this lease shall terminate on the date of the transfer of
title or possession to the condemning authority, whichever first occurs.

In the event of a partial taking, if| in the reasonable determination of
LESSEE and CITY, the remaining part of the premises is suitable for
continued lease operation, this lease shall terminate in regard to the
portion taken on the date of the transfer of title or possession to the
condemning authority, whichever first occurs, but shall continue for the
portion not taken. The minimum rent shall be equitably reduced to reflect
the portion of the premises taken.
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d. . Award. All monies awarded in any such taking shall belong to CITY,
whether such taking results in diminution in value of the leasehold or the
fee or both; provided, however, LESSEE shall be entitled to any award
attributable to the taking of, or damages to LESSEE’S then remaining
leasehold interest in installations or improvements of LESSEE. CITY
shall have no-liability to LESSEE for-any award not provided by the
condemning authority.

e. Transfer. CITY has the right to transfer CITY’S interests in the premises
in lieu of condemnation to any authority entitled to exercise the power of
eminent domain. If a transfer occurs, LESSEE .shall retain whatever
interest it may have in the fair market value of any improvements placed
by it on the premises in accordance with this lease.

f. No Inverse Condemnation. The exercise of any CITY right under this
lease shali not be interpreted as an exercise of the power of eminent
domain and shall not impose any liability upon CITY for inverse
condemnation.

SECTION 5 INSURANCE RISKS/SECURITY

5.1.  Indemnity. LESSEE.agrees to defend, indemnify, protect, and hold the CITY, its

- agents, officers, and employees harmless from and against any and all claims
asserted or liability established for damages or injuries to any person or property,

- including injury to LESSEE’S employees, invitees, guests, agents, or.officers,
which arise out of or are in any manner directly or indirectly connected with the
development or operation of the leasehold or the work and operations to be
performed under this agreement, and all expenses of investigating and defending
against same; provided, however, that LESSEE’S duty to indemnify and hold

harmless shall not include any claims or liability arising from the established

- active negligence, sole negligence, or sole willful misconduct of the CITY, its
agents, officers, or employees.

5.2 Insurance.

a. LESSEE shall take out and maintain at all times during the term of this
lease the following insurance at its sole expense:
(1)  Public liability and property damage insurance in the amount of
not less than Five Million Dollars ($5,000,000) Combined Single
Limit Liability with an occurrence claims form. This policy shall
cover all injury or damage, including death, suffered by any party
or parties from acts or failures to act by CITY or LESSEE or by
- authorized representatives of CITY or LESSEE on or in connection
with the use or operation of the premises.
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Fire, extended coverage, and vandalism insurance policy omall -
insurable property on the premises in an amount to cover 100
percent of the replacement cost. Any proceeds from a loss shall be
payable jointly to CITY and LESSEE. - The proceeds shali be

_placed in a trust fund to.be reinvested in rebuilding-or repairing the

damaged property. If there is:a mortgage or trust deed on the
leasehold in accordance with Section 4.3, Encumbrance, hereof,

the proceeds may.be paid-to:the approved mortgagee or-beneficiary

so long .as adequate provision reasonably satisfactory to CITY has

. been made.in each case for.the use of all proceeds for repair and
- restoration of damaged or destroyed improvements on the

premises.

b. LESSEE’S responsibility to maintain said-insurance alsc includes the
following:

)

@

(3)

Additional Insured. All insurance policies will name CITY as an

. additional insured, protect CITY against any legal costs in

defending claims, and will not terminate without thirty (30) days’
prior written notice to CITY. All insurance companies must be
satisfactory to CITY and licensed to do business in California. All

: policies will be in effect on or before the first day of the lease,
. except “course of construction fire insurance” shall be in force on
‘commencement of all authorized construction on the premises, and
. full applicable fire insurance coverage shall be effective upon

completion of each insurable improvement. A copy of the
insurance policy will remain on file with CITY during the entire
term of the lease. At least thirty (30) days prior to the expiration of
each policy, LESSEE shall furnish a certificate(s) showing that a
new or extended policy has been obtained which meets the terms
of this lease. '

Modification. CITY, at its discretion, may reasonably require the
revision of amounts and coverages to those consistent with good
business practices for comparable properties at any time during the
term by giving LESSEE sixty (60) days’ prior written notice.
CITY’S requirements shall be designed te assure protection from
and against the kind and extent of risk existing on the premises.
LESSEE also agrees to obtain any additional insurance required by
CITY for new improvements, in order to meet the requirements of
this lease.

Accident Reports. LESSEE shall report to CITY any accident
causing more than Twenty Five Thousand Dollars ($25,000) worth
of property damage or any serious injury to persons on the
premises. This report shall contain the names and addresses of the
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parties involved, a statement of the circumstances, the date and
hour, the names and addresses of any witnesses, and other pertinent
information.

(4).  Failure to Comply. If LESSEE fails.orrefuses to take out and
‘maintain the.required insurance; or fails.to provide the proof of
-coverage, CITY. has the right.to obtain the:insurance. LESSEE

- shall reimburse CITY for the premiums paid with interest at the
maximum allowable legal rate then in effect in California. CITY
shall give notice of the payment of premiums within thirty (30)
days of payment stating the.amount paid, names of the insurer(s),
and rate of interest. Said reimbursement-and interest shall be paid

. by LESSEE on the first (1st) day of the month following the notice
of payment by CITY.

Notwithstanding the preceding provisions of this Subsection (4), if
LESSEE fails or refuses to take out or maintain insurance as
required in this lease.or fails to provide.the proof of insurance,

. CITY has the right'to declare this lease in default without further
notice to LESSEE, and CITY shall be entitled to exercise all legal
remedies in the event of such default.

Waste, Damage, or Destruction: LESSEE agrees to give notice to CITY -of any
fire or other damage causing more than Twenty Five Thousand Dollars ($25,000)

- damage that may occur on the leased premises within ten (10) days of such fire or

damage. LESSEE agrees not to commit or suffer to be'committed any waste or
injury or any public or private nuisance, to keep the premises clean and clear of
refuse and obstructions, and to properly dispose of all garbage, trash, and rubbish
in a manner satisfactory to CITY. If the leased premises shall be damaged by any
cause which puts the premises into a condition which is not clean and safe,
LESSEE agrees to make or cause to be made full repair of said damage and to .
restore the premises to the condition which existed prior to said damage; or, at
CITY’S option, LESSEE agrees to clear and remove from the leased premises all
debris resulting from said damage and rebuild the premises in accordance with
plans and specifications previously submitted to CITY and approved in writing in
order to replace in kind and scope the operation which existed prior to such
damage, using for either purpose the insurance proceeds as set forth in Section
5.2, Insurance, hereof.

LESSEE agrees that preliminary steps toward performing repairs, restoration, or
replacement of the premises shall be commenced by LESSEE within thirty (30)
days, and the required repairs, restoration, or replacement shall be completed
within a reasonable time thereafter. CITY may determine an equitable deduction
in the minimum annual rent requirement for such period or periods that said
premises are untenantable by reason of such damage.
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SECTION 6:

6.1

6.2

If facilities outside the lease premises are necessary to the use of the leased
premises (e.g., the access bridges) are partially or totally destroyed, and the
income from the lease premises is negatively affected, then the minimum rent

may be equitably reduced during the period such condition exists.

IMPROVEMENTS/ALTERATIONS/REPAIRS

- Acceptance of Premises. By signing this lease, LESSEE represents and warrants
that it has independently.inspected the premises and made.all tests, investigations,
_ and observations necessary. to satisfy itself of the condition of the premises.

LESSEE agrees it is relying solely. on such independent inspection, tests,
investigations, and observations in.making this lease...LESSEE further
acknowledges that the premises are in the condition called for by this lease, that
CITY has performed all work with respect.to the premises, and that LESSEE does
not hold CITY responsible for any defects whether apparent or latent, in the
premises, including the presence of any hazardous wastes.

Entry and Inspection. CITY reserves and shall always have the right, with

- reasonable notice unless an.emergency, but not-the obligation, to enter said
. premises for the purpose of viewing.and ascertaining the condition of the same, or

6.3

to protect its interests in the premises, or to-inspect the operations conducted

thereon provided CITY shall not unreasonably. interfere with LESSEE’S
operations. In the event that such entry orinspection by CITY. discloses that said
premises.are not in a clean and safe condition, CITY shall have the right, after ten

. (10) days written notice to LESSEE; to'have any.necessary maintenance work

done at the expense of LESSEE, and LESSEE hereby agrees to pay promptly any
and all costs incurred by CITY in having such necessary maintenance work done,
in order to keep said premises in a clean and safe condition. Further, if at any
time CITY determines that said premises are not in a clean and safe condition,
CITY may at its sole option, without additional notice, require LESSEE to file
with CITY a faithful performance bond to assure prompt correction of any
condition which is not clean and safe. Said bond shall be in an amount adequate
in the opinion of CITY to correct the said unsatisfactory condition. LESSEE shall
pay the cost of said bond. The rights reserved in this section shall not create any

obligations on CITY or increase obligations elsewhere in this lease imposed on
CITY.

Maintenance. LESSEE agrees to assume full responsibility and cost for the
operation and maintenance of the premises throughout the term. LESSEE will
make all repairs and replacements necessary to maintain and preserve the
premises in a clean and safe condition satisfactory to CITY and in compliance
with the Development Plan described in Section 6.12, Development Plan, hereof
and with all applicable laws.

22-



6.4

6.5

6.6

6.7

Improvements/Alterations. No improvements, structures, or installations shall be
constructed on the premises, and neither the building exteriors nor the perimeter
landscaping visible from Ingraham Boulevard or Mission Bay Park may be altered
by LESSEE without prior written approval by the City Manager. Further,

- LESSEE agrees that major structural or architectural design alterations to

approved.improvements; structures, or installations may not be'made on the
premises without prior written approval by.the City:Manager and that such
approval shall not be unreasonably withheld. This provision shall not relieve
LESSEE of any obligation under this lease to maintain the premises.in a-clean and
safe condition, including structural repair and restoration of damaged or worn

improvements. CITY shall not be obligated by this lease to make or assume any
~ expense for any improvements or alterations.

Utilities. LESSEE agrees to order, obtain,.and:pay for all utilities and service and
installation charges in connection with the development and operation of the
leased premises. All utilities will be installed underground.

_Construction Bond. Whenever there is any construction to be performed on the

premises, LESSEE shall deposit with CITY, prior to commencement of said
construction, a faithful performance bond inthe amount of 100.percent of the
estimated construction cost.of the work to beperformed. . The bond may be in

. cash or may.be-a corporate surety bond or other security reasonably satisfactory to

CITY. The bond shall insure that the construction commenced by LESSEE shall
be completed in accordance with the plans approved by CITY or, at the option of
CITY, that the uncompleted construction shall be removed and the premises

- restored to a condition satisfactory to CITY. The bond or.cash will be held in

trust by CITY for the purpose specified above or-at CITY’S option it may be
placed in an escrow or other trust approved by CITY.

Liens. LESSEE shall at all times save CITY free and harmless and indemnify
CITY against all claims for labor or materials in connection with operations,
improvements, alterations, or repairs on or to the premises and the costs of
defending against such claims, including reasonable attorney’s fees.

If improvements, alterations, or repairs are made to the premises by LESSEE or

by any party other than CITY, and a lien or notice of lien is filed, LESSEE shall

within five (5) days of such filing either:

a. take all actions necessary to record a valid release of lien, or

b. file with CITY a bond, cash, or other security acceptable to CITY
sufficient to pay in full all claims of all persons seeking relief under the

lien.

Provided however, in the event that a “notice of lien” is filed by a contractor but
there is no default under the contract with such contractor, and the contractor has
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6.8

6.9

6.10

filed a “notice of lien” merely to give notice of a possible future claim, the
provisions of “a” and “b” above shall not apply to that case.

Taxes. LESSEE agrees to pay, before delinquency, all taxes, assessments, and
fees assessed or levied upon LESSEE or the premises, including the land, any
buildings, structures, machines, equipment, appliances, or other improvements or
property of any nature whatsoever erected, installed, or maintained by LESSEE or
levied by reason of the business or other. LESSEE activities related to the leased

_premises, including any licenses or permits. LESSEE’S agreement to pay such

taxes before delinquency shall in no way prevent LESSEE from contesting such
taxes in accordance with law. LESSEE recognizes and agrees that this lease may -
create a possessory interest subject to property taxation, and that LESSEE may be

. subject to the payment of taxes levied.on such interest, and that LESSEE shall pay

all such possessory interest taxes. LESSEE further-agrees.that payment for such
taxes, fees and assessments will not reduce any rent due CITY.

Signs. LESSEE agrees not to erect or display any banners, pennants, flags,
posters, signs, decorations, marquees, awnings, or similar devices or advertising
without the prior written consent of CITY. If any such unauthorized item is found
on the premises, LESSEE agrees to remove the item at its expense within 24
hours notice thereof by CITY, or CITY may thereupon remove the item at
LESSEE’S cost.

Ownership of Improvements and Personal Property.

a. - Any and all improvements, trade fixtures, structures, and installations or
additions to the premises now existing or constructed on the premises by
LESSEE shall at lease expiration or termination be deemed to be part of

the premises and shall become, at CITY’S option, CITY’S property frec of

all liens and claims, except as otherwise provided in this lease.

b. If CITY elects not to assume ownership-of all or-any. improvements, trade
fixtures, structures, and installations, CITY shall so notify LESSEE thirty
(30) days prior to termination or one hundred eighty (180) days prior to
expiration, and LESSEE shall remove all such improvements, structures
and installations as directed by CITY at LESSEE’S sole cost on or before
lease expiration or termination. If LESSEE fails to remove any

_ improvements, structures, and installations as directed, LESSEE agrees to

pay CITY the full cost of any removal.

¢.  LESSEE-owned miachines, appliances, equipment (other than trade
fixtures), and other items of personal property shall be removed by -
LESSEE by the date of the expiration or termination of this lease. Any
said: items which LESSEE fails to remove will be considered abandoned
and become CITY’S property free of all claims and liens, or CITY may, at
its option, remove said items at LESSEE’S expense. ‘
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6.12 -

6.13

- d. If any removal of such personal property by LESSEE results in damage to

the remaining improvements on the premises, LESSEE agrees to repair all
such damage.

€. Any necessary removal by either CITY or LESSEE which takes place
beyond said expiration or terminationthereof shall require LESSEE to pay
rent to CITY at the rate in effect immediately. prior to said expiration or.
termination.

£ Notwithstanding any of the foregoing, in the event LESSEE desires to
dispose of any of its personal property used in the operation of said
premises upon expiration or termination of this lease, then CITY shall
have the first right to acquire or purchase said personal property.

Unavoidable Delay. If the performance of any act required of CITY or LESSEE is

directly prevented or delayed by reason of strikes, lockouts, labor disputes,
unusual governmental delays, acts of God, fire, floods, epidemics, freight
embargoes, or other causes beyond.the reasonable control of the party required to

- perform an act, said party shall be excused from performing that act for the period

equal to the period of the prevention or delay. Provided, however, this provision

“shall not apply to obligations to pay rental as required pursuant to this lease. In
- the event LESSEE or CITY claims the existence of such a delay, the party

claiming the delay shail notify the other party in-writing of such fact within ten
(10) days after the beginning of.any such claimed delay.

Development Plan. LESSEE agrees to develop.the leased premises substantially

in accordance with the General Development Plan approved by the City Manager
and filed in the Office of the City Clerk which plan is heréby incorporated by this
reference. The general contents and provisions of the Development Plan are

described in Section 9.3 hereof. The City Manager or his designee shall have the
authority to authorize changes to the plan provided that the basic concept may not

*. be modified without City Council approval and a document evidencing any

approved changes shall be filed in the Office of the City Clerk. Except as limited
by section 6.14 below, failure by LESSEE to substantially comply with the
General Development Plan as required herein, to the reasonable satisfaction of the
City Manager, shall constitute a major default and subject this lease to termination
by CITY. The City Manager, in his sole discretion, may approve an extension to
the date specified for completion in the Development Plan of up to one (1) year
without further City Council approval.

Hazardous/Toxic Waste. LESSEE will not allow the installation of additional
underground storage tanks or release of hazardous substances in, on, under, or
from the premises. For the purposes of this provision, a release shall include but
not be limited to any spilling, leaking, pumping, pouring, emitting, emptying,
discharging, injecting, escaping, leeching, dumping, or otherwise disposing of
hazardous substances. ‘“Hazardous substances” shall mean those hazardous
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substances listed by the Environmental Protection Agency in regularly released
reports and any other substances incorporated into the State’s list of hazardous
substances. A copy of the presently effective EPA and the State lists is on file in
the Office of the City Clerk as Document 769704 and by this reference is
incorporated herein. '

In the event of any release of a hazardous.substance not.in accordance with
applicable laws, LESSEE shall be responsible for all costs of remediation and .
removal of such substances in accordance with all applicable rules and regulations
of governmental authorities. '

LESSEE agrees to assume the defense of, indemnify, and hold CITY harmless

from any and all claims, costs, and expenses related to environmental liabilities

resulting from LESSEE’S operations on the premises, including but not limited to

costs of environmental assessments, costs of remediation and removal, any

necessary response costs, damages for injury to natural resources or the public,
_and costs of any health assessment or health effect studies.

-If LESSEE knows or has'reasonable cause:to believe that any hazardous substance
has been released on or beneath the premises, LESSEE shall give written notice to
the City Manager within ten (10) days of receipt of such knowledge or cause for -
belief. Provided, however, if LESSEE knows or has reasonable cause to believe
that such substance is an imminent and substantial danger to public health and

. safety,'LESSEE shall notify. the City-Manager immediately.upon receipt of this

knowledge or belief and shall.take all actions necessary.to alleviate such danger.

LESSEE will notify the City. Manager. immediately-of any notice of violation

received or initiation of environmental actions or private suits relative to the

premises. In addition, LESSEE and LESSEE’S sublessees shall not utilize or sell
any hazardous substance on the property without the prior written consent of

CITY, except for ordinary and customary cleaning products, office supplies and

other products used in compliance with all laws.

At any time within the twelve (12) months before the expiration or earlier
termination of this lease, LESSEE, at CITY’S sole option, shall cause an
environmental assessment of the premises to be completed by a professional
environmental consultant registered with the State of California as a Professional
Engineer, Certified Engineering Geologist, or Registered Civil Engineer. Said
environmental assessment shall be obtained at the sole cost and expense of
LESSEE and shall establish what, if any, hazardous substances exist on, in, or
under the premises, and in what quantities. If any hazardous substances exist in -
quantities greater than that allowed by CITY, county, state, or federal laws,
statutes, ordinances, or regulations, then said environmental assessment shall
include a discussion of these substances with recommendations for remediation
and removal necessary to effect compliance with those laws or statutes and
estimates of the cost of such remediation or removal. LESSEE shall cause the
remediation and/or removal recommended in the environmental assessment such
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that compliance with environmental law is achieved and shall be solely
responsible for all costs and expenses incurred, provided the problem was caused
by LESSEE or LESSEE’S predecessor, employee, officer or subtenant.

6.14  Failure to Meet Development Schedule. Subject to force majeure, should LESSEE

fail to substantially complete construction.within one (1) full year of the date for
final completion of improvements in accordance with the schedule of
development of the General Development Plan hereof, it is specifically agreed by
LESSEE and CITY that CITY will be entitled to damages in the amount of One
Hundred Fifty Thousand Dollars ($150,000.00) per year (prorated on a daily
basis) thereafter for failure to meet said schedule of development until completion
of development, said amount representing liquidated damages therefor. The
liquidated damages set forth herein shall be CITY’S sole and exclusive remedy
for LESSEE’S failure to timely complete the development plan. The City
Manager, in his sole discretion, may approve an extension to the development
schedule of upto one (1) year without further City Council approval.

6.15 Coastal Commission. LESSEE shall comply with the California Coastal Act, at

its sole cost, and apply to the San Diego Coast Regional Commission or other
such authorized state body. for any necessary coastal development permit
- authorizing the construction of improvements in the Coastal Zone. LESSEE will
- proceed with diligence to obtain such permit, but if unable to do so within twenty-
four (24) months after the effective date of this lease, this lease will, terminate at
either CITY’S or LESSEE’S-option expressed by written notice to the other party.
.In the event of failure to;obtain Coastal Commission approval, and termination of
this lease, the prior lease, Document-00-18129, revives.

SECTION 7: GENERAL PROVISIONS

7.1 Notices

a.

Any notice required or permitted to be given hereunder shall be in writing
and may be served personally or by United States mail, postage prepaid,
addressed to LESSEE at the leased premises or at such other address
designated in writing by LESSEE as follows;

LHO Mission Bay Hotel, L.P.
4800 Montgomery Lane

Suite M25

Bethesda, MD 20814

Attention: Chief Operating Officer

and to CITY as follows:
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7.4

7.5

- City Manager -
Attention Real Estate Assets Director
City Administration Building
202 “C” Street, M.S. 9B
San Diego, CA 92101-4155

or to any mortgagee, trustee, or beneficiary, as applicable, at such
appropriate address designated in writing by the respective party.

b. Any party entitled or required to receive notice under this lease may by
like notice designate a different address to which notices shall be sent.

Compliance with Law. LESSEE shall at all times in the construction,
maintenance, occupancy, and operation of the premises comply with all applicable
laws, statutes, ordinances, and regulations of CITY, county, state, and federal
governments at LESSEE'’S sole cost and expense. In addition, LESSEE shall
comply with any and all notices issued by the City Manager or his authorized
representative under the authority of any such law, statute, ordinance, or
regulation.

CITY Approval. The approval or.consent of CITY, wherever required in this

‘lease, shall mean the written approval or consent of the City Manager unless

otherwise specified, without need for further resolution by the City Council.

- Nondiscrimination. LESSEE agrees not to discriminate in any manner against any
- person or persons on account-of race, color, religion, gender, sexual orientation,

medical status, national origin, age, marital status, or physical disability in
LESSEE’S use of the premises, including but not limited to the providing of
goods, services, facilities, privileges, advantages, and accommodations, and the
obtaining and holding of employment.

Compliance with CITY'S Equal Opportunity Contracting Program. .

a. Equal Opportunity Contracting. LESSEE acknowledges and agrees that it
is aware of, and will comply with, City Council Ordinance No. 18173 (San
Diego Municipal Code Sections 22.2701 through 22.2708, as amended),
EQUAL EMPLOYMENT OPPORTUNITY OUTREACH PROGRAM, a
copy of which is on file in the Office of the City Clerk and by this
reference is incorporated herein. LESSEE and all of its subcontractors are
individually responsible to abide by its contents. '

LESSEE will comply with Title VII of the Civil Rights Act of 1964, as
“amended; Executive Orders 11246, 11375, and 12086; the California Fair
Employment Practices Act; and any other applicable federal and state laws
and regulations hereafter enacted. LESSEE will not discriminate against
any employee or applicant for employment on any basis prohibited by law.
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1.7

7.8

7.9

LESSEE submitted and CITY. acknowledges receipt of a current Work
Force Report or a current Equal Employment Opportunity (EEQO) Plan as
required by Section 22.2705 of the San Diego Municipal Code, which sets
forth the actions that LESSEE will take to achieve the CITY’S

. commitment to equal employment opportunities.

LESSEE agrees to insert the foregoing provisions in all subcontracts for
any work covered by this lease agreement so that such provisions will be
binding upon each subcontractor. LESSEE agrees that compliance with
EEOQ provisions flowing from the authority of both parties will be
implemented, monitored, and reviewed by the CITY’S Equal Opportunity
Contracting Program staff.

b. Local Business and Employment.. LESSEE acknowledges that the City of
San Diego seeks to promote employment and business-opportunities for
local residents and firms in all CITY contracts. LESSEE will, to the extent
reasonably feasible, solicit applications for employment, and bids and
proposals for subcontracts, for work associated with this lease agreement
from local residents and firms:as:opportunities occur. ' LESSEE agrees to
attempt to hire qualified local residents.and firms whenever reasonably
feasible.

LESSEE understands that failure to comply with the above requirements
- and/or submitting false information.in response to these requirements may
. result in termination of this lease agreement and-debarment from
participating in CITY: contracts for.a'period of not less than one (1) year.

Partial Invalidity. If any term, covenant, condition, or provision of this lease is
found invalid, void, or unenforceable by a court of competent jurisdiction, the

. remaining provisions will remain in full force and effect.

Legal Fees. - In the event of any litigation regarding this lease, the prevailing party
shall be entitled to an award of reasonable legal costs, including court and
attorneys' fees. ’

Number and Gender. Words of any gender used in this lease shall include any
other gender, and words in the singular number shall inchide the plural, when the
tense requires,

Captions. The section headings and captions for various articles and paragraphs
shall not be held to define, limit, augment, or describe the scope, content, or intent
of any or all parts of this lease. The numbers of the paragraphs and pages of this
lease may not be consecutive. Such lack of consecutive numbers is intentional
and shall have no effect on the enforceability of this lease.
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7.11

7.12

Entire Understanding. Except as set forth in Addendum 1, this lease contams the
entire understandmg of the parties. Except as set forth in Addendum 1, LESSEE,
by signing this agreement, agrees that there is no other written or oral
understanding between the parties with respect to the leased premises. Each party
has relied on its own examination of.the premises, advice from its own attorneys,
and the warranties; representations, and covenants of the lease itself. ‘Each of the
parties in this lease agrees that no other party, agent; or attorney of any other party
has made any promise, representation; or warranty whatsoever which is not
contained in this lease.

The failure or refusal of any party to read the lease or other documents, inspect the
premises, and obtain legal or other advice relevant to this transaction constitutes a
waiver of any objection, contention, or claim that might have been based on these
actions. No modification, amendment, or alteration of this lease will be valid
unless it is in writing and signed by all parties. '

CITY Employee Participation Policy. It is the policy of CITY that all CITY
contracts, agreements, or leases with consultants, vendors, or LESSEES shall
include a condition that the contract, agreement, or lease may, at the sole option of
CITY, be unilaterally and immediately terminated by CITY if the contractor or
LESSEE employs an individual who, within the twelve months immediately
preceding such employment, did in his/her capacity as a CITY officer or
employee participate in negotiations with or otherwise have an influence on the

. recommendation made to the City Council in connection with the selection of the

contractor or LESSEE: . It is not the intent of this policy that these prov151ons
apply to members of the City Council.

Drug-free Workplace. LESSEE shall be required to abide by the omnibus drug
legislation passed by Congress on November 18, 1988, by adopting and enforcing
a policy to maintain a drug-free workplace by doing all of the following:

a. Publish a statement notifying employees that the unlawful manufacture,
distribution, dispensation, possession, or use of controlled substances are
prohibited on the leasehold and specifying the actions that will be taken
against employees for violations of the prohibition.

b. Establishing a drug-free awareness program to inform employees about all
of the followmg

(1)  The dangers of drug abuse in the workblace.
(2)  The LESSEE’S policy of maintaining a drug-frce workplace.

3) Any available drug counseling, rehabilitation, and employees
assistance programs.
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7.14

(4)  The penalties that may be imposed upon employees’ for drug
abuse violations.

c. "LESSEE shall include in.each sublease.agreement-language which
. indicates the sublessee’s agreement to abide by the provisions of a drug-
free workplace. LESSEE: and sublessees shall be individually responsible
for their own drug-free workplace programs.

Disabled Access Compliance. LESSEE agrees to comply with Title 24 of the
California Code of Regulations {Building Code) as defined in California Health
and Safety Code (Title 24), the Americans with Disabilities Act of 1990 (ADA);

- and any. other applicable state and federal laws and regulations hereafter enacted
. protecting the rights of people with disabilities. LESSEE’S compliance shall

include but not necessarily be limited to the following:

a. LESSEE shall not discriminate against qualified persons with disabilities
in any aspects of employment, including recruitment, hiring, promotions,
conditions.and privileges of employment, training, compensation, benefits,
discipline,.layoffs, and termination of-employment, to the extent required
under the applicable law. '

b. No qualified individual with a disability may be excluded on the basis of

disability from participation in, or be denied the benefits of, services,
- programs,.or activities. of LESSEE; to the extent required under the
applicable law.

c. . LESSEE shall post a statement addressing the requirements of Subsections
a. and b. above in a prominent place at the work site.

d. Where required by law, LESSEE shall comply with CITY’S disabled
access requirements by bringing up to code and making accessible any
-areas of the premises which deny access to disabled persons. "All such
improvements and alterations shall be at the sole cost of LESSEE.

e. LESSEE shall include language in each sublease agreement which
indicates the sublessee’s agreement to abide by the foregoing provisions.
LESSEE and sublessees shall be individually responsible for their own
compliance with ADA.

LESSEE understands that failure to comply with the above requirements and/or
submitting false information in response to these requirements shall constitute a

- default under this lease.

Authority. Each individual executing this lease on behalf of LESSEE représents
and warrants that he/she is duly authorized to execute and deliver this lease on
behalf of LESSEE in accordance with a duly adopted resolution of LESSEE or in
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7.16

7.17

7.18

7.19

.

accordance with the partnership agreement of LESSEE, and that this lease is
binding upon the limited partnership in accordance with.its partnership agreement,
and that LESSEE is a duly qualified limited partnership and all steps have been
taken pnor to the date hereof to. quallfy LESSEE to do business in the state where
the premlses are situated.

. Standard of Employees.. LESSEE:and its employees shall at all times conduct

themselves and the operations on the.leased premises in a professional manner.

Supersedure. It is mutually agreed that this lease, upon commencement, »

. supersedes and annuls that certain lease filed in the Office of the City Clerk on the

28th day of November, 1994, with VVH Resorts, Ltd., as Document.00-18129,

- which is hereafter void and of no effect except as to any rentals and fees which

may have accrued or any rights and remedies accrued or granted to CITY under
such agreement.

Damaged Equipment. LESSEE shall salvage within 24 hours any property, real or
personal, of LESSEE’S declared by CITY to be'a menace to navigation or a
nuisance within Mission Bay and to-salvage-or.cause to be salvaged.any. sunken
vessel or property upon the leased premises, irrespective of ownership. CITY
may require that any boats not kept in a clean and-operable condition be. removed
from the leased premises.

.Enforcement of Live-Aboard Regulation. LESSEE shall be responsible for:the

enforcement, both within and in connection with the ieased premises, of the
following live-aboard regulation:

No person shall remain overnight on board any watercraft or houseboat in Mission
Bay Park unless the watercraft or houseboat has a self-contained toilet on board

that does not discharge into the waters of the Bay. No owner of any watercraft or -
houseboat shall allow-it to be occupied overnight in Mission Bay Park for a period

- of more than ninety (90) days, whether successive or cumulative, during any-one

calendar year. A watercraft or houseboat is presumed to be occupied overnight
when there are one or more persons on board after midnight. The lessees of
Mission Bay Park lands are primarily responsible for the enforcement of this
subsection on the water abutting their leased premises.

The above Live-Aboard Regulation is presently set forth in the San Diego
Municipal Code Section 63.25.71 and is subject to amendment or modification by
the City Council. LESSEE also agrees to comply or secure compliance with any
such amendment or modification.

Additional Consideration to CITY. LESSEE acknowledges that CITY expends
considerable sums for maintenance of Mission Bay Park areas adjacent to the
leasehold. LESSEE further acknowledges that the expenditure of such funds

‘enhances the value of the leasehold. LESSEE and CITY agree that the exact
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amount of such enhancement is impossible to ascertain. However, CITY desires -
to be reimbursed to a reasonable extent in consideration for the continued
maintenance of adjacent park areas. Therefore, subject to the limitations
contained in Addendum 1 attached hereto, LESSEE and CITY agree that in the
event of an assignment; in the_event of a'subletting of the majority portion of the
leasehold; or in the event of:a'refinancing creating.an encumbrance against the
. leasehold after the permanent improvements:have been.constructed, pursuant to
the Development Plan as described in Section 6.12 hereof, LESSEE shall pay to
CITY one percent (1%) of the gross amount paid for the leasehold in connection
with an approved assignment of the lease, one percent (1%) of any amount paid
LESSEE in consideration of a sublease of all or a'majority portion of the
leasehold, or one percent (1%) of the amount of any increased loan or
encumbrance against the property over and above the amount of the encumbrance
needed to finance the improvements. The amount upon which the one percent
(1%) shall be based shall be the total consideration resulting from the.transaction
including total cash payments and the market value of noncash consideration,
- including but not limited to stocks, bonds, deferred payments, secured and
-unsecured notes, and forbearances regarding claims and judgements. In
determining the one percent (1%) transfer. fee, costs of closing the transaction .
(i.e., commissions, title'policies;.appraisal-and survey costs) shall be excluded
from the gross amount paid provided.that such amounts shall not exceed two
percent (2%) of the proceeds of the subject transaction, and such closing costs
- shall be the only exclusions from such gross proceeds in determining the one-
percent (1%} transfer fee. Existing debt against the leased premises; whether
internal or third party, shall not.be excluded from'gross:proceeds in determining
the one percent (1%) transfer fee. .Prior to CITY"’S consent.to any:assignment,
majority subletting, or refinancing, LESSEE shall deliver to CITY a written
statement of all sums due and owing to CITY from LESSEE pursuant to the
provisions of this paragraph, together with an acknowledgment from the proposed
assignee, sublessee, or refinancing agency as to the amount due CITY. The sum
due CITY shall be payable in full to. CITY concurrent with the completion of the
transaction, be it an assignment, a sublease, or a refinancing. Any assignment,
subletting, or refinancing in violation of the terms and conditions of this
paragraph shall be void. The provisions of this paragraph shall not apply to:

a. An assignment or transfer of a beneficial interest in the leasehold resulting
from devise, bequest, intestate succession, or by operation of law for the
benefit of the spouse or descendants (i) of LESSEE (if an individual) or
(ii) of LESSEE’S principal owner or chief executive officer (if LESSEE is
other than an individual);

b. Such other assignment for which the City Manager reasonably determines
that the legal and equitable ownership interests in the leasehold have
remained unchanged, such as a change in the legal or fictitious name of the
LESSEE without any other change in the equity in beneficial use of, or
legal title to, the leasehold as an assetor the income produced thereby.
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Trash and Refuse. LESSEE shall provide containers on or immediately adjacent
to the leased premises to receive trash and refuse generated aboard vessels using
LESSEE’S docking or launching.facilities. Refuse containers shall.be located so
as to be conveniently used by occupants of vessels using LESSEE’S facilities and

- shall be of sufficient size and number to contain the refuse.generated aboard all

vessels using LESSEE’S facilities. .The containers shall be covered-and emptied
regularly enough to prevent-them'from overflowing or creating unhealthful,

- unsightly, or unsanitary conditions. ‘The contents of the containers shall be

disposed of by LESSEE or others acting pursuant to LESSEE’S direction at

- authorized landfills or other garbage reception areas as provided under law

applicable at the time of collection.

Plastic Food Containers.

a. LESSEE shall not, after the effective date of this lease, provide to its

customers any prepared food in polystyrene foam food packaging; nor
. shall LESSEE obtain or keep-any polystyrene foam food packaging of a
* type, design, and condition:suited for providing prépared.food to.its
- customers for consumption off the leased premises.

b. - .LESSEE’Sfood packaging for prepared food to be consumed on the
premises or for takeout food shall be biodegradable, and EESSEE shall
‘provide upon demand evidence in the form of paid invoices to.indicate.the

- purchase of biodegradable containers in-amounts sufficient to indicate

compliance with this section., LESSEE’S food packaging for prepared
food to be consumed off the premises shall be biodegradable unless
LESSEE demonstrates to the satisfaction of CITY that biodegradable food
packaging materials are not available for purchase in the quantities
required by LESSEE. In the event that biodegradable food packaging
materials-are not available for purchase in the quantities required by
LESSEE, LESSEE may limit its use-of'such packagmg to-the amount
actually available.

c. For purposes of this lease, the following definitions are applicable:

(1) “Prepared food” means foods or beverages which are prepared on
the leased premises by cooking, chopping, slicing, mixing, freezing
or squeezing, and which require no further preparation to be
consumed. '

(2) “Food packaging” means all bags, sacks, wrapping, containers,
bowls, plates, trays, cartons, cups, straws and lids which are not
intended for reuse, on or in which any foods or beverages are
placed or packaged on the leased premises.
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(3)  “Takeout food” means prepared foods or beverages requiring no
further preparation to be consumed and which are purchased in
order to be consumed off the leased premlses

Boat Rentals. For purposes of this lease, ‘vessels” include ships of all kinds,

- -motorboats, sailboats, personal watercraft, and: every structure-adapted to be

navigated from place to place upon the water for recreation or for the
transportation of merchandise or persons. -LESSEE shall be permitted to rent
vessels to the general public subject to prior written approval from the City
Manager as to the number and type of vessels available for rent. The City
Manager may, upon written notice to. LESSEE and with reasonable cause, modify
any approval previously given. LESSEE shall.carry commercial general llablhty

-Insurance, the amounts and coverages of which shall be based upon the City

Manager’s assessment of the risk associated with the rental operation.

All vessels for rent which are required by law to be registered with.the California
Department of Motor Vehicles shall be currently registered as rental vessels and
carry proper registration numbers and stickers. All vessels for rent shall be
identified by LESSEE through the use of distinctive markings or logos. Each
rental vessel shall be equipped with a waterproof map detailing all current
regulations and activity zones for Mission Bay, along with all safety equipment

- required by law. At any time that LESSEE is renting a vessel or vessels, LESSEE

shall have at least one operational chase boat and staff to operate it available on
the waters of Mission Bay. No rental vessel may be stored on public property

- outside the leasehold. : LESSEE agrees that the City Manager or his designees

shall have the authority to-immediately terminate any rental activities which are
not in conformance with the stipulations of this lease or current boating
regulations.

- Local Coastal Program. Should a local coastal program (hereinafter the “Local
--..Coastal Program”) ever be adopted:for the Mission Bay Park segment of the
.CITY Local Coastal Program, and should the Local:Coastal Program provide for

the collection of a traffic impact mitigation fee from commercial lessees in
Mission Bay Park in order to fund all or a portion of the cost of a beach shuttle or
other substantially similar public access improvements, LESSEE agrees to
contribute its fair and equitable share, as calculated pursuant to the Local Coastal
Program, to such a traffic impact mitigation program; provided that the amount
payable by LESSEE shall be reasonable and shall not exceed the amount LESSEE
would have paid had the entire amount to be funded by traffic impact mitigation
fees been reasonably, equitably, and fairly apportioned among all of the
commercial lessees in Mission Bay Park. This section shall not be altered or

‘amended without the prior written approval of the California Coastal Commission

or an amendment to California Coastal Permit No. 6-93-75/EL.
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SECTION 8: SIGNATURES

8.1 Signature Page.
IN WITNESS WHEREOF, this lease agreement is executed by CITY, acting by and

~ through its City Maﬁager, and by LESSEE, .acting by and throughr its lawfully. authorized .

officers.

THE CITY OF SAN DIEGO

Date A@LAO By M

~ReaTEstale Assals Dracior

. 'LESSEE: LHO MISSION BAY HOTEL,L.P.,a
. California Limited Partnership,
. DBA SAN DIEGO PARADISE POINT RESORT

Date .. By m

. /
MMJ\ 0. 9\!,“', 'qv\"\*""“kg‘ Y’J“'(

. By

APPROVED as to form and legality this g _ day ofﬂ%, 2000.

CASEY GWINN, CITY ATTORNEY

By
eputy City Attorney
LMF:;jmj ,
04/06/00

I\WPO\2000\Fierro\LEASE-LHO MISSION BAY HOTEL.wpd

K 3931.2‘7

36 ' MAY 15 2000



SECTION 9: EXHIBITS

9.1 Legal Description.
See Exhibit "A"
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EXHIBIT "A"

THAT PORTION OF THE TIDE LANDS AND SUBMERGED OF FILLED LANDS OF FALSE BAY,
ALSO KNOWN AS MISSION BAY, IN THE CITY OF SAN.DIEGO,COUNTY OF SAN DIEGO, .
STATE OF CALIFORNIA, DESCRIBED AS FOLLOWS:

BEGINNING AT THE UNITED STATES COAST-AND'GEODETIC SURVEY TRIANGULATION
STATION "OLD TOWN"; THENCE NORTH 9076.50 FEET; THENCE WEST 16,684.70 EEET TO _
POINT "A" OF THIS DESCRIPTION, HAVING A NORTH'AMERICAN DATUM OF 1983 VALUE OF.
NORTHING 1863490.33 AND EASTING 6257218.18; THENCE NORTH 67°00'21" EAST 28.32 FEET
“TO POINT "Z" OF THIS DESCRIPTION, HAVING A NORTH AMERICAN DATUM OF 1983 VALUE
OF NORTHING 1863501.40 AND EASTING 6257244.26; THENCE NORTH 1°19'36" WEST 540.00
FEET TO THE TRUE POINT OF BEGINNING; THENCE NORTH 88°40'24" EAST 370.10 FEET TO
THE BEGINNING OF A TANGENT 100.00 FOOT RADIUS CURVE CONCAVE SOUTHWESTERLY;
THENCE ALONG SAID CURVE SOUTHEASTERLY 157.08 FEET.THROUGH A CENTRAL ANGLE
OF 90°00'00"; THENCE TANGENT TO SAID CURVE SOUTH 1°19'36" EAST 160.04 FEET TO THE
BEGINNING OF A TANGENT 320 FOOT RADIUS CURVE CONCAVE NORTHEASTERLY;
THENCE ALONG SAID CURVE SOUTHEASTERLY 1071.57 FEET THROUGH AN ANGLE OF
191°51'49"; THENCE NORTH 81°03'17" EAST 263.43 FEET; THENCE SOUTH 9°40'52" EAST 439.37
FEET TO THE BEGINNING OF A TANGENT 250.0 FOOT RADIUS'CURVE CONCAVE
WESTERLY; THENCE ALONG SAID CURVE SOUTHERLY"171.42 FEET THROUGH A CENTRAL
ANGLE OF 39°17'09" TO THE BEGINNING OF A'REVERSE CURVE CONCAVE EASTERLY AND
HAVING A RADIUS OF 150.00 FEET, A RADIAL LINE TO.SAID CURVE BEARS SOUTH 60°23'43"
EAST; THENCE ALONG SAID CURVE SOUTHERLY 157.04 FEET-THROUGH A CENTRAL
ANGLE OF 59°59'10"; THENCE SOUTH 1°14'21" EAST 352.61 FEET TO THE BEGINNING OF
TANGENT 40.00 FOOT RADIUS CURVE CONCAVE NORTHWESTERLY; THENCE ALONG SAID
CURVE SOUTHWESTERLY 62.70 FEET THROUGH AN ANGLE OF 89°48'54"; THENCE TANGENT
TO SAID CURVE SOUTH 88°34'33" WEST 853.30 FEET TO THE BEGINNING OF A TANGENT
CURVE CONCAVE SOUTHEASTERLY AND-HAVING A RADIUS OF.100.00-FEET; THENCE
ALONG SAID CURVE SOUTHWESTERLY. 157.97. FEET. THROUGH A CENTRAL ANGLE OF . -
90°18'11" TO A POINT ON A 480.00 FOOT RADIUS CURVE CONCAVE.WESTERLY TO WHICH
. POINT A'RADIAL LINE BEARS NORTH 88°16'22" EAST; THENCE ALONG SAID CURVE
. SOUTHERLY 243.37 FEET THROUGH A CENTRAL ANGLE OF 29°03'02"; THENCE TANGENT TO
SAID CURVE SOUTH 27°19'24" WEST 181.99 FEET; THENCE NORTH 62°40'36" WEST 555.00
FEET; THENCE NORTH 24°10'06" WEST 478.16 FEET; THENCE NORTH 204.14 FEET TO A POINT
ON A 540.00 FOOT RADIUS CURVE, CONCAVE EASTERLY WITH A RADIAL CENTER AT SAID .
POINT "Z", THE RADIUS OF WHICH BEARS SOUTH 48°50'39" WEST; THENCE NORTHERLY

ALONG SAID CURVE 1223.61 FEET THROUGH AN ANGLE OF‘129°49'45" TO THE TRUE POINT
" OF BEGINNING. : '
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. 9.2 Parcel Map
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9.2

General Development Plan.

- Astequired by Section 6.12 of the lease, the following General Development Plan

is agreed to by CITY and LESSEE as material consideration for this lease.
A. Site Plan (Attachment A).
B. Financial Plan (Attachment B)

C. _ Development Plan (further detailed in LESSEE’S proposal to City dated
October 6, 1999): : '

Phase 1. Renovation of existing facilities to create a “campus like” resort to
include the following:

1. Architectural modifications to all buildings;

2. A complete renovation of all guestrooms;

3. A complete renovation of the existing 4,000 sq.ft. coffee shop;

4. The current lobby will be converted into a concierge/business center
facility upon completion of Phase 2.

5. Plant 200 palm trees and other additional landscaping throughout the
leasehold;

6. Parking lot renovations and restriping of all parking spaces.

The total cost of the renovations in Phase 2 of the Development Plan is
estimated to be $3,000,000.

Phase 2. Leasehold expansiorn of 2.5 acres of contiguous parkland to
facilitate the addition of 80 guestrooms, a new 5,000 square foot lobby
(including gift shop and lounge) a new 6,000 square foot meeting/banquet
facility, an additional pool and all required parking for the additional
facilities. '

The total estimated cost of Phase 2 is approximately $7,500,000. The total
estimated cost of the Development Plan is $10,500,000.

D. Development Schedule:

Construction is to start within 12 months after obtaining a Coastal
Development Permit. Phase 1 will be completed on or before December 31,
2003. Phase 2 will be completed on or before December 31, 2006. The
CITY will be entitled to damages as CITY sole and exclusive remedy
specified in Section 6.14 Failure to Meet Development Schedule of this lease
if LESSEE fails to complete the project in accordance with the Development
Plan.
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EXHIBIT 9.3

9.3 General Development Plan.

As required by Section 6.12 of the lease, the following Development Plan is
agreed to by CITY and LESSEE as material consideration for this lease.

" A. Site Plan (Attachment A)

B. Section III - Proposed $23.0 Million Capital Plan (Attachment B)
- itemized scope, cost and time line

C. Project Description:

The Development Plan (Plan) consists of interior and exterior renovations of the
entire leasehold. The Plan entails fully upgrading the interior and exterior of all
rooms, as well as dramatically expanding and relocating the existing facilities
while adding amenities. The scope of work proposed for the exterior of the
facilities includes new trellises, painting, revised parking layout and
considerable landscaping and hardscape upgrades. The parking is being re-
engineered throughout the facility to create and maintain a 20-foot wide fire
lane while eliminating approximately 50,000-120,000 square feet of asphalt. In
addition, LESSEE will relocate parking spaces away from guest room entrances
and create new parking pods to-allow for additional landscaping and an
enhanced resort feel. Landscaping will include an upgrade of horticulture
throughout the entire property with a grand tree-lined entrance drive.
Throughout all elements of the project hardscape and landscape enhancements
will embellish on the theme of a tropical paradise in the form of an upscale
California beach resort.

All improvements are within the existing leasehold boundary. All uses are
permitted uses under the existing lease and comply with the Mission Bay Park
Master Plan Update. .

The various elements of the plan are as follows:

1. All 462 guest rooms will be upgraded to include soft goods, case goods,
marble floors and countertops in bathrooms and upgraded electrical;

2. Anew 4,500 square foot expansive ldbby overlooking the main lagoon
with circular porte cochere will replace the current Village Cafe’
Restaurant; .

3. A new upscale restaurant featuring water front dining will replace the
current Presidential Suite;
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A new four bedroom Presidential.Suite will-be converted from six existing
guestrooms;

Five new bungalow guest rooms will be constructed on the northwest side
and overlooking-the main lagoon. This will result in the room count
remaining at 462 total rooms.

The current lobby will be converted into a new food-and beverage deli,
and the adjacent gift shop will be expanded. Outside patio casual dining
will be provided; -

The existing pool will be removed and replaced with a new, expanded -

pool. The adjacent fitness building will-be remodeled and expanded to
prov1de more services to include fitness room, massage rooms and spa
services;

The current Dockside Restaurant and Bay Lounge will be converted into
3,000 square feet of additional meeting space;

Finally, the 52 slip marina-development authorized in the previous lease
will not be completed. As authorized by this lease, the existing boat dock .
will be refurbished in the same configuration to maintain the boat rental
concession and provide-for minimal guest docking facilities,

Any of the foregoing notwithstanding, LESSEE and CITY acknowledge and
agree that the foregoing is LESSEE’S -current development plan, and LESSEE
may change any element thereof (subject to obtaining all necessary
governmental approvals) without the consent of CITY provided that LESSEE
renovates the leasehold in a manner consistent with the scope and flavor of the
foregoing plan.

E. Project Timeline - the entire project referred to in sections above will be
completed by January 1, 2003.

41-



ATTACHMENT A

|- sITE _PLAN

PARADISE PONT

BIoRT IUEMOVATIONS

. St Fu
ot (T 10 LOUR WKL S mrpeiun 4O
s 1o 114G IaniY) CISIRE, 5. Wegmbent 08
Errises wme SO

ol =g g £
Exakes

T N1 AL

e

163 KETAANT- T O ET BT
TRLAGNTAL BJITI

LoaT0 LI TR
cONTETIDTO
MO RN AT LS
AOGR, ARZA MR D nd gt
TOLAL PLOGK NEN s

.,’;wmmm!’"’

Foorsid b sTes 10 0€ EoMIRITD 0 O,
sy TR e ‘
PLOCRARIA AT °

~m
SrrA PLAN 1
mim on .
s a1e WORERA UMD TTT 310
o [y
Mcf (ue) =412
1604 WLST RO




+ ATTACHMENT B

Section Il - Proposed $23.0 Million Capital Plan

San Diego Paradise Point Resort
8/3/89 9:23
" - FAHOTELGPACORPFIN\RRINCESS\CAPXICITY_TRM{EXHBT_3.XLS]Sheett

Totat for
Renovation Categories 1999 2000 2001 . 2002|2000 - 2002
Guest Rooms 4,217,677 3,717,950 1,000,000 - | 8,935,627
Telephone System ) 809,062 144,938 - - 954,000
Architectural and Engineering 285,372 699,628 40,000 - 1,025,000
Developers Overhead 261,935 503,065 135,000 - 800,000
Hardscape 139,054 760,946 - - 900,000
Cable TV , 126,372 - - - 126,372
General Conditions 65,127 510,873 324,000 - 900,000
Landscape : ". 14,415 1,035,585 . 300,000 - 1,350,000
Pre-opening ' 12,944 401,056 - - 414,000
New Restaurant _ : 1,250,000 - - 1,250,000
Lobby : - 637,000 - - . 637,000
Executive Suites 604,500 - - 604,500
Sunset Ballroom ' 456,500 - - 456,500
Meeting Pavilion 416,000 - - 416,000
Presidential Suite 367,000 - - 367,000
Site Lighting . 350,000 : - - 350,000
Mission Bay Meeting Room 306,500 - - 306,500
Exec Office / Reservations / Gift Shop 305,000 . : - - 305,000
Deli o _ 287,500 - - 287,500
Pavilion - 200,000 - - 200,000
Gift Shop 195,000 - - 195,600
Governors Suite , 170,000 - - | 170,000
Directional Signage - ‘ 100,000 - ' - 100,000
Contingency ) : - 750,000 250,000 - 1,000,000
Barefoot Bar B - " 150,000 - 150,000
Kitchen o : ) - 100,000 - 100,000
Business Center - 50,000 - 50,000
Super Pool _ ' - - 550,000 550,000
Total 5,931,960 14,169,040 2,349,000 550,000 | 23,000,000

Costs are estimates, and costs méy be reallocated among line items.
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9.5

Exchange Account List

Exchange charges are all those charges wherein the Resort is paying an outside
vendor for a service or product provided to a guest or group, for.which the Resort

-in turn charges the guest or group. The mark-up to.the guest or group, if any, is

not part of the exchange charge, but.is.considered “other.income” for lease
purposes.

Examples of exchange charges are:

Tickets to area attractions. including the Zoo, Sea World, Wild Animal Park,
Grayline Tours, Circle Bus, San Diego.Harbor. Excursion, Airport. Transportation
Services, Car rentals (excluding any located directly on'the Resort’s property),
limo services, Bahia Belle, San Diego Mini Tours or other tour companies, golf,
fishing, and any other attractions requested by guests and groups from time to
time. , :

Special requests by guests or groups including flowers, hats, party favors, |
decorations, photography, typewriters;.copies.by outside companies, rentals or

- purchases from outside companies of items such as chairs, dance floors, tents,

pianos, coat racks, table linen, computer equipment, audio visual equipment,
special equipment, piano tuning, signs, electrical cords, printing, postage, ice
carvings, entertainment, casino nights, security guards; secretarial services,
shipping charges, and entertainment.
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ADDENDUM 1

This Addendum is attached to and incorporated in that certain Percentage Lease dated as of .

May 15, , 2000, by and between the City of San Diego,:as lessor, and LHO.Mission
Bay Hotel, L.P., as lessee. Capitalized terms not.otherwise defined herein shall have the same
meanings as set forth in the lease. -

1. CITY’s Approval: CITY hereby reaffirms its approval of Westgroup San
Diego Associates, Ltd., a California limited partnership (“Sublessee’), as a sublessee pursuant to
that certain Lease Agreement dated June 1, 1998, as the same has been amended by an
amendment dated ﬂl.ggnﬂah %2?§n?«"&s so amended, the “Sublease”), and Noble House San
Diego, Ltd., a California limited partnership (“Manager”), as the manager and operator of the
premises pursuant to that certain Management Agreement dated June 1, 1998 asthe-same-has-as amended
___(asse-emended; the “Management ~ May 29, 1998
Agreement”). Lessee shall have the right to assign any sublease and/or management agreement. aggegge date
. J
2. Fee. No.fee or other consideration is due and payable to CITY as a result
of the reaffirmation of approval by CITY of the Sublease and the Management Agreement as set
forth above.

3. Assignments. Except as expressly permitted under the lease, LESSEE

shall not assign the leasehold without the prior written consent of CITY. In the event LESSEE
. seeks such consent, and as a condition precedent thereto, LESSEE shall:provide to CITY (a).the

name and identity of the persons involved in the assignment of the lease and the nature of the
interests of such persons, and (b) the additional consideration due to CITY pursuant to
Section 7.19 of the lease. Upon receipt and review. of the foregoing, and upon a determination
by the CITY that the assignee is an “Accredited Institutional Investor” (as defined in Section 8
below) or another person reasonably approved by CITY, CITY shall not withhold its consent to
such assignment. In the event such conditions have not been met, CITY may withhold its
consent. Upon any such assignment, the assignor shall be released from.any and-all obligations
or liability under the lease arising from and after the date of such assignment; provided,
however, in the event that an audit by the CITY after the date of assignment discovers a
discrepancy in the rent paid prior to the date of assignment, the assignor shall remain responsible °
therefor. Upon any such assignment, CITY may revise the noneconomic terms of the lease to
comply with then standard current lease requirements; provided, however, the CITY shall not
require that the rent due under the lease be adjusted to reflect the then current market rent nor
shall any other economic terms of the lease be changed. Upon approval of any such assignment,
CITY shall, upon request of LESSEE, promptly execute and deliver to LESSEE a consent and
estoppel in substantially the form previously provided to LESSEE dated May, 1998 (the “Prior
Certificate™).

4. Publicly Traded Lessee. Notwithstanding any provision of the lease,
including but not limited to Section 4.2 or 7.19 thereof, in the event the ownership interests in
LESSEE or in any shareholder, partner or member of LESSEE are publicly traded, the transfer
of such publicly traded interests shall not be deemed to be an assignment of the lease.



5. Encumbrance. LESSEE shall not encumber the leasehold without the prior
written consent of CITY. In the event LESSEE seeks such consent, and as a condition thereto,
LESSEE shall provide to CITY (a) the name and identity of the persons involved in such
encumbrance and the nature of the interests of such persons, and (b) a true copy of the loan
documents. “Upon receipt and review of the foregoing and a determination by the CITY that the
following conditions have been met, (a) the transferee is a *“Qualified Regulated Financial
Institution” (as defined in Section 8 below) or-another person reasonably approved by CITY,

(b) the proposed encumbrance will be a first mortgage on the premises, (c) the principal amount
of the proposed loan encumbering the leasehold (or the release price thereof, in the case of a
“blanket” encumbrance) does not exceed eighty percent (80%) of the value of the leasehold
(including improvements) as determined by an appraisal prepared by an appraiser selected by
CITY and reasonably approved by LESSEE at the time of such encumbrance (which appraisal
shall be paid for by LESSEE), and (d) such loan is-on terms -and conditions which are
commercially reasonable at the time of the loan, CITY shall not withhold. its consent.to such
encumbrance nor shall CITY require that the lease be revised upon-any such encumbrance nor
shall CITY require that the rent due under the lease be adjusted to reflect the then current market
rent. If such conditions have not been met, CITY may withhold its consent to such encumbrance
and/or condition such consent upon an adjustment of rent or a change in the lease terms. Upon
approval of any such encumbrance, CITY shall, upon request of Assignee, promptly execute and
deliver to Assignee a consent and estoppel in substantially the form of the Prior Certificate upon
any such encumbrance approved by CITY. Any fee payable to the CITY pursuant to the lease
upon such encumbrance shall be calculated as set forth in Section'9 below.

6. Sale of Loan. ‘CITY acknowledges that CITY's consent is not needed for a
sale of a loan, or any portion thereof, secured by an encumbrance.on the premises.- Furthermore,
CITY acknowledges that CITY may not require that the-lease.be revised upon any such sale, nor
shall the rent due under the lease be adjusted to reflect the then-current market rent. CITY shall,
upon reasonable request of Assignee, promptly execute and deliver to Assignee a consent and
estoppel in substantially the form of the Prior Certificate in the event of any such sale or
assignment of a loan or a portion of a lender’s interest in a loan. Any fee payable to the CITY
pursuant to the lease upon such sale or assignment of such loan or any portion thereof shall be
calculated as set forth in Section 9 below.

7. Leasehold Mortgage Protection. CITY agrees that as long as any
mortgage approved by CITY shall remain unsatisfied of record or until written notice of
satisfaction is given by the Holder (as defined in Section 8 below) to CITY, the following
provisions shall apply:

a. There shall be no termination (except in the event of a default
which shall be subject to the notice and cure rights set forth in Section 7.d hereof), cancellation,
surrender or modification of the lease by LESSEE or by joint action of CITY and LESSEE
without the prior consent in writing of each Holder.

b. CITY shall, upon serving LESSEE with any notice pursuant to the
provisions of the lease, simultaneously serve a copy of the same upon each Holder who has
previously provided its address to CITY.



c. Each Holder shall have the right, but not the obligation, at any time
prior to termination of the lease and without payment of any penalty, to pay all of the rents due
thereunder, to effect any insurance, to pay any taxes or assessments, to make any repairs or
improvements, to do any other act or thing required of LESSEE under the lease, and to do any
act or thing which may be necessary and proper to be done.in the performance and observance of
the agreements, covenants and conditions underthe lease to prevent termination of the lease.
Each Holder and its agents and contractors shall have the full access to the premises for purposes
of accomplishing any of the foregoing. Any of the foregoing done by any Holder shall be as
effective to prevent a termination of the lease as the same would have been if done by LESSEE.

d. Anything contained in the lease to the contrary notwithstanding, if
any default shall occur which, pursuant to any provision of the lease, entitles CITY to terminate
the lease, CITY shall not be entitled to terminate the lease, and any notice of termination shall be
rendered void, unless (i) CITY, following the expiration of any periods of time given LESSEE in
the lease to cure such default or breach, shall have given written notice to each Holder stating
CITY’s intent to terminate the lease, and (ii) within thirty (30) days after such written notice is
given, no Holder shall either:

(1)  -cure the default or breach if the same consists of the
nonperformance by LESSEE of a covenant or condition of the lease requiring the payment of
money by LESSEE to CITY; or

(2) if the default or breach does not involve a covenant or
condition of the lease requiring the payment of money by LESSEE to CITY, either (A) cure such
default or breach, or (B) commence, or cause any trustee under the mortgage to commence, steps
and proceedings to foreclose -on the interests covered by -the mortgage (either judicially or
nonjudicially), and thereafter diligently pursue to.completion such foreclosure and perform or
cause the performance of all of the covenants and conditions of the lease requiring the payment
of money by LESSEE to CITY until such time as the leasehold shall be sold upon foreclosure
pursuant to the mortgage or shall be transferred upon foreclosure or by deed or assignment in
lieu of foreclosure. In the event any default or breach is not susceptible of being cured by
Holder within such thirty (30) day period, such.period shall be extended pursuant to
Section 4.4(a) of the lease for such time as Holder shall diligently pursue to completion a judicial
or nonjudicial foreclosure of its interest under its deed of trust, and thereafter diligently pursue to
completion all steps in proceeding to cure all defaults or breaches under the lease which are
susceptible of being cured by Holder, and upon such cure, CITY shall not exercise any rights
with respect to defaults or breaches (such as LESSEE’s bankruptcy) which are not capable of
being cured by Holder. ' '

e. All right of CITY to terminate the lease as the result of the
occurrence of any default shall be subject to, and conditioned upon, CITY having first given to
each Holder the written notices as required under Section 4.4 of the lease, and all Holders having
failed to remedy such default or acquire the leasehold or commence foreclosure or other
appropriate proceedings in the nature thereof as set forth in Section 7.d, above.

f. If any Holder is prohibited from commencing or prosecuting
foreclosure or other appropriate proceedings in the nature thereof by any process or injunction
issued by any court or by reason of any action by any court having jurisdiction of any
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bankruptcy or insolvency proceeding involving LESSEE, the times specified in Section 7.d,
above, for commencing or prosecuting foreclosure or other proceedings shall be extended for the
period of the prohibition; provided that the Holder shall have fully cured any default in the
payment of any monetary obligations of LESSEE under the lease and shall contmue to pay
currently those monetary obligations as and when the same fall due.

g. . CITY agrees that the:name:-of the senior most Holder may be
added jointly with CITY (pursuant to Section 5.2(b)(1) of thelease) as the primary loss payee to
the “Loss Payable Endorsement” attached to any and all insurance policies required to be
carried by LESSEE under the lease.

h. In the event of termination of the lease for any reason (including,
without limitation, by reason or any default by LESSEE or by reason of the disaffirmance
thereof by LESSEE, as a debtor-in-possession, or by a receiver, liquidator or trustee for LESSEE
or its property), CITY, if requested by any Holder, will enter into a new lease of the premises
with the most senior Holder requesting a new lease, which new lease shall commence as of the
date of termination of the lease and shall run for the remainder of the lease term, at the same
rent, percentage rent and additional rent and upon the same terms, provisions, covenants and

agreements, and subject to the rights, if any, of any parties then in possession of any.part of the
premises, provided:

(1) The Holder shall make written request upon CITY for the |
new lease within thirty (30) days after the date of termination;

(2)  The Holder shall pay to CITY .at the time of the execution
and delivery of the new lease any and all sums which.would, at the time of the execution and
delivery thereof, be due and unpaid pursuant to the lease but-for its termination, and in addition
thereto any expenses, including reasonable attorney’s fees, to which CITY shall have been
subjected by reason of LESSEE’s default, provided that no additional consideration shall be due
pursuant to Section 7.19 of the lease;

3) The Holder shall perform.and observe all.covenants in the
lease to be performed.and observed by LESSEE, and shall further remedy any other conditions
which LESSEE under the terminated lease was obligated to perform under its terms, to the
extent the same are curable or may be performed by the Holder; and

4) The tenant under the new lease shall have the same right,
title and mterest in and to the buildings and improvements on the premises as LESSEE had
under the terminated lease immediately prior to its termination.

1. Any new lease made pursuant to Section 7.h above shall be prior
to any mortgage, deed of trust, or other lien, charge or encumbrance on the fee of the premises
and shall be accompanied by a quitclaim conveyance of title to the improvements (free of any
mortgage, deed of trust, lien, charge or encumbrance created by CITY), subject to the reversion
in favor of CITY upon expiration or sooner termination of the new lease.

J. Nothing herein contained shall require any Holder to enterintoa
new lease pursuant to Section 7.h above, nor to cure any default of LESSEE referred to above.

- 4.



.
'* ® o
»

k. No amendment or modification of the mortgage or other
documents evidencing or securing a Holder’s loan, shall require the consent of CITY, or
constitute a breach of any provision of, or a default under, the lease or entitle the CITY to amend
any provision of the lease, or require payment to the CITY of any additional consideration under
Section 7.19 of the lease.

L Neither foreclosure of any mortgage (or any sale thereunder),

+ whether by judicial proceedings or by virtue.of any power contained in the mortgage, nor any
conveyance of the leasehold from LESSEE to any Holder or its designee through, or in lieu of,
foreclosure or other appropriate proceedings-in the nature thereof; shall require the consent of
CITY, or constitute a breach of any provision of, or a default under, the lease, or require
payment to the CITY of any additional consideration under Section 7.19 of the lease, and upon
. such foreclosure, sale or conveyance, CITY shall recognize such Holder or its'designee as the
LESSEE under the lease if such Holder was expressly approved by CITY pursuant to Section 5
or 6 of this Addendum.

-m. If any Holder or any designee of it becomes the LESSEE under the
. lease or under any new lease obtained pursuant to Section 7.h-above; the Holder or its designee
- shall be personally liable for the obligations.of- LESSEE under the lease or new lease only to the
_extent that they arise during the period of time-that the Holder or'its designee constitutes-the -
actual beneficial holder of the leasehold estate. ‘

A n. If a Holder shall elect to request a new lease of the premises and
- such Holder has a right to request a new lease pursuant.to-Section 7.h above, CITY agrees, at the
-request of, on behalf of and at the expense of the Holder, upon an indemnity-or other assurance
- from it satisfactory to the CITY in its sole discretion, to institute and pursue diligently to
conclusion the appropriate legal remedy or remedies to oust or remove the original LESSEE
from the premises, but not any subtenant actually occupying the premises or any part thereof.

0. Unless and until CITY has received notice from the Holder that the
Holder elects not to request a new.lease as provided in Section 7.h above, or until the period
therefor has expired, CITY shall notcancel or-agree to-the:termination-or surrender of any .

existing-subleases nor enter into any new subleases without the prior written consent of the
Holders.

p- The proceeds from any insurance policies and the proceeds arising
from the condemnation shall be paid to and held by the Holder of the senior most mortgage and
applied in accordance with the provisions of the lease.

. q. CITY shall give all Holders notice of any arbitration or
condemnation proceedings, or of any pending adjustment of insurance claims, and any Holder
shall have the right to intervene therein and shall be made a party to such proceedings. CITY
does hereby consent to such intervention. If any Holder shall not elect to intervene or become a
party to the proceedings, that Holder shall receive notice and a copy of any award or decision
made in connection therewith,



r. If CITY shall mortgage or otherwise encumber its interest in the
premlses, such mortgage or encumbrance shall at all times be subject and subordinate to the
lease.

8. Defined Terms.

a. . ‘The termr“mortgage,” whenever used herein, shall include
- whatever security instruments are.used .in‘the locale.of the'premises, such as; without.limitation, .
deeds of trust,_security deeds and conditional.deeds, as well as-financing statements, security
. -agreements and other. documentation required-pursuant to.the Uniform Commercial Code.

~b.  Theterm f‘mortgage,’iwhenevet used herein, shall also include
-any instruments required in connection with a sale-leaseback transaction.

c. ‘The term “mortgagee” shall include the Holder of the secured
position under each of the foregoing types of instruments, including, but'not limited to, the
beneficiary under a deed of trust, the secured party under a security agreement and the lessor in a
sale-leaseback transaction.

d. “The term “Holder,” whenever used herein; shall- mean and-include
(i) any institutional or non-institutional lender making any loan or loans secured by a mortgage
on the leasehold estate of LESSEE, and (ii) the lender’s successors and assigns.

e. . Theterm “Accredited Institutional Investor” means a publicly
traded institutional investor or. a private investor.of good character and reputation in the
community with-assets of not less.than One Hundréd Fifty Million Dollars.($150,000,000), with
business experience owning and/or operating hotel projects similar to this project; or an affiliate
of such an investor; or if such investor does not have such experience, such investor has entered
into a management agreement reasonably acceptable to CITY with a hotel operator of good
character and reputation in the community experienced in operating hotels similar to the project.

f. The term “Qualified Regulated Financial Institution” means:

€)) an insurance company subject to regulation by the
insurance commissioner (or similar agency) of any state of the United States; a bank, savings
bank, or savings and loan association chartered by the United States of America, any state
thereof or any foreign nation or political subdivision thereof; or a pension or retirement fund
operated for the employees and former employees of, and regulated and controlled by, the
United States of America or any state thereof or any agency of the United States or any state
thereof; or a special purpose entity established by one of the foregoing entities or another
reputable institution with substantial experience in financial markets (including but not limited to
national brokerage companies) for the purpose of participating in the securitization of
mortgages; or any affiliate of any of the foregoing; in each case, in good standing under the laws
of the jurisdiction of its incorporation, and having assets equal to the greater of One Hundred
Million Dollars ($100,000,000) or three (3) times the amount of the loan or portion thereof held
by such lender; or
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(2)  the United States of America, or any state thereof, or any
agency of the United States or any state thereof. :

In each of the foregoing cases, such entity shall constitute a regulated institutional
lender regardless of whether it holds the loan, or.any interest therein, for itself or as a trustee.

‘ g. The term "affiliate"-shall have‘the same meaning as set forth in
Rule 405 promulgated under the Securities Act of 1933 and shall refer to a party directly or
“ indirectly, through one or more intermediate parties, controlling, or controlled by, or under
common control of such other party. -

9. Payment of Fees to CITY. Notwithstanding anything to the contrary
. contained in the lease:

a. In the case of an assignment of the lease pursuant to Section 3
above, and a simultaneous mortgaging of the leasehold in connection therewith, CITY shall be
paid consideration pursuant to Section 7.19 of the lease with respect to the assignment only and
not the simultaneous mortgaging of the leasehold.

b. In the case.of a sale of a loan pursuant to Section 6 above, no
consideration shall be due the CITY in connection therewith.

c. In the case of an encumbering of the leasehold in connection with
a financing or refinancing after an assignment of the lease, a fee shall be due to CITY in
connection with such financing or refinancing only to the extent that LESSEE voluntarily
reduces the amount of equity LESSEE has in.the premises. . A reduction in such equity resulting
from a decrease in the value of the premises shall not be deemed to be a voluntary reduction.
The fee shall be calculated at one percent (1%) of such voluntary reduction.

_ 10.  Successors and Assigns. All rights herein granted to LESSEE shall also
apply to every successor and assign of LESSEE and all rights herein granted to Lender shall also
apply to every successor and assign of Lender. All rights herein granted to any Holder of
LESSEE shall also apply to any Holder of any successor or assign of LESSEE.

11. Miscellaneous. The agreements contained herein shall be deemed to be
covenants running with the premises and the leasehold and shall be binding upon and shall inure
to the benefit of CITY and LESSEE and their respective successors and assigns. In the event of
any conflict between the provisions of this Addendum and the provisions of the lease, this
Addendum shall control.

I:AWPO\2000\Fierro\LHO ADDENDUM.wpd



(R-98-229)

RESOLUTION NUMBER R-___ 89253
/SEP 081397
!

ADOPTED ON

WHEREAS, in 1994, the City Council approved a 50 year lease with VVH, Ltd., for t{le
San Diego Princess Resort; and

WHEREAS, one of the requirements of this lease is for the lessee to improve the property
with a new marina and dockmasi‘z?’ f?cnllty, and

WHEREAS, the le_sége is currently proposing constructing a 53-slip marina and

LT :

dockmaster's facility within the e>.<is%ihg- leasehold; and

WHEREAS, lessee has completed a successful off-site mitigation of impacted eelgrass
* . beds in excess of the requ1rements for the prOJect NOW, THEREFOR_E
| "‘BEIT- RESOLVED by the Coun01l of The C1ty of San Dlego that the rnarma ;.
improvements as requlred in the lease agreement are hereby approved

BE IT FURTHER RESO/LVED by the Councﬂ of The Clty of San Diego, that it is
hereby certified fchat Mitigated Negative Declaration No. 94-0511, on file in the office of the City
Clerk, has been cempleted in compliance with the California Environmental Quality Act of 1970,
as amended, and the State gu.idelines therete (California Code of Regulations section 15000 et
seq.), that the Declaration reflects the independent judgment of The City of San Diego as Lead
Agency and that the information contained in said report, together with any comments received
during ti'le public review process, has been reviewed and considered by this Council in

connection with the approval of San Diego Princess Resort - Marina Improvements and

Environmental Document.

-PAGE 1 OF 2-



BE IT FURTHER RESOLVED, that the Council finds that project revisions now
mitigate potentially significant effects on the en_vironment previously identified in the Initial
Study and therefore, that said Mitigated Negative Declaration, a copy of which is on file in the
office of the City Clerk and incorporated herein by reference, is hereby approved.

BE IT FURTHER RESOLVED, that pursuant to California Public Resources Code
section 21081.6, the Council hereby adobts the Mitigation, Monitoring and Reporting Program,
or alterations to implement the changes to the project as required by this body in order to
mitigate or avoid significant effects on the environment, a copy Qf which is attached hereto and

incorporated. herein by reference.

APPROVED: CASEY GWINN, City Attorney

B‘{_ Wuéz '\/ /< B

William T. Griffith~
Deputy City Attorney

WTG:mr

08/25/97
Or.Dept:REA
R-98-229
Form=ndmndgen.frm
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EXHIBIT A
MITIGATION MONITORING AND REPORTING PROGRAM
SAN DIEGO PACIFIC PRINCESS RESORT MARINA CITY COUNCIL APPROVAL

LDR NO. 94-0511

This Mitigation Monitoring and Reporting Program is designed to ensure
compliance with Public Resources Code Section 21081.6 during implementation of
mitigation measures. This program identifies at a minimum: the department
responsible for the monitoring, what is to be monitored, how the monitoring
ahall be accomplished, the monitoring and reporting gchedule, and completion
requirements. A record of the Mitigation Monitoring and Reporting Program
will be maintained at the offices of the Land Development Review pivision,
1222 Pirst Avenue, Fifth Floor, San Diego, CA 92101. All mitigation measures
contained in the Mitigated Negative Declaration (Dep No. 94-0511) shall be
made conditions of the City Lease Amendment as may be further described below.

Biolggical Resources and Water Cuality

In anticipation of the significant impact to eelgrass habitat, the applicant
and the biological consultant have establiphed a transplant mitigation site
within the Ventura Cover Belgrass Mitigation Area in Mission Bay. The
California Department of Fish and Game (CDFG) issued a letter of authorization
dated May 31, 1996 for the transplant program. The restoration made use of
biodegradable soft anchors to fasten bare-root units of turions to the bottom
substrate. Eelgrass was harvested from existing donor beds located. at North
Cove on Vacation Isle, just outside of the San Diego Princess Resort
leasehold. To preclude adverse impacts to the donor beds, not more than 20
percent of any bed was harvested. Eelgrass was salvaged by hand and processed
into planting units of eight to 12 turions per unit. Once processed, eelgrass
was either planted directly or held submerged overnight.

8CUBA divers planted eelgrass along underwater transect lines over the bay
bottom and along parallel planting transects to ensure equal planting
coverage; planting units were placed on approximately three-foot centers. The
planting area consisted of two connected oval-shaped plateau areas created by
the ‘excavation of excess sand accumulation within Ventura Ave. The bayward
transplant boundaries are located at the toe of the excavation area where the
bay bottom slopes up to the plateau. The bottom of the slope is roughly
delineated by existing native eelgrass bede. The mitigation team completed
the restoration of eelgrass habitat onf June 18, 1996,

The original restoration area encompassed 1.58 acres. The most recent follow-
up survey (March 5, 1997) indicates that the mitigation gite currently
supports 1.40 acres of eelgrass, which exceeds the 1.20¢ acres anticipated to
be needed to adequately mitigate impacts to eelgrass associated with the 8an
Diégo Princess Resort project. The plantings have coalesced and grown to such
an extent that they cannot be distinguished from abutting native eelgrass
beds. Outside of a few bare spots, the transplanted beds appeared to be
healthy and of high quality and density.

The following are additional measures to be completed as indicated:

1. The biological consultant shall conduct the 9-month survey in June, 1957
and the 12-month survey in September, 1997. Annual monitoring of the



transplant program shall continue annually for an additional four years
(to September, 2001) to ensure adequate establishment of the created
eelgrass beds.

2. guccess criteria shall be based on total eelgrass cover and density,
sustaining a coverage of at least 25 percent at the mitigation site.

3. Monitoring reports shall be submitted to the California Coastal
Commission, California Department of Pish and Game, National Marine
Fisheries Service, U.6. Fish and Wildlife Service, City of San Diego
Park and Recreation Department and EAS within 30 days following each

monitoring period. These reports ghall detail conditions for the
revegetation site.

4. Should the revegetation effort fail at the mitigation site to achieve
the success criteria within the five year monitoring period, the
applicant shall establish another revegetation mitigation site within
Mission Bay at least 1.20 acres in area, satigfactory to the agenciea
listed in Measure No. 3. -

5. Construction of the concrete pilings shall entail the use of silt
curtains, to minimize water turbidity.

6. These measures shall be incorporated into the City Lease Amendment and .
noted on building plans. EAS shall review the plans to ensure the notes
have been provided

Implementation of the mitigation program would reduce the impacﬁ to below a
level of significance.

The above mitigation monitoring and reporting program will require $450 in
additional fees and/or deposits to be collected prior to the issuance of
building permits, certificates of occupancy and/or final maps to ensure the
succeasful completion of the monitoring program.



S . NOTICE OF DETERMINATION

TO:; /_X_ Recorder/County Clerk FROM: Development Services
, 1600 Pacific Hwy, Room 260 1222 First Avenue MS 501
! San Diego, CA 92101-2422 . San Diego, CA 92101

X _ Office of Planning and Research
1400 Tenth Street, Room 121
Sacramento, CA 95814

- LDR Number: | -05 State Clearinghouse Number: __ 97061070
Permit Number: City Council Approval No. 94-0511
Project Title: San Diego Pacific Princess Resort Marina
Project Location: ject i fth Diego Pni Resort (Vacation Isl 50,68-acre | 1d |
at 1404 West Vacation Road, west of Ingraham Street within Mission Bay Park. California Coastal Zone, Coastal

issi licant: Pacific Developmen Merkel & Associates, 3944 M nR

Suite C106, San Diego, CA 92123, (619) 560-5465 )

~ Project Description: CITY COUNCIL APPROVAL to construct a new marina with 53 “wet” boat slips and docks, and

500-square- wo- dockmaster building, which would contain. 1,500 re feet of

office/administrative space and a 1,000-square-foot meeting/ban room. The existing 61-space rental dock i
proposed to be removed and replaced with the new marina,

This is to advise that the City of San Diego City Council on CEP 08 m approved the above described
project and made the following determinations: __—

1. “The project in its approved form __ will, X_will not, have a significant effect on the environment.

2. _ AnEnvironmental Impact Report was prepared for this project and certified pursuant to the provisions of
CEQA.

X_ A Mitigated Negative Declaration was prepared for this project pursuant to the provision ofzcggﬁ 53
J- :

An addendum to Mitigated Negative Declaration No. was prepared for this project pursuant to
the provisions of CEQA. :

Record of project approval may be examined at the address above.
3. Mitigation measures X_ were, __ were not, made a condition of the approval of the project.
4. (EIR only) Findings __ were, __ were not, made pursuant to CEQA Guidelines Section 15091.
5. (EIR only) A Statement of Overriding Considerations __ was, __ was not, adopted forthis project.
It is hereby certified that the final environmental report, including comments and responses, is available to the general
public at the office of the Land Development Review Division, Fifth Floor, City Operations Building, 1222 First
Avenue, San Diego, CA 92101. '

Analyst: H meron Telephone:  (619) 236-6528

Filed by: MM@L_
Signature '

Deputy Clerk

Title

Reference: California Public Resources Code, Sections 21108 and 21152.
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RESOLUTION NUMBER R-

!II\_

(R-2000-1181)

ADOPTED ON

WHEREAS, the City and LHO Mission Bay Hotel, L.P., have negotiated a 50-year

Percentage Lease at the intitial rental rate of $1,591,645 per year, the fair market rate as

determined by City valuation staff: NOW, THEREFORE,

BE IT RESOLVED, by the Council of The City of San Diego,vthat the City Manager is

authorized to execute, for and on behalf of The City of San Diego, a percentage lease agreement

with LHO Mission Bay Hotel, L.P., a California Limited Partnership, dba San Diego Paradise -

Point Resort, for the 50-year lease of hotel property, at an initial annual rent of $1,591,645, under

the terms and conditions set forth in that lease agreement on file in the office of the City Clerk as

Document No. RR-

APPROVED: CASEY GWINN, City Attorney

/ » '/ i
By %&M,LC( 4 ﬂ«/&,,( f/ﬂ
) ) /

Lori W. Girard - )
Deputy City Attomey

LWG:cdk
04/10/00
Or.Dept:REA
Aud.Cert:N/A
R-2000-1181
Form=leaser.frm
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(R-2000-1181)

RESOLUTION NUMBER R-

ADOPTED ON

WHEREAS, the City and LHO Mission Bay Hotel, L.P., have negotiated a 50-year
Percentage Lease at the intitial rental rate of $1,591,645 per year, the fair market rate as
determined by City valuation staff; NOW, THEREFORE,

BE IT RESOLVED, by the Council of The City of San Diego,.that the City Manager is
authorized to execute, for and on behalf of The City of San Diego, a percentage lease agreement
with LHO Mission Bay Hotel, L.P., a California Limited Partnership, dba San Diego Paradise
Point Resort, for the 56-year lease of hotel iaroperty, at an initial annual rent -of $1,591,645, under
the terms and conditions set forth in that lease agreement on file in the office of the City Clerk as

Document No. RR-

APPROVED: CASEY GWINN, City Attorney

By ,%u'a.cé;’( "/ ﬁc«ﬁw‘( /ﬂ

Lori W. Girard )
Deputy City Attorr(e_y.

LWG:cdk
04/10/00
Or.Dept:REA
Aud.Cert:N/A
R-2000-1181
Form=leaser.frm

-PAGE 1 OF 1-
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meamvor SAN DIEGO

EQUAL OPPORTUNITY CONTRACTING PROGRAM

1010 SECOND AVENUE . SUITE 500 + SAN DIEGO, CA 92101
(619) 533-4464 - FAX® 533-4474 :

WORK FORCE REPORT

The objeclive of the Equal Empmyménl Opponunity Program is to ensure that contractors doing business with the City, or
receiving funds from the Cily, will nct engage In unfawfu! discriminatory employment practices prohibiled by State and
Federal 1aw. Such employment practices include, but are not fimited (o the following: employment, promolion or upgrading,
demation or transfer, recruitment or recruitment advertising, layoff or termination, rate of pay or other fonms of compensation,
end sclectton fer training, inciuding apprenliceship. )

NO OTHER FORMS WitL BE ACCEPTED
CONTRACTOR IDENTIFICATION

Type of Contractor; O Construetion O Vendor/Suppller O Financial Instilulion XLesseelLessor

o 0 Consyllan 3 Grant Recipient O lnsurance Company O Other
Name of Company: _LH.O;.W‘{ W&L J—LP’ ; C :
AKAIDBA: E

Address (Corporgle Headquaners, where applicable):
City MG\E% County Eﬁ IE {D State

Telephone Number: (8%%__ FAX Number: (853) 59["5 H
Name of Company CEO: L

Address(es). phone and fax number(s) of company {acilities located in San Dlego County (If different from above):
Address. \

City Counly — . State - Zip
Tetephane Number: { ) FAX Number: { )

Type of Buslness: __ﬂDEL_VK_W Type of License:
The Company has appointed: m _

as its Equal Employment Opportunily Officer (EEOC). The EEQQO has been given authority lo establish, disseminate, and

enforce equal er(\;él& rrte?t and affirmative action policies of this company. The EEOQO mey be contact_ed at:
Address: ‘xﬂ,

Telephone Number: { ) FAX Number: { )

2ip _‘l’LlOﬂ__

e '
For Firm's: O San Diego Work Force  and/or O Managing Office Work Forge

" |, the undersigned fepresenlative of QIQ "“SSIDN Imi H"IEL,LE b@l QWDIE[D Pﬁiﬁmi ﬂ)!M ‘@Ki
Firm Name
Shiy DIEE . LR

(County) {State)

hereby cerify 'nrorrtuauon proviged herein is true and comect. This dotument was execuled on this day of
BRI 3 e v 2000- |
STVE SANBOAN , CONTROUER

{AuthUtz ignature) © (Print Authorized Signature Name)

eeg—-

L aa

{Revized 2/9€)
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WORK FORCE REPORT - Page 2

NAME OF FIRM: GHNJ)lEG@ PARRDICE | OM EESOKT DATE: M

INSTRUCTIONS: For each occubalional category. Indicate number of males and females in every elhnic group. Total
columns In row provided. Sum of alt totals should be equal 1o your total work force.

“inctude all those employed by your company on either a full or part-time basis. The foliewing groups are Lo be included in
ethnic calegories listed in columns below: :

(1) African-American, Black - (5) Filipino_
(2) Lating, Hispanic, Mexican-American, Puento Rican (6) Caucasian
(3) Asian, Pacific tstander ~ {7) Other Ethnicities; not falling into other groups

(4) Amedcan Indlan, Eskimo

?“” £ ?F_ x‘i'q > Y 2{ \ c‘%
i3 B ki : o g
AR F e oo | S CAU chn e S SR Rs
B e Pl ot e R e
T IR T
AR ‘{‘%& g APAT = e :a".'.’,
: 25 I

OCCUPATIONAL CATEGORY

€zaculive, Agminlgtrativo, MoAygorial

Prolessional Spadlaly

0

Engingers/Archiloets

Tachnicians and Ralaicd Suppon

O
Safes . . ) O
!

AR

o

oloo o

| i e, /£

Admintsitatve SuppervClerical ' 2 / / O 8

Genicer Vi S0 728 /3100 B/
Pracision Production. Crafl ond Repair _Z . O 2 o O_... O OA O / : O
m:z::psm!um.ks&amblu’rs. O O O O o l O O‘ O -_i O: O
Transpodatien snd MateAs! Moving 0 ! O (&) : (&) O O ‘ ') : 0 : ) : O
el o3 R=1 P oA WK 2R Kol N2 RN B % B 1%

*Construction 13bors and other flald amplayset §(e nol lo bu inctuded en this poge

TOTALS BACK COLUMN /47 /54? g/ | /! 1 20

\
o
N
i
N
N
o

| crarovoraL All..l. EMPLOVEES _—l | 52/ 1

INDICATE BY GENDER ANO ETHNICITY THE NUMBER GF ABOVE EMPLOYEES WHO ARE OISABLED:

0 A R I A DR NN

DISABLED l ' l

NON.PROFIT GRGANZATIONE ONLY:

BOARD CF DIRECTORS : i
VOLUNTEERS : ! :
ARTISTS i : :

(Revised 2/88)
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EQUAL OPPORTUNITY AGREEMENT

Non-DiSCRIMINATION CLAUSE: Contractor shall not discriminate against any employee or

applicant for employment on any basis prohibited by law. Contractor shall provide equal
opportunity in all employm

with the City of San Diego's Equal Employment Opportunity Program.

EquAL EMPLOYMENT OPPORTUNITY (EEQ): Contractor hes received. read, understands
and agrees 1o be bound by the City of San Diego Municipal Code, Chapter 1t, Article 2, Divislon -
27 (Equal Employmant Opportunity Program) provided with the proposal package.

Contractor has submilted either a Work Force Report or anEquai Employment Opportunity
Plan as required by Section 22.2705 of the City of San Diego Municipal Code.

City and Contractor agree that compliance with EEQ provisions will be implemented, monitored,

and reviewed by the City's Equal Opportunity Contracting Program (EQOCP) staff.

Equat OPPORTUNITY CONTRACTING: Contractor has received, read, understands and

agrees to be bound by the Equal Oppontunity Contracting Pragram requirements described in
the proposai package.

If requested, Contractor shall submit the Outreach and Teaming Survey. Contractor agrees to
provide updated reports as requested by the City. -

Contractor agrees to insert equél opportunily compliance language in all subcontrécts for any

work covered by this Agreement so that such provisions will be binding upon each

subcontractor.

Project Name: ()mmq, %“\ﬁ KQSOQ\T m Bid No.:
Company Name. _S LH’Q Ml%\()?l Bpﬁ H{REL 1LV _____Date ‘ﬂbzﬂbm -

W ) GHVE SRV, (OMUQR

Authorized Signature : : Prianumoﬁzed_Signafure Name

(Revisad 2/98)

ent practices. Contractor shall ensure that.its subcontractors comply -
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AGREEMENT OF LIMITED PARTNERSHIP
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NOBLE HOUSE HOTELS & RESORTS, LTD.,
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" "AGREEMENT OF LIMITED PARTNERSHIP
oF
NOBLE HOUSE HOTELS & RESORTS, LTD.,
A TEXAS LIMITED PARTNERSHIP

INDEX

1. FORMATION
2. PURPGCSE
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4, CERTIFICATE OF LIMITED PARTNERSHIP
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6. TERM
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8.  MANAGEMENT e,
8.1 Powers of the General Partner .
8.2 Restrictions on the General Partner .
8.3 Restrictions and Limitations on the Limited
Partner

.4 Competition . . ., ,
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@

CONTRIBUTIONS TO CAPITAL; PARTNERSHIP OWNERSHIP
2.1 Contributions to Capital e e
2.2 Liability of the Limited Partner
3.3 Partnership Ownership .
10. PROFITS AND LOSSES . . . . . . . . e e

10.1 Definitions

10.2 Allocations

10.3 Capital Accounts

11. CASH DISTRIBUTIONS - e
12. ACCOUNTS AND ACCOUNTING
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12.2 Method of Accounting
12.3 Books e e

13. ASSIGNMENT; SUCCESSORS ..
13.1 Transfer to Related Entity
13.2 Transfers Requiring Consent
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DISSOLUTION AND WINDING UP

14.1 General Partner Cea91ng to Serve as General
Partner
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14.4 Winding up of the Partnership
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16.1 Appointment of General Partner
16.2 Nature of Power .

MISCELLANEOUS
17.1 Governing Law
17.2 Executed Counterparts
17.3 Attorneys’ Fees .
17.4 Section and Article Headlngs
17.5 Gender
17.6 No Third Party Benef1c1ary
17.7 Arbitration .
{JBSL1/949396/81043/DLB/1268856.1) ii
a7 15128 42582757087

noe At

NOBLE HOUS: . 340

LV B0 B e s « E RN ~J

0

10
10
10
10
10
11
11
11

PAGE . 04

A



DEC 91 '97 15:26 . . 4258275707 PRGE . B5

L1997 120 24eM NUSLE H0ude HA0380 1D

""AGREEMENT OF LIMITED PARTNERSHIP
OF
NOBLE HOUSE HOTELS & RESORTS, LTD.,
A TEXAS LIMITED PARTNERSHIP

THIS AGREEMENT OF LIMITED PARTNERSHIP ("agreement") is

made and executed as of the |[sT day of _Janyaqv- . 199Y,
by and between WESTGROUP PARTNER, INC., a Callfornia corporation
("General Partner"), and PATRICK R. COLEE {("Limited Partner"). The

General Partner and the Limited Partner are sometimes hereinafter
collectively referred to as the "Partners" and individually as a
"Partner®".

1. FORMATION.

The Partners do hereby form a limited partnership

("Partnership") under and pursuant to the provisions of the Texas
Revised Limited Partnership Act ("Act"}), and do hereby make and
execute this Agreement for the purpose of setting forth the rights,
duties and obligations of the General Partner, as well as the limit
of liabilities of the Limited Partner, and setting forth the rights
of the Partners with respect to the assets of the Partnership and
the profits which the Partners shall receive from the Partnership
by reason of their being General or Limited Partner, as the case
may be.

2.  BURPOSE.

The express, limited and only purpose for which the
Partnership is to exist is to engage in all activities appropriate
to the conduct of the management and operation of hotels including,
acting as a partner in partnerships ("Investment Partnerships")
which are in the business of managing and operating hotels.

3. NAME.

The name of the Partnership shall be NOBLE HOUSE HOTELS
& RESORTS, LTD.

4. CERT CA OF LIMITED PARTNERSHIP.

The Partners hereby agree that in addition to the
execution of this Agreement, the General Partner shall execute one
or more copies of a Certificate of Limited Partnership
("Certificate"), which shall be duly recorded forthwith in the
office of the Secretary of the State of Texas, and a certified copy
of which may be, in the General Partner's discretion, recorded in
the Office of the Recorder of the County in which the principal
executive office of the Partnership is situated, and in each County
or other jurisdiction in which the Partnership has additional
executive offices and/or holds title to real property, directly or

(JBSL1/54196/81043/BLB/128856.1)
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indirectly, if -different from the county or jurisdiction of its
principal executive offices. '

5. PRINCIPAL EXECUTIVE OFFICES.

The principal executive offices of the Partnership shall
be at 821 Second Avenue, Suite 2100, Seattle, Washington 98104, or
at such other place or places as the Partners shall hereafter
determine.

6. TERM.

The Partnership shall commence as of the date the
Certificate is filed in the Office of the Secretary of the State of
Texas and shall continue until December 31, 2050, unless sooner
dissolved pursuant to Article 15, below; provided, however, that if
the Partnership is continued after such date for any reason, the
terms, covenants and conditions of this Agreement shall remain in
full force and effect and no Partner shall, by virtue of such
continuance, become entitled to, interest on repayments which might
otherwise become due at the time for termination of the Partnership
set forth in this Article.

7. NAMES AND ADDRESSES OF THE GENERAL AND LIMITED PARTNER.

(a) The name and address of the General Partner are as
follows: :

WESTGROUP PARTNER, INC.
821 Second Avenue, Suite 2100
Seattle, WA 98104

(b) The name and address of the Limited Partner are as
follows:

Patrick R. Colee
821 Second Avenue, Suite 2100
Seattle, WA 98104

g. MANAGEMENT .
8.1 Powers of the General Partner. 1In addition to the

specific rights and powers herein granted, the General Partner
shall possess, enjoy and may exercise all of the rights and powers
of a general partner as more particularly provided by the Act. The
General Partner alone shall have the full and complete charge of
all affairs of the Partnership, and the management and control of
the Partnership business shall rest exclusively with the General
Partner, subject to the terms and conditions of this Agreement .
The General Partner shall use its best efforts to carry out the
business of the Partnership and shall devote such time to the

(IBSL1/$4396/81043/BLB/128856.1) 2
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Partnership as™’is necessary, in its sole discretion, for the
efficient operation of the Partnership business. Nothing herein
contained shall prevent the General Partner or any of its
representatives from devoting time to other businesses, whether or
not similar in nature to the business of the Partnership. Without
limiting the generality of the foregoing, the General Partner shall
have full power and authority to manage all facets of the business
of the Partnership including, without limitation, full power and
authority to (i) represent the Partnership in voting any interest
in or making any decision relative to an Investment Partnership and
(ii) generally bind the Partnership and execute and deliver any and
all documents and instruments on the Partnership’s behalf. The
provisions of this Section shall not be construed to bar the
General Partner from delegating responsibility for day-to-day
management of the Partnership’s assets and business to any persons
employed by the Partnership or the General Partner or any affiliate
thereof.

The General Partner may appoint such officers as the
business of the partnership may require, each of whom shall hold
office for such period, have such authority and perform such duties
as the General Partner may from time to-time determine.

Until such time as they are removed from office by the
General Partner and their successors are duly appointed by the
General Partner, the persons listed on Exhibit "A" attached hereto
are hereby appointed to the offices set forth opposite their
respective names.

8.2 Restrictions on the General Partner. Notwithstanding
the provisions of Section 8.1 above, the General Partner shall not,
without the prior written consent of the Limited Partner:

(a) Do any act which would make it impossible or
unreasonably burdensome to carry on the business of the
Partnership;

(b} Confess a judgment against the Partnership or
submit a Partnership claim to arbitration;

(c) Possess property of the Partnership or assign
rights of the Partnership in any property of the Partnership for
other than a Partnership purpose; or

(d) Admit any person or entity as an additional
partner to the Partnership except as otherwige expressly provided
in this Agreement.

8.3 Restrictions and Limitations on the Limited Partner.

The Limited Partner shall have no right, power or authority to act
for or bind the Partnership. The Limited Partners shall take no
part in the conduct or control of the Partnership business, except
that the Limited Partner shall have the power to vote upon the

{JBSL1/94396/81043/BLB/126856.1) 3
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following matters affecting the basic structure of the Partnership,
to wit: (a) election of a successor general partner as herein
provided; (b} termination of the Partnership; (c) amendment of this
Agreement; and (d) the matters set forth in Section B.2 hereof.
All matters so voted upon must receive the affirmative vote of all
Partners, except for the election of successor general partner
which shall only require the affirmative vote of the Limited
Partner.

8.4 Competition. The Partners may, in their own name or
in other capacities, own competing properties and pursue business
opportunities similar to the business of this Partnership.

8.5 Meetings. An annual meeting of the Partners shall
be held on a date and at a time designated by the General Partner.
Special meetings may be called by a majority-in-interest of the
Partners by notice conforming to the provisions of this Article and
signed by the Partners calling such meeting. Meetings shall be
held at the principal place of business of the Partnership. Notice
of the annual meeting or any special meeting shall specify the
date, time and place of the meeting, a telephone number which
Partners may use to attend such meeting telephonically, and the
nature of the business to be transacted. Such notice shall be in
writing and shall be given in accordance with Article 15, below,
within 15 days but not more than 30 days before the date for the
meeting specified in such notice. Partners may attend and vote at
annual or special meetings in person or telephonically. Any action
taken at such annual or special meeting on any matter described in
Section 8.2 shall require the vote of both Partners.

9. CONTRIBUTIONS TO CAPITAL; PARTNERSHIP OWNERSHIP.

9.1 Contributions to Capital.

(a) -Initial Capital Contribution of the General
PFartner. The General Partner shall not be required to initially
contribute to the capital of the Partnership.

(b) Initial Capital Contribution of the Limited
Partner. Concurrent with the execution of this Agreement, the
Limited Partner shall contribute to the capital of the Partnership,
in cash, One Thousand Dollars ($1,000).

(c) Additional Capital Contributions. In the event
the General Partner determines that the Partnership is, or is
reasonably expected to be, unable to pay its cash obligations as
they come due and, therefore, has an actual or projected cash flow
deficit ("Cash Flow Deficit"), the General Partner shall cause the
Partnership to borrow funds in the amount of such Cash Flow Deficit
to the extent such funds can be borrowed at reasonable market rates
of interest and on reasonable market terms and conditions. To the
extent funds in the amount of such Cash Flow Deficit cannot be so

(JBSL1/94396/81043/BLB/128056.1) 4
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borrowed, the General Partner shall be required to contribute same
to the capital of the Partnership on behalf of the Partnership.

(d) Capital Coptributions in General. Except as
otherwise expressly provided in this Agreement or as otherwise
agreed, in writing, by all the Partners {a) no part of the
contributions of any Partner to the capital of the Partnership may
be withdrawn by such Partner, (b) unless otherwise agreed in
writing between the Parties, no Partner shall be entitled to
receive interest on such Partner’'s contributions to the capital of
the Partnership, and (c) ne Partner shall have the right to demand
Or receive property other than cash in return for such Partner's
contribution to the Partnership. Subject to the provisions of
Section 14.6, it is expressly understood and agreed that the
General Partner shall not be perscnally liable for the return of
the capital or any other contributions of the Limited Partner, or
any portion thereof, but, on the contrary that any such return
shall be made solely from Partnership assets.

9.2 Liability of the Limited Partner. The interest of
the Limited Partners in the assets of the Partnership shall at all
times be subject to the valid obligations and liabilities of the
Partnership. The Limited Partner shall not otherwise have any
liability for the Partnership’s debts, obligations and liabilities.
Notwithstanding anything contained herein to the contrary, the
Limited Partner shall not be liable to the Partnership, the General
Partner or any third party for the debts, obligations or
liabilities of the Partnership or any other losses thereof, it
being expressly understood and agreed that the liability of the
Limited Partner for such debts, obligations, liabilities and losses
shall be limited to their initial capital contribution to the
Partnership.

2.3 Partnership Owneérship. Each Partner’s interest in

the Partnership, for voting and all other purposes, shall be the
percentage interest ("Percentage Interest") set forth opposite its
name below:

Partner Percentage Interest
General Partner 1%
Limited Partner 99%

10. PROFITS AND LOSSES.

10.1 Definitions. For the purpose of this Agreement, the
terms "Net Profits" and "Net Losses" shall mean the net profits or
net Losses of the Partnership for each fiscal Year, as determined

in accordance with generally accepted accounting principles
consistently applied. .
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PART I. Financial Information
Item 1. Financial Statements

LA SALLE PARTNERS LIMITED PARTNERSHIP AND SUBSIDIARIES
LA SALLE PARTNERS MANAGEMENT LIMITED PARTNERSHIP AND SUBSIDIARIES

Combined Balance Sheets

June 30, 1997 and December 31, 1996
(in thousands)

(unaudited)
June 30, December 31,
1997 1996
Assets
Current assets:
Cash and cashequivalents .. ...... ... ... .. .. ...... 5 12,875 7,207
Trade receivables,net . . ... ...... ... ... .. ... . ... ... 52,796 - 87,283
Otherreceivables . .......... ... ... ... ... ... ..... 3,497 3,005
Prepaidexpenses ................................. 1.283 1,228
Total currentassets . .......................... - 70,451 98,723
Property and equipment, at cost, less accumulated depreciation of ;
$25,313 and $23,310 in 1997 and 1996, respectively . . . ... ... 16,276 14,549
Intangibles resuiting from business acquisitions, net of
accumulated amortization of $3,783 and $2,287 in 1997 -
and 1996, respectively ............................. 51,025 23,735
Investments in real estate ventures . ............. ........ 14,885 13,687
Long-term receivables,net . . .......................... 7,256 5,052
Otherassets, net . .. . .. ... ... .. 1,736 868
$ 161,679 156,614
Liabilities and Partners’ Capital
Current liabilities: .
Accounts payable and accrued liabilities . ................ $ 22,192 34,228
Accrued compensation . ................... ......... 17,715 26,016
Borrowings under short-term credit facility ............. .. 16,900 6,500
Current maturities of long-term notes payable . ............ 8.854 9.064
Total current liabilities . . . .. .. .................. 65,661 75,808

Long-term notes payable (note 7):
Subordinated loans, less current maturities . . ... ........ ... 34,107 34,106

Long-term credit facility, less current maturities .. .......... 17,555 21,445

i 51,662 55,551

Other long-term liabilities .. .......................:.. 1,497 1,008
Commitments and contingencies

Total liabilities . . .......... ... ... ... ........ © 118,820 132,367

Partners’ capital . . .. ... ... ... ... 42,859 24,247

$ 161679 156614

See accompanying notes to combined financial statements.



LA SALLE PARTNERS LIMITED PARTNERSHIP AND SUBSIDIARIES

LA SALLE PARTNERS MANAGEMENT LIMITED PARTNERSHIP AND SUBSIDIARIES

Combined Statements of Earnings

Three and Six Months Ended June 30, 1997 and 1996
(in thousands except share data)

(unaudited)

Three Months Ended

Six Months Ended

June 30 June 30
1997 1996 1997 1996
Revenue:
Fee basedservices .................. $ 62,539 33,337 96,783 60,071
Equity in earnings from unconsolidated
VENLUIES . ... .. .. ittt 345 784 1,739 873
Construction operations, net . . .. ........ 205 311 410 622
Otherincome .. .................... 322 299 498 450
Totalrevenue . ................. 63.411 34,731 99,430 62,016
Expenses:
Compensation and benefits ............ 38,341 24,346 65,558 47,673
Operating, administration and other ... ... 13,687 8,831 23,987 16,883
Depreciation and amortization .......... 2,180 1,134 - - __ 3954 2,245
Total expenses ................. 54,208 34,311 93.499 66.801
Operating profits (loss) . . .......... 9,203 420 5,931 (4,785)
Interestexpense . .................... 1,881 1,104 3,576 2,041
Earnings before provision (benefit)
for income taxes , . ............. 7,322 (684) 2,355 (6,826)
Net provision (benefit) for income taxes . . .. 382 (39) 134 389
Net eamings (loss) (645) 2221 (6.437)

............... 5 6940

See accompanying notes to combined financial statements.



LA SALLE PARTNERS LIMITED PARTNERSHIP AND SUBSIDIARIES
LA SALLE PARTNERS MANAGEMENT LIMITED PARTNERSHIP AND SUBSIDIARIES

Combined Statements of Partners’ Capital (Deficit)

Periods Ended June 30, 1997 and December 31, 1996
(in thousands)

(unaudited)
General Limited
Partners Partners Other Total
" Partners’ capital (deficit),

January 1, 1996 ................ ¥ (49,627 64,624 - 14,997
Netearnings ................. 11,093 8871 - 19,964
Distributions .. ............... {6,563) (5,250) - (11,813)
Effect of cumuiative

transiation adjustments ...... ... -- -- 1.099 1,099
Partners’ capital {deficit),

December 3t, 1996 . ............ (45,097) 68,245 1,099 24,247
Netearnings ................. 1,142 1,079 T e 2,221
Distributions ... .............. (6,702) (5,634) - (12,336)
Acquisition of Galbreath

commonstock ............... - 29,292 -- 29,292
Effect of cumulative
translation
adjustments . . . .............. -- - {565) (565)
Partners’ capital (deficit),
June 30, 1997 .. ... ........... $ (50.657) 92.982 534 42,859

See accompanying notes to combined financial statements.



LA SALLE PARTNERS LIMITED PARTNERSHIP AND SUBSIDIARIES
LA SALLE PARTNERS MANAGEMENT LIMITED PARTNERSHIP AND SUBSIDIARIES

Combined Statements of Cash Flows

Six Months Ended June 30, 1997 and 1996
(in thousands)
(unaudited)

1997 1996
Cash flows from operating activities:

Neteamnings (Ioss) .. .......... ... $ 2221 (6,437)
Reconciliation of net eamings (loss) to net cash provided by (used in)
operating activities:

Depreciation and amortization ... ................... ... . .. 3,954 2,245
Equity in earnings from unconsolidated ventures . ........... ... (1,739) (873)
Provision for loss on receivables and other assets . ........... ... 1,497 7
Distributions from real estate ventures ... ... ................ 1,569 1,259
Loss (gain) on disposition of property and equipment . ... ..... ... (14) 7
Changes in:
Receivables . . .. ........ ... . ... . . . . .., 39,744 18,431
Prepaid expenses and otherassets . . ... .............. . ...... {934) 124
Accounts payable, accrued liabilities and accrued compensation . . . . . (36,311) (17.535)
Net cash provided by (used in) operating activities . . . .. ....... 9,987 2,772)
Cash flows provided by (used in) investing activities: -
Capital additions - property and equipment .. ................ .. (2,004) (7,603)
Proceeds from dispositions - property and equipment . ........ e 33 57
Cash balances assumed in Galbreath acquisition . ................ 3,209 -
Investments in real estate ventures:
Capital contributions and advances to real estate ventures . ........ (2,305) (4,126)
Distributions, repayments of advances and sale of investments . .. ... 2,777 256
Net cash provided by (used in) investing activities . . .......... 1,710 (11,416)
Cash flows provided by (used in) financing activities: .
Net borrowings under short-term credit facility . . ... ............. 10,400 18,900
Net borrowings under long-term credit facility .. ................ (4,099) 2,200
Distributions to partners . ................................ (12.336) (1061
Net cash provided by (used in) financing activities . . .. ... ... .. (6,035) 10,489
Effects of foreign currency transiation on cash balances . ............ 6 --
Net increase (decrease) in cash and cash equivalents . .............. 5,668 (3,699)
Cash and cash equivalents, beginning of period . . ... .............. 7,207 8,322
Cash and cash equivalents, end of period . ... ... ............. ... $ 12,875 4,623

Supplemental disclosure of cash flow information:
Combined interest paid was $1,325 and $53 for the periods ended
June 30, 1997 and 1996, respectively.

On April 22, 1997, the Company acquired the common stock of Galbreath (note 3) in exchange for a 17.5%
limited partership interest valued at $29,292. Identifiable operating assets and liabilities and investments in real
estate ventures totaled $11,681, $15,921 and $1,500, respectively, in addition to cash of $3,209 as of the acquisition
date. The Company incurred transaction related expenses of $436. The increase in these assets and liabilities,
excluding cash acquired, and the resuiting goodwill of $29,259 have not been reflected in the changes in cash flow
above.

See accompanying notes to combined financial statements.



LA SALLE PARTNERS LIMITED PARTNERSHIP AND SUBSIDIARIES

LA SALLE PARTNERS MANAGEMENT LIMITED PARTNERSHIP AND SUBSIDIARIES

Notes to Combined Financial Statements

June 30, 1997 and 1996
(in thousands)
(unaudited)

Readers of this quarterly report should refer to the Company’s audited financial statements for the year

ended December 31, 1996, which are included in the Prospectus which constitutes a part of the
Registrant’s Registration Statement on form S-1 (333-25741) filed with the Securities and Exchange
Commission, as certain footnote disclosures which would substantiatly duplicate those contained in such
audited financial statements have been omitted from this report. :

1)

Organization

LaSalle Partners Limited Partnership ("LPL") and LaSalle Partners Management Limited
Partnership ("LPML"), two Delaware limited partnerships (collectively, the "Company"), were
formed on June 29, 1988 to provide real estate services to clients including leasing, brokerage,
construction' and development management, real property asset management and real estate
investment advice. Prior to June 29, 1988, these real estate services were provided by the general
partners of the Company, DEL-LPL Limited Partnership and DEL-LPAML Limited Partnership
(collectively "DEL"), respectively.

Prior to November 30, 1994, the sole limited partners of LPL and LPML were DSA-LSPL, Inc.
and DSA-LSAM, Inc. (collectively "DSA"), respectively. On that date, the Company admitted
Alex. Brown Kleinwort Benson Realty Advisors Corporation ("ABKB") as an additional limited
partner. Effective March 31, 1995, ABKB changed its name to KB-LPL, Inc. In August 1995,
Dresdner Bank AG ("Dresdner") purchased the parent company of KB-LPL, Inc. As a result of
bank regulatory requirements, Dresdner was required to sell its interests in the Company. Pursuant
to an agreement reached with Dresdner in May, 1996, DEL re-purchased KB-LPL, Inc.’s
ownership in the Company through DEL/LaSalle Finance Company, L.L.C. ("DEL/LaSaile"), a
wholly-owned subsidiary, during the first quarter of 1997.

On Apnl 22, 1997, the Company acquired the outstanding common stock of The Galbreath
Company and The Galbreath Company of California, Inc. (collectively, "Galbreath") in exchange
for a 17.5% limited partner interest (note 3). As of June 30, 1997, following the Galbreath
merger, DEL, directly and through DEL/LaSalle, and DSA had ownership interests of
approximately 62.3% and 20.2%, respectively.

Under the provisions of the partnership agreements, LPL and LPML partnership interests are
paired on a one-for-one basis and may only be purchased or sold in tandem. Partnership interests
in DEL are also paired on a one-for-one basis. Further, the partnership agreements provide for
changes in ownership interests. DEL has the right to increase their ownership interest by making
additional capital contributions to the Company. Such additional capital would be used by the
Company to repay subordinated notes payable, including Class A and Class B notes ("Dai-ichi
Notes"), to DSA. [f DEL does not exercise their right, DSA has the right to convert any unpaid
principal on the subordinated notes into an additional capital contribution thus increasing their
ownership interests. Provisions in the partnership agreements provide for the repayment of the
Class
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3)

Q)

A notes payable to DSA to be made directly by the Company. The Company’s net cash flow, after
appropriate reserves, is generally distributed to the partners in accordance with their ownership
interests. The partnership agreements permit distributions during each year to the partners in
connection with estimated federal income tax payments owed by the partners. Net profits and
losses of the Company are generally allocated to the partners in accordance with their ownership
interests in effect during each year.

In connection with the initial public offering of 4,000,000 shares of LaSalle Partners Incorporated
("LPI") common stock, all of the partnership interests in the Company were contributed to LP1,
pursuant to agreements among the general and limited partners, in exchange for an aggregate of
12,200,000 shares of common stock. The contribution occurred immediately prior to the closing
of the offering which occurred on July 22, 1997. The 4,000,000 shares were offered at $23 per
share, aggregating $83,560, net of offering costs. $63,490 of the proceeds were used to retire the
Dai-ichi Notes and the long-term credit facility along with related interest.

The Company will be subject to a reorganization as part of the incorporation of LPL. Due to the
existence of a paired share arrangement between LPL and LPML and between the DEL
partnerships, as well as the existence of identical ownership before and after the incorporation of
the Company, such transactions will be accounted for in a manner similar to the accounting used
for a pooling of interests. Thus, LPI’s financial statements will include the financial positions and
results of operations of the Company at their historical cost basis.

Interim Information

The combined financial statements as of June 30, 1997 and for the three and six month periods
ended June 30, 1997 and 1996 are unaudited; however, in the opinion of management, all
adjustments (consisting solely of normal recurring adjustments) necessary for a fair presentation
of the combined financial statements for these interim periods have been included. The results for
the interim periods ended June 30, 1997 and 1996 are not necessarily indicative of the results to
be obtained for the full fiscal year.

Acquisition

On April 22, 1997, the Company acquired all of the common stock of Galbreath, a property
management, facility management and development management company. In consideration for
the stock, the Company issued a 17.5% limited partnership interest in the Company to the former
stockholders of Galbreath. The acquisition was accounted for as a purchase and accordingly,
operating results of this business subsequent to the date of acquisition are included in the
accompanying Combined Statements of Eamings. The excess purchase price over the fair value
of the identifiable assets and liabilities acquired was $29,259, including transaction costs, of which
$5,852 was allocated to management contracts which are being amortized on a straight line basis
over 8 years and $23,407 was allocated to goodwill which is being amortized on a straight line
basis over 40 years based on the Company’s estimate of useful lives. Intangibles resulting from
business acquisitions in the accompanying Combined Balance Sheets includes $29,016 at June 30,
1997 related to the Galbreath acquisition.

Business Segments

The Company’s operations have been classified into three business segments; Management
Services, Corporate and Financial Services and Investment Management. The Management
Services segment provides three primary service capabilities: (i) property management and leasing
for property owners, (ii) facility management for properties occupied by corporate owners and
users; and (iii) development management for both investors and real estate users seeking to
develop new buildings or renovate existing facilities. The Corporate and Financial Services
segment provides transaction and advisory services through three primary service capabilities,
including: (i) tenant representation for corporations and professional services firms; (ii) investment



banking services to address the financing, acquisitions and disposition needs of real estate owners;
and (iii) land acquisitions and development services for owners, users and developers of land. The
[nvestment Management segment provides real estate investment management services to
institutional investors, corporations and high net worth individuals.

Total revenue by industry segment includes revenue derived from services provided to other
segments. Operating income represents total revenue less direct and indirect allocable expenses.
The Company’s allocate all expenses, other than interest and income taxes, as substantially all
expenses incurred benefit one or more of the segments.

Summarized unaudited financial information by business segment for the three and six month
periods ended June 30, 1997 and 1996 is as follows:

Segment Operating Results

Three Months Ended Six Months Ended
June 30 : June 30
1997 1996 1997 1996
Management Services:
Segment revenue:
Property managementfees . ........... $ 11,873 9,244 20,539 17,018
Leasingfees ..................... 6,240 2,240 7.413 2,683
Facility managementfees ,........... 3,747 2,699 7,164 5,397
Development management fees ........ 1,628 1,022 2,743 2,060
Intersegmentsales ................. 25 -- 50 100
Otherincome .................... 82 127 129 187
23,595 15,332 38,038 27,445
Operating expenses:
Operating and administrative expenses . . , 23,288 14,044 39,137 27,436
Depreciation and amortization . ........ 929 329 1,441 666
Operating income (loss) . .......... $ 622 959 (2,540) (657)
Corporate & Financial Services:
Segment revenue:
Tenant representation ............... $ 8,094 4,227 11,503 7,108
Investment banking ................ 5,300 77 5,912 1,064
Landfees . ...................... 1,088 1,195 1,795 1,493
Construction operations . . . . .......... 205 311 410 622
Equity in earnings (losses) ........... 182 363 182 452
Intersegmentsales . ................ 392 -- 392 --
Otherincome .................... 53 66 86 106
15,314 . 6,933 20,280 10,845
Operating expenses:
Operating and administrative expenses . . . 10,741 7,796 19,505 14,834
Depreciation and amortization . ........ 329 226 547 444
Operating income (loss) ........... $ 4244 (1.089) 228 __(4.433)




Segment Operating Results

Three Months Ended Six Months Ended
June 30 June 30
1997 1996 1997 1996
Investment Management:
Segment revenue;
Advisory fees .................... $ 24410 11,183 39,050 22,187
Acquisitionfees . .. ........... ... .. 159 756 664 1,061
Equity in income (losses) ............ 163 421 1,557 421
Other income .................... 187 106 283 157
24919 12,466 41,554 23,826
Operating expenses:
Operating and administrative expenses . . . 18,416 11,337 31,345 22,386
Depreciation and amortization ......... 922 579 1,966 1,135
Operating income (loss) ........... - $_5.3581 550 8,243 305
Total segmentrevenue ................ $ 63,828 34,731 99,872 62,116
Intersegment revenue
eliminations . . . .................... (417) - (442) (100)
Totalrevenue .................. § 631411 34,731 99 430 62,016
Total segment operating expenses . ........ $ 54,625 34,311 93,941 66,901
Intersegment operating expense .-
eliminations . . ..................... 417 -- {442) (100)
Total operating expenses . . . ... ..... $ 54208 34311 93,499 66,801
Total operating income (loss) ....... $ 9,203 420 5,931 (4.783)

(5) Pro Forma Financial Information

The following pro forma combined statements of earnings give effect to the acquisition of the
common stock of Galbreath, the incorporation of the Company and the initial public offering,
including the receipt and application of the net proceeds therefrom to repay long-term indebtedness
and related interest, as if these events occurred on January 1, 1997. The pro forma combined
balance sheet gives effect to the incorporation of the Company and the initial public offering,
including the receipt and application of the net proceeds therefrom to repay long-term indebtedness
and related interest, as if these events occurred on June 30, 1997. '

The pro forma adjustments are based upon available information and certain assumptions that
management of the Company believes are reasonable. The pro forma combined financial
statements are not necessarily indicative of what the actual financial position and results of
operations would have been as of June 30, 1997 and for the three and six months periods ended
June 30, 1997 had the Company completed the acquisition of the Galbreath common stock and
consummated the incorporation and offering transactions as of the dates indicated nor does it
purport to represent the future financial position or results of operations of the Company.
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Assets

Current assets:
Cash and cash equivalents . .
Trade receivables, net .. ...
Other receivables . . ... ...
Prepaid expenses . .......

Total current assets . . .
Property and equipment . . . ..

Intangibles resulting from
business acquisitions . . . . ..

Investments in real estate
ventures ..............

Long-term receivables, net . . .

Other assets, net . . ........

Combined Balance Sheet
June 30, 1997

Actual
Partnerships (1)

¥ 12,875
52,796
3,497

— 1283

70,451
16,276

51,025

14,885
7,256

1,786

$161.679

Liabilities and Partners’ Capital

Current liabilities:

Accounts payable and
accrued liabilities . ... ...

Accrued compensation

Boerrowings under short-term
credit facility . . ........

Current maturities of
long-term notes payable . .

Total current liabilities .

65,661

Long-term notes payable (note 7):

Subordinated loans,
less current maturities . . . .
Long-term credit facility,
less current maturities . . . .

Cther {ong-term liabilities . .

34,107

17.555

51,662
1,497

Commitments and contingencies -~

Total liabilities . ... ..

Partners’ capital/stockholders’
equity:
Common stock ........
Additional paid in capital .
Partners’ capital . . . ... ..
Total partners’ capital/
stockholders’ equity . .

(1) Reflects the historical combined balance sheets of LaSalle Partners Limited Partnership and its subsidiaries

118,820

42,859

$161.679

Incorporation Offering

Transaction (2)

21,043

-- 21,043

- 21,043

(2,001)

(8.854)
-- (10,855)

(34,107)

(17.555)
-- (51,662)

-- (62,517)

83,520

'
i
o0
Lad
}M
N
o

1
[
[
o
=
£
.

Adjustments (3)

Pro Forma

33,918
52,796
3,497

— 1283

91,494
16,276

51,025

14,885
7,256

1,786

182,722

1,497
56,303
162
126,257

126,419

_182.72

and LaSalle Partners Management Limited Partnership and its subsidiaries as of June 30, 1997.

(2) These adjustments give effect to the issuance of 12,200,000 shares of common stock in exchange for all of

the outstanding partnership interests of the Company.

3 These adjustments give effect to the receipt of $83,560 of net proceeds from the issuance of 4,000,000 shares
of common stock in the initial public offering which was effective July 16, 1997 and the use of those
proceeds to repay the Company’s long-term notes payable inciuding interest thereon.

11



‘Combined Statement of Earnings
Three Months Ended June 30, 1997

Incorpor-
Actual ation Offering
Partner- Galbreath Adjust- Adjust- Pro
ships (1) Merger (2) ments (3) ments Forma
Revenue:
Fee based services ...... $ 62,539 1,633 64,172
Equity in eamnings from
unconsolidated ventures . 345 - 345
Construction operations,
net................ 205 - 205
Other income . . .. ... ... 322 121 443
Total revenue ...... .. 63,411 1,754 - - 65,165
Expenses:
Compensation and
benefits ............ 38,341 1,425 39,766
Operating, administra-
tion and other ........ 13,687 653 188 (4) 14,528
Depreciation and
amortization ......... 2,180 151 2,331
Total expenses . . . . . . .. 54,208 2,229 - __188 56,625
Operating profits ... ... 9,203 (475) - - = (188) 8,540
Interest expense . ........ 1.881 == {1.417)(5) '464
Earnings before
provision for -
income taxes . ....... 7,322 (475 - 1,229 8,076
Net provision for
income taxes .......... 382 -- 2,254 473 (3) 3,109
Neteamings ......... $_6.940 475 (2,254 __156 4,967
Earnings (loss)
per common share ...... $ 031
Shares used in
computation of
earnings (loss) ‘
pershare .. .........., 16,200,000



Combined Statement of Earnings
Six Months Ended June 30, 1997

Incorpor-
Actual : ation Offering
Partner- Galbreath Adjust- Adjust- Pro
ships (1) Merger (2) ments (3) ments Forma
Revenue:
Fee based services ...... $ 96,783 8,259 105,042
Equity in earnings from
unconsolidated ventures . 1,739 73 1,812
Construction operations,
................ 410 - 410
Other income . .. ....... 498 187 1,285
Total revenue ........ 99 430 9,119 - - 108,549
Expenses:
Compensation and benefits 65,558 5,993 71,551
Operating, administration .
andother ........... 23,987 2,363 375 @) 26,725
Depreciation and
amortization ...... S 3.954 663 4.617
Total expenses . . . ... .. 93,499 9.019 -- 375 102,893
Operating profits ... ... 5,931 100 - (375) 5,656
Interest expense ... ...... 3,576 = - (2,847)(5) 729
Eamings before provision
for income taxes ... .. 2,355 100 -- 2,472 s 4,927
Net provision for income
taxes ............... 134 33 778 952 (3) 1,897
~Netearnings ......... $ 2221 67 778 1,520 3,030
Eamings (loss) per
common share ......... $§ 0.19
Shares used in computation .
of earnings (loss) per share 16,200,000

(N

(2)

(3)

4

(5)

Reflects the historical combined statements of earnings of LaSalle Partners Limited Partnership and its
subsidiaries and LaSalle Partners Management Limited Partnership and its subsidiaries for the three month
and six month periods ended June 30, 1997.

These adjustments give effect to the merger of Galbreath with the Company on April 22, 1997, as adjusted
for the tenant representation and investment banking units which were not acquired, as if the merger
occurred on January 1, 1997. :

The adjustment gives effect to the provision (benefit) for income taxes as though the Company and
Galbreath were taxable entities as of January 1, 1997 at an effective tax rate of 38.5%.

The adjustment gives effect to the estimated incremental general and administrative costs associated with
operations as a public company as if the initial public offering occurred on January 1, 1997.

The adjustment gives effectto the repayment of the Company’s long-term notes payable, including interest

thereon, out of the proceeds of the initial public offering as if the initial public offering occurred on
January 1, 1997.
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PART 1. Financial Information

Item 2. Management’s Discussion and Analysis of Financial Condition and
Results of Operations

LaSalle Partner Limited Partnership ("LPL"), LaSalle Partners Management Limited Partnership
("LPML") and their subsidiaries are referred to herein collectively as the "Company". See note ! to the
financial statements included in this report. :

Results of Operations

Three and Six Months Ended June 30, 1997 Compared to the Three and Six Months Ended
June 30, 1996.

Consolidated Results

The Company’s total revenue grew $28.7 million, or 82.6%, to $63.4 million and $37.4 miilion, or
60.3%, to $99.4 million for the three and six months ended June 30, 1997 from the prior year periods.
The increases are attributable to the continued improvement in real estate market conditions which resulted
in significant performance fees being generated by the Investment Management segment on the disposition
of certain assets and a higher level of transactions in the Corporate and Financial Services segment, as
well as to the acquisition of CIN Property Management in October 1996 and the merger with Galbreath
in April 1997, :

The Company’s operating expenses grew $19.9 million, or 58.0%, to $54.2 million, and $26.7 million,
or 40.0%, to $93.5 million for the three and six months ended June 30, 1997 from the prior year periods.
These increases are attributable to the acquisition of CIN Property Management, the merger of Galbreath
with the Company, increased staffing levels and additional bonus accruals in connection with increased
revenue generation. In addition, corporate overhead and infrastructure costs of approximately $2.0 million
have been incurred in excess of the prior year six month period as a result of new accounting systems
implementation, increased staffing to meet public company reporting requirements, and firmwide
- technology services and system enhancements. These costs are allocated to the segments based on a
combination of headcount and usage factors.

During the second quarter of 1997, the Company continued its migration to a centraiized client billing
and receivable system. The new system provides management with additional resources to monitor and
analyze the client billing cycle and related client accounts. In connection with the system conversion, the
Company took charges of $1.5 million of non-billable fees and commissions, $.4 million of uncollectible
accounts and $.5 million of non-billable expenses.

The Company’s operating profits increased $8.8 million to $9.2 million for the three months ended
June 30, 1997 and increased $10.7 million to $5.9 million for the six months ended June 30, 1997
compared to the prior year periods.

Interest expense increased $.8 million to $1.9 million for the three months ended June 30, 1997 and
increased $1.5 million to $3.6 million for the six months ended June 30, 1997 from the prior year periods.
These increases are substantially a result of increased borrowings under the long-term facility to fund the
CIN Property Management acquisition, technology and infrastructure investments and co-investments.

Net earnings increased $7.6 million to $6.9 million for the three months ended June 30, 1997 from

a loss of $.6 million for the prior year period. Net earnings increased $8.7 million to $2.2 million for the
six months ended June 30, 1997 from a loss of $6.4 million in the prior year period.
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Segment Operating Results

Management Services. The Management Services segment revenues, which represented 37.2% and
38.2% of the Company’s total revenue for the three and six months ended June 30, 1997, increased $8.3
million to $23.6 miilion for the three months ended June 30, 1997 and increased $10.6 million to $38.0
million for the six months ended June 30, 1997 from the prior year periods. The increase is related to
the acquisition of Galbreath in April 1997 which generated second quarter property management fees of
$2.0 million, leasing fees of $2.5 million and facility management fees of $.4 million on approximately
71.3 million square feet under management. In addition, property management fees and leasing fees
increased $1.4 million and $2.0 million, respectively, for the three months ended June 30, 1997 and
increased $2.3 million and $2.7 million, respectively, for the six months ended June 30, 1997 compared
to the prior year periods. These increases are a result of the net addition of 6.1 miilion square feet of new
property management assignments, excluding the Galbreath portfolio in 1997. These increases were offset,
in part, by the one time charge for non-billable property management fees and leasing fees of $.8 million
and $.5 million, respectively, in conjunction with the implementation of a centralized client billing and
receivable system as discussed earlier.

Operating expenses increased $9.8 million to $24.2 million for the three months ended June 30, 1997
and $12.5 million to $40.6 million for the six months ended June 30, 1997 from the prior year periods.
Of the second quarter increase, $7.4 million is attributable to the acquisition of Galbreath common stock,
including personnel costs, amortization of the excess purchase price and transition and integration costs.
One time charges of $.5 million were also taken in the three months ended June 30, 1997 related to the
implementation of the centralized client billing and receivable system. Increased corporate infrastructure
costs of approximately $.9 million for the six months ended June 30, 1997 were also incurred as a result
of increased staffing and technology enhancements. The remaining increase is a result of increased
compensation, relocation, travel and marketing expenses associated with a national leasing and business
development group established during the latter half of 1996 as well as increased staffing levels to manage
the additional property and facility management assignments.

The Management Services segment’s operating results decreased $1.6 million to a loss of $.6 million
for the three months ended June 30, 1997 and decreased $1.9 million to a loss of $2.5 million for the six
months” ended June 30, 1997 from the prior year periods. Compared to its first quarter results, the
Management Services segment’s operating results strengthened by $1.3 million, even after total one time
charges of $1.8 million and the Galbreath integration costs.

Corporate and Financial Services. The Corporate and Financial Services segment revenues, which
represented 23.5% and 20.0% of the Company’s total revenue for the three and six months ended June 30,
1997, increased $8.4 million to $15.3 million for the three months ended June 30, 1997 and increased $9.4
million to $20.3 million for the six months ended June 30, 1997 from the prior year periods. The increase
is attributable to an increased level of transactions in each of the tenant representation and investment
banking units.

Operating expenses for the Corporate and Financial Services segment increased $3.0 million to $11.1
million for the three months ended June 30, 1997 and increased $4.8 million to $20.1 million for the six
months ended June 30, 1997 from the prior year periods. These increases in operating expenses primarily
represent an increased accrual for anticipated year end bonuses for the tenant representation and
investment banking units, consistent with increased levels of revenue generated, increased staffing levels
in the Company’s tenant representation unit and a $.4 million charge associated with the implementation
of a centralized client billing and receivable system, as discussed earlier. In addition, increased corporate
infrastructure costs of approximately $.5 million for the six months ended June 30, 1997 were incurred
as a resuit of increased staffing and technology enhancements.



The Corporate and Financial Services segment’s operating income increased $5.3 million to $4.2

millton for the three months ended June 30, 1997 and increased $4.7 million to $.2 million for the six
months ended June 30, 1997 from the prior year periods.

Investment Management. The Investment Management segment revenues, which represented 39.3%
and 41.8% of the Company’s total revenue for the three and six months ended June 30, 1997, increased
$12.5 million to $24.9 million for the three months ended June 30, 1997 and increased $17.7 million to
$41.6 million for the six months ended June 30, 1997 from the prior year periods. The increase for the
three months ended June 30, 1997 is primarily attributable to performance fees generated on the
disposition of certain assets under management totaling $9.7 million, in addition to revenues associated
with the acquisition of CIN Property Management in October 1996 which had revenue of $3.5 million in
each of the two quarters in 1997,

Operating expenses increased $7.4 million to $19.3 million for the three months ended June 30, 1997
and increased $9.8 million to $33.3 million for the six months ended June 30, 1997 from the prior year
periods. These increases are primarily attributable to the additional compensation and other direct
operating expenses associated with the acquisition of CIN Property Management totaling $5.8 million and
an increased accrual for anticipated year end bonuses, consistent with increased levels of revenue
generated. In addition, corporate infrastructure costs of approximately $.6 million for the six months ended
June 30, 1997 were incurred as a result of increased staffing and technology enhancements.

The Investment Management segment’s operating income increased $5.0 million to $5.6 million. for
the three months ended June 30, 1997 and increased $7.9 miilion to $8.2 million for the six months ended
June 30, 1997 from the prior year periods. These increases are attributable to the performance fees
generated and the net income generated from CIN Property Management.

Pro Forma Results

On a pro forma basis, the Company’s total revenue for the three months ended June 30, 1997 was
$65.2 million compared to actual results of $63.4 million in the prior year period. Pro forma total revenue
for the six months ended June 30, 1997 was $108.5 million compared to $99.4 millicn for the prior year
period. Pro forma total revenue of Galbreath includes fees generated primarily from management services
activities, such as property management and leasing, facility management and development management
assignments, consistent with the Company’s Management Services segment.

Pro forma operating profits for the three months ended June 30, 1997 were $8.5 million compared
to $9.2 million for the prior year period. Pro forma operating profits for the six months ended June 30,
1997 were $5.7 million compared to $5.9 million for the prior year period. These decreases in operating
profits on a pro forma basis are a result of an operating loss for Galbreath for the three months ended
June 30, 1997 and incremental expense associated with public ownership for the three and six months
ended June 30, 1997.

Pro forma net earnings for the three months ended June 30, 1997 were $5.0 million compared to
actual net earnings of $6.9 million for the prior year period. Pro forma net earnings for the six months
ended June 30, 1997 were $3.0 million compared to actual net earnings of $2.2 million for the prior year
period. The pro forma net earnings reflects the decrease in net operating profits, the decrease in interest
expense as a result of the repayment of the Company’s long term debt out of the proceeds of the initial
public offering and the tax effect as though the Company and Galbreath were taxable entities for the entire
period. Pro forma earnings per share were $.31 and $.19 for the three and six month periods ended
June 30, 1997 based on $16,200,000 shares outstanding.
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Liquidity and Capital Resources

Net cash flows provided by operations totaled $10.0 million for the six months ended June 30, 1997
compared to cash flows used in operations of $2.8 million for the prior year period. The $12.8 million
increase is primarily attributable to the stronger earnings experienced in the six months ended June 30,
1997 as discussed in the Results of Operations above. Another significant factor is the increase in leasing
commissions generated in the fourth quarter of 1996 for both the Management Services and Corporate and
Financial Services segments which resulted in cash collections in early 1997. The increase in cash related
to these coilections has been partially offset by steady increases in year end accounts payable and accrued
compensation which were paid in early 1997. In addition, with the sale of the construction operations on
December 31, 1996, receivables of $21.8 million and accounts payable of $20.1 million as of
December 31, 1996 related to subcontractor expenses paid on behalf of clients were collected or paid as

~of June 30, 1997. The resulting increase in net cash flows of $1.7 million compares to a net use of cash
for the six months ended June 30, 1996 of $3.5 million.

As of June 30, 1997, the Company had a total net investment of $14.9 million in 33 separate property
or fund co-investments. The holding period for co-investments typically ranges from three to seven years.
Such co-investments are typically represented by non-controlling general partner and limited partner
interests. In addition to its share of investment returns, the Company may earn property management,
leasing, and advisory fees on these investments. The equity eamings from these co-investments have had
a relatively small impact on the Company’s current earnings and cash flow. However, the Company’s
increased participation as a principal in real estate investments could increase fluctuations in the
Company’s net earnings and cash flow as a result of the timing and magnitude of the gains or losses and
potential incentive participation fees, if any, to be recognized on the disposition of the assets. In certain
of these investments, the Company will not have complete discretion to control the timing of the
disposition of such investments.

Actual eamings before interest, taxes, depreciation and amortization ("EBITDA") increased $9.8
million to $11.4 million for the three months ended June 30, 1997 and increased $12.4 million to $9.9
million for the six months ended June 30, 1997 compared to the prior year periods. Calcufated on a pro
forma basis, EBITDA was $10.9 million and $10.3 million for the three and six months ended June 30,
1997.

Net cash provided by investing activities was $1.7 million for the six months ended June 30, 1997
compared to a use of cash of $11.4 million for the prior year period. The increase in net cash provided
by investing activities is a result of a $2.5 million increase in distributions from real estate investments
and a decrease in capital additions from the prior year period of $5.6 million as a result of expenditures
on fumniture and fixtures at the Company’s new corporate headquarters in early 1996. Investments made
in real estate ventures for the six months ended June 30, 1997, which totaled $2.3 million, were $1.8
million lower than the prior year period. In addition, the Company had committed $10.5 million for
future fundings of coinvestments. Finally, as a result of the merger of Galbreath with the Company in
April 1997, the Company experienced an increase in cash balances of $3.2 million.

Historically, the Company has financed its operations, acquisitions and co-investments with internally
generated funds, partnership equity and borrowings under revolving credit facilities. In September 1996,
the Company replaced its $30 million revolving line of credit with a $70 million credit agreement
terminating on September 6, 1999. The agreement, as amended, consists of a short-term facility and a
long-term facility totaling $30 million and $40 million, respectively. The agreement is secured by certain
of the Company’s receivables, fixed assets and investments in ventures. The agreement requires that the
Company maintain a certain level of net worth and meet earnings before interest, taxes, depreciation and
amortization targets. The Company’s are further prohibited, without the lenders’ prior approval, from
incurring certain indebtedness (including certain levels of indebtedness in connection with co-investments),
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guaranteeing certain obligations or disposing of a significant portion of its assets. The facilities bear
variable rates of interest based on market rates. The Company is in the process of establishing a new
facility through its existing lenders or a new lender. There can be no assurance as to the terms and
conditions of such new facility.

The short-term facility is a revolving line of credit which must be paid down annually for a 30-
consecutive-day period and is restricted as to use for general business purposes. Amounts outstanding on
the short-term facility at June 30, 1997 totaled $16.9 million. The long-term facility is limited in use to
investments in real estate ventures, business acquisitions and certain capital expenditures, subject to lender
approval. Principal payments on borrowings under the long-term facility are payable annually on June 15
for amounts outstanding as of March 31 based on a defined amortization schedule. Principal payments
made on June 15 of each year increase the available balance on the facility from which to borrow.
Amounts outstanding on the long-term facility as of June 30, 1997 totaled $23.3 million.

At June 30, 1997, the Company also had outstanding $37.2 million in subordinated debt owed to DSA
in the form of $6.2 million in Class A Notes and $31 million in Class B Notes (the "Dai-ichi Notes"),
each bearing interest at 10% payable annually on December 31st. Principal payments on the Class A
Notes are $3.1 million due on June 30, 1997 and 1998. Principal payments on the Class B Notes are due
in ten equal payments of $3.1 million on June 30th of each year beginning in 1999. The Dai-ichi Notes
are prepayable without penalty. .

Net cash used in financing activities was $6.0 million for the six months ended June 30, 1997
compared to net cash provided of $10.5 million for the prior year period. The change is primarily
attributable to the increased cash flow provided by operations resulting in a decrease in borrowing needs.
Distributions to partners increased by $1.7 million in 1997 compared to 1996. Consistent_with prior
practice, the Company made distributions to its partners to cover the partners’ estimated tax payment
obligations, in accordance with the Partnership agreements. The increase in distributions over the prior
year period is a result of increased eamings for the period ended June 30, 1997 over the prior year period.
An additional distribution was made prior to the contribution of partnership interests to LPI of $2.5
million for the estimated tax payment obligations for partnership income eared prior to July 22, 1997.

Upon completion of the initial public offering, the Company repaid the full amount of the
indebtedness outstanding under the Dai-ichi Notes and the long-term facility, including accrued interest.
The Company pians to increase its long-term debt periodically in order to continue to pursue international
expansion, strategic acquisitions and co-investments. Additionally, the Company paid down outstanding
balances under its short-term facility subsequent to the initial public offering. The Company believes,
based on its current operating plans, that cash generated from operations and available borrowings will
be sufficient to meet its capital and liquidity requirements for at least the next two years.

Disposition

On December 31, 1996, the Company completed the sale of: its construction management business to
a former member of the Company’s management. This business, which specialized in the interior build-
out of office and retail space for tenants in the Chicage and Los Angeles markets, had 1996 revenie,
which is shown net of related expenses on the Company’s combined statements of earnings, of $1.3
million. The business was sold in exchange for a note of $9.1 million. The note, which is secured by
the current and future assets of the business, is due December 31, 2006. For financial reporting purposes,
the Company has not treated the transaction as a divestiture. Principal and interest to be received under
the note will be treated as a reserve, if necessary, for any anticipated financial exposure under the terms
of the asset purchase agreement, with the remainder recognized as income as principal and interest
payments are received.



Seasonality

Historically, the Company’s revenue, operating income and net earnings in the first three calendar
quarters are substantially lower than in the fourth quarter. This seasonality is due to a calendar year-end
focus on the completion of transactions, which is consistent with the real estate industry generally. In
addition, an increasing percentage of the Company’s management contracts contain clauses providing for
fees to be received if the Company achieves certain performance targets. Such incentive payments are
generally earned in the fourth quarter or when an asset is sold. In contrast, the Company’s non-variable
operating expenses, which are treated as expenses when incurred during the year, are relatively constant
on a quarterly basis. Therefore, the Company typically sustains a loss in the first quarter of each calendar
year, reports a small profit or loss in the second and third quarters and records a substantial majority of
the Company’s earnings in the fourth calendar quarter. The second quarter results for 1997 were
unusually strong compared to the second quarter results of prior years as a resuit of performance fees
recognized by the Investment Management segment on the disposition of certain assets under management
as well as a higher level of transactions completed by the tenant representation and investment banking
units as compared to prior years. '

Inflation

The Company’s operations are directly affected by various national and economic conditions,
including interest rates, the availability of credit to finance real estate transactions and the impact of tax
laws. To date, the Company does not believe that general inflation has had a material impact on its
operations, as revenue, commissions and other variable costs related to revenue are primarily impacted
by real estate supply and demand rather than general inflation.

Other Matters

In connection with the initial public offering and the incorporation of the Partnerships, the Company
will become subject to Federal and additional state and local income taxes as it converts from partnership
to corporate form. Concurrently with the incorporation, the Company will record deferred tax assets and
liabilities in accordance with the provisions of SFAS No. 109. Such amounts are not expected to have
a material effect on the Company’s financial condition (see pro forma combined financial statements
contained elsewhere herein).



PART II. Other Information
Item 2. Changes in Securities

Immediately prior to the closing of the Offering, each of the general and limited partners of
LaSalle Partners Limited Partnership and LaSalle Partners Management Limited Partnership
contributed all of their respective general and limited partnership interests in such partnerships to the
Company in exchange for an aggregate of 12,200,000 shares of Common Stock. The issuances of
Common Stock constituted a "transaction by any issuer not involving any public offering" and thus
was exempt from the registration requirements of the Securities Act of 1933 {the "Act") under
Section 4(2) thereof. '

Item 4. Submission of Matters to a Vote of Security Holders .

Prior to the initial public offering the Registrant was a wholly-owned subsidiary of LaSalle
Partners Limited. Pursuant to a written consent dated July 15, 1997, the sole shareholder of the
Registrant took the following actions: (i) elected Mr. Darryl Hartley-Leonard and Mr. Thomas C.
Theobald to serve as Class 1 and Class III Directors, respectively, (i) approved the Articles of
Amendment and Restatement amending and restating the Articles of Incorporation of the Corporation,
and (iii) approved the Company’s 1997 Stock Award and Incentive Plan, Employee Stock Purchase
Plan and Stock Compensation Plan. The term of office of each of the other directors (Stuart L. Scott,
Robert C. Spoerri, William E. Sullivan, Daniel W. Cummings, Charles K. Esler, Jr., Lizanne
Galbreath, M.G. Rose, Lynne C. Thurber and Earl E. Webb) continued after such consent.

Item 5. Other Matters
Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995:

Certain statements in this filing and elsewhere (such as in other filings by the Registrant with the
Securities and Exchange Commission, press releases, presentations and communications by the
Registrant or its management and written and oral statements) may constitute "forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. Such
forward-looking statements involve known and unknown risks, uncertainties and other factors which
may cause the actual results, performance, achievements, plans and objectives of the Registrant to be
materially different from any future results, performance, achievements, plans and objectives expressed
or implied by such forward-looking statements. Such factors are discussed in the Registrant’s
Registration Statement (No. 333-25741), under "Risk Factors" and elsewhere, and in other reports filed
by the Registrant with the Securities and Exchange Commission and include, among other things, the
following: (i) the impact of general economic conditions and the real estate economic climate on the
Registrant’s business and results of operations; (ii) the risk that property management and investment
management agreements will be terminated prior to expiration or not renewed; (iii) the dependence
of the Registrant’s revenue from property management and leasing services on the performance of the
properties managed by the Registrant; (iv) the risks inherent in pursuing a selective acquisition
strategy; (v) the concentration of the Registrant’s business in properties in central business districts;
(vi) the risks associated with the co-investment activities of the Registrant; (vii) the seasonal nature
of the Registrant’s revenue, operating income and net earnings; and (viii) the competition faced by
the Registrant in a variety of business disciplines within the commercial real estate industry. The
Registrant expressly disclaims any obligation or undertaking to update or revise any forward-looking
statements to reflect any change in Registrant expectations or results or any changes in events.
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On July 16, 1997, the Registrant’s Registration Statement on Form S-1 (333-25741) relating to
4,600,000 shares of the Registrant’s common stock, $.01 par value per share ("Common Stock"),
including 600,000 shares of Common Stock subject to an over-allotment option granted to the
underwriters by a shareholder of the Registrant, was declared effective by the Securities and Exchange
Commission. The offering of 4,600,000 shares of Common Stock at $23.00 per share (including the
600,000 shares subject to the over-allotment option granted by a shareholder of the Registrant) was
completed on July 22, 1997. The Registrant did not receive any proceeds from the sale of the shares
subject to the over-allotment option. The managing underwriters for the offering were Morgan
Stanley & Co. Incorporated, William Blair & Company and Montgomery Securities. Total
underwriting discounts and commissions paid by the Registrant were $6,440,000. The Registrant
estimates that the other costs and expense incurred in connection with the offering will be
approximately $2.0 million. No expense payments were made, directly or indirectly, to directors or
officers of the Registrant or their associates, persons owning ten percent or more of the Common
Stock or affiliates of the Registrant. The net proceeds of the offering are estimated to be
approximately $83.5 million. At the closing of the offering, $63.5 million of the net proceeds were
used to repay in full the Registrant’s outstanding long-term notes payable, including interest thereon.
Subsequently, the Registrant used $14.5 million to repay amounts outstanding on its working capital
line of credit. In addition, approximately $2.6 million of the net proceeds were used for direct co-
investment in real estate. The remaining net proceeds were temporarily invested in Eurodollar time
deposits. Except with respect to the repayment of the Dai-ichi Notes (the holder of which is the
owner of greater than ten percent of the outstanding Common Stock) described in Part I, Item 2, no
proceeds were paid, directly or indirectly, to directors or officers of the Registrant, persons owning
ten percent or more of the Common Stock or affiliates of the Registrant, except with respect to the
registration fee and related expenses in connection with the sale of the shares subject to the over-
allotment option.

Use of Proceeds:

Use of Proceeds:
Item 6. Exhibits and Reports on Form 8-K
© (a) Exhibits

A list of exhibits is set forth in the Exhibit [ndex which immediately precedes the exhibits and
which is incorporated by reference herein.

{b) No reports on Form 8-K have been filed for the quarter covered by this report.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

LASALLE PARTNERS INCORPORATED

Dated: August 29, 1997 BY: /S/ WILLIAM E. SULLIVAN
William E. Sullivan
Executive Vice President and
Chief Financial Officer
(Authorized Officer,
Principal Financial Officer and
Principal Accounting Officer)
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INDEPENDENT AUDITORS’ REPORT

The Partners
Noble House Hotels and Resorts, Ltd.:

We have audited the accompanying consolidated balance sheet of Noble House Hotels and Resorts,
Ltd. (a Texas limited partnership) and subsidiaries as of December31, 1995, and the related
consolidated statements of operations, partners’ equity (deficit) and cash flows for the year then
ended. These consolidated financial statements are the responsibility of the Partnership’s manage-
ment. Our responsibility is to express an opinion on these consolidated financial statements based on
our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Noble House Hotels and Resorts, Ltd. and subsidiaries as of
December 31, 1995, and the results of their operations and their cash flows for the year then ended in
conformity with generally accepted accounting principles.

HPMG Qu—n/«é‘u P

March 22, 1996

..l. et fumel
Klyrwgid Peat Manwck Goerdeber
A Rt
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-- NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES
Consolidated Balance Sheet

December 31, 1995

Assets
Current assets:
Cash $ 114,226
Accounts receivable 30,829
Accounts receivable from affiliates {note 3) 337,080
Prepaid expenses and other current assets 10,128
Note receivab!e from limited partner (note 3) 675,000
Total current assets 1,167,263
Fumniture and equipment, net accumulated depreciation of $8,376 11,469 .
Total assets § 1,178,732
Liabilities and Partners’ Equity
Current liabilities:
Accounts payable 78,004
Accounts payable to affiliates (note 3) 138,480
Notes payable to bank (note 2) 675,000
Total current liabilities 891,484
Minority interest in net assets of subsidiaries 1,965
Partners’ equity 285,283
Commitments (notes 3, 4 and 5)
Total liabilities and partners’ equity $ 1,178,732
See accompanying notes to consolidated financial statements.
PAGE. 11
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-- NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SU'BSID]ARIES
Consolidated Statement of Operations
Year ended December 31, 1995
Revenues:

From affiliates (note 3):
Management fees
Development and renovation fees
Technical service fees

Total revenues from affiliates

From nonaffiliates:
Management fees
Development and renovation fees
Technical service fees :
Other income

Total revenues from nonaffiliates
Total revenues
Expenses (note 3):
Payroll and related expenses
Travel and entertainment
Professional and consulting fees

Office and other expenses (note 4)
Unrecovered incremental costs associated with unfavorablc projects

Total expenses

Income from operations before other expenses and
minority interest

Other income (expense):

$ 2,201,328
8,182
266,760

e e

2,476,270

——— s

174,424
351,900
3,600

19,455
549,379

3,025,649

830,237
219,940
180,808
140,896
143,473

—— e

1,515,354

1,510,295

Interest income from limited partner 14,406
Depreciation (4,911)
[nterest expense (24,201)
Total other expense (14,706)
Minority interest in net income of subsidiaries 20,484
Net income $ 1,475,105

See accompanying notes to consolidated financial statements.

4258276707 PARGE. 12
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-~ NOBLE HOUSE HOTEL AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES
Consolidated Statement of Partners’ Equity (Deficit)

Year ended December 31, 1995

Total
Westgroup partners’
Partners, Patrick R. equity
Inc. Colee (deficit)
Balances at January 1, 1995 $ 48,750 (88,231) (39,481)
Distributions (11,503) (1,138,838) (1,150,341)
Net income 14,751 1,460,354 1,475,105
Balances at December 31, 1995 $ 51,998 233,285 285,283
See accompanying notes to consolidated financial statements.
ADEODDCIAT D.Oﬁﬁ 13
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-~ NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES

Consolidated Statement of Cash Flows

Year ended December 31, 1995

fg, 243U

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by
operating activities:
Minority interests in net income of subsidiaries
Depreciation
Change in certain assets and liabilities:
Increase in accounts receivable
Increase in accounts receivable from affiliates
Increase in prepaid expenses and other current assets
Increase in accounts payable
Decrease in accounts payable to affiliates

Net cash provided by operating activities
Cash flows from investing activities:
Additions to fumniture and equipment

Additions to note receivable from limited partner
Repayment of note receivable from limited partner

Net cash used in investing activities
Cash flows from financing activities:
Proceeds from notes payable to bank
Repayments of notes payable to bank

Cash distributions to partners
Cash distribution to minority interest in net assets of subsidiaries

Net cash used in financing activities

Net increase in cash

Cash at beginning of year
Cash at end of year

§ 1,475,105

20,484
4,911

(30,829)

(78,282)

(4,253)
7,466

151,618

1,242,984

(12,924)
(975,000)
300,000

————————

(687,924)

1,350,000
(675,000)
(1,150,341)

(18,607)

(494,948)
60,112

54,114

$ 114,226

*
Supplementary disclosure of cash flow information - cash paid during
the vear for interest 3 21,701
See accompanying notes to consolidated financial statements.
ADEADDIEIAD PARFE 14
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. NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES
Notes to Consolidated Financial Statements

December 31, 1995

(1) Description of Business and Summary of Significant Accounting Policies
(a} Description of Business

(b)

(c)

Noble House Hotels and Resorts, Ltd. (Partnership) is a Texas limited partnership between
Westgroup Partners, Inc., a California corporation (general partner) with 1% ownership and
Patrick R. Colee (limited partner) with 99% ownership. The Partnership was formed on
January 1, 1994 for the purpose of managing and operating hotels and commercial office
buildings, including acting as a partner or owner in subsidiary partnerships and limited liability
companies which are in the business of managing and operating hotels. In 1995, the
Partnership and its subsidiary partnerships and limited liability companies managed hotels and
commercial office buildings located in Florida, Texas, Southern California, Arizona and
Washington. -

On January 1, 1995, Westgroup Partners (a California limited partnership between Westgroup
Partners, Inc. and Patrick R. Colee) merged with the Parinership with the Partnership being
the surviving entity. This merger was a combination of entities under common control and
therefore the opening balances at January 1, 1995 include the historical cost amounts for the
Partnership and Westgroup Partners.  This merger increased the previously reported
Partnership’s total partner’s equity by $160,523 on January 1, 1995, The accompanying
consolidated financial statements include operations subsequent to this merger with Westgroup
Partners. :

Basis of Presentation

In accordance with generally accepted accounting principles, the Partmership presents its
financial statements on a consolidated basis due to its majority ownership, in the form of 99%
limited partnership interests or equity interests in seven subsidiary partnerships or fimited
liability companies, one of which was formed in 1995. The 1% general partner in these
parinerships, Westgroup Partners, Inc., acts as the managing partner responsible for the day-
to-day operations of the subsidiary partnerships and limited liability companies.

All significant intercompany balances and transactions have been eliminated in consolidation.

Partnership Agreement
Key elements of the Partnership agreement are as follows:

* The formation of the Partnership represents a continuation of ongoing
activity from Westgroup Hotels, the original hotel management company
that began business in 1984.

* The day-to-day business and affairs of the Partnership will be managed by
the general partner.

* The net profits and losses of the Partnership, as defined in the
Partnership agreement, shall be allocated, for all purposes, among the
partners in accordance with their Partnership interests.

(Continued)
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NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES

Notes to Consolidated Financial Statements

(d)

(e)

®

)

* Distributions by the Partnership of cash available for distribution, as
defined in the Partnership agreement, shall be allocated between and
distributed 10 the partners in accordance with their Partnership interests.

¢ The term of the Partnership shall last until December 31, 2050 unless
sooner terminated, as provided by the Partnership agreement.

Cash and Cash Equivalents

The Partnership considers all highly liquid debt instruments with a maturity of three months
or less at the date of purchase to be cash equivalents.

Furniture and Equipment

Furniture and equipment are stated at cost. Depreciation is computed using the straight-line
method over the estimated useful lives of the assets,

Income' Taxes

No provision has been made for Federal or state income taxes since eny such taxes are the
responsibility of the individual partners.

Use of Estimates

The preperation of the consolidated financial statements in conformity with generally
accepted accounting principles requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the teported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Fair Value of Financial Instruments

At December 31, 1995, the fair value of cash, accounts receivable, accounts receivable from
affiliates, note receivable from limited partner, accounts payable, accounts payable to
affiliates and notes payable to bank are estimated to approximate their carrying amount
because of the short maturity of these instruments and management’s best estimate of their
current borrowing rate.

Estimates of the fair values of financial instruments are subjective in nature and involve

uncertainties and judgments and, as such, cannot be determined with precision. Any change in
assumptions would effect these estimates.

(Continued)
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NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES

3

Notes to Consolidated Financial Statements

(2) Note Payable to Bank

At December 31, 1995, the Partnership has an unsecured $1,250,000 line of credit with a bank
which expires on March 31, 1997. Borrowings of $675,000 were outstanding under the line of
credit at December 31, 1995 which bear interest at a rate equal to the bank’s prime rate plus 1.5%.
Monthly interest only payments are due beginning January 31, 1996. Repayment of the principal
amount outstanding is due on demand or if no demand is made on March 31, 1997 with all accrued
but unpaid intcrest . The limited partner of the Parmership is a co-borrower for this line of credit.

(3)

Related Party Transactions

(a)

(6)

(c)

(d)

(e)

Note Receivable from Limited Partner

At December 31, 1995, the Partnership has a note receivable from Patrick R. Colee with an
outstanding balance of $675,000. The note is payable on demand or if no demand is made in
monthly installments of interest only at a rate equal to a certain bank’s prime rate plus 1.5%
beginning February 1, 1996 with the remaining principal balances and accrued interest due at
maturity on March 31, 1997. The Partnership has committed to fund borrowings up to
$1,250,000 under these same terms.

Hotel and Commercial Office Bm‘ld:’né Management Agreements

The Partnership and its ‘subsidiary partnerships and limited liability companies have
management agreements with certain affiliated partnerships which own certain hotels and
commercial office buildings (Property Partnerships) to manage the properties for a fee based
primarily on a percentage of gross receipts of the properties, as defined in the agrecments.
These management agreements will terminate at stated dates through December 31, 1999.

Technical Services Revenue

The Partnership and its subsidiary partnerships and limited liability companies earn revenue
from the Property Partnerships in exchange for industry ‘related technical services beyond the
scope of the management agreements discussed in (b) above.

Development and Renovation Revenue

The Partnership eams revenue from the Property Partnerships in exchange for development
and renovation services beyond the scope of the management services discussed above. All
development and renovation agreements have expircd on or before December 31, 1995.

Operating Expenses

Certain operating expenses included on the accompanying statement of operations represent
expense allocations from certain affiliates based upon estimates by management of time and
expenses incurred by the Partnership.

(Continued)
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.- NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
AND SUBSIDIARIES

4

Notes to Consolidated Financial Statements

4)

(0 Managemeni Services

A subsidia}ry partnership has agreed to pay 20% of the annual fees earned for the management
of a certain hotel to 2 re_Iatcd party for their assistance in the management of this hotel. The
Partnership paid approximate $83,000 of the management fees earned to this related party

for services in 1995. This agreement terminates upon the termination of the management
agreement with the hotel.

(g) Gift Shop Management Agreements

The subsidiary partnerships have management agreements with a corporation owned by an
affiliate of the limited partner of the Parmership for the management of gift shops in certain
of the properties. These agreements provide for the subsidiary partnership to pay a fee based
on 4% of gross receipts of the gift shops and expire on December 31, 1996, The subsidiary
partnerships paid approximately $22,000 to this related party under these agreements in

(h) Guarantee

The Partnership is 2 guarantor for a $5,250,000 note payable borrowed by a certain Property
Partnership. .

Lease Commitment

i ing lease that
In December 1995, the Partnership leased office space under a_,poncancelable operating
expires on December 31, 1996 with an option for two additional one-year terms. The lease

provides for monthly lease payments of $6,672.

i imately $32,000 and is included
Rental expense for operating jeases for 1995 afnounted to0 approxima '
incr;fﬁce l:\d other c?cpenscs in the accompanying consolidated statement of operations.

(5) Subsequent Evenis

NEr A 9?7 181

g) Lines of Credit o
“ On January 29, 1996 the Partnership signed two agreements for unsecured revolving lines of

1 ] i f
it of $300,000 and $250,000, respectively. The hpes of credit req}xdlr; p;);m:;r;;bgt iy
Cﬁ:::tipzl amounts drawn under the fines plus accrued m};rest..:, rui,m?rcg?at g‘e p mber 3%
; :vely. The lines provice ; bank's P
998, respecuvely. _ alc's B
19197]:1;1‘!;(’1()177{2?’23;:: ’ax:y outstan%ing principal balances provided under these lines ©
rate -

; i iability Company e

vional Subsidiary Limited Liability o e siary
) Aditoral bl iy st n oy s
{?mm liability company which operates and manages a hotel 8 SV tel “that pro vides

t
L oned a management agreemen fs executed by the
limited habnht¥ corx:lf:::e s;ig\emilar e other e gement CONtrac
management 1€

Danersuie-

4258276797 PAGE.18



DEC. 1. 199712: 26PH pax ﬂ%‘“LE ROUSE L S

. DEC &1

'97 15:31

. 2RELIMIN ARY DRAFT

(5 DISCUSSION PURPOSES ONLY

NOBLE HOUSE HOTELS AND RESORTS, LTD.
(A Texas Limited Partnership)
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NOBLE HOUSE HOTELS AND RESORTS, LTD.
-- (A Texas Limited Partnership)
AND SUBSIDIARIES .
Consolidated Balance Sheets

December 31, 1996 and 1995

1996 1995
Assets
Current assets: ’
Cash $ 138,610 114,226
Accounts receivable _ _ 36,446 30,829
Accounts receivable from affilistes 674,573 337,080
Prepaid expenses and other current assets 10,6658 10,128
Notes receivable from lirgited partner 6,860,000 675.000
Total cumrent assets , . 7,720,294 1,167,263
Fumniture and equipment, net of sccumulated depreciation of
$23,578 in 1996 and $8,376 in 1995 33,929 11,469
Total assets § 7,754,223 1.178,732
Liabilities and Partners’ Equity
Current liabilities:
Accounts payable 314,868 78,004
Accounts payable to affiliates - 138,480
Notes payable to bank : 5,660,000 675,000
Total current liabilities 5,974,368 891,484
Long-term notes payable to affiliate 1,200,000 -
Total liabilities 7,174,868 891,484
Minority interest in net assets of subsidiaries 2,632 1,965
Partners' equity _ 576,723 285,283

Commitmenis

Total liabilities and partners' equity $ 7754223 1,178,732

See accompanying notes to consolidated financial statements,
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NOBLE HOUSE HOTELS AND RESORTS, LD,

-- (A Texas Limited Partnership)
AND SUBSIDIARIES

Consolidated Statements of Operations

Years ended December 31, 1996 and 1995

¢l Q004

H A
, 1996 1995
Revenues:
Hotel management revegue:
Hotel management fees $ 3,234,963 2258259
Technical service fees 440,119 270,360
Total hotel management revenue 3,675,082 2,528,619
Other revenues:
Office building and other management fecs - 117,493
Development and renovation fees 143,100 360,082
Other income 20,312 19,455
Total other revenues 163,412 497.030
Total revenues 3,838,494 3,025,649
Expenses: ' .
Payrol] and related expenses 1,213,872 830,237
Travel and entertsinment 352,478 219,940
Professional and consulting fees 167,663 180,808
Office and other expenses - 264,276 140.896
Total expenses 1,998,286 1,371,881
Income before other expenses and minority
interest 1,840,208 653.768

Other income (expense):
Unrecovered incrementa] costs associated with unfavorable

projects (355,947) (143,473)
Executive bonuses . (355,675) .
Interest income from limited partner 455,783 14,406
Depreciation (15,211) 4,911)
Interest expense (455,409) (24,201)

Total other expense (726,459) __ (158.179)
Minority interest in net income of subsidiaries 29,621 20,484
' Net income $ 1,084,128 1475105
See accompanying notes to consolidated financia) statements,
JM 10 o
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NOBLE HOUSE HOTEL AND RESORTS, LTD.
-~ (A Texas Limited Parmership)
AND SUBSIDIARIES
- Consolidated Statemeats of Partners’ Equity (Deficit)

Years ended December 31, 1996 and 1995

Total
Westgroup partaers’
Partners, Patrick R. . equity
In¢. Colee (deficit)
Balances &t January 1, 1995 $ 48,750 (88,231) (39,481)
- Distributions (11,503) (1,138,838) (1.150,341)
Net income 14,751 1,460,354 1,475,105
Balances at December 31, 1995 51,998 233,285 285,283
Distributions (7,927) (734,761) (792,688)
Net income ' 10.841 1,073,287 1,084,128
Balances at December 31, 1996 , $ 54.9]2 521.811 576,723
See accompanying notes to consolidated financia| statements.
Ji {0 o
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NOBLE HOUSE HOTELS AND RESORTS,LTD.
- (A Texas Limijted Parmership)
AND SUBSIDIARIES

" Consolidated Statements of Cash Flows
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Years ended December 31, 1996 and 1995

S R ——

1996 1995

Cash flows from operating activities:
Net income S 1,084,128 1,475,105

Adjustments to reconcile get income to net cash provided by
operating activities:

Minority interests in net income of subsidiaries 29,621 20,484
Depreciation ' 15,211 4,911
Change in certain assets and liabilities:

Increase in accounts receivable (5,617) (30,829)
Increase in accounts receivable from affiliates (337,493) (78,282)
[ncrease in prepaid expenses and other current assets - (837 (4,253)

Increass in accounts payeble 236,864 7,466
Decreass in accounts payable to affiliates - (138,480) (151,618)

Net cash provided by operating activities 883,697 _1,242.984

Cash flows from investing activities:

Additions to fumiture and equipment (37,671) (12,924)
Additions to notes receivable from limited partner (7,865,000) (975,000)

Repayment of note receivable from limited partner 1,680,000 300,000

Net cash used in investing activites (6,222,671) (687,924)

Cash flows from financing activities:

Proceeds from noteg payable to bank 6,665,000 1,350,000
Repayments of notes payable to bank (1,680,000) (675,000)
Proceeds from notes payable to affiliate 1,200,000 .
Cash distributions to parmners (792,688)  (1,150,341)
Cash distribution to minority foterest in net assets of subsidiaries (30,443) (19,607)
Cash contributions from minority interest in net assets of
subsidiaries 1,489 -
Net cash used in financing activities 5,363,358 (494,948)
Net increase in cash : 24,384 60,112
Cash at beginning of year 114226 54,114
Cash at end of year $ 138610 114,226

Supplementary disclosure of cash flow information - cash paid

during the year for interest § 395761 21.701

See accompanying notes to consolidated financial statements,

JM 108
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NOBLE HOUSE HOTELS AND RESORTS, LTD.
-- : (A Texas Limited Parmership)
AND SUBSIDIARIES
Notez to Consolidated Finaneial Statements

December 31, 1996 and 1995

. R

(1) Description of Business and Summary of Significant Accounting Policies
(a) Description of Business

e~ M

Wes-!gmup Partners, Ing., & Californie corporation (genern] partner) with 1% ownership and
Parrick R. Colee (limited partier) with 99% ownership. The Partnership was formed on
Jaguary 1, 1994 for the purpose of meansging and operating hotels and cammercial office
buildings, including acting as a partner or owner in subsidiary partnerships and limited liability

. companies which are in the business of managing and operating hotels. The Partnership and

)

-

therefore the opening balances a January 1, 1995 include the historical cost amounts for the
Partmership and Westgroup Partners.  This merger increased the previously reported
Parmership’s total partper's equity by $160,523 on January 1, 195S. The accompanying
consolidated financial statements include operations subsequent to this merger with Westgroup
Partners.

Basis of Presentation

In accordance with generally accepted accouming principles, the Partnership presents its
financial sttements on a consolidated basis due to its majority ownership, in the form of 99%
limited partership interests or equity interests in ten subsidiary partnerships or limited
liability companies, one of which was formed in 1995 and three of which were formed in
1996. The 1% general partuer in these partnerships, Westgroup Partners, Inc., acts as the
managing partner responsible for the day-to-day operations of the subsidiary partnerships and
limited linbility companies,

All significant intercompany balances and transactions have been eliminated in consolidation.

(Continued)

AN 10w

ADRODIEIAT eanrE 24

PR ]



TRERES: U A @008

DEC L 9ET I T RL HOUSE” @ PRELLAUNARY DRAFT
T 2 FOR DISCUSSION PURPOSES ONLY
NOBLE HOUSE HOTELS AND RESORTS, LTD.
. (A Texas Limited Partnership)
AND SUBSIDIARIES

Notes to Consolidated Financia! Statements

S

(c) Partnership Agreement
Key elements of the Partnership agreement are as follows:

* The formation of the Partnership represents a continuation of -ongoing
activity from Westgroup Hotels, the original hote! management company
that began business in 1984,

*  The day-to-day business and affairs of the Partnership will be managed by
the general partner,

* The net profits and losses of the Partnership, as defined in the
Pannership agreement, shall be allocated, for all purpoges, among the
partners in accordance with their Partpership imerests.

" Distributions by the Parmership of cash available for distribution, as
defined in the Partnership agreement, shall be allocated between and
distributed to the partners in accordance with their Partnership interests.

* The term of the Partnership shall last until December 31, 2050 unless
sooner terminated, as provided by the Partnership agreement.

(d) Use of Estimates

The preparation of the consolidated financial statements in conformity with generally
accepted accounting principles fequires management 10 make estimates and assumptions that
affect the reporred amounts of assets and liabilities and disclosure of contingent assets and
lizbilitics a1 the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates,

(¢) Cashand Cash Equivalents
The Partnership considers all highly liquid debt instuments with & maturity of three months
orlessaxthedateofpmhasetobemhequivalen :

(0 Fuwraiture and Equipment
Fumiture and equipment are steted at cost, Depreciation is computed using the straight-tine
method over the estimated usefill lives of the assets. :

(® Income Taxes

No provision has been made for Federal or state Incame taxes since any such taxes are the
responsibility of the individual parmers, ’

(Continued)
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Notes to Consolidated Financial Statements

.

(2) Notes Receivable from Limited Partner
Notes receivable from limited partner at Docember 31 consists of the following:

rce s

Unsecumdnoteru:eivublewidxinmtmingnamaqudwawh'm
bank’s prirae ratz plus 1-1/2% (9-75% at December 31, 1996). This nore
isdueondﬂnuutandifnndamundg;:mﬁ;hzrumﬂﬂyﬁuutﬂ«uﬂy
pIyments beginning on February 1, 1996 wid) all outstandi princi
MWM&BMMS]. 1997. ding al

1hueauadnmnnnnhdﬂewﬁhﬁnu:nau:uhcnzanuacquﬂtnaeuuﬁu
benk's prime rate pius 1-1/2% (9.75% & December 31, 1996). This note
isdu:ondmd.andifnodmandiswe,inmmintummly

: mmbeﬁmhgmmlllmmmwmmof
$33,333 due quarterly beginning February 15, 1997 and all remaining
principdmdmuedimmdmoanqnhc 15, 1999.

Uwﬁmmkmhmmmgnamquamin
bank'’s prime rate plus 1-1/2% (9.75% &t December 31, 1996), This note
isdueonqummuLanditnodcnundisundqlauumﬂﬂyhuutnemb-
wnuuuuhqyanngwuuy2ﬁlDDﬁwﬁhpﬁmﬁpﬂpqmunuof
$100.000 due on September 30, 1996, June 30, 1997 and September 30,
1997, .

lnueunadnmnn:dwdﬂewmhhmutnanunhca:anulcqmuuaaeaﬂun
bank’s prime razs plus 1-1/2% (9.75% at December 31, 1996), The note
isdueondemmd,andifnodumndhmdc,mmdﬂyinmmm
payments beginaing March 1, 1996 with principal paymeants of $20,000
due each Jyly | and October 1 beginning July |, 1996 with all remaining
p:inciplllndlnwuedimuestdm&bbul. 1998.

thuauneduuur-aﬁwmkzwﬁhhmutuannuhga:arngequutoacuuﬁn
bank’s prime rate plus 1-1/2% (9.75% at December 31, 1996). The note
isdﬂeondﬂnlﬁ.uulHnodumuﬂlsumdgxnumhbﬁmwnstunu
paymenss beginning November 30, 1996 with quareerly principal
symum of $175,000 in 1997, $200,000 in 1998, $250,000 in 1999 and
7&000hnquummaulundnhgpﬂndpdandu:nndhﬂatudhe
an Decembar 31, 2000.

Unmwodmmdvableﬁthimnutminguamoﬂl.sx This note
isdueondumnd,orifnodmmdiamndqmonﬂﬂyinmmonly
pnnnum:heghudugrh:qnhu-h1996uﬁd|auumpddpﬁndpaland
accrued interest due on November 4, 2001,

Total notes receivable from limited partner

ram 4TI

1996 1993

$ 1,250,000 675,000

400,000 -

310,000 -

_1-&001000 -
3 6,860,000 575,000

(Continued)
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R ettt S

(3) Notes Payable to Bank
Notes payable 1o bank at December 31 consists of the following:

1996 1995

Unsecured revolving line of credit with a bank of $1,250,000. The balance
omndh;m&h_ﬂwafadhmiamnantumﬂma
cermin bank's prime rate plus 1.1/2% (9.75% st December 31, 1996) and
isptyablecndemand.lndifnodemnndi:mzde.lnmouh!yiw
oa}yp:ymtswithuoumdingpﬁndpumdmadmduon
31, 1997. The limited partmer is a co-borrower for this line of
aredit. S 1,250,000 675,000
Unsecured revolving line of credit of § with 2 bank. The balance '
mdiagond:‘slheofcndithptyublcmdanmd.mdumdmmd
is made, hmonﬂuyhnuutonlypaymmwilhprhcipdmof
333,333 dua quarterly beginning February 15, 1997 and all remaining
principal and accrued interest dus on November 15, 1999. The limited
partner is & co-barrower for this line of credit 400,000 -
Umecundnotepoyablemhnkduemdemud.mdifnodmdisnudc.
hmnonlymadmboginningl-'obmy”. 1996 with principal
payments of $100,000 dus on September 30, 1996, June 30, 1997 and
September 30, 1997, Interest accrues =t a rate equal to a certain bank’s
prime rate plus |-1/2% (9.75% at December 31, 1996). The limited
parner is & co-borrower for this note. 200,600 -
Unsecmedm;xyabletnhmkduoondunand.mdifnndelmdhmada.
moathly interest only payments due beginning March 1, 1996 with
pﬁncipulpaymmofm.mdmunhlulylmdombalbegiming
July 1, 1996 and ending October 1, 1995. Interest accrues ot a rate equal
to 3 certain bank's prime rate plus 1.1/2% (9.75% =t December 31,
* 1996)The limited partner is a co-borrower for this nots, 210,000 -
Note payable 10 hankduaoudunand.andifnodmnndhnude.momhly
interest only paymeats due beginning November 30, 1996 with quarterly
principal payments of $175,000 in 1997, $200,000 in 1998, $250,000 in
1995 and $275,000 in 2000. [nterest accrues @ a rate equal % 2 cermin
bank’s prime rate phus 2% (10.25% at December 31, 1996). This nots is
seeundbyabeedofhmonnﬂpmpmyownedbythelimindpum.
The limitsd partner is a co-borrower for this note. ' 3,600,000 -

Total notes payable to bank 55,660,000 675,000

(4)  Notes Payable to Affiliates

At December 31, 1996, the Partnership had unsecured nates payable to affiliates with outstanding
principal balances of $200,000 and $1,000,000. These notes accrue interest st 11-1/2% and are
payable in monthly interest only payments beginning December 1, 1996 with the outstanding
principal balances due in full on November 4, 2001. These notes may not be prepaid prior 10
Novemberd, 200]. These notes are convertible, at the option of the affilinte, into equiry
securities or other assets of the Parmership or its affiliates.

(Continued)
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(5) RM Party Transactions ‘
(a) Hotel and Commercial Office Building Management Agreements

Management agreements with certain affiliated partnerships which own certain hotels and
commercial office buildings (Property Parmerships) to manage the properties for a fee based
primarily on a percentage of gross reccipts of the properties, as defined in the agrecmeats.
These management sgreements will terminate at stated dates through December 31, 2006.
Managerment fee revenue from affiliates totaled $2,947,516 in 1996 and 32,201,328 in 1995.

(b) Development and Renovation Revenue

The Partnership earns revenue from the Property Partnerships in exchange for development
and renovation services beyond the scope of the manegement services discussed above,
Development and renovation revenus from affiliates totaled $0 in 1996 and $8,182 in 1995.

. () Technical Services Revenue
scope of the management agreements discussed in (a) above. Technical services revenue from

(d) Operating E!pwq
Certain operating expenses included on the accompanying statement of operations represent
expense allocations from certain affiliates based upon estimates by management of time and
expenses incurred by the Partnership.

(¢) Management Services

() Gift Shop Management Agreementy
The subsidiary partnerships have Management agreements with a corporation owned by an
affiliate of the limited partaer of the Partnership for the management of gift shops in certain
of the properties. These agreements provide for the subsidiary partnership to pay a fee based -
on 4% of gross receipts of the gift shops and continue until terminated. The subsidiary
parmerships paid approximately 342,000 and $22,000 10 this related party under these
agreements in 1996 and 1995, respectively,

(Continued)
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{¢) Guarantee

The Partnership is a guaramor for a $5,250,000 note payable borrowed by a certain Property
Parmership.  Principal outstanding on this note was $4,637,750 and $5,203,250 at
December 31, 1996 and 1995, respectively. ,

(6) Lease Commitment :
’ The Partnership leases office space under s noncancelable operating lease that expires on

December 31, 1997 with an option to renew for an additional one-year ierm. The lease provides
for monthly lease payments of $6,672. ,

Rental expense for operating leases for 1996 and 1995 amounted to approximately $83,000 and
$32,000, respectively, and is included in office and other expenses in the accompanying
consolidated statement of operations.

(7) 401(k) Profit Sharing Plan (Plan)

The Partnership sponsors a defined cantribution benefit plan for it and its subsidiaries’ cmployees
and certain affilistes’ employees. Eligible employees Include individuals employed as of April 1,
1996 who have completed at least 1,000 hours of service between April 1, 1995 and March 31,
1996. Individuals not employed on April 1, 1996 besome cligible to participate in the Plan after
completing one year of service and attaining age 21. The Plan allows participants to make pretax
conuributions and the Partnership to make discretionary matching contributions for its employees.
For the year ended December 31, 1996, the employer matching contribution was approximately
$5,600 for its employees.

(8) Subsequent Evenss
(a) Additional Subsidiary Limited Liability Company
On January 1, 1997, the Partnership acquired an ownership interest in an additional subsidiary
limited liability company which operates and manages three hotels in Waeshington. This
subsidiary limited liability company signed mansgement agreements with the hotels that
provides management fee revenue similar to the other management contracts executed by the
Parwership. '

The Partnership has agreed w pay $100,000 for the assignment of the management
agreements. '

(d) Consulting Contract
On January 1, 1997, the Partnership entered into a consuiting agreement with an individual.
This individual will provide consulting services related to developmeat, operstion and
maintenance of the additional subsidiary limited liability company discussed in (a) above. This
agreement cxpires Decomber 31, 1997 and consulting fees related to the agreement
approximate $24,000 to be paid in 1997.

MiooH
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DETERMINA ,’)N OF: ENVIRONMENTA .XEMPTION

Pursuant to The California Environmental Quality Act (CEQA) and State CEQA Guidelines

- Agency: CITY OF SAN DIEGO LDR FILE NO. 99-0554 DATE: 9/08/99
: ) *Paradise Point Resort”

Action/Permit (s} CEQA Determination - . Permit No. 99-0554

Description of Activity: Modifications to the existing Paradise Point Resort on Vacation Island in
Mission Bay, including:

Modifications to parking stall and drive aisle layout;

Additional landscaping and enhancement to existing landscaping;

Renovation of main swimming pool;

Renovation and expansion of Fitness Center;

Expansion of existing gift shop:

Five additional new bungalow suites; and

Interior conversion of: Village Cafe to lobby space, lobby space to deli, dockside restaurant to
_meeting space, presidential suites to restaurant and six existing suites to presidential suites.

* % o * * * *

Location of Activity: 1404 West Vacation Road

1. { 1 This activity is EXEMPT FROM CEQA pursuant to:

{1 Section 15061 (b) (1) of the State CEQA Guidelines {the activity is not
a project as defined in Section 15378).

[ Section 15061(b){3) of the State CEQA Guidelines ("General Rule").

2, [X) This project is EXEMPT FROM CEQA pursuant to State CEQA Guidelines Section
checked below:
ARTICLE 19 of GUIDELINES ARTICLE 18 of GUIDELINES
CATEGORICAL EXEMPTIONS [ STATUTORY EXEMPTIONS
{(Incomplete list) (Incomplete list)
Sec. Short Name Sec. Short Name
[X] 15301 1 Existing Facilities [ 1 15261 Ongoing Project
[ ] 15302 2 ‘Replacement or Reconstruction [ ] 15262 Feasibility and
[ ] 15303 3 New Construction or Conversion Planning Studies
of Small Structures [ 115265 Adoption of Coastal
[ ] 15304 4 Minor Alterations to Land ] Plans and Programs
[ ] 15305 5 Minor Alterations in Land Use [ ] 15268 Ministerial Projects
Limitations [ ] 15269 Emergency Projects
[} 15306 6 Information Collection [ ] Other
[ ] 15311 11 - Accessory Structures
[ 1 15312 12 Surplus Government Property Sales
[ ] 15315 15 Minor Land Divisions
[ ) 15317 17 Open Space Contracts or Easements
[ ] 15319 18 _Annexation of Existing Facilities
and Lots for Exempt Facilities
.[ ) 15325 25 Transfer of Ownership of Interest
in Land to Preserve Open Space
[ ] Other
It is hereby certified that the City of San Dieégo Distribution;
has determined the above activity to be exempt: Juan Baligad, Dev. Project Manager

Jeanne Krosch, LDR/PDR
Environmental File

Jealrle Krosch, Senior Planner
Plarning & Development Review
Environmental Analysis Section

DEPFORM 30
REVISED 6/1/95 - AVL
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WESTGROUP SAN DIEGO ASSOCIATES, LTD.,
A CALIFORNIA LIMITED PARTNERSHIP

AGREEMENT OF LIMITED PARTNERSHIP

‘ This Agreement of Limited Partnership is entered into as of the day
of May, 1998, by and between WESTGROUP PARTNER, INC., a California
corporation, as the General Partner (the “General Partner”), and PATRICK R.
COLEE, as the Limited Partner (the “Limited Partner”); (the General Partner and
Limited Partner are sometimes herein collectively referred to as the “Partners”).

WHEREAS, the Partners desire to form a limited partnership pursuant to
the terms hereof;

' NOW, THEREFORE, the Partners heréby agree as follows:

ARTICLE |
FORMATION OF LIMITED PARTNERSHIP

Section 1.1 Formation of Partnership and Business Purposes. The
General Partner and the Limited Partner hereby form the Partnership pursuant to
the California Corporations Code for the purpose of leasing and operating the
real property and improfements currently referred to as the Princess Resort in

. 8an Diego, california, hereinafter referred to as “Hotel", and to do all things
incident thereto. '

Section 1.2 Name and Location. The name of the Partnership is
WESTGROUP SAN DIEGO ASSOCIATES, LTD. The principal office of the
Partnership shall be at 25 Central Way, Suite 430, Kirkland, WA 98033. The
Partnarship may also maintain an office at such other places as the General
Partner may determins.

Section 1.3 Agent for Service of Process. The registered offics for
service of process in the State of California is CSC Lawyers Incorporating
Service, 2730 Gateway Oaks Drive, #100, Sacramento, CA 895833

Section 1.4 Term of the Partnership. The Partnership shail continue in
existence until December 31, 2096, unless sooner t_erm,inated as hereinafter set

forth in Article IX. .

WGSDA Partnership Agreement
S/20/88 :
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. Section 1.5 Name and Address of Partner; Percentage Interests. The
names and addresses of the Partners and their respective Percentage Interests
are specified in Exhibit A, attached hersto.

ARTICLE Il
DEFINITIONS

As used herein, the following definitions have the meanings ascribed:

Section 2.1 “Affiliate”, “Affiliate” of a Partner shall mean (i) any
corporation, partnership, trust or other entity controlling, controlled by or under
common control with a Partner; and (ii) any officer, director, trustee or holder of
10% or more of the outstanding voting securities of a Partner or of any
corporation, partnership, trust or other entity controllmg, controlled by or under

- .common control with a Partner. '

Section 2.2 “Bankruptey or Insolvency’. “Bankruptcy or Insolvency”
shall be deemed to have occurred with respect to any Partner if such Partner
shall file in any court pursuant to any statute of the United States or of any state
a petition in bankruptcy or insolvency, or shall file for reorganization or for the
appointment of a receiver or a trustee of all or a material portion of such
Partner's property, or if any such Partner shall make an assignment for the
benefit of creditors, admit in writing its inability to pay its debts as they fall due or
seek, consent to or acquiesce in. the appointment of a trustee, receiver or
liquidator of any material portion of its property. If there shall be filed against

- any Partner in any court pursuant to any statute of the United States or of any
state, a petition in bankruptcy or insolvency, or for reorganization, or for the
appointment of a receiver or trustee of all or a substantial portion of such
Partner's property, and within sixty days after the commencement of any such
proceeding, such petition shall not have been dismissed, then such Partner
against whom such petition has been filed shall be bankrupt or insolvent for
purposes of this Agreement. [n addition, if the whole or any portion of the
interest of any Partner in the Partnership is subject to levy or attachment, and
such levy or attachment is not released or discharged within sixty days, such
Partner shall be deemed bankrupt or insolvent for purposes of this Agreement.

Section 2.3 *“Capital Account”. “Capita! Account’ shall mean the account
maintained for each Partner in accordance with tax accounting principles, which
account (i) is increased by the amount of cash and the fair market value of
property contributed to the Partnership as shown on the books of the Partnership
upon such contribution (net of liabilities assumed by the Partnership and
liabilities to which such contributed property is subject) by such Partner and such
Partner's share of Partnership Profits (including income exempt from tax), and
(i) is decreasad by the amount of cash and the fair market value of property

2

WGSDA Partnership Agreement
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distributed to such Partner as shown on the books of the Partnership (net of -
liabilities assumed by such Partner and liabilities to which such distributed
property is subject) and such Partner's share or Partnership Losses.

Section 2.4 “Capital Contributions”. “Capital Contributions® shal! mean
in the case of each Partner, any cash contributed to the capital of the

Partnership by such Partner, including any Initial Capital Contributions and any
Additional Contributions. ‘ ‘

Section 2.5 Capital Contribution Account”. “Capital Contribution
Account’ shall mean each Partner’s total Capital Contributions, as adjusted by

Section 3.2.

Section 2.6 “Net Cash Flow”. “Net Cash Flow” shall mean, with respect
to any fiscal period, all cash revenue and funds recsived by the Partnership
(other than funds received as capital contributions) in such period,-including
funds received from the sale or refinancing of the Hotel, less the sum of the
following (to the extent not made from funds received as capital contributions):
(i) all sums paid to lenders in such period, (ii) all cash expenditures (including
capital expenditures) made by or on behaif of the Partnership in such period,
and (iii) cash reserves deemed appropriate by the General Partner.

Section 2.7 “Dissolution or Termination”. “Dissolution or Termination®
shall be deemed to have occurred (i) in the case of a corporate Partner upon the
earlier of the adoption of a plan of liguidation by such Partner or the sffective
date of dissolution in accordance with applicable statutory law and (ii) in the
case of a partnership Partner, upon the date of dissolution or termination of such
partnership in accordance with the provisions of the governing partnership
agreement or applicable statutory law. .

Section 2.8 “Interest”. “Interest” shall mean the entire ownership -
interest of a Partner in the Partnership at any particular time, including the right
of such Partner to any and all benefits to which such Partner may be entitied as
provided in this Agreement, together with the obligations of such Partner to
comply with all terms and provisions of this Agreement.

Section 2.9 “Partnership®, “Partnership” means the limited partnersvhip
formed hereunder pursuant to the Revised Uniform Limited Partnership Act of

the State of Hlinois.

Section 2.10 “Partnership Property”. “Partnership Property” shall mean
all the property, real and personal, at any time owned by the Partnership.

WGSDA Partnerehip Agrecment
5/20/98
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Section 2.11 "Percentage Interests”. “Percentage Interests™ shall mean
the interest of a Partner as set forth in Exhibit A, as such percentaga interest
may be adjusted pursuant to Section 3.2 below.

Section 2.12 “Profits” or “Losses”. “Profits” or “Losses” shall mean the
profits or losses of the Partnership for Federal income tax purposes including,
without limitation, each item of Partnership income, gain, loss or deduction.

ARTICLE Il
CAPITAL

Section 3.1 Contributions of General Pariner and Limited Partner. The -
General Partner and Limited Partner have contributed to the capital of the
Partnership the amounts set forth in Exhibit A (the "Initial Capital Contributions”)

Section 3.2 Additional Capital Contributions. No Partner ‘shall be

obligated to make any additional capital contribution (“Additional Capital
Contributions”) to the Partnership. If a Partner (the “Non Contributing Partner”)
fails to make the full amount of its pro rata share of any Additional Capital
Contributions, however, the Partners (sach, a "Contributing Partner*) who have
made all of their prorata share of any Additional Capital Contributions in
connection with the outstanding call may, but shall not be required to:

(i) make all or part of the Additional capital contribution (for its
own Capital Account and Capital Contribution Account) which the Non-
Contributing Partner has elected not to make and cause the Capital
Account and Capital Contribution Account of the Non-Contributing Partner
to be reduced (in addition to the adjustments that shall automatically
occur by virtue of such Contributions) by twenty-five percent (25%) of the
Additional Capital Contributions funded by such Contributing Partner on
behalf of such Non-Contributing Partner. The corresponding capital
Account and Capital Contribution Account of each Contributing Partner
shall be increased (in addition to the adjustments that shall automatically
occur by virtue of such Contributions) in the amount that the

. corresponding Capital Account and Capital Contribution Account of the
Non-Contributing Partner is so reduced or a prorata share of such amount
if there is more than one contributing Partner. There shall be
corresponding adjustments in the Percentage Contribution Accounts; or

(i) make a loan to the Non-Contributing Partner (the proceeds
of which shall be paid to the Partnership as a contribution by the Non-
Contributing Partner) for all or part of the amount of the Additional Capital
Contribution the Non-Contributing Partner elected not to make and have
such loan secured by the security interest in the Non-Contributing

4
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. Partner's Partnership interest granted pursuant to this Agreement (or pro-
rata portion thereof in the event there Is more than one Contributing
Partner). The Partnership, in such circumstances, shall use the first
distributions otherwise payable or distributable to such Non-Contributing
Partner hereunder to repay any such borrowings. Such loan shall be non-
recourse and shall have an interest rate equal to two percent (2%) aver
the corporate base rate of Citibank, N.A. in effect from time to time.

To the extent more than one Partner wishes either to contribute or to loan
funds in the amount not contributed by a Non- Contributing Partner in
accordance with this Section, each Partner may lend or contribute funds pro rata
in proportion to its Percentage interest; provided, however, no such Partner will
be permitted to contribute capital or make a loan pursuant to this Section hereof
unless it has already contributed the full amount of its Additional Capital
Contribution called for at such time. In the event the Partners are unwilling to
contribute or lend funds to the Partnership in the total amount not so contributed
by the Non-Contributing Partner, the General Partner may obtain capital
contributions from non-partners (in which case such persons shall become
limited partners in the Partnership) or obtain loans from non-partners, in.either
case on the same basis as the Partners may make contributions or loans as
_provided above. '

ARTICLE IV
DISTRIBUTIONS

Section 4.1 Distributions of Net Cash. The Net Cash Flow of the
Partnership for each calendar year shall be distributed to the Partners not less
often than annually in accordance with their Percentage Interests as of the date
of distribution. '

ARTICLE V
ALLOCATION OF PROFITS OR LOSSES AND CREDITS

Section 5.1 Profits or Losses or Credits from Operations. The Profits
and Losses and tax credits of the Partnership shall be allocated to the Partners
in the same proportion as Net Cash Flow distributed for the year in question
were distributed. All Profits or Losses and tax credits from the Partnership for a
fiscal year allocable with respect to any Interests which may have been assigned
during such fiscal year shall be allocated between the assignor and assignee
based upon the number of days in the year that each was recognized (pursuant
to Section 8.2) as the owner of the Interest, without regard to results of the
operations of the Partnership during such fiscal year and without regard to
whether cash distributions were made to the assignor or assignee.

- 5
WGSDA Parinarship Agreement
S20/98



MAY, 21,1998 7:05AM  NOBLE HOUSE ® NO. 5052 | B I et

_ ARTICLE VI
CONDUCT OF OPERATIONS

Section 6.1 Management. The General Partner shall have full and
exclusive management and control of the business of the Partnership. The
General Partner shall devote such time to the business of the Partnership as it
deems necessary. In addition to other rights and powers, the General Partner is
expressly authorized to (a) employ, engage or contract with entities, including its
Affiliates, in the operation and management of the Partnership; (b) borrow
money for Partnership purposes; (¢) purchase, sell, pledge, hypothecate and
mortgage Partnership property; (d) cause the Partnership to take any actions
which the General Partner deems appropriate. as the owner of the Hotel; and (e)
make calls to the Partners for Additional Capital Contributions.

Section 6.2 Accounting and Tax Matters. The General Partner shall
keep proper and usual books and records pertaining to the Partnership’s
business in accordance with generally accepted accounting principles. The
books and records and all files of the Partnership shall be kept at its principal
office. The General Partner shall prepare and furnish to the Limited Partner
promptly after the close of each fiscal year an unaudited statement, certified by
the General Partner, showing the operations of the Partnership for such fiscal
year, including a balance sheet and statement of income or loss and changes in
financial position for such fiscal year, the balance of the Limited Partner's capital
account, the unpaid balance due under all obligations of the Partnership and all
other information reasonably requested by any partner. The Limited Partner,
and the authorized agents thereof, shall have the right at all reasonable times to
audit, examine and make copias or extracts from the Partnership books of
account. Federal, state and local income tax returns of the Partnership shall be
prepared and timely filed by the General Partner. Copies of the tax returns shall
be fumished to the Limited Partner prior to filing thereof. The General Partner is
hereby designated the tax matters partner of the Partnership. :

Section.6.3 Other Permissible Aclivities. Neither the General Partner
nor the Limited Partner are prevented hereby from engaging in other activities
for profit whether simitar to the purpose of the Partnership or otherwise and
whether or not competitive with the business of the partnership.

ARTICLE VI .
RIGHTS AND OBLIGATIONS OF THE LIMITED PARTNER

Section 7.1 Limited.Liability. The Limited Partner shall not be personally
liable for any of the debts of the Partnership or any of the losses thereof beyond

g
WGSDA Parinership Agreament
5/20/58



. NAY.201998 7:05A Nozaﬂousa‘ ® RV

the amount contributed or contracted to be contnbuted by the Limited Partner to
the capital of the Partnersh;p '

Section 7.2 Management Responsibility. The Limited Partner, as such,
shall not take part in the management of the business or transact any business

for the Partnership, nor shall the Limited Partner have the right to approve or
disapprove any actions taken by the Partnership.

. Section7.3 No Authority to Act. The Limited Partner shall not have the
power to act on behalf of or bind the Partnership.

. Section7.4 Amendments to Partnershlp_ Agreement. Amendments to
the Partnership Agreement, including the admission of new partners to the
Partnership, shall be approved solely by the General Partner, provided that no
amendment which materially adversely affects the Limited Partner shall be
adopted without the written approval of the Limited Partner.

ARTICLE Vit
TRANSFERABILITY OF PARTNERS' INTERESTS

Section 8.1 Transferabilitv of General Partner's Interest. The General
Partner may sell, transfer, assign, pledge or otherwise alienate its Interest in the
Partnership without the prior written consent of the Limited Partner.

Section 8.2 Transferability of Limited Partner's Interest. The Limited

Partner may not sell, transfer, assign, pledge or otherwise alienate the whole or

. any portion of its Interest in the Partnership without the prior written consent of
the General Partner; provided, however, the General Partner shall not
unreasonably withhold its consent to any assignment or transfer of the Limited
Partner's interest in the Partnership to an Affiliate of the Limited Partner. No
transferee of all or any part of the Limited Partner's interest in the Partnership
shall become a substituted Limited Partner unless the transferee consents in
writing, in a form prepared by or reasonably satisfactory to the General Partner,
to be bound by the terms and conditions of this Agreement in the place and
stead of the transferor Limited Partner.

ARTICLE IX
DISSOLUTION AND LIQUIDATION

Section 9.1 Dissolution, The partnership shall be dissolved upon the
occurrence of any of the following events: ’

(@) . The expiration of the term of the Partnershipﬁ

. 7
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(b) The withdrawal, Bankruptcy or Insolvency, or Dissolution or
Termination, of the General Partner, if no substituted General Partner is elected
by the Limited Partner; or

{c) The sale of the Hotel by the Partnership.

_ Section 9.2 Winding Up and Liquidation of the Partnership. Upon the
dissolution of the Partnership, the General Partner, or if it is not available, a

liquidator selected by the Limited Partner, shall proceed to wind up the
Partnership business. The General Partner or such liquidator, as the case may
be, shall apply the Partnership assets, after payment of Partnership debts and
liabilities, and the creation of such reserves as the liquidator deems appropriate,
to the Partners in accordance with their Percentage Interests.

ARTICLE X
MISCELLANEOUS PROVISIONS

Section 10.1 Notices. Any notices or communications hereunder shall be
sent by mail to the Partners at their addresses set forth in Exhibit A, as amended
from time to time. Notices shall be considered given, and any appllcable time
shall run, from the date such notice is mailed.

Section 10.2 Applicable Law. Notwithstanding the place where this
Agreement may be executed by any party, all the terms and provisions of this
Agreement and the validity hereof shall be interpreted under the laws of the
State of Illincis.

Section 10.3 Counterparts. This Agreement may be executed in any
number of counterparts with the same effect as if all the Partners had signed the
same document. All counterparts shall be construed together and shall
constitute one instrument.

Section 10.4 Effect of Agreement. This Agreement shall be binding upon
and inure to the bensfit of each of the partias, their heirs, devisees, personal
representatives, successors and assigns.

THE REMAINDER OF THIS PAGE IS BLANK
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IN WITNESS WHEREOQF, this Agreement is executed and sworn to by the
parties whose sngnatures appear below.

GENERAL PARTNER:

WESTGROUP PARTNER, INC.
A California corporation,

Philip A. Brown, Vice President

"SOLE LIMITED PARTNER

Patrick R. Colee

WGSDA Partnership Agreement
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LHO MISSION BAY HOTEL, L.P.
AGREEMENT OF LIMITED PARTNERSHIP

This Agreement of Limited Partnership is entered into as of
the  day of May, 1998, by and between LASALLE HOTEL OPERATING
PARTNERSHIP, L.P., a Delaware limited partnership, as the General
Partner (the "General Partner"), and WESTGROUP SAN DIEGO PARTNERS,
LTD, a California limited partnership, as the Limited Partner (the
"Limited Partner"); (the General Partner and Limited Partner are
sometimes herein collectively referred to as the "Partners").

WHEREAS, the Limited Partner has agreed to provide its
expertise and advice with respect to the San Diego Beach Resort in
San Diego, California (the ™ Hotel” ), including, without
limitation, with respect to strategic planning, renovation and
repositioning of the Hotel; and

WHEREAS, in ccnsideration thereof, the Partners desire to
form a limited partnership pursuant to the terms hereof for the
purpose of owning the Hotel;

NOW, THEREFORE, the Partners hereby agree as follows:

ARTICLE I
FORMATION OF LIMITED PARTNERSHIP

Section 1.1 Formation of Partnership and Business
Purposes. The General Partner and the Limited Partner hereby form
the Partnership pursuant to the California Revised Uniform Limited
Partnership Act for the sole purpose of owning and operating the
Hotel, and to do all things incident thereto.

Section 1.2 Name and Location. The name of the
Partnership is LHO MISSION BAY HOTEL, L.P. The registered office
for service of process in the State of .California and the
principal office of the Partnership shall be at the Hotel. The
Partnership may also maintain an office at such other places as

" the General Partner may determine.
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Section 1.3 Agent for Service of Process. Process may be
served upon the General Partner at. the Partnership's principal
office.

Section 1.4 Texrm of the Partnership. The Partnership
shall continue in existence until December 31, 2096, unless sooner
terminated as hereinafter set forth in Article IX.

Section 1.5 Name and Address of Partner; Percentage
Interests. The names and addresses of the Partners and their
respective Percentage Interests are specified in Exhibit A,
attached hereto.

ARTICLE II
DEFINITIONS

As used herein, the following definitions have the meanings
ascribed: :

Section 2.1 "aAffiliate". "Affiliate" of a Partner shall
mean (i) "any corporation, partnership, trust or other entity
controlling, controlled by or under common control with a Partner;
and (ii) any officer, director, trustee or holder of 10% or more
of the outstanding voting securities of a Partner or of any
corporation, partnership, trust or other entity controlling,
controlled by or under common control with a Partner.

Section 2.2 "Bankruptcy or Insolvency". "Bankruptcy or
Insolvency" shall be deemed to have occurred with respect to any
Partner 1f such Partner shall file in any court pursuant to any
statute of the United States or of any state a petition in
bankruptcy or insolvency, or shall file for reorganization or for
the appointment of a receiver or a trustee of all or a material
portion of such Partner's property, or if any such Partner shall
make an assignment for the benefit of creditors, admit in writing
its inability to pay its debts as they fall due or seek, consent
to or acquiesce in the appointment of a trustee, receiver or
liquidator of any material portion of its property. If there
shall be filed against any Partner in any court pursuant to any
statute of the United States or of any state, a petition in
bankruptcy or insolvency, or for reorganization, or for the
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appointment of a receiver or trustee of all or a substantial
portion of such Partner's property, and within sixty days after
the commencement of any such proceeding, such petition shall not
have been dismissed, then such Partner against whom such petition
has been filed shall be bankrupt or insolvent for purposes of this
Agreement. .- In addition, if the whole or any portion of the
interest of any Partner in the Partnership is subject to levy or
attachment, and such levy or attachment is not released or
discharged within sixty days, such Partner shall be deemed
bankrupt or insolvent for purposes of this Adreement.

Section 2.3 "Capital Account”. "Capital Account" shall
mean the account maintained for each Partner in accordance with
tax accounting principles, which account (i) is increased by the
amount of cash and the fair market value of property contributed
to the Partnership as shown on the bocks of the Partnership upon
such contribution (net of liabilities assumed by the Partnership
and liabilities to which such contributed property is subject) by
such Partner and such Partner's share of Partnership Profits
(including income exempt from tax), and (ii) is decreased by the
amount of cash and the fair market wvalue of property distributed
to such Partner as shown on the boocks of the Partnership (net of
liabilities assumed by such Partner and liabilities to which such
distributed property is subject) and such Partner's share of
Partnership Losses.

Section 2.4 "Capital Contributions". "Capital
Contributions" shall mean in the case of each Partner, any cash
contributed to the capital of the Partnership by such Partner,
including any Initial Capital Contributions and any Additional
Contributions.

Section 2.5 "Capital Contribution Account". "Capital

Contribution Account" shall mean each Partner's total Capital
Contributions, as adjusted by Section 3.2.

Section 2.6 "Dissolution or Termination". "Dissolution
or Termination" shall be deemed to have occurred (i) in the case
of a corporate Partner upon the earlier of the adoption of a plan
of liquidation by such Partner or the effective date of
dissclution in accordance with applicable statutory law and (ii)
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in the case of a partnership Partner, upon the date of dissolution
or termination of such partnership in accordance with the
provisions of the governing partnership agreement or applicable
statutory law.

Section 2.7 "Interest"”. "Interest" shall mean the entire
ownership interest of a Partner in the Partnership at any
particular time, including the right of such Partner to any and
all benefits to which such Partner may be entitled as provided in
this Agreement, together with the obligations of such Partner to
comply with all terms and provisions of this Agreement.

Section 2.8 "Net Cash Flow". "Net Cash Flow" shall mean,
with respect to any fiscal period, all cash revenue and funds
received by the Partnership from operations or rent loss insurance
{excluding funds received as capital contributions and funds
received from the sale or refinancing of the Hotel) in such
pericd, less the sum of the following (to the extent not made from
funds received as capital contributions): (i) all interest and
principal amortization paid to lenders in such period, (ii) all
cash expenditures (including capital expenditures) made by or on
behalf of the Partnership in such period, and (iii) cash reserves
deemed appropriate by the General Partner.

Section 2.9 "Net Sale and Refinancing Proceeds". "Net
Sale and Refinancing Proceeds" shall mean all c¢ash proceeds
received by the Partnership from the sale or refinancing of the
Hotel and all insurance and condemnation proceeds (excluding rent
loss insurance), less the sum of the following: (i) the principal
amount of any loans repaid in connection with such sale or
refinancing, (ii) all costs incurred in the sale or refinancing
of the Hotel, including the transfer fee payable to the City of
San Diego, financing fees, mortgage taxes, transfer taxes, title
insurance premiums, attorneys’ fees and other costs typically
paid by borrowers or sellers of similar properties in the San
Diego metropolitan region, (iii) any fee paid to terminate any
lease of the Hotel, (iv) a market brokerage fee for the sale of
the Hotel, regardless of whether a fee is actually paid, and (v)
cash reserves deemed appropriate by the General Partner.
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Section 2.10 "Partnership". = "Partnership" means the
limited partnership formed hereunder pursuant to the Revised
Uniform Limited Partnership Act of the State of California.

Section 2,11 "Partnershi Property". "Partnership
Property" shall mean all the property, real and personal, at any
time owned by the Partnership.

Section 2.12 "Percentage Interests". "Percentage
Interests" shall mean the interest of a Partner as set forth in
Exhibit A, as such percentage interest may be adjusted pursuant to
Section 3.2 below.

Section 2.13 "Profits" or "Losseg". "Profits" or "Losses"
shall mean the profits or losses of the Partnership for Federal
income tax purposes including, without limitation, each item of
Partnership income, gain, loss or deduction.

ARTICLE IIX
CAPITAL

Section 3.1 Contributions of General Partner and Limited
Partner. The General Partner and Limited Partner have contributed
to the capital of the Partnership the amounts set forth in
Exhibit A (the "Initial Capital Contributions").

Section 3.2 Additional Capital Contributions. No Partner
shall be obligated to make any additional capital contribution
("Additional Capital Contributions") to the Partnership. If a
Partner (the "Non Contributing Partner") fails to make the full
amount of 1its pro rata share of any Additional Capital
Contributions, however, the Partners (each, a "Contributing
Partner") who have made all of their prorata share of any
Additional Capital Contributions in connection with the
outstanding call may, but shall not be required to:

(1) make all or part of the Additional Capital
Contribution (for its own Capital Account and Capital
Contribution Account) which the Non-Contributing
Partner has elected not to make and cause the Capital
Account and Capital Contribution Account of the Non-
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Contributing Partner to be reduced (in addition to the
adjustments that shall automatically occur by virtue of
such Contributions) by twenty-five percent {(25%) of the
Additional <Capital Contributions funded by such
Contributing Partner on behalf of such Non-Contributing
Partner. The corresponding Capital Account and Capital
Contribution Account of each Contributing Partner shall
be increased (in addition to the adjustments that shall
automatically occur by virtue of such Contributions) in
the amount that the corresponding Capital Account and
Capital Contribution Account of the Non-Contributing
Partner is so reduced or a prorata share of such amount
if there is more than one Contributing Partner. There
shall be corresponding adjustments in the Percentage
Contribution Accounts; or

(ii) make a loan to the Non-Contributing Partner
(the proceeds of which shall be paid to the Partnership
as a contribution by the Non-Contributing Partner) for
all or part of the amount of the Additional Capital
Contribution the Non-Contributing Partner elected not
to make and have such loan secured by the security
interest in the Non-Contributing Partner's Partnership
interest granted pursuant to this Agreement (or pro-
rata portion thereof in the event there is more than
one Contributing Partner). The Partnership, in such
circumstances, shall use the first distributions
otherwise payable or distributable to such Non-
Contributing Partner hereunder to repay any such
borrowings. Such loan shall be non-recourse and shall
have an interest rate equal to two percent (2%) over
the corporate base rate of Citibank, N.A. in effect
from time to time. ;

To the extent more than one Partner wishes either to
contribute or to loan funds in the amount not contributed by a
Non-Contributing Partner in accordance with this Section, each
Partner may lend or contribute funds pro rata in proportion to its
Percentage Interest; provided however, no such Partner will be
permitted to contribute capital or make a lcan pursuant to this
Section hereof unless it has already contributed the full amount
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of its Additional Capital Contribution called for at such time.

In the event the Partners are unwilling to contribute or lend
funds to the Partnership in the total amount not so contributed by
the ©Non-Contributing Partnexr, the General Partner may obtain
capital contributions from non-partners (in which case such
persons shall become limited partners in the Partnership) or
obtain loans from non-partners, in either case on the same basis
as the Partners may make contributions or loans as provided above.

ARTICLE IV
DISTRIBUTIONS

Section 4.1 Distributions of Net Cash Flow. The Net Cash
Flow of the Partnership for each calendar vyear shall be
distributed at such times and in such amounts as determined by the
General Partner in its sole discretion in the following order and
priori%y:

(a) First, to the General Partner until the General
Partner has received a cumulative return equal to
fifteen percent (15%) per annum on the total
capital contributions which have been made by the
General Partner and which would have been made by
the General Partner to the Partnership assuming
the Partnership had no debt; and

(b) Second, 95.1% to the General Partner and 4.9% to
the Limited Partner. : '

Section 4.2 Digtributions of Net Sale and Refinancing

- Proceeds. Any Net Sale and Refinancing Proceeds of the Partnership
shall be distributed at such times and in such amounts as
determined by the General Partner in its sole discretion in the
following order and priority:

{(a}) First, to the Limited Partner until the Limited
’ Partner hasgs received a return of its 1Initial
Capital Contribution;

(b) Second, to the General Partner until the CGeneral
Partner has received a fifteen percent (15%)
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internal rate of return on the total capital
contributions which have been made by the General
Partner and which would have been made by the
General Partner to the Partnership assuming the
Partnership had no debt; and

(c¢) Third, eighty-five percent (85%) to the General
Partner and fifteen percent (15%) to the Limited
Partner.

ARTICLE V
ALLOCATION OF PROFITS OR LOSSES AND CREDITS

Section 5.1 Profits or Losses or Creditg from Operations.
The Profits and Losses and tax credits of the Partnership shall be
allocated to the Partners in the same proportion as Net Cash Flow
and Net Sale and Refinancing Procceds are distributed for the vyear
in question; provided that if there are no distributions of Net
Cash Flow or Net Sale and Refinancing Proceeds, all Profits and
Losses and tax credits shall be allocated soley to the General
Partner. All Profits or Losses and tax credits from .the
Partnership for a fiscal year allocable with respect to any
Interests which may have been assigned during such fiscal vyear
shall be allocated between the assignor and assignee based upon
the number of days in the year that each was recognized (pursuant
to Section 8.2) as the owner of the Interest, without regard to
results of the operations of the Partnership during such fiscal
year and without regard to whether cash distributions were made to
the assignor or assignee.
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ARTICLE VI
CONDUCT OF OPERATIONS

Section 6.1 Management. The General Partner shall have
full and exclusive management and control of the business of the
Partnership. The General Partner shall devote such time to the

business of the Partnership as it deems necessary. 1In addition to
other rights and powers, the General Partner 1is expressly
authorized to ({(a) employ, engage or contract with entities,
including its Affiliates, in the operation and management of the
Partnership; (b) borrow money for Partnership purposes; (c)
purchase, sell, pledge, hypothecate and mortgage Partnership
property; {(d) cause the Partnership to take any actions which the
General Partner deems appropriate as the owner of the Hotel; and

(e} make calls to the Partners for Additional Capital
Contributions.
Section 6.2 Accounting and Tax Matters. The General

Partner shall keep proper and usual books and records pertaining
to the’ Partnership's business in accordance with generally
accepted accounting principles. The books and records and all
files of the Partnership shall be kept at its principal office.
The General Partner shall prepare and furnish to the Limited
Partner promptly after the close of each fiscal year an unaudited
statement, certified by the General Partner, showing the
operations of the Partnership for such fiscal year, including a
balance sheet and statement of income or loss and changes in
financial position for such fiscal vyear, the balance of the
Limited Partner's capital account, the unpaid balance due under
all obligations of the Partnership and all other information
reasonably requested by any partner. The Limited Partner, and the
authorized agents thereof, shall have the right at all reasonable
times to audit, examine and make copies or extracts from the
Partnership books of account. Federal, state and local income tax
returns of the Partnership shall be prepared and timely filed by
the General Partner. Copies of the tax returns shall be furnished
to the Limited Partner prior to filing thereof. The General
Partner 1is hereby designated the tax matters partner of the
Partnership.
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Section 6.3 Other Permissible Activities. Neither the
General Partner nor the Limited Partner are prevented hereby from
engaging in other activities for profit whether similar to the
purpose of the Partnership or otherwise and whether or not
competitive with the business of the Partnership.

_ ARTICLE VII
RIGHTS AND OBLIGATIONS OF THE LIMITED PARTNER

Section 7.1 Limited Liability. The Limited Partner shall
not be personally liable for any of the debts of the Partnership
or any of the losses thereof beyond the amount contributed or
contracted to be contributed by the Limited Partner toc the capital
of the Partnership.

Section 7.2 Management Responsibility. The Limited
Partner, as such, shall not take part in the management of the
business or transact any business for the Partnership, nor shall
the Limited Partner have the right to approve or disapprove any
actions taken by the Partnership.

Section 7.3 No Authority to Act. The Limited Partner
shall not have the power to act on behalf of or bind the
Partnership.

Section 7.4 Single-Purpoge Entity. The Limited Partner
shall at all times remain a single-purpose entity whose scle asset
shall be its interest in the Partnership. In no event shall the

Limited Partner incur any liabilities or debts without the prior
written consent of the General Partner.

Section 7.5 Amendments to Partnexrship Agreement.
Amendments to the Partnership Agreement, including the admission
of new partners to the Partnership, shall be approved solely by
the General Partner, provided that no amendment which materially
adversely affects the Limited Partner shall be adopted without the
written approval of the Limited Partner.

ARTICLE VIII
TRANSFERABILITY OF PARTNERS' INTERESTS
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Section 8.1 Transferability of General Partner's
Interest. The General Partner may sell, transfer, assign, pledge
or otherwise alienate its Interest in the Partnership without the
prior written consent of the Limited Partner.

Section 8.2 Transferability of Limited Partner's
Interest. The Limited Partner may not sell, transfer, assign,
pledge or otherwise alienate the whole or any portion of its
Interest in the Partnership without the prior written consent of
the General Partner; provided, however, the General Partner shall
not unreasonably withhold its consent to any assignment or
transfer of the Limited Partner’s interest in the Partnership to
an Affiliate of the Limited Partner. No transferee of all or any
part of the Limited Partner's interest in the Partnership shall
become a substituted Limited Partner unless the transferee
consents 1in writing, in a form prepared by or reasonably
satisfactory to the General Partner, to be bound by the terms and
conditions cof this Agreement in the place and stead of the
transferor Limited Partner. ’

Section 8.3 Options to Purchase and Sell the Limited
Partnership Interest. At any time during the sixth (6th) year
following the acquisition of the Hotel by the Partnership, the
Limited Partner can elect to put its Interest in the Partnership
to the General Partner provided the Limited Partner gives the
General Partner notice of such election (the “ Put Notice” ) at
least thirty (30) days prior to the date on which it has elected
to put its interest. The price at which the Limited Partner puts
its Interest in the Partnership to the General Partner (the “ Put
Price” ) will equal the amount the Limited Partner would have
received if the Hotel was sold and the proceeds distributed in
accordance with the terms of this Agreement, including Sections
2.9 and 4.2, calculated as if there was no debt on the Project;
and the Put Price shall be paid on the date the Limited Partner
puts its Interest to the General Partner. For purposes of this
Section, the Hotel shall be deemed to have been sold for a price
equal to ten {(10) times the net sp2rating income from the Hotel
(the “ NOI” ) for the twelve (12 months immediately preceding
the put. The NOI shall be det=rm:ined after adjustment for any
operating and fixed costs for the Hotel and after deduction of
four percent (4%) of revenue 7>:r .uddition to the FF&E reserve,
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whether or not any money is actually deposited into the FF&E
resexve; and the sales price shall be determined after deduction
for costs typically incurred in the sale of similar properties as
set forth in Section 2.9 above. In determining the Put Price,
however, no credit shall be given for any reserves being held by
the Partnership, including any capital expenditure reserves.

The General Partner shall have the right to acquire the
Interest of the Limited Partner in the Partnership either (a)
within sixty (60) days after the lease for the Hotel being
entered into concurrently herewith between the Partnership and
the Limited Partner’s Affiliate is terminated, or (b) at any time
during the period from six and one-half (6-1/2) years following
the purchase of the Hotel by the Partnership until the end of the
tenth (10th) year following the purchase of the Hotel by the
Partnership if the Limited Partner does not exercise the
foregoing right to put its Interest to the General Partner by the
end of the sixth (6th) year set forth above; provided, however,
the General Partner shall give the Limited Partner notice of such
election (the ™ Call Notice” } at least thirty (30) days prior to
the date on which it has elected to purchase such Interest. The
price for the purchase of the Limited Partner’s Interest (the
“ Call Price” ) shall be calculated using the same formula for
calculating the Put Price and shall be paid on the date the
General Partner acquires the Limited Partner’s Interest.

The Put Price or the Call Price, as the case may be, shall,
at the General Partner’s election, be made either in cash or in
common shares of beneficial interest in LaSalle Hotel Properties
(* LHP Shares” ). If the General Partner elects to make the
payment in LHP Shares, the Limited Partner shall receive the
number of LHP Shares, rounded to the nearest whole, egual to the
Put Price or the Call Price, as the case may be, divided by the
average closing price for LHP Shares on the New York Stock
Exchange on the first fifteen trading days of the thirty (30) day
period immediately preceding the payment.
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ARTICLE IX
DISSOLUTION AND LIQUIDATION

Section 5.1 Digsolution. The Partnership shall be
dissolved upon the occurrence of any of the following events:

(a) The expiration of the term of the Partnership;

(b) The withdrawal, Bankruptcy or Insolvency,, or
Disscolution or Terminaticn, ©f the General Partner, if no
substituted General Partner 1is elected by the Limited
Partner; or

(c) The sale of the Hotel by the Partnership.

Section 9.2 Winding Up and Liquidation of the
Partnership. Upon the dissolution of the Partnership, the General
Partner, or if it is not available, a liquidator selected by the
Limited Partner, shall proceed to wind up the Partnership
business. The General Partner or such liquidator, as the case may
be, shall apply the Partnership assets, after payment of
Partnership debts and liabilities, and the c¢reation of such
reserves as the liquidator deems appropriate, to the Partners in
accordance with their Percentage Interests.

ARTICLE X
MISCELLANECUS PROVISIONS

Section 10.1 Notices. Any notices or communications
hereunder shall be sent by mail to the Partners at their addresses
set forth in Exhibit A, as amended from time to time. Notices
shall be considered given, and any applicable time shall run, from
the date such notice is mailed.

Section 10.2 Applicable Law. Notwithstanding the place
where this Agreement may be executed by any party, all the terms
and provisions of this Agreement and the validity hereof shall be
interpreted under the laws of the State of California.

Section 10.3 Counterparts. This Agreement may be executed
in any number of counterparts with the same effect as if all the
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Partners had signed the same document. All counterparts shall be
construed together and shall constitute one instrument.

Section 10.4 Effect of Agreement. This Agreement shall be
binding upon and inure to the benefit of each of the parties,
their heirs, devisees, personal representatives, successors and
assigns,

IN WITNESS WHEREOF, this Agreement is executed and sworn to
by the parties whose signatures appear below.

- GENERAL PARTNER:
LASALLE HOTEL OPERATING
PARTNERSHIP, L.P., a Delaware

limited partnership

By: LaSalle Hotel Properties, its
general partner

By
Its

LIMITED PARTNER:

WESTGROUP SAN DIEGO PARTNERS, LTD.,
a California limited partnership

By: Westgroup Partners, Inc., its
general partner

By
Its
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EXHIBIT A
Capital
Name and Address Contribution
General Partner:
LASALLE HOTEL OPERATING S
PARTNERSHIP, L.P.
200 East Randolph Drive
Chicago, Illinois 60601
Limited Partner:
Westgroup San Diego Partners, Ltd. $10,000
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Percentage
Interest

85.1%

(=Y
\te]
o\®



