IN THE UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ILLINOILS

EASTERN DIVISION
In re: Case No. 02 B 02474
(Jointly Administered)
Chapter 11
KMART CORPORATION, et al.

)
)
)
)
) Hon. Susan Pierson Sonderby
)
Debtors. )
)
)

NOTICE OF FILING ADDITIONAL INFORMATION
REGARDING THE FINAL FEE APPLICATION OF
ROCKWOQOD GEMINI ADVISORS
IN THE KMART MATTER

To: See Attached Service List

PLEASE TAKE NOTICE that on January 28, 2004, the United States Trustee, by his
Attorney, Kathryn Gleason, cansed acopy of the ADDITIONAL INFORMATION REGARDING
THE FINAL FEE APPLICATION OF ROCKWOOD GEMINI ADVISORS IN THE
KMART MATTER to be filed with the Clerk of the United States Bankruptcy Cort for the
Northern District of Tllinois, Eastern Division, a copy of which is attached hereto and herewith
served apon you.
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Ka.hryn\ Gleason, Attnhlcy

Attorney 1d. No. 06196518

QFFICE OF THE U.S. TRUSTEE
227 West Monroe Street, Suite 3350
Chicago, Mlinois 60606

(312) 886-3327
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CERTIFICATE OF SERVIC

I, Kathryn Gleason, Attorney, state that I caused acopy of the ubove NOTICE OF FILING,
together with a copy of the ADDITIONAL INFORMATION REGARDING THE FINAL FEE
APPLICATION OF ROCKWOOD GEMINI ADVISORS IN THE KMART MATTER to be
mailed to all parties on the attached service hst before the hour of 5:00 p.m. on January 28, 2004.




Mark A. McDermott

Skadden Arps Slate Meagher & Flom
333 West Wacker Drive, Suite 2100
Chicago, 1L 60606

William Barrett

Barack, Ferrazzano Kirschbaum,
Perlman & Nagelberg

333 West Wacker, Suite 2700
Chicago, IL 60606

Paul E. Harner, Ray C. Schrock
Ilana N. Glazier

Jones Dy Reavis & Pogue

77 West Wacker, Suite 3500
Chicago, 1L 60601-1692

Matthew J. Botica

David W. Wirt

Winston & Strawn

35 West Wacker, 40" Floor
Chicago, TL 60601

Randall L. Klein

Goldberg, Kohn et al,

55 East Monroe, Suite 3700
Chicago, TL 60603

Glemm B. Rice, Scott Hazan
Otterbourg Steindler et al.
230 Park Avenue, 29 Floor
New York, NY 10169

Michael P. Deighan
Rockwood Gemini Advisors
29600 Southfield Road
Second Floor

Southfield, Michigan 48076

John F. Hartmann
Kirkland & Ellis LLP
200 East Randolph Drive
Chicago, 11. 60601

SERVICE LIST
CASE NO. 02-02474

Todd Rosen

Saybrook Capital, LLC

401 Wilshire Boulevard, Suite 850
Santa Monica, CA 90401

(310) 899-9101

Linda K. Cooper
Stuart Maue

3820 McKelvey Road
5t. Louis, MO 63044

Landmark Document Services
308 West Randolph Street, Suite 500
Chicago, IL 60606
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ROCEKWOOD REALTY ASSQCIATES, LLC
29I SOUTHEIELL ROAL
SRECOMY FLOOHR
SOUTHEIELD, MICIHTGARM 48076
(248} f6.7HK
TRELEFAX { 244} 552-5040
Bmail gy hasirtgeoch v el

January 20, 2003

Ms. Kathryn M., Gleason Via Facsimile 312-886-5794
Office of the United States Trustee

227 West Monroe Strect

Suite 3350

Chicago, Nllinois 60606

.Re:  Kmarl Corporation Case No. 02-02474
Dear Ms. (Gleason:

I arn writing to you on behalf of Rockwood Gemini Advisors (“R(GGA™) in response to vour
letter dated January 16, 2004 regarding RGA’s pending Final Fee Application in the Kmart cases.
We appreciale the time and effort that the Committee has spenl in atlempiing to determine that the
fees charped to the estate by its scrvice providers were reasonable in relation to the benefits received.
RGA is very interested in reaching a resolution with your Office and the Committee and would like
to accomplish that as quickly as possible.

You state in your letter that our “Application and Invoices do not comply with the
requirements of l.ocal Bankruptcy Rule 5082-1 and case law governing applications for
compensation and reimbursemcent for professional services™. The Final Order entered employing
RGA states that:

“provided, however, thai in light of RGA's flat fee arrangement, {i) monthly invoices
required pursuant to the interim compensatiop order entered in these cases need only consist
of a brief narrative of the services provided during the previous month (redacted to protect
confidential information but otherwise sufficient to describe the services provided) and the
amount of any expenses for which reimbursement is sought, and (i1} in interim and final fee
applications, a listing of time spent by day by individual RGA personnel and a description of
the services provided by RGA during the application period (redacted to protect confidential
information but otherwise sufficient to describe the services provided) may be substituted for
detailed individual time entries.”




L]

.'Jan“E.[] 04 0O7:10p _Michael P. Dmighan 248-540-8696

RGA's monthly statements and Interim and Final Fee Applications comply with these requirements.
We arc not subject to the more formal timekeeping requirements accorded 1o the howrly fee
professionals. RGA has submitted five Fee Applications with the Court and to each member of the
Fee Review Committee throughout the pendency of this case without any objections as to form or
content.

it should be further noted that the total time spent by RGA professionals performing its tasks
11 this case exceeded 14,500 hours. Unlike the hourly fee providers, the more time RGA spent on
{he case, the less money we made and the less time we could spend servicing other clients.

We feel quile strongly that RGA added considerable value throughout the entire
reorganization process. The Kmarl case was the largest retail real estate case in United States
Bankruptey Court history. RGA inventoried, valued and analyzed 3,922 real estate propertics
including:

327 Non-Operating leased stores
1,726 Operating leased stores

122 Operating owned stores
31 Owned and leased shopping centers

567 Tire, Battery and Automaotive Centers
65 Restaurants

169 Parcels of non-operating improved and unimproved land and buildings
23 Distribution centers

2 office buildings
292 Potential outlots
686 Pre-petition lease assignments, expirations or terminations

Additionally, the Company was able to successfully reject 655 and assign 100 Jeases as a
direct result of the apalyses and recommendations of RGA. This work by RGA was necessary for
Kmart to realize billions of dollars in future rent and tax payment savings resulting from these
transactions.

RGA’s involvement in this case was crocial to Kmart’s timely and successful emergence.
RGA assisted in the preparation, presentation and settlement of more than 1,500 real cstate related
pleadings as well as providing valnation testimony in court and in depositions. RGA’s interaction
with the advisors to the Statutory Committees resulted in the Comimittes’s approval of the vast
majority of the real estate matters being put before the Court. RGA worked extensively with the
senjor executive officers of the Company and ils financial and legal advisors on a 24/7 basis. We
also oversaw two separate marketing and auction disposition programs providing in excess of §100
million to the cstate.

RGA was actively involved in both store closing programs. We provided current market
valuations an the entire store base together with lease rejection calculations for each of the operating
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slores in the portfolio. These store closings together with the first day lease rejections and the sale of
icases and fees provided a net reduction of nearly $7 billion in future lease obligations of the estate.
These savings could not have been accomplished without the direct involvement of RGA.

Finally, we would like to touch on the third sentence of your letter which stales “Rockwood
is barred from any further requests for compensation.” As the Committee is fully aware, RGA was
asked by Kmart, with the approval of its statutory committees and ESL Investments. to provide
professional stalf to operate as sentor officers of the Real Estate Department.

A second request was made to provide a team of legal personnel to abstract approximately
1,400 of the company’s remaining real estate leases to provide the company with a standard lease
abstract dalabase to be used intemally. RGA agreed to perform both of these non-restructuring
services using outside contractors. RGA provided these services to Kmart from September 2002
through May 31, 2003. These were the same type of services provided by Alix Partners and many of
the other ordinary course services providers and were contracted for by Kmart in order to
substantially reduce the operating costs of the Company.

During the late 1990°s Kmart had spent two and a half years and millions of dollars
atternpling to abstract and secure its leases through document imaging and the creation of a user-
friendly lease abstract and property information database without success. Last Spring, RGA
brought in a icam of lawyers to successfully abstract all of the remaining store leases in less than 3
months. The Company, and in particular its real estate and legal departrnents, are now able to get
immediate answers to lease document and property queries, which in the past consumed a
considerable amount of staff and management time to analyze.

Since Kmart’s successful emergence from Bankruptey, RGA has been promised to be paid
for these expenses and has not yet been paid. RGA is justly and fairly owed these monies and was
told by inside and outside counsel to Kmart that these services were ordinary course and outside of
the Bankruptey procedures. Any settlement by RGA must include a payment of these past due
involces.

RGA is also very interesied in amicably resolving ity claims with the estate, but we are
unwilling to accept the Committee’s offer of 10%. We are willing to accept a 5% reduction. We
will file an affidavit of compliance with the billing and expense guidelines this week. However, this
offer is contingent upon RGA receiving full payment for the work it performed on Kmart’s bebalf as
an orditary course service provider. Please call me so that we may resolve this matter in a manner
beneficial to all parties.
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Once again, please let me know if there is any additional information you may require.
Thank you for your kind assistance in this matter.

Michael P. Deig

MPD/dm

cc: Bill Donohue
Mike Elliott
John Magee




IN THE UNITED STATES BANKRUPTCY COURT
FOR THE NORTHERN DISTRICT OF ILLINOIS
EASTERN DIVISION

In re: Case no. 02-B02474

KMART CORPORATION
et al.,

(Jointly Administered)
Chapter 11

B . e g S

Debtors. Judge Susan Pierson Sonderby

AFFADAVIT OF COMPLIANCE WITH
THE KMART BILLING AND EXPENSE GUIDELINES
BY ROCKWOOD GEMINI ADVISORS

STATE OF MICIHIGAN }
| 881
COUNTY OF OAKLAND |

[, Michacl P. Deighan , being duly swormn, deposcs and says:

1. I am Managing Director of Rockwood Really Associates, L.L.C., which,
together with Gemini Realty Associates, L.L.C., has formed a joint venture,
Rockwood Gemini Advisors ("RGA™), which maintains an office at 555 Fifth
Avenue, New York, New York 10017-2416. Excepl as otherwise indicated,
I have personal knowledge of the matters set forth herein and if called as a
witness, would testify competently thercto.

3

RGA is a joint venturc consisting of Rockwood Realty Associates, L.L.C.
("Rockwood Realty™) and Gemini Really Advisors, L.L.C. ("Gemini
Rcalty™).

3. RGA has complied with the requirements of the Kmart Billing and Expense
Guidelines as outlined on the attached Exhibit A except for the amount of
$852.69 representing those items which arc not in compliance as itemized
and shown on the altached Exlnbit B.




4, RGA submits this affidavit in support of its First, Sccond, Third, Fourth and
Fifth and Final I'ee Applications.

FURTHER AFFIANT SAYETH NOT. UM Q /\/

Michael P'. Dei ghan

STATE OF MICHIGAN }
b oss.
COUNTY OF OAKLAND

On January 22, 2004, belore me personally appeared Michael Deighan, to me
known to be the person described in and who executed the foregoing instrument and
acknowledged that he exceuted the same as his iﬁut and deed.

i ba Ao /uucx,

P MEed oM Notary Public
L1 pt. County Michigan
My commission cxpires: 5 - 29.0¢/
[ ET A Iy, OA i ol COUTS

Notary Publie
Cr:-r_:r*:‘.‘y ef Wayne, Ml

CLGLA WHITE

2
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