E-MAIL TO:

LEON SIMSON
June 4, 2009

Re:
Klondike Point, LLC/Purchase Offer
Leon:
My law firm represents Klondike Point, LLC (“Klondike”) for the purpose of addressing any differences that it may have with Kevin Padrick, acting in his capacity as Liquidating Trustee for Debtor Summit Accommodators, LLC (“Debtor”).  
Klondike is an Oregon limited liability company.  The members of Klondike, and their respective ownership interests in Klondike, are as follows:


Brian Stevens


28.885%


Mark Neuman


28.885%


Barbara Tyler


18.333%


Stephanie Studebaker

18.333%


Tim Larkin


  5.550%

Ms. Studebaker and Ms. Tyler are the duly-appointed and acting Managers of Klondike, in accordance with the provisions of that Operating Agreement of Klondike Point, L.L.C. (“Operating Agreement”).

Klondike is the owner of that real property commonly known as “The Odd Fellows Building” (“Property”).  Klondike purchased the Property in 2005 for the amount of $650,000, with the seller of the Property carrying back $550,000 of the purchase price in the form of a promissory note secured by a first-priority deed of trust encumbering the Property.  After Klondike acquired the Property, Klondike obtained from Columbia River Bank a loan in the amount of $249,000, secured by a second priority deed of trust encumbering the Property, for the purpose of obtaining funds to perform necessary maintenance, repairs and improvements to the Property.  I am advised that the aggregate principal balances of those loans (“Loans”) is now approximately $630,000, and that the aggregate debt service on the Loans is approximately $8,071.13 per month (approximately $96,853.56 per year).  Each of the members of Klondike personally guaranteed Klondike’s payment of its obligations under the Loans.
The severe downturn in the real estate market has caused substantial financial problems for Klondike.  I am advised that, as a consequence of the economic downturn, there currently is a glut of commercial office space in Bend, Oregon.  The Property has a current vacancy rate of approximately 27% based upon rentable square footage, and all of the leases in the Property will expire in 2009.  Two tenants have notified Klondike that they do not intend to renew their respective leases upon the expiration of those leases, and will move out of the Property.  According to Windermere Commercial (“Windermere”), a prominent Bend, Oregon-based real estate broker engaged by Ms. Studebaker, market rents in the Bend, Oregon area appear to be well below the expiring lease rental rates for space in the Property, and it may be necessary to significantly reduce lease rental rates in order to retain existing tenants or to obtain new tenants for the Property.  

By reason of the vacancy problems associated with the Property, Klondike has experienced, and is now experiencing, cash flow difficulties.  On February 10, 2009, pursuant to the provisions of Section 3.3 of the Operating Agreement of Klondike, Ms. Studebaker, as a Manager of Klondike, sent to each of the members of Klondike a capital call so that Klondike could obtain cash sufficient to pay its accruing obligations, including its debt service obligations.  That capital call was approved by the majority of the members of Klondike, in accordance with the provisions of Section 3.3 of the Operating Agreement.  While that capital call required that cash contributions be made by the members by March 11, 2008, only Ms. Studebaker and Ms. Tyler made their required capital contributions; Messrs. Neuman, Larkin and Stevens (collectively, “Summit Members”) did not make their required capital contributions.  A copy of Ms. Studebaker’s February 10, 2009 e‑mail making such capital call is transmitted herewith for your review.

Pursuant to Section 9.1(e) of the Operating Agreement, a failure by any member of Klondike to make a required capital contribution pursuant to Section 3.3 constitutes a “cessation event.”  Pursuant to Section 9.3 of the Operating Agreement, upon the occurrence of a cessation event as to a member, the remaining members of Klondike may elect to purchase the units owned by the affected members on the terms set forth in Section 9.5 of the Operating Agreement, at 80% of the value of such units, in accordance with the valuation procedures established by Section 9.4 of the Operating Agreement.
In accordance with the provisions of Sections 9.3, 9.4 and 9.5 of the Operating Agreement, on April 15, 2009, Windermere, acting on behalf of Ms. Studebaker, sent to the Summit Members an offer to purchase their respective interests in Klondike (“Purchase Offer”).  By the Purchase Offer, Ms. Studebaker offered to purchase the interests of the Summit Members for a purchase price of $423,893, payable as follows:  (i) by Ms. Studebaker’s assuming all of the Summit Members’ obligations under the Loans and all of the Summit Members’ obligations under all leases associated with the Property, and (ii) by paying to the Summit Members the sum of $24,851, in cash, to be allocated among the Summit Members on a pro-rata basis in accordance with their respective ownership interests in Klondike.  Ms. Studebaker also agreed to be responsible for any commissions and fees owing to Windermere in connection with the transaction.  By the Purchase Offer, Ms. Studebaker agreed to close the transaction within 20 days following the Summit Members’ acceptance of such offer.  
In order to assist the Summit Members to evaluate the fairness of the Purchase Offer, Ms. Studebaker included with the Purchase Offer, among other things, the following financial reports:  an operating income analysis for the Property prepared by Ms. Studebaker; an income stream analysis for the Property prepared by Ms. Studebaker; a 23‑page report of “comps” for office space in Bend, Oregon, assembled by Windermere; and an analysis of the value of the Property, prepared by Windermere.  These financial reports provide strong support for the fairness of the Purchase Offer.
On April 20, 2009, Jason Conger sent to you, by overnight mail, a copy of the Purchase Offer.  Transmitted for your convenience is another copy of the Purchase Offer.
I am advised that neither the Summit Members nor you, acting on behalf of the Trustee, have ever responded to the Purchase Offer.

The Purchase Offer is unquestionably a favorable offer for the Debtor’s creditors.  In this regard, please consider the following:

1. Property Generates Insufficient Cash Flow.  The Property does not generate cash flow sufficient to pay the accruing obligations of the Property.  The only means to pay accruing debt service and other obligations associated with the Property, and thereby preserve the Property, is for the members of Klondike to contribute cash from their own personal resources.  The Summit Members did not respond to the capital call made by Klondike, and the Trustee has not offered to make any capital contribution to Klondike.  The cash flow problems will only worsen as leases expire and the vacancy rate for the Property increases.  Without new capital contributions, the Property is not viable.
2. No Available Financing Alternative.  Given the short-term nature of the leases for the Property and the impending expiration of the leases, there is virtually no possibility of refinancing the Property, and any buyer will be hard pressed to obtain a loan to acquire the Property.

3. Fair Purchase Price.  By the valuation analysis provided by Windermere in connection with the Purchase Offer, Windermere indicated a value of the Property in the range of $400,228 to $669,247, using very generous assumptions regarding, among other things, the vacancy rate for the Property.  The debt encumbering the Property is in the aggregate amount of approximately $630,000.  Accordingly, taking into account costs of sale, there is no equity in the Property.  Ms. Studebaker’s offer to assume the debt encumbering the Property, and to pay, in cash, $24,851 on account of what appears to be valueless membership interests of the Summit Members is a windfall for the Trustee in this case.
4. Ms. Studebaker’s offer does not provide for the 20% purchase price discount to which she is entitled pursuant to Section 9.3.2.2 of the Operating Agreement.

The Trustee received the Purchase Offer about six weeks ago.  He has not bothered to respond to the Purchase Offer.  In accordance with the provisions of the Operating Agreement, request is hereby made that the Trustee, as the assignee of the Summit Members’ economic interests as members of Klondike, respond to the Purchase Offer as promptly as possible, but in no event later than June 11, 2009.
As a final note, it has come to our attention that the Trustee has either ignored or rejected out of hand any and all offers that have been extended to him to purchase limited liability company membership interests of the four principals of the Debtor.  This appears to us to be a blatant disregard of the Trustee’s obligations to the Debtor’s creditors.  We submit to you that, consistent with the Trustee’s duty to maximize the value of the Debtor’s estate for the benefit of the Debtor’s creditors, the Trustee should act promptly to consummate a transaction in accordance with the provisions of the Purchase Offer.  Otherwise, given the precarious state of Klondike’s financial affairs, the Trustee will run the very significant risk of losing all value on account of the Summit Members’ interests in Klondike.
We look forward to hearing from you in this regard.

Robert E. Opera
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