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FUILCHASE  ACAEEMEN

AGREEMENT OF PURCHASE AND SALE -
AND JOINT ESCROW INSTRUCTIONS

BY AND AMONG

HANNON REALTY CO., INC., |
' WINIFRED S. COCKEY 1988 TRUSTS
AND PRINCIPIA COLLEGE COMMUNICATIONS

AS SELLER
- AND

MANCHESTER DEVELOPMENT, LLC

AS BUYER

RELATING TO

CERTAIN REAL PROPERTY AND IMPROVEMENTS
LOCATED ON 8000-8060 W. MANCHESTER BOULEVARD,
I.LOS ANGELES, CALIFORNIA

DATED AS OF

May 16, 2001
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Buyer: Manchester Development, LLC

o - ~ ¢/o Palos Verdes Development Management Company
43 Malaga Cove Plaza, Suite D
Palos Verdes, California 90274-1360
Attenfion: Mr, Gerald J. Marcil

ki | - with a copy to:. Baker, Burton & Lundy
‘ o ' 515 Pier Avenue
Hermosa Beach, California 90254

Attention: Kent S. Burton, Esq.

Telephone: (310) 376-9893

"Facsimile No.:  (310) 376-7483
Escrow Holder: Stewart Title Insurance Company

R ' " 505 N. Brand Boulevard

Suite 400 ’

Glendale, California 91203

Attention: Mr. Edward Neil

Telephone: (818) 500-5693

Facsimile No..  (818) 244-7637

(@)  “Opening of Escrow”: Opening Escrow shall have the meaning given
thereto m Paracraph 4 hereof.

(r) “Permitted Exceptions”; Permitted Exceptions shall have the meaning
given thereto in Paragraph 7 hereof.

(s) “Property”: The Property is that certain real property located in Los
Angeles County, Cahforma as descnoed in Exhibit A attached hereto, and the improvements
thereon

(t) “Prorations”: Prorations shall mean the prorations described in
Paragraph 13 hereof.

(u)  “Purchase Price”. The Purchase Price for the Property 1s EIGHT
MILLION AND NO/100 DOLLARS ($8,000,000.00); provided, however, the Purchase Price
may be reduced as set forth in Paragraph 28 of this Agreement.

(v)  “Title Company”: The Title Company is Stewart Title Insurance
Company. ,

(w)  “Title Policy”: Title Policy shall have the meaning giveﬁ thereto in
g7 Paragraph 11 hereof.

2 Purchase and Sale: Upon and subject to the terms and conditions sef forth in this

N

Agreement, Seller agrees to sell to Buyer and Buyer agrees to purchase from Seller the Property, éDr;p g 7{}0:’%"
Q H
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AGREEMENT OF PURCHASE AND SALE o
" AND JOINT ESCROW INSTRUCTIONS .

THIS AGREEMENT OF PURCHASE AND SALE AND JOINT ESCROW

~ INSTRUCTIONS (“Agreement”) is made and entered into as of May 16, 2001, by and among -

HANNON REALTY CO., INC., a California corporation, WINIFRED S. COCKEY 1988
TRUSTS and PRINCIPIA COLLEGE COMMUNICATIONS (collectively, “Seller”) and
MANCHESTER DEVELOPMENT, LLC, a California limited liability company (“Buyer”).

Buyer and Sellers agree as follows:

1. Definitions: For the purposes of this Agreement the following terms Wlll be defined as
follows:

()~ *“Actual Knowledge of Seller” Actual Knowledge of Seller means and
15 limited to the actual knowledge of Ms. Elaine S. Ewen without having conducted any
independent inquiry or inspection.

(b) ~ *“Assignment”: ASsignment shall have the meaning given thereto in
Paraizragh 6 hereof. :

(c) “Closing Date”; The Closing Date for the Property (as defined below)
shall be no later than the first business day following the date which is sixty (60) days after the
Effective Date (as defined below) and said Closing Date is the last date on which the
Closing/Close of Escrow can occur.

(d)  “Closing” and “Close of Escrow”: Closing and Close of Escrow are
terms used interchangeably in this Agreement. The Closing or the Close of Escrow with respect
to the Property will be deemed to have occurred when a Grant Deed (as defined below) for the
Property is recorded in the Official Records of Los Angeles County, California. If the. Closing
does not fall on a Tuesday, Wednesday or Thursday, Escrow shall close on the Tuesday - '
following such date. '

(e) “Deposit”. The Buyer shall deliver to Escrow Holder (as defined below)
a deposit of THREE HUNDRED THOUSAND AND 00/100THS DOLLARS ($300,000.00) (the
“Deposit”). The Deposit shall be in the form of wire transfer of federal funds or cash. The
Deposit is nonrefundable unless otherwise provided herein. The Deposit shall be immediately
released to Seller (without further written or verbal instructions from Seller and/or Buyer) one
(1) business day after receipt by the Escrow Holder. The Deposit shall be applied to the
Purchase Price if Escrow closes pursuant to the terms of this Agreement. If Escrow fails to close -
for any reason other than due to Seller’s default or the failure of a condition precedent as set
forth in Subparagraph 8.1 below, then the Deposit shall be retained by Seller as liquidated

damages. . skl
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One Hundred Forty Thousand and No/100 ollars ($140,000.00). The provisions of this
Pdrazraph 29 shall survwe the Close of Escmw. , ' .

IN W 1TNESS WHEREOF, the partles hcreto have executed this Agreement as of rhe date f
and year heremabove written. ~ o

SELLER o " BUYER:

Hannon Rf,aity C(}., hm  ' S o " Manchester De\’elo'pfrlexit, LLC

By, ... . By _
Name: ElaineS: Ewen - > -. -~ - - - Name: Gerald Marcﬂ
Its: = President -~ - -~ Itst Managing Member
Winifred S. Cockey 1988 Trusts
, By
Winifred S. Cockey as trustee
Principia College Commuunications
By:.
Name:_
s
By: |
Name:
Its:
‘N "
' by,

ARTELITT & 28



" One Hundred Forty Thousand and No/10
~Paragraph 29 shall survive the Close of Es

lars ($140,000.00). The provisions of this -

IN WITNESS WHEREOF the partxes hereto have executed thxs Agreement as of the date -

and year heremabove written.
'SELLER:

Hannon Realty Co., Inc. kt

By: . E( QW g %w'-s
“Name: Elaine S Ewen =
Its: Pregident -

Winifred S. Cockey 1988 Trusts

Byfy ‘

Winifred S. Cockey as trustee
Principia College Communications

By:

Name:

Its:

Name:

Its:

AN CLANS L

k]

By

- BUYER:

‘Manchester Devfelopm,ent,-LL‘C‘i,v .

Name: Gerald J. Marcil
Its:  Managing Member




Form of Grant Deed

RECORDING REQUESTED BY
AND WHEN RECORDED MAIL TO:

MAIL TAX STATEMENTS TO: |
same as above

. (Above Space For Recorder’s Use Only)

CORPORATION GRANT DEED

In accordance wzth Section 11932 of the California Revenue and Taxation Code,
;Grantor has declared the amount of transfer tax which is due by a separate statement which is not
being recorded with this Grant Deed.

FOR A VALUABLE CONSIDERATION, RECEIPT OF WHICH IS HEREBRY
ACKNOWLEDGED, HANNON REALTY CO., INC., a California corporation, WINIFRED S.
COCKEY AS TRUSTEE OF WINIFRED S. COCKEY 1988 TRUSTS and PRINCIPIA
COLLEGE COM]\AUNICATIONS hereby grant toc MANCHESTER DEVELOPMENT, LLC, a
California limited hablhty company, the real property and improvements located in Los Angeles
County, Slate of California, described in Bxhibit A attached hereto and made a part hereof {the

“Propertv”)

This conveyance is subject to non-delinquent taxes and assessments, and all
matters of record and off-record affecting the Property, including, without limitation, matters
which could be ascertained by an inspection or survey of the Property. Grantor disclaims any
and all express or implied warranties regarding the Property other than the implied warranty
stated 1n subparagraph 1 of Section 1113 of the California Civil Code.

ANRATIT S R-1



RECORDING REQUESTED BY
AND WHEN RECORDED MAIL TO:

“Manchester Development, LLC

c/o Palos Verdes Development Management Company
‘43 Malaga Cove Plaza, Suite D

Palos Verdes, CA "90274-1360

Attention: Mr. Jerry Marcil

- MAIL TAX STATEMENTS TO
~ same as above . :

(Above Space For Recorder’s Use Only)

. CORPORATTON GRANT DEED

, In accordance with Section 11932 of the Callforma Revenue and Taxation Code,
~ Grantor has declared the amount of transfer tax which is due by a separate statement which is not

being recorded with this Grant Deed.

FOR A VALUABLE CONSIDERATION, RECEIPT OF WHICH IS HEREBY
ACKNOWLEDGED, HANNON REALTY CO., INC,, a California corporation, WINIFRED S. -
COCKEY AS TRUSTEE OF THE WINIFRED S. COCKEY 1988 TRUSTS and PRINCIPIA
'COLLEGE COMMUNICATIONS, hereby grant to MANCHESTER DEVELOPMENT, LLC, a
California limited liability company,*the real property and improvements located in Los Angeles -
‘County,, State of California, described in Exhibit “A” attached hereto and made a part hereof -
(the “Property”) This deed may be executed in counterparts

Thns conveyance is subject to non—dehnquent taxes and assessments, and all ,
Thatters of record and off-record affecting the Property, including, without limitation, matters
‘which could be ascertained by an inspection or survey of the Property. Grantor disclaims any
and all express or implied warranties regarding the Property other than the implied warr anty
stated in subparagraph 1 of Section 1113 of the California Civil Code.

DATED AS OF: July 19. 2001

Hannon Realty Co., Inc., Prinicipia College Communications

a 'Califdrnria corporation

By: ' By: / ?é\WL 5@- Q’)‘\
Name: Elaine S. Ewen Name: _Howrrg CReonk [T
Its:  President Its: Vice Qrés,peasr—

~ The Winifred S. Cockey 1988 Trusts M
1 By: ‘Al S»;;_b—-.
P R SN Name: Michagt T Shunirs e
. By‘j C\ . Its: Presidot 5-"’
Winifred‘s ‘Cockey as trustee : | i}f‘f”’ :
*as to an undivided 40% interest, and L VA ROCK EIGHTY, LLC, A NEVADA Lrﬁﬂ rep’ ¢ iy

LIABILITY C@MPANY as to an und}.Vl&ed
) 403946541 e ,




RECORDING REQUESTED BY
AND WHEN RECORDED MAIL TO:

Manchester Development, LLC

c/o Palos Verdes Development Management Company
43 Malaga Cove Plaza, Suite D

Palos Verdes, CA .90274-1360

Attention: Mr Jerry Marcil

MAIL TAX STATEMENTS TO:
‘ same as above

~ (Above Space For Recorder’s Use Only)

‘CORPORATION GRANT DEED

In.accordance with Section 11932 of the California Revenue and Taxation Code,
Grantor has declared the amount of transfer tax which is due by a separate statement Whmh is.not .
being recorded with this Grant Deed. ' : :

- FOR A VALUABLE CONSIDERATION, RECIZIPT OF WHICH IS HEREBY
ACKNOWLEDGED HANNON REALTY CO., INC., a California corporation, WINIFRED §S.
COCKEY AS TRUSTEE OF THE WINIFRED S COCKEY 1988 TRUSTS and PRINCIPIA
COLLEGE COMMUNICATIONS, hereby grant to MANCHESTER DEVELOPMENT, LLC, a
California limited liability companys the real property and improvements located in Los Angeles
County, State of California, described in Exhibit “A” attached hereto and made a part hereof
(the “Property”). This deed may be executed in counterparts. :

- This conveyance is subject to non-delinquent taxes and assessments, and all
matters of record and off-record affecting the Property, including, without limitation, matters
which could be ascertained by an inspection or survey of the Property. Grantor disclaims any
and all express or implied warranties regarding the Property other than the implied warranty
stated in- subparagraph 1 of Section 1113 of the California Civil Code. :

DATED AS OF: July 19, 2001

Hannon Realty Co., Inc,, . Prinicipia College Communications
a California corporation

By: - By
Name: Elaine S. Ewen Name: ~
Its:  President Its:

The Winifred S. Cockey 1988 Trusts

‘Winifreds, Cockey as trustee

*as to an undivided 40Z interest, an

3 ‘ ; ?' 3 1
A ROCK EIGHTY, LLC, A NEVADA LniTBtC © %

RS
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———— et e

INDIVIDUAL ' .

STATE OF HAWALL, b
Ciry and County of Honolulu. | 2001
On this..220day of . JULT ol , A.D. ¥......., before me personally appeared
........... correereneeen i WADEETEA So COCKETEX et
10 me known to be the person k....... described in and who executed the Sforegoing insrrumeh‘t,\v
acknowledged thar .....she....... executed the same as .....her.. Jree act and deed. ‘-\'1:""_ U!‘ -
. - PR, \‘j‘,ll I’C/
Witness my hand and seal. o '-> :
ype L Z s RESA
‘::\ L\‘\ .

Notary Public, First Judicial Circuit,
State of Hawail. :

My Commission Expires J4-07-2002_ -

:
aokd e G T

Lo

AS-42 (2/93) o : . )




CALIFORNiA ALL-PURPOSE ACKNOWLEDGMENT.

TATE OF CALIFORNIA

- | COUNTY OF LOS ANGELES

)
) SS.

:M\u\\cx AL b;foreme @\@M{ Qe )QDW puka\

Name and Tille of Oliicer (e.g. Mé Dos, Notary Public?)_J

}personally appeared

Flon & Fpen

Name of Signer(s)

;Z(,Dersonally known to me - OR - [0 proved to me on the basis of satisfactory evidence to be the

RENEE LINDSEY é

personésy whose namefs) istare- subscribed to the within

instrument and aeknowiedged to me that hev'shel%he*y
executed the same in His/her/their authorized capacityfes),

“and that by istherkhetr signaturetsy on the instrument the

person¢sy, or the entity upon behalf of which the person{s&
acted, executed the instrument. :

Ry
o 3y CA

- Ay wmm it 258952 - »

; U}; : Q WITNESS my hand and oﬁ’rmal seal

‘ 2 : W/ #:L,mnn Expires Apu 1, 2004 } / /> Q
Q NN ‘-ﬂk/\/\, M
) Signature of Notary Public \

T —— )

OPTIONAL

Though the information below is not required by law, it may prove valuable to persons relying on the document and could

prevent fraudulent reattachment of this form.

CAPAC!TY(I'ES) CLAIMED BY SIGNER(S)

Indxv:dua
Corpor e Oﬁ‘acer

f&é

DESCRIPTION OF ATTACHED DOCUMEN‘T

(orpn Deed

Trtie(s)

F’ar’mer(s)

Attorney-In-Fact
Trustee(s)
Guardian/Conservator
Other:

oooco o

O Limited
[J  General

Title or Type of Document

—

-,

Number of Pages

iwu S 20D

Signer is Reprébentmg

Date of-Recument’

\ilmAgié(:Odiuk F%ﬂamvx

: Name of Person{s) or Entity(ies) —
| _Breovvon A &“ﬁ Q’D.)Lx\c.

Signer(s) Other Thaq_}zined Abovi
e\ «eqe.,

St

-

40394654,




Document No. O(— Z025 424 01 2025424
Date Recorded DCT 2 4 2001

STATEMENT OF TAX DUE AND REQUEST THAT TAX DECLARATION
NOT BE MADE A PART OF THE PERMANENT RECORD
IN THE OFFICE OF THE COUNTY RECORDER

(Pursuant to Section 11932 R&T Code)

To:  Registrar-Recorder
County of Los Angeles

Request is hereby made in accordance with the provisions of the Documentary Transfer Tax Act
that the amount of tax due not be shown on the original document which names:

Hannon Realty Co., Inc., a California corporation,
' Winifred S. Cockey as trustee of the Winifred S. Cockey 1988 Trusts
and Principia Coliege Communications
(collectively, the grantor)
and
Manchester Development, LLC, a California limited liability company
(as grantee)
Pfopertv described in the accompanying document is located in City of Los Angeles, California.
The amount of tax due on the accompanying document is $44,800.00.

% 8,200 — 7 8
X Computed on full value of property conveyed, or $ 2,000 r 44 4

Computed on full value less liens and encumbrances remaining at time of sale.

Signature of Declarant or Agent

Signature of Declarant or Agent

%AW bbbbb p Y/ gfrﬁ MM%

Signature of}fe’clarant or Agent

40394654.1
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PAL0s VERDES DEVELOPERS
MANAGEMENT COMPANY

TO: Vicki Dorfman
FROM: Jerry Marcil
. RE: Change of Grand Deed, escrow #01398097

Dear Vicki,

This memo is your authorization to change the vesting on your grant deed
from Manchester Development, LLC to Manchester Development LLC as to
an undivided 40% interest and Lava Rock Eighty LLC as to an undivided
60% interest, as tenants-in-common.

The Seller would prefer if you just inserted this change unto the Grant Deed

without getting it resigned. This is O.K. with me. Please contact the Seller
o verify.

Fhank you and Best Regards,
~ S /.«:i/‘:‘f./é/

‘herald 7. W{arcx

CC: Renee Lindsey
John Walsh

43 Malaga Cove Plaza, Suite D » Palos Verdes Estates, California 90274-1360 » Telephone (310) 791-2004 » Facsimils {310) 791-2003
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THIRD AMENDMENT TO AGREEMENT OF PURCHASE AND SALE
AND JOINT ESCROW INSTRUCTIONS

THIS THIRD AMENDMENT TO AGREEMENT OF PURCHASE AND SALE AND JOINT
ESCROW INSTRUCTIONS ("Third Amendment™) is dated as of the 28th day of September
2001, by and srong HANNON REALTY CO. INC., a Califernz corporation, the WINIFRED
S COCKEY 19%8 TRIUSTS snd PRINCIPIA COLLEGE COMAMUNIC ATTONS (collictively,
the “Seller™), and MANCHESTER DEVELOPMENT, LLC. « Californis limited habilins .
comnany (the “Buver”), with respect to the following facte and circumstances:

A Seiler and Buyer entered into that semain Agreement of Purchese and Sale snd
Joiz Escrow Inetructions dated 25 of May 16, 2001, by and between Seiier and Buyer (the
“Origical Purchase Agreemen:”), as amended by thar certain Fisst Amendmens 0 e Agreement
of Purchase and Sale aod Joimt Escrow Instructions dited as of July 13, 2001, by and between
Seller end Buyer (the “First Amendment™), as arnended by thar cenais Second Amendment to
the Agreement of Purchase snd Sale and Jouns Escrow Instructions deted a9 of July 20, 2001, by
and between Seller and Buyer (the “Second Amendment™) pursuans 10 which Seller agreed ro sell
1o Buyer and Buyer agreed to purchase from Seller that certain rez) property and improvements
described in Exhibit A of the Original Purchase Agreemen:, The Origisal Purchase Agreement, -

~ the First Amendment, and the Secand Amendment ‘are referrad 1o hesein collectively ns the

“Purchase Agreement” All capitalized terms used herein shall have the same meaning as set
forth in the Purchase Agreaiment, unless otherwise indicated.

B. Buyer has requested an exiension of the Closing Date frorn Ociober 2, 2001 uptil
QOctober 23, 2001 10 allow Buyer miore time to apply for certain variances related 10 the Property.
Seller is reacy, willing and abie to close Eszrow, provided, however, Seller has agreed (o exvend
the Closing Date &3 provided herein in consideration of the sgresments and promises made by
Buyer hecein,

C Buyer and Seller now desire to modsfy the Purchase Agreement as sst forh
oelow,

NOW, THEREFQRE, in consiceration of the 2bsve regitals and for other vajusble
consideration, the receipt and sufficiency of which are hersby acknowledgsd by all parties, the
parties agrae 1o amend the Purchase Agreemen: at follows:

1 Buyer and Seller ackaowledge exd agres that the Closing Date snall be extendesd
&om October 2, 2001 1o October 23 2007 ("Second Extension Period™).

2. Buyer and Seller acknowisdge and apree thae by Ocrober 3, 2001, Buyer shell
deliver 1o Seller an additions) deposit by wire transfer to the tust account described in
Exhibit "A" hereto funds in the amount of One Hundred Sixty Thousand snd Ne/100 Doliars
{5160,000 00)(the “Second Extension Deposit™) which shal; become non-refundable on the date
that this Third Amengment is exocured by both Buyer and Seller and which shall no1 be applied

-30430086.1
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CALIFORNIA CIVIL CODE SECTIONS 1671, 1676 AND 1677 SELLFR HEREBY
WAIVES THE PROVISIONS OF CALIFORNIA CIVIL CODE SECTION 338¢ UPON
EITHER (1) THE FAILURE OF BUYER TO CLOSE ESCROW FOR THE PROPERTY
PURSUANT TO THE TERMS OF THIS AGREEMENT OR (1) THE DEFAULT BY BUYER
OF THIS AGREEMENT, UPON THE ELECTION OF SELLER, [N SELLER'S SOLE AND
ABSOLUTE DISCRETION, THIS AGREEMENT WILL BE TERMINATED AND, EXCEPT
FOR BUYER'S INDEMNITY AND OTHER SPECIFIC OBLIGATIONS REFERRED TO
HEREIN WHICH MAY BE ENFORCED BY SELLER (IN ADDITION TO COLLECTION
AND RETENTION-BY SFLLER OF BUYER'S DEPOSIT, EXTENSION DEPQSIT AND
SECOND EXTENSION DEPOSIT AS PROVIDED HEREUNDER), NEITHER PARTY WILL
HAVE ANY FURTHER RIGHTS OR OBLIGATIONS HEREUNDER TO THE OTHER,
EXCEPY FOR THE RIGHT OF SELLER TO COLLECT SUCH LIQUIDATED DAMAGES
FROM BUYER AND ESCROW HOLDER ’

¥ opsop

b 14
Seller’s Inmuals Seller's Initials Seller’s Inittals Buyer's Initials
S The Purchase Agreement 1s hereby modificd by adding the foliowing

Paragraph 30 as follows.

“30. Tax Defeed Exchange Seller-aprees to reasonadly
caoperate wath Purchaser ia consummating the saie of the Propenty
x5 pant of a simultaneous or non-simultaneous tax-deferced
exchange (the " Tax Exchange”) pursuant to Section 1031 of the
Internai Revenue Code of 1986, as amended, provrded that

(i1} Seiler shall not be required 16 take utle to any propeny
mnchuding the Property, (if) the Closing Date shall not be delayed or
extended thereby, (i1} all costs and ‘expenses shail be paid by
Purchaser-and (iv) Purchaser shall indemnify, defend, protect and
hold Seller harmless from any lability, damage: costs and
cxpenses related o the Tax Exchange ”

6 Sections 6.2(¢), 6 2(g). 14 5, 28 and 29 of the Purchase Agreement are hereby
deieted in ther catirety

7 Section 26 of the Purchase Agreement is hereby amended by the addition of the
following sentence at the end of Section 26 as {ollows.

“Notwithstanding anything to the contrary that may be contaned
herein, Scller shall have the right to assign this Agreement without
Buyer’s consent,”

40470084 ¢
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Assignment and Assumption of Intangibie Property

THIS ASSIGNMENT AND ASSUMPTION OF INTANGIBLE PROPERTY
{“Assignment”) 18 made as of this 19th day of July, 2001, by and between HANNON REALTY
CC., INC ., & California corporation, WINIFRED S. COCKEY AS TRUSTEE OF THE

WINIFRED S COCKEY 1988 TRUSTS and PRINCIPIA COLLEGE COMMUNICATION
{collectively, “Assigner™) and MANCHESTER DEVELOPMENT, LLC. 4 Califorma hmﬂeu
liability company (“Assignee™), wrh reference to the following facts.

A Assignor owns the real property legally described on Exhibit “A” attached
hereto, and the improvements constructed thereon (“Property”)
B Assignor has used ur acquired (or may have acquired) certam intangible righis m

connection with the Property (as defined in the Purchase Agreement which is defined heiow
1nmudmg, but not limited to, any trade name used in connection with the Propen\e various
easemnents, licenses, permits, air rights, certficates of cccupancy, rights of way, sewer
agreements, water line agreements, utility agreements, water rights and oi! gas and mineral
‘rights, all hicenses. permits and entitlements related to the operation of the Property in
‘accordance with its current use, vd any and all development rights, f:nfiﬂernent< and other
mtangible rights, nitles, interesis, privileges and appurtenances owned by Seller and in any way
- relating to the Property (collectively, the “Intangibles™) and has also acquired, or may have
acquired. certain express and implied warranties, including, but not limited to, the warranies of
~ Assignor’s general contractor for the improvements constructed on the Property, and said general
contractor’ s subcontractors (the "Warranties”).

. Pursuant 1o the terms of that certain Agreement of Purchase and Sale and fommn
Escrow Instructions entered intc by Assignor, as Seller, and Assignee, as Buyer (the
“Agreement”), Assignor now desires to assign and transfer to Assignee all of its night, title and
interest in and to the Intangibles and the Warranties, to the extent such right, title and nterest
may exist and is assignable by Assignor, and Assignee desires to accept any such Intangibies and
Warranties 1o the extent they exist and are assignable. '

NOW, THEREFORE. in consideration of the mutual covenants and conditions
hereinbelow set forth, it is agreed:

1. Effective as of the Close of Escrow, as that phrase is defined in the
Agreement, Assignor assigns and transfers to Assignee and its successors and assigns, ali of
Assignor’s right, title and interest in and to the Intangibles and the Warranties, to the extent such
right, title and interest may exist and is asmgnable by Assignor.

2. Effective as of the Close of Escrow Assignee accepts the assignment of
the Intangibles and the Warranties and shall be entitled to all rights and benefits accruing to the
Assignor thereunder and hereby assumes all obligations thereunder from and after the Close of
Escrow.

203948221
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V This Assignment may be executed in counterparts which taken together
@ shall constitute one and the same instrument.

4. The provisions of this instrument shall be binding upon and inure to the
benefit of Assignor and Assignee and their respective successors and assigns.

5. Assignor hereby covenants that it will, at any time and from time to time,
execute any documents and take such additional actions as Assignee or its successors or assigns
shall reasonably require in order to more completely or perfectly carry out the transfers intended
to be accomplished by this Assignment. ~

IN WITNESS WHEREOF, Asslgnor and Assignee have executed this A551gnment and
Assumptlon of Intangible Property as of the date set forth above.

“ASSIGNOR” “ASSIGNEE”
f'_kHANNON REALTY CO., INC., | MANCHEHESTER DEVELCPRH IEN"‘ LLC,
a Caliyfo‘mira corporation , a California limited liability company
- ‘*\Tame Elaine-S. Ewen - By:  Gerald ] Marcil
Its: President Its:  Managing Member

THE WINIFRED S.’ COCKEY 1988 TRUSTS

Winifred S. Cockey as trustee
'PRINCIPIA COL‘LEGE COMMUNICATIONS
By:

Namei '
Its:

By
~Name: _ -
Its:

40394822.1
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ASSIGNMENT OF REAL PROPERTY PURCHASE AGREEMENT

THIS ASSIGNMENT is entered into between Honywdo& Vista Apartn{ents, Ltd., a |
Califomia Limited Partnership, herein called " Assignor” and LAVA ROCK EIGHTY LLC,,
a Nevada limited liability company, herein called "Assignee" for the acquisition of the property
loéated in the County of Los Angeles, State of Ca’lifornia, more commonly known as 60%
Undivided Interest In 8000-8060 W. Manchester Blvd., Los Angeles, California herein called
the "Subject Property".

WHEREAS, Assignor has entered into that certain Real Property Purchase ‘ Agreement

“Real Property Purchase Agreement” dated . between Asmgnor as

,Purcha$e1 and Hannon Reaity Co., Inc Prmcxpxa College Commumcatmns And W:mfred -

WL Cockey 1988 Trust as Seller; ‘wherein A551gnor agreed to acquire the Subj ect Property and,

’ WHEREAS Assignor wishes to ass1gn to Asmgnee the rights to pLuchase the - Subject |
Property under the Real Preperty Purchase Agreement and - :

WHEREAS, Assignee wishes to accept said Assignment and acquire the rAighta of Assignor

~ to purchase the Subject Property under the Real Property Purchase Ag1eement and

WHEREAS, this Assignment is being made pursuant to the Exchange Accommodation

~Agreement between Assignor and Assignee whereby Assignee is accepting this Assignment in

* order to acquire Replacement Property for:Assignor,-in furtherarice of Assigaar's IRC:Section 1031 =+ =

exchange transaction; -~ Y A

S N NUm—-1 ot R

NOW, THEREFORE, Assignor hereby assigns to Assignee all of Assignor’s nghts and

, Jnterest in the Real Property Purchase Agreement. Assignee hereby accepts asmgnment all of such

_nghts and interest in the Real Property ‘Purchase’ Agreement‘ The Real Property Purchase :‘ o

: ‘Agreement is hereby a531gned in accordance with the terms hereof
| Assignor and Ass'ignee further agree as follows:

1. As additional consideration to Assignee, Assignor hereby agree’s'te hold VASéignee

harmless, release, defend and indemnify Assignee from any and all liability, loss, damage or

£ GOSN 3
%*" "': 1‘
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injury in any manner arising out of or incident to Assignee's acquiring owner'ship intcrest 111,

holding, transferring or conveymg the Sub}ect Property, including, wuhout limitation, any and all

consequential damages arising therefrom.

2. Assignor and Assignee agree that this assignment is made for

the purposes of facilitating the LR.C. Section 1031 exchange pursuant to the Exchange

Accommodation Agreement to which this Assignment relates. Therefore, pursuant to U.S.

Treasury Regulation 1.1031 (k)-1(g)(4)(iv), only the rights of Assignor under the Real Property

Sale Agreement have been assigned to Assignee. For purposes of any dispute regarding any

“aspect of the Subject Property other than Assignee’s holding or transferring the Subject Property’
pursuant to the Exchange Accommodation Agreerﬁent“ and this A‘séignrvnent 'theretd this -~

’transactlon shall be deemed to have occurred only between Ass1gnor arid Seller, arid Ass1gnee‘

shall not be made a party to any dispute, suit, claim, arbitration or other’ proceeding concerning

the Subject Property without Assignee’s pnor Wntten consent.

. This Agreement shall be- bmdmg upon and shall mure to the

benefit of their respective heirs, Successors and assigns of the partis her eto, - o

IN WITNESS WHEREOF, the parties hereto have executed this assignment of the Real Property . ..

Sale Agreement.

ASSIGNOR: Hollywood Vista qurtments Ltd., A Cahforma anlted Partnershlp

w / M\/ / c=n o DATED: - / s f // (o i Lv

GeraldJ Marcil, Managing Member .

S S I L U A R PR RN

ASSIGNEE: LAVA ROCK FIGHTYLLC, - ' L

ANEVADA LIMITED LIABILITY- COMI"AN s, ’f o omkRED e

BY: APL PROPERTIES CORPORATION A CALIFORNIA CORPORATION
ITS SOLE MEMBER

BY: | //c:vw L/ od paren ge/@%}

Thomas W. Ward, Corporate Counsel

oo AT /! : -




- HOLLYWOOD VISTA APARTMENTS, LTD.
' LIMITED PARTNER WITHDRAWAL

Carina Taylor DeMartl hereby mthdra,ws from the Cahfomla Limited

~ Partnership known as Hollywood Vista‘Apartments, Ltd.. ‘Carina Taylor.
‘DeMarti does hereby relinquish all of her rights, interest, and title to the

entity known as Hollywood Vista Apartments, Ltd.. The remaining limited

partners (Carol Marcil and Gerald J. Marcil) shall now each own 49.5% of -

the limited partner interest in Hollywood Vista Apartments, Ltd.

" In exchange for Carina Taylor DeMarti’s withdrawal herein, Hollywood
Vista Apartments, Ltd., has deeded 33.33% of the fee title of the property

commonly known as Hollywood Vista Apts., 1417 N. Vista St., Hollywood,

California to Carina Taylor DeMarti and Charles DeMarti as husband and
wife as of Nov. 14, 2001. The effective date of this withdrawal is Nov. 14,

2001.

This agreement shall i inure to the benefit or detriment of the heirs, asswns
executors, and /or successors to the parties herein.

If litigation should be required to enforce this agreement, the prevaﬂmo
party shall be entitled to attorney’s fees and costs.

The parties whose signatures are listed below are hereby in agreement.

Dot O Myt 11-120] D Tlulss D -i12-04
Woodglen'Apts., LLC Date na Taylor DeMarti Date .
General Partner ' - Limited Partner
By Gerald J. Marcil
(0 J’\XAAJJ/\ LQ\W\Ddﬁ AT Conels Nonei b [{-12 -6y
Charles De Marti Date Carol Marcil - Date

Limited Partner
: zéu//é/ O Mo /42 vy
j Gerald J. Marcil Date
4 Limited Partner

C /57
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Carina.& ;Chuck De Marti

June 14, 2001

| HuntmgtonBeach CA 92646

) Dear Carma and Chuck

Good news. I think we can Sel VIS’[& for $5, 400 OOO The rents have

skyrocketed over the last 12 months. We just got $1,350 for a 2 ‘bedroom
and $ 1 OOO for a- one-bedroom I'm enclosing the rent roll for your review.

I think we should ask $5,650,000 and settle at $5,400, 000. I am notas =
motivated to sell as you and Peter, but I recognize this is good timing from a
market standpoint. We will have the building paid off in 15 years and would
be making cash flow in the mean time. However, a bird in the hand is Worth

2 in the bush, We can ﬁnally make something,

I Want to be sure we are in agreement as to the distribution of sales proceeds
before we sell it. Below is my accounting of where we are at:

$5,400,000.00

-$2,850,000.00
-$ 189,000.00
-$  35,640.00
$  8,000.00
$  37,640.00
-$ _ 18:000.00

$2,261,475.00
$ 136,430.78
-$ 12,238.69
-$ 135.295.30
-$1,977,510.40
X 33.33%
$ 659,104.21

+$ 136,430.78

+$  12.238.69
$807,773.68

P tmmion v s B

Sales Price

Balance of the loan
Commissions (3.5%)*
Transfer Tax (.66%)
Title & escrow
Security Deposits
Payables

- NET SALES PROCEEDS
| Interest differential owed to Carina**

loan owed to Carina ***

loan owed to Marcil****

Proceeds to Ownership%

Carina’s %

Carina’s share

Owed to Carina

Owed to Carina

CARINA’S TOTAL PROCEEDS *****

C/ee. |



*Commission; John Walsh has agreed to list the property for 1.5% and 2%
to any outside broker. If he sells it himself, he gets 3% (we save .5%). Even
though our agreement allows me to make a commission, I'm not charging

- one-—nor do I get any kind of a referral fee from John. o

o Enclo’sed 18 the schedule of inferest paid on the loan.

- *%% Carina lqaned Vlsta $8, OOO from Canyon Crest which is now worth

$12,238.69. , : \
*¥#%* Enclosed is an accounting of the year by year balance of the cash Iput

- in to save the property. We used a 15% one time service fee and 10%
interest (not 25% interest as premously requested)

¥HRXE Y ou owe Peter Raducha 10% of your net proceeds on the
$659,104.21 and the $136,430.78.

If you agree with the above distribution, please sign below and FAX back.
This distribution is based on our ac'reement for distribution dated 11-15- OO

and enclosed herein.

Please call me at 310-791-2000 if you have any questions.
Best Regards,
Jerry Marcil
1, Carina Ta};ior DeMarti, hereby ap’prove of the above method of
distribution, and hereby authorize Gerald Marcil to list the property at 1417

N. Vista, Hollywood for sale, and agree that he may negotiate any sale at or
above $5,000,000.

Carina Taylor DeMarti Date



"ACTUAL OWNERSHIP | N MANCHESTER DEVELOPMENT, LLC
" May 2001
| Manchester Development LLC
Appellants Mr. Walsh
50% 50%
Thein: ‘, Manchester De\)elopment LLC acquikes 100% Manchester property.

,H'Q'llij;cbgl‘iv,‘isté;Partnership Formally Dissolves with California Sec. Of State
\,De'ycéfhb,éf 201 and files its final tax returns in 2001.

o ";Ma'hc'hrester‘De"velo'pmenthLC continues to file tax returns and report utilizing its
~ own unique FEIN tax identification number (acquired in 2001) for returns filed in
2002+,

..................................................................................................................................................

~ August 2002

Manchester Development ;LLC

/\

Appellants ' Mr. Walsh

50% 50%

Mahchester Development LLC always treated as a separate busin‘ess
arrangement, independent from Hollywood Vista Apartments' affairs.

b \é}"’
W



What should havevhappened if Hollywood Vista Partnership had
merged into Manchester Development LLC. in 2001, as provided by
Revenue Ruling 90-17, which clarified Rev. Rul. 77-458.

Owhership May through November 2001

Hollywood Vista Ptsp ‘ Manchester Development LLC

App. H/W /\
?r .
99% 1% 50% . 50%
- Appellants H/W Woodglen Appellant ~ Mr.Walsh
©10/10 ' 5/10 5/10

‘Appél’iants effectively owned 100% (10/10 of HV)

* Ownership Interest changes in surviving entity that should have occurred;“butﬁdi_d

not in 2001, per Revenue Ruling 90-17 and any true business arrangement. Mr.

*Walsh should have been diluted.
Surviving Entity

Appellants Mr. Walsh

75% or 15/20 5/20 or 20%

But actually Manchester Development LLC ownership interests remained 50%
~ Appellant, 50% Mr. Walsh through August 31, 2002, proving no merger.

Manchester Development LLC
Appellants Mr. Walsh

50% 50%

ES



MANCHESTER DEVELOPMENT, LLC
WRITTEN CONSENT OF MEMBERS TO ACTION

The under51gned members of MANCHESTER DEV ELOPMENT LLC
consent to the following action:

‘'WHEREAS the effectlve date of the Operatmg Agreement be amended to
Septemberl 2002. ‘

WHEREAS the membershlp interest of GERALD] MARCIL be changed
from 50.00% to 60.00%.

WHEREAS the membershlp interest of JOHN P. WALSH be chanwed
from 50 OO% to 40.00%. _

WHEREAS Exhibit B of the Operatmg Agreemen’r be amended to reflect
the change in membership interests. ,

NOW, THEREFORE the members hereby unanimously consent to the
change of membership interests as reflected in Exhibit B to the Operatmg
Agreement.

This action is taken effective September 1, 2002.

Lol I Pliper”

Gerald ]. Mat/cﬂ

Iohmf. Walsh




CERTIFICATE OF INTEREST

Organized under the Beverly-Killea
Limited Liability Company Act of California
On May 9, 2001

NUMBER: 1 ’ PERCENTAGE SHARE: 60.00%

MANCHESTER DEVELOPMENT, LLC
A California Limited Liability Company

THIS CERTIFIES THAT GERALD J. MARCIL, is the record holder of Sixty and
00/100 percent (60.00%) fully paid and nonassessable percentage share of
MANCHESTER DEVELOPMENT, LLC A CALIFORNIA LIMITED LIABILITY
COMPANY.

This certificate is transferable only on the books of the Company in person or
by duly authorized attorney upon surrender of this certificate properly endorsed in
accordance with the terms of the Article of Organization and Operating Agreement
as amended to the dates of the transfer.

In witness whereof, the Company has caused this Certificate to be signed by its
duly authorized officers and its Company Seal to be hereunto affixed this 9th day of
May, 2001.

D did 0 Vs /

GERALD J. MARCIL, MAINAGER

See the reverse of this certificate for a notice of the rights, preferences, privileges, and restnctmns of
the shares represented by this certificate. '

Ay
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CERTIFICATE OF INTEREST

Organized under the Beverly-Killea
Limited Liability Company ‘Act of California
On May 9, 2001

NUMBER: 2 PERCENTAGE SHARE: 40.00%

MANCHESTER DEVELOPMENT, LLC
A California Limited Liability Company

THIS CERTIFIES THAT JOHN WALSH is the record holder of Forty and
00/100 percent (40.00%). fully paid and nonassessable percentage ~share of

- MANCHESTER DEVELOPMENT, LLC, A CALIFORNIA LIMITED LIABILITY

COMPANY. o

This certificate is transferable only on the books of the Company in person or
by duly authorized attorney upon surrender of this certificate properly endorsed in

accordance with the terms of the Article of Organization and Operating Agreement

as amended to the dates of the transfer.

In witness whereof, the Company has caused this Certificate to be signed by its
duly authorized officers and its Company Seal to be hereunto affixed this 9" day of
May, 2001.

Do ) P S

GERALD ]. MARCIL, MANAGER

See the reverse of this certificate for a notice of the rights, preferences, privileges, and restrictions of
‘ the shares represented by this certificate.
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state of California

o EFFECTIVE
Secretary of State DATE
- . ) . e n‘ | "‘ R
Bill Jones P Ll
"~ LIMITED PARTNERSHIP = R El L’E‘D‘ o
| CERTIFICATE OF DISSOLUTION |, 0";,39 Dtme ED i
i of the Sizis ol Celilarnia .
IMPORTANT -- Read instructions before compietmg thts form l e
‘ R , , u6 ZD"D
NOTE: mzs 'CERTIFICATE OF,DISSOLUTION (LP-3) MUST BE FILEDIN ORDER TO DISSOLVE YOUR i
© LIMITED PARTNERSHIP. YOU MUST ALSD FILE A CERTIFICATE OF GANCELLATION(LP-477)'IN 2 Vs
ORDER TO CANCEL YOUR CERTIFICATE OF LIMITED PARTNERSHIP (LP-1) AND NOT!NCUR FURTH:P - JDN ug T
o .SS ia ofState ‘
LIABILITY FOR TAX AS ALIMITED PARTNERSHIP. v I T Space For rnm;}‘u% Sy
1 SECRETARY OF STATE FI LE NUMBER | 2. NAME OF UMYT”D PARTN:R.:»HIP L N
‘ A CALIFORNIA LIMITEb PARNTERSIHIP

l o 9825 40 50 1 O HOLLYWODD VISTA APARTMENTS, LTD.,
3. EFFECTIVE DATE OF DI SSOL.U“}Of\ ~ MONTH

DAY S YEAR

DECEMBER 31, 2001
4. THE EVENT CAUSING THE DISSOLUTION OF THIS LIMITED PARTNERSHIP 18!

A, D IT !S THE TIME SPECIFIED IN THE PARTNERSHIP AGREEM‘:NT FOR DISSOLUTION.

R D THE EVENTS FOR DISSOLUTION THAT ARE SPECIFIED IN THE PARTNERSHIP AGREEMENT HAVE OCCURRED.
D WRITTEN CONSENT OF ALL GENERAL PARTNERS AND A MAJORITY IN INTEREST OF THE LIMITED PARTNER(S).
D :] THERE ARE NO GENERAL PARTNERS TO CONTINUE THE BUSINESS OF THE LIMITED PARTNERSHIF. |

-E D ENTRY OF A DECREE OF JUDICIAL DISSOLUTION UNDER SECTION 15882,

5. OTHER iNFORMATiON THE PARTNERS FILING THE CERTIFICATE OF I3SSQLUTION DETERMING TO INCLUDE: (ATTACH ADDITIONAL PAGES IF NECESSARY)

{ 6. NUMBER OF PAGES ATTACHED (IF ANY
NONE

|CERTIFY THAT THE STATEMENTS CONTAINED IN THIS DOCUMENT ARE TRUE AND CORRECT TO MY OWN KNOWL_DGE ' DECLARE
THA? 1AM THE PERSON WHO 15 EXECUTING THIS INSTRUMENT, WHICH EXECUTION IS MY ACT AND DEED.
BY: WCODGLEN APTS., LLC

S .4 fa . JSENERAL PARTNER

SIGNATURE - % POSITION OR TITLE | SIGNATURE POSITION OR TITLE
GERALD J. MARCIL (MNGNG MBR) =20y
PRINT NAME DATE PRINT NAME DATE
L —F .
SIGNATURE C A POSITION OR TITLE SIGNATURE = % POSITION OR TITLE
EXRIBIT . Ly, e,
e I T o QL _ {34 %
‘ ‘PRNT'WE“‘“‘“”"‘ DATE PRINT NAME S " DATE
FORMLP-3 -~ ND FILING FEE

SEC/STATE (REV. 7/38)
’ Approved by Secreiary of Siate
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- pariner.

this power of attorney is coupled with an interest and shall survive the delivery

of an assignment of alimifed partnership interest. In the event of any conflict

between the provisions of this Agreement, or any amendment 1o if, and any
document executed, acknowledged, sworn to or filed by the general
parfners under this power of oﬂomev this Agreement and any amendments
thereto shall govern.

3.3 An amlendhjem? Toyfhe Cerfificate shall be éigned by the general

4 NAME. The parfnershlp name shall be HOLLYWOOD VISTA APARTMENTS
LTD., A CAL IFORNIA LIM(TL:D PARTNERSHIP. |

5  PLACE OF BLSIN:SS (he Po*fn@rshnps prmc pai place of business shall
be 43D Malaga Cove Plaza, Palos Verdes Estates, California 90274, or at such
ofher place as the generad! partner determines in the future.

é. JQPQS The purpose of this parmershtp is fo acquire that cerfain real
property located in the city of Hollywood, Cadlifornia commonly known as 1417

~ N. Vista, as more particularly described in Exhibit *A* attached hereto and

incorporated herein by reference ("Property”), to actively manage the

- Property, fo offer the Property for sale and to do such other things as are

incidental, proper or related thereto. The termProperty” as used herein shall
mean the inferest in the above real property and all private property owned
by the Partnership. The specifications of these parficular activities, however,

shall not be deemed a limitation upon the general powsrs of the Partnership.

7. IERM. The partnership shall begin upon the filing of the Certificate and

shall continue untit March 1, 205 0, at which time it shall dissolve. The Partnership
may be dissoclved and terminated at any time before that date upon the saie
of substantially al of its real property or as more particularly described in
Section 14,

8  CAPTALANDLOANS. ..

8.1 Each partner shall make a cash contribution fo the capital of the

Partnership in the amount set forth opposite each respective partners name in

Exhibit "B* aftached hereto and incorporated herein by reference. In addition,
the partners (imited and general) shall confribute additional cash 1o the
Partnership as moy be needed from time to time 1o meet the needs of the
Partnership.

8.2 Except as specifically provided herein, no partner may withZraw his
capital from the Partnership without the approval of the general partner.

8.3 No interest shall be paid and no partner shall be entitled 1o interest
on any of his capital contributions to the -Partnership.

TS: | | Aom
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- State of California SITECTIVE

DATE
- Secretary of State St "-gj
Bill Jones | o
CERTIFICATE OF CANCELLATION cf the sm cg .m n
‘ IMF’ORTANT - - Read lnstructions before completing this form. | i DEC 2 6 ZﬂU
THIS CERTIFICATE OF cmcemmou (LP-4/7) MUST BE FILED IN ORDERTO | ’ 2?3 jj\ . «Q
CANCEL YOUR CERTIFICATE OR REGISTRATION OF LIMITED: PARTNERSHIP AND B”_L JON:S S eé{f -
 YOUR LIABILITY FOR ANY TAX AS A LIMITED PARTNERSHIP. ary of State -
- .l This Space For F!lmg Use Dniy
1. SECRETARY OF STATE FiLE NUMBER 2 NAME OF LIMITED PARTNERSH!P ‘ o
1 998254 0001 0 v 7T HOLLYWOGD Vi‘,S’I’A APARTMENTS, L'I'D , A CALIFORNIA LIMITED PA*RNTERSHIP

3. THE LIMITED PARTNERSHIP HEREBY CANCE.LS ITS: (CHECK ONE) .

l}( } CERTIFICA’TE OF: LIMH‘ED PARTNERSHIP {LP-1). PURSUANT T0 SUBDIVISION (B)(‘l) oF SECTION 15623 OF THE CAL! FORNIA
C@RPORA’TIDNS CODE. : ) , :

{ 1 Rrec STRAT!ON OF FORE!GN L!MITED PARWERSHIP {LP-5) PURSUANT TO S’:CTiON 15696 OF THE CALI FDRN A CORPORATIONS .

- CODE.
4_OTHER INF ORMAT!ON THE PARTNERS FILPNG THE CERTIF)CATE OF CANCELLATION DETERMINE TO INCLUDE, IF ANY: (AT‘I ACH

‘UIONAL PAGES, IF NECESSARY)

5. NUMBER OF PAGES ATTACHED {IF ANY?\J ONE..

6. I1CERTIFY THAT THE STATEMENTS CONTAINED IN THIS DOCUMENT ARE TRUE AND CORRECT TO MY DWN KNOWLEDGE I DECLARE
THAT | AM THE PERSON WHO IS EXECUTING THIS INSTRUMENT, WHECH EXECUT!DN 1S MY ACT AND DEED:. N

BY: WOODGLEN APTS., LLC

oAl /?Z L, J GENRL. PARTNE.

SIGNATURE POSITION OR TITLE :
SIGNATURE POSITION OR TITLE
GERALD J. MARCIL (MNGNG MBR) - [ -) g/
PRINT.NAME DATE
PRINT NAME DATE

SIGNATURE ~ POSITION OR TITLE p ‘
R < SIGNATURE POSITION OR TILE

< Ao AYA

PRINT NAME DATE
‘ ) , PRINT NAME % ﬂ? ‘.’g_.,:} DATE

e T I e LA -] -



OPERATING AGREEMENT FOR OA E

MANCHESTER DEVELOPMENT, LLC

ALL PARTIES MUST READ THIS DOCUMENT CAREFULLY, THE
SECURITY NOTICE CONTAINED IN SECTION 8.10 AND NOTE EACH OF
THE FOLLOWING:

THIS AGREEMENT PROVIDES FOR MANDATORY ARBITRATION OF
ALL CLAIMS. SEE ARTICLE X HEREOF.

LEGAL COUNSEL FOR THE COMPANY HAS DRAFTED THIS -
OPERATING AGREEMENT. EACH MEMBER MUST OBTAIN
INDEPENDENT LEGAL-AND TAX ADVICE AS TO THE TERMS OF THE -

AGREEMENT, AND WHETHER SUCH MEMBER’S INTEREST ARE BEST
SERVED BY THIS OPERATING AGREEMENT AND THE TERMS HEREOF. -
NO MEMBER MAY RELY UPON ANY REPRESENTATION OR - o
STATEMENT BY LEGAL COUNSEL FOR THE COMPANY THAT IS NOT
SPECIFICALLY SET FORTH IN THIS OPERATING AGREEMENT. SEE
RECITALS C.2 AND C.8.

THIS AGREEMENT CONTAINS A COVENANT BY MEMBERS NOT TO
SUE OTHER MEMBERS EXCEPT IN CERTAIN LIMITED
CIRCUMSTANCES. SEE SECTION 2.8.

THIS AGREEMENT RESTRICTS THE ABILITY OF MEMBERS TO
TRANSFER THEIR INTERESTS IN THE COMPANY. MEMBERS AND
THEIR SPOUSES MUST CONSENT TO THIS RESTRICTION. SEE ARTICLE

VIII.

THIS AGREEMENT PROVIDES FOR THE APPOINTMENT OF MEMBER-
MANAGER FOR A PERIOD OF 35 YEARS WHO MAY NOT BE REMOVED
DURING THE INITIAL PERIOD EXCEPT FOR CAUSE BASED UPON
GROSS MISCONDUCT, GROSS NEGLIGENCE OR DISHONESTY. SEE
ARTICLE V AND SECTION 5.3.

THIS AGREEMENT PROVIDES FOR SPECIAL DISTRIBUTIONS AND
ALLOCATION OF CASH FLOW, PROFITS AND LOSSES WHICH MAY
RESULT IN PHANTOM INCOME FOR TAX PURPOSES. SEE ARTICLE IV.

TH1S AGREEMENT PROVIDES FOR REQUIRED ADDITIONAL CAPITAL
CONTRIBUTIONS AND REDUCTION OF A MEMBER’S PERCENTAGE
INTEREST UNDER CERTAIN CIRCUMSTANCES. SEE ARTICLE III AND
SECTION 3.4 HEREOF.

THIS AGREEMENT ALLOWS FOR THE RETURN OF CERTAIN MEMBER’S
CAPITAL CONTRIBUTIONS WHILE THAT MEMBER RETAINS FULL
PERCENTAGE AND VOTING INTEREST. SEE ARTICLEIV.

XHIBIT: ] MIANCHESTER DEVELOPMENT, LLC AGREEMENT PAGE 1
AGE __OF :




IN THE EVENT A MEMBERSHIP UNIT IS ISSUED IN EXCHANGE FOR
-SERVICES RENDERED, OR TO BE RENDERED, THE FAIR MARKET
VALUE OF SUCH INTEREST MAY BE REQUIRED TO BE INCLUDED IN

- THE GROSS INCOME OF THE MEMBER RECEIVING THE INTEREST.
EACH PROPOSED MEMBER SHOULD CONSULT WITH THEIR OWN .
INDEPENDENT TAX ADVISOR AS TO THE APPLICATION AND IMPACT.
OF THIS MATTER. FAILURE TO PROVIDE THE SERVICES SHALL
RESULT IN THE CANCELLATION OF SUCH MEMBERSHIP INTERESTS

THIS AGREEMENT PROVIDES FOR CERTAIN PAYMENTS TO BE MADE
TO ENTITIES WHICH ARE NOT MEMBERS AND IN WHICH SOME. °
MEMBERS HAVE A FINANCIAL INTEREST. SEE ARTICLE IV AND

SECTION 4.9 HEREOF

THIS AGREEMENT PROVIDES AUTH ORITY FOR THE MANAGER TO
ENTER INTO TRANSACTIONS ON BEHALF OF THE COMPANY UP TO'
TWENTY-FIVE MILLION DOLLARS. SEE SECTION 5.4(G).

THE PERCENTAGE DISTRIBUTION OF PROFIT PROVIDED IN THIS
AGREEMENT DIFFERS FROM THE ACTUAL PERCENTAGE OF CASH .
- CONTRIBUTIONS. SEE SECTIONS 1.24 AND ARTICLE IV,

MEMBER’S VOTING INTERESTS ARE DIFFERENT THAN MEMBER’S
PERCENTAGE INTERESTS DESPITE EQUAL CONTRIBUTIONS OF
CAPITAL. SEE SECTION 1.23 HEREOF.

THERE ARE NO SUPER-MA]JORITY VOTING REQUIREMENTS FOR ANY
ACTION TO BE TAKEN. SEE ARTICLE V HEREOF.

THERE ARE SPECIAL QUORUM REQUIREMENTS FOR MEETINGS OF
MEMBERS. SEE ARTICLE V

NOTWITHSTANDING ANY OTHER PROVISION OF THIS AGREEMENT,
NO ACTION MAY BE TAKEN WITHOUT MEMBER GERALD J. MARCIL’S
SPECIFIC CONSENT. SEE SECTION 1.20, ARTICLE V AND ARTICLE VII. A

MEMBER ACTING IN VIOLATION OF THIS SPECIAL CONSENT
PROVISION SHALL BECOME PERSONALLY LIABLE FOR DAMAGES
AND INDEMNIFICATION. SEE ARTICLE 5 AND SECTION 5.11.

THE MANAGER HAS THE RIGHT TO CAUSE THE COMPANY TO ELECT
TO KEEP ITS BOOKS ON AN ACCRUAL BASIS. SEE ARTICLE VI AND
SECTION 6.2.

Gerald J. Marcil and John Walsh (referred to individually as a Member

and collectively as the Members) enter this Ope1 ating Agreement into effective
as'of May 29, 2001.

MANCHESTER DEVELOPMENT, LLC AGREEMENT PAGE 2
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1.25. "Profits and Losses" means, for each fiscal year or other period

specified in this Agreement, an amount equal to the Company'’s taxable income |

or loss for such year or period, determined in accordance with IRC section ?OB(a)

1 26 The "Project” shall' mean a parcel of approximately 2.33 acres
located at 8000 and 8060 Manchester Avenue, in the City Qf Playa Del Rey,
California (APN 4118- OO:’Z 067 and 4118-002-101).

~ 1.27." "Proxy" has the meaning set forth in the flrst paragraph of
California Corporations code section 17001(311) A Proxy may not be tr ansmltted

orally

1.28. "Regulations” (”Reg") means the income tax regylations
promulgated by the United States Department of the Treasury and published in

the Federal Register for the purpose of interpreting and applying the provisions
of the Code, as such Regulations may be amended from time to time, mcludmg

corresponding provisions of apphcab]e SUCCessor regulatlons

1.29, | "Substltuted MembeJ is defmed in Article VIII, Section 8.8.

1.30 "Suctessor in 1meresf means an A351gnee, a successor of a Person

by merger or otherwise by operation of law, or a transferee of all or substantially

all of the business or assets of a Person.

1.31. "Transfer" means, with respect to a Membership Interest, or any

element of a Membership Interest, any sale, assignment, gift, Involuntary
Transfer, or other disposition of a Membershlp Interest or any element of such a
Membership Interest, directly or indirectly, other than an Encumbrance that is

expressly permitted under this Agreement.
1.32. nggermg Event” is defined in Article VIII, Section 8.3.

1.33. "Vote means a written consent or approval, a ballot cast at a
‘Meeting, or a voice vote. -

1.34. "Voting Interest” means, with respect to a Member, the right to

Vote or participate in management and any right to inforgnation concerning the

business and affairs of the Company provided under the Act, except as limited

by the provisions of this Agreement. A Member's Voting Interest is set forth on-

Exhibit B, and is different than a Member’s Percentage Interest despite equal
Capital Contribution.

ARTICLE II: ARTICLES OF ORGANIZATION

21.  The Articles of Organization, attached hereto as Exhibit A, have
previously been filed. Nothing in this Operating Agreement requires an
amendment to the Articles. ‘

K/\‘ MANCHESTER DEVELOPMENT, LLC AGREEMENT PAGE 7
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EXHIBIT B

- CAFITAL CONTRIBUTION AND ADDRESSES OF MEMBERS

ASOF MAY, 2001
‘ : V ‘Member's Capital Member Member
Member's - Member's ~ Contribution Percent Voting -
_Name 1 Address B Interest Interest
Gerald J. Marcil | [N A sum up to | 5000% | 60.00%
~ , 51 ,650,000 '
Tohn Walsh A sum up to | 5000% | 40.00%

CA 90274

$1,650,000

A A -

MANCHESTER DEVELOPMENT, LL.C AGREEMENT PAGE 27




EXHIBIT B

- CAPITAL CONTRIBUTION AND ADDRESSES OF MEMBERS
o AS OF SEPTEMBER 1, 2002

. ‘ | Member Member
Member's , Member's Member's Capital Percent Voting
Name ; Address ‘ Contribution Interest - Inmterest
Gerald |. Marcil | A sum up to - 60.00% 60.00%
$1,650,000 -
Tohn P, Walsh A sum up to T 40.00% 10.00%
$1,65C,000 ' _

MANCHESTER DEVELOPMENT, LLC FIRST AMENDED AND RESTATED AGREEMENT
' PAGE 27



State of California

Bill Jones
ENDORSED FILED

Sec reta ry of State ‘ in the office of the Secretary of State
, : ' -0 _ - of the State of California
LIMITED LIABILITY COMPANY 0CT 2 2 2002

CERTIFICATE OF MERGER

{Corporations Code Secﬁon 17552)

BILL JONES, Secretary of State

Ftlmg Feg — Please see instructions.
IMPORTANT - Read mstructtons before completing thss form

This Space For Fxlmq Use Only‘

-Name of surviving entity: T 4 2.-Type of entity: -1 3. Secretary of State File Number: - - | 4. Jurisdiction:
anchester Development, LLC 'LLC 1 200113110043 . | CALIFORNIA -
" Name of disappearing entity! - 1'6. Type of entrty 7. Secretary of State File Number -7 B. Juris‘dict'ioh:m, .
VA ROCK EIGHTY, LLC e 200129210071 . . - | NEVADA

Future eﬁecti\!e date, if any: . -Month Day S Year

. if a vole was required pursuant to Section 17551 or Seclion 1113, enter the outstanding interests of each class entltied to vote '
on the merger and the percentage of vote requsred

Surviving Entity ) - ) Disappeafing Entity
) ' Percentage of vole reguired Each class enfitled fo yole Percentage of vote required
vieberships 51% | 1 Memberships 51%

. The prmcnpat terms of the agreement of merger were approved by a vote of the number of interests or shares of each class that
equaled or exceeded the vote required.

STION 12:1S ONLY APPLICABLE IF THE SURVIVING ENTITY IS A DOMESTIC LIMITED LIABILITY COMPANY, COMPLETE
‘M 12 AND PROCFFD TO ITFM 15,

. Requisite changes to the information set forth in the Articles of Organization of the surviving limited liability company resuiting
from the merger. Attach additional pages if necessary. None

CTIONS 13 AND 14 ARE APPLICABLE IF THE SURVIVING ENTITY 18 A FOREIGN LIMITED LAB!L{TY COMPANY OR OTHER
SINESS ENTITY. COMPLETE ITEMS 13 AND 14.

Principal business address of the surviving foreign limited liability company or other business entity:

Address:

City: ) ' . State: Zip Code:
. Other information required to be stated in the Certificate of Merger by the laws under which each constifuent other business
entity is organized. Attach additional pages if necessary.

_ Numberof pages attached, if any:

| certify that the statements- contained in this document are true and correct of my own knowledge. | declare that | am the
person who is executing this instrument, which -execution is my act and deed.

éAM,M\ 0 Syt 7-2242 Gerald J. Marcil, Manager  9-22v2
Sianature of Authorized Person for the Surviving Entity ~ Date Type or Print Name and Title of Person Signing Date
. ‘gﬁalure of Authorized Person for the Surviving Entity Date. ’ “Type or Print Name and Title of Person Signing -,E)até‘:'? e ?‘—
b7 V.24 Fp2-0l. Gerald J. Marcil, Member ‘2/2&’0@
Signalure of Authorized Person for the Disappearing Entityeit? . Type or Print Name and Title of Person Signing U”lDateB ?O’M

- - e . -~ - . - T R e e Py




We,. the under51gned representmg at least a majorlty in interest of LAVA

ROCK EIGHTY LLC, do herebv consent o the merger of LAVA ROCK EIGHTY,
s LLC,’a Nevada Limited Liability Company and MANCHESTER
 DEVELOPMENT, LLC, a California Limited Liabﬂityvcompany, the surviving
entity to be MAN CHESTERDEVELOPMENT, LLC, uﬁon thé terms ‘and
E prov isions of the Agreement of Merger between said entities. |

WITNESS our Signatures this 15t day of September 2002.

Dol I My

‘GERALD J. MARCIL, MEMBER




WRITTEN CONSENT OF MEMBERS TO MERGER

We, the undersigned, representing at least a majority in interest of
MAN CHESTER DEVELOPMENT, LLC, do hereby consent to the merger of
LAVA ROCK EIGHTYLLC a Nevada Limited Liabﬂity Company and

MANCHESTER DEVELOPMENT LLC a Cahforma Limited Liability Company, :

the survwmg entlty to be MANCHESTER DEVELOPMENT, LLC, upon ‘che
terms and promsxcns of the,Agreement of Merger between said entities. |

WITNESS our Signatures this 1* day of September, 2002.

GERALD J. MARCIL

JO}H(I P. WALSH

7
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020538146

RECORDEDFILED IN OFFICIAL RECORDS
RECORDER'S OFFICE
LOS ANGELES COUNTY
© T CALIFMBMia

MARV 18 2002

ATBAM.

SPAGE ABOVE THIS LINE FOR RECORDERS USE

o

TITLE(S)

peep

FEE | S o DT.T.
FEE $33 |SS
; AF N.F. 94 13

CODE
20

CODE
19

CODE

—

(©réLES NOLYOLION

Assessor’s ldentification Number (AIN)
To Be Completed By Examiner OR Title Company In Black Ink Number of Parcels Shown

A7 , & ooz O (] O O gz

THIS FORM IS NOT TO BE DUPLICATED
ptfon Los Angeles CA Document—Year Doch 2002 638446 Page. 10f4




?

Stewart Title L
RECORDING REQUESTED BY ) | . | 02 063844 6

WHEN RECORDED MAIL TO S
AND MAIL TAX STATEMENTS TO .
Gerald Marcil
43-D Malaga Cove Plaza
PVE., CA 90274

GRANT DEED ‘ 5
TITLE ORDER NO. 3dof (s ] Escrow No. apnno. Uf ] | ?""c) ~G7-101
THE UNDERSIGNED GRANTOR(s) DECLARE(s)
DOCUMENTARY TRANSFER TAX s 5____ - CITYTAXS____ 0 R&T 11911 Valye
& Consideration of this property at less than $100. . )
City of . an o

FORA \!ALUABLE CONS!DERAT!ON receipt of which is hereby acknowledged,
LAVA R()CK EIGHTY,LLC, a Nevada L:Lmited Liability Company, as to an undlvided 60%, as tenants

hereby GRANT(S) to MANCHESTER DEVELOPMENT, LLC a California limiced 11ability company

the following described real property in the County of LOS ANGELES State of California:

LEGAL DESCRIPTION ATTACHED HERETO AND MADE A PART HEREOF.

HIS CONVEYANCE CHANGES THE MANNER IN WHICH 1
ITLE IS HELD, GRANTOR{S} AND GRANTEE(S)

REMAIN THE SAME AND CONTINUE TO HOLD LAVA ROCK EIGHTY, LLC.,
gBEigAﬁgi?OPOMIONATE INTEREST A NEVADA LIMITED LIABILITY COMPANY
& 1 . . .
: BY: HOLLYWOOD VISTA APARTMENTS, LTD.

a California Limited Péttnership

‘Dated . December 15th, 2001 .;IZ : é{ p

Gerald J. Marcil, Maraging Member
of Woodglen Apts,.LLC
General Partner

STATE OF CALIFORNIA 1

COUNTYOF - )55 ‘ @ .\
on_December 15th, 2001 befare me, o 2 Doredmrmas
(here insert 'nar'n‘a‘ and lMa of the officer), personally appeared P e/eaz.p = Lecd,

personally kuown fo me-(or/ prowed o me on the basis of satisfactory evidence) 1o be the psm:m(s) whose name{s) isfare subscribed lo {he within mstrument
and acknowledged to ma that he/sheshey executed ihe same in his/ hertheir authorized capacity(ies), and that by hisherftheir signature(s) on the instrument
the person{s}), orthe enmy upon behalf of which the person{s) acted, exscuted the instrument,

WITNESS my hand and official seal,

Sinatre. gm i %),

ﬂﬂ.E OF CALIPOGRRWA, ING,

‘ ptmn Los Angefes CA Document-Year.DoclD 2002.638446 Page: 2 of 4
er: LG-06-07-2006 04-52-44 PM Comment: 4118-2-101

N2

%3 £ 1244322
N0 mty Puauc-cm;oma 8]
LOS ANGELES couwry ()
CoMm. Exp pec, 19, 2003
ARG gy W

GRNTOEED DG




YEAR Member's € ~are of Income, CALIFORNIA SCHEDULE |
2001 Deductlons, Credits, etc. K-1 (568)

MAY day 9 vear 2001, and ending month

DEC dav 31 vexr 2001

Foras endaryear 2001 or fiscal v i
M ¥'s dentifying number

LLC's FEIN

Mem er's name, address, state, and ZIP Code

GERALD J. I*LRRCIL
43 MALAGA COVE PLAZA, SUITE D
PALOS VERDES ESTATES, Ca 90274 1360

]
Secretary of State file nymber 200113110043

LLC'c name, address, state, and ZIP Code

MANCHESTER DEVELOPMENT, LLC
43 MALAGA COVE PLAZA, SUITE D -
PALOS VERDES ESTATES, CA 50274~ 1360

‘A Whartype of entity is this member? ®

D Member’s share of labili t:es‘

- I)L Indivigual (5} D General Pmna'sn;p {8) D e ) Ncnreccurse [T SRR U UPT U *5 :
- ,(2). [T s Gomporation (8) ] Limited Partmersnip (8] IRAKEOGH/SEP Qualified nonrecourse-financing ... 5. 3,120,000,
A8 L esaems (1 T e (10) 0 ssummrpngaten | OO 5 0.

4 D C Corporation £ Tax shelier registration number

B -ls this member a foreign member? - o Jves [XINo | F {1) Check here if this is & publicly traded partnership o

C  Enter member’s percentage as defined in IRC Section-4B3(KN2} ... ..., J

- (g{tt_nqqt_regard‘to special (i) Before decrease (ii) End of year _ {2)Check here it this is an investment partnership
allocations) of: or termination (R&TC Sections 17955 and 230401} D )
Froftsharing ‘ : % o 60.0000000 % | G-Check hereif thisis; © o , -

_ Losssharing . % e 60.0000000 % | (1)[__]Afinal Schedule K-1(568) (2)__ An amended Schedule K-1(588) =
Ownership of capital ‘ %® 60.0000000 % | H Isthis member a nonresident of California? ... . w1 Tves [X]No.

| Analysis of member's capital account:

{a) Capital account at {b) Capital contributed
beginning of year during year

{c) Member's share of ling 3,
line 4, and fine 7, Form 5868,
Schedule M-2-°

(e) Capital account at end of
year (combine column (a)
through column (d))

{d} Withdrawals-and
distributions

* 1,638,800.l

-3,078,453.

m
-
-

-1,440,653.

12|

fer to Member's Instrustions for Scheduie K-1 (568

bafore entering information from this schedule on your California return.

(b} Amount from
federal Schedule

{a) Distributive share item K-1 1065)

(e} California
- S0Urce amounts
+ and credits

{c) Californla adjustments | {d) Total amounts using
Calitormia iaw
{Combine column

b) and column (¢}}

1 Ordinary income (loss) from trade
or business activities .

2 Net incomne (loss) from rentai real
estate activities ...

®
\4

"3 Netincome (loss) from other rental
activities e

4 Portfolio income (loss);

2 interest

~Inca}n5 :
{Loss)

¢ -Other portiolio income (loss) ...

5 ‘Guaranteed payments to members.

‘6 Net pain {loss) under IRC Section 1231
(other than due to casualty or theft)

7 QOther income-{ioss)

LEREE NE R NE
Yy [viviv(viv]y

| 8 Charitable contributions ...

8 Expense deduction for recovery property
{R&TC Sections 17267.2, 17267.6,
17268, and IRC Section 178). ...

Deduc-

tions

~-480. 1,617, 1,617,

10 Deductions related to portfolio income.
111 Other deductions. ... oo STMT

2. 3.362.

3.362,

120421
12-14001 -

| k156801104022 |

Scnedule K-1 (568) 2001 Side 1
1



MANCHESTER DEVELOPMENT = .LLC

CALIFORNIZ FOOTNOTES

MANCHESTER DEVELOPMENT, LLC
43 MALAGA COVE PLAZA, SUITE D
PALOS VERDES ESTATES, CA 90274-1360

"F.E.I.N. | |

FORM 1065, F.Y.E. DECEMBER 31, 2001
EiEcTidN7Té”AMORTzzE7LzﬁITED LI&BILITY.COMPANY.
ORGANIZATION EXPENSES, UNDER IRC SECTION 709:

THE LIMITED LIABILITY COMPANY ELECTS, PURSUANT TO
IRC SECTION 709, TO AMORTIZE ITS ORGANIZATIONAL

EXPENSES OVER A 60-MONTH PERIOD. THE PERIOD IS TO. -

BEGIN ON MAY 9, 2001, THE DATE ON WHICH THE

LIMITED LIABILITY COMPANY COMMENCED DOING BUSINESS.

ELECTION TO AMORTIZE START UP EXPENSES
UNDER IRC SECTION 1985:

THE LIMITEDaLIABILITYVCOMPANY ELECTS, PURSUANT TO
IPL, SECTION 185, TO AMORTIZE ITS START-UP EXPENSES
| 2 60-MONTH PERIOD, FOR EXPENDITURES

INCURRED IN STARTING UP A BUSINESS WHICH

COMMENCED MAY 9, 2001.

ELECTION TO ADOPT THE RECURRING ITEM EXCEPTION;
UNDER IRC SECTION 461(H)(3):

THE LIMITED LIABILITY COMPANY ELECTS, PURSUANT TO
IRC SECTION 461(H)(3), TO ADOPT THE RECURRING ITEM
EXCEPTION WITH RESPECT TO ALL RECURRING ITEMS,
INCLUDING PROPERTY TAXES, FOR ALL RENTAL REAL
ESTATE ACTIVITIES.

- - - - - -~ -
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PaL0s VERDES DEVELOPERS
MANAGEMENT COMPANY

TO: Vicki Dorfman
FROM: Jerry Marcil
RE: Change of Grand Deed, escrow #01398097

Dear Vicki,

This memo is your authorization to change the vesting on your grant deed
from Manchester Development, LLC to Manchester Development LLC as to

- an undivided 40% interest and Lava Rock Eighty LLC as to an undivided
00% interest, as tenants-in-common.

The Seller would pi‘efei if you just inserted this change unto the Grant Deed

without getting it resigned. This is O.K. with me. Please contact the Seller
to verify.

'I‘hank you and Best Regards,

ol o s arp s
“Uemld.l I&ﬁ/ I‘C/:ll/ e

CC: Renee Lindsey
John Walsh

43 Malaga Cove Plaza, Suite D » Palos Verdes Estates, Cafifornia 90274-1360 * Telephone (310) 7912004 » Facsimile (310) 791-2003
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Rev. Rul. 90-17; 1990-1 C.B. 119;
1990 IRB LEXIS 71, *; 1990-8 IL.R.B. 13

Revenue Ruling 90-17
Rev. Rul. 90-17; 1990-1 C.B. 119; 1990 IRB LEXIS 71; 1990-8 I.R.B. 13
January 1990
[*1]
- SUBJECT MATTER: Continuation of Partnership

SUMMARY:

Three merging partnership contributed their assets to a resulting partnership in exchange
for an interest in the resulting partnership. The interests in the resulting partnership were
then distributed proportionately to the respective partners of the merging partnerships.
Under I.R.C. § 708(b)(2)(A), the resulting partnership could be considered a continuation
of two of the merging partnerships whose members owned an interest of 50 percent in the
capltal and profits of the resulting partnership. However, under Treas. Reg. § 1.708-1(b)
(2)(i), the resulting partnership was considered to be a continuation of the partnership that
contributed the greatest dollar value of assets to the resulting partnership. The IRS held
that I.R.C. § 761(e) did not cause the termination of the resuiting partnership. Because the
resulting partnership was considered to be a continuation of one of the merging
partnerships under 1.R.C. § 708(b)(2)(A), liguidating distributions by the other merging
partnerships of 50 percent or more of the capital and profits interest in the resulting
partnership did not cause the resulting partnership to terminate under § 708(b)(1)(B).

APPLICABLE SECTIONS:

#Section 708.-Continuation of Partnership
%26 CFR 1.708-1: Continuation of partnership.
{(Also Section 761.)

TEXT:

Continuation of partnership. Section 761 (é) of the Code does not cause the resuiting
partnership of a partnership merger to terminate under section 708. Rev. Ruls. 68-289, 1968-1
C.B. 314 and 77-458, 1977-2 C.B. 220 clarified. :

ISSUE

If a partnership resulting from a partnership merger is considered a continuation of one of the
‘merging partnerships under section 708 (b) (2) (A) of the Internal Revenue Code, do liquidating
distributions by the other merging partnerships of 50 percent or more of the capital and profits
interests in the resulting partnership cause the resulting partnership to terminate under section
708 (b) (1) (B) because of the application of section 761 (e)? :

FACTS

A and B each owned a 50 percent interest in RP, a partnership having assets worth $500x. B
and C each owned a 50 percent interest in MP1, a partnership having assets worth $400x. D
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and E each owned a 50 percent interest in MP2, a partnership having assets worth $100x. For
business reasons independent of federal income tax consequences, the parties agreed to merge
RP, MP1, and MP2. The merger was effected by each merging partnership contributing [*2]

its assets to the resulting partnership in exchange for an interest in the resulting partnership.
With respect to the interests in the resulting partnership RP received 50 percent, MP1 received
40 percent, and MP2 received 10 percent, The interests in the resulting partnership were then
distributed proportionately to the respective partners of RP, MP1 and MP2, After the merger
transaction, the interests in the resuiting partnership were held, 25 percent by A, 45 percent by
B, 20 percent by C, and 5 percent each by D and by E.

LAW AND ANALYSIS

#Section 708 (a) of the Code provides that an existing partnership shall be considered as
continuing until such time as it is deemed terminated under section 708 (b).

Section 708 (b) (1) of the Code provides rules of general application governing the termination
of partnerships. Section 708 (b) (1) (B) provides that a partnership shall be considered
terminated if, within a 12-month period, there is a sale or exchange of 50 percent or more of
the total interest in partnership capital and profits.

Section 708 (b) (2) of the Code provides rules of special application governing the termination
of partnerships involved in mergers, consolidations, and divisions. [*¥3] Section 708 (b) (2)
{A) provides that, in the case of a merger or consolidation of two or more partnerships, the
resulting partnership shall be a continuation of any merging or consolidating partnership whose
members own an interest of more than 50 percent in the capital and profits of the resulting
partnership.
/

#Section 1.708-1 (b) (2) (i) of the Income Tax Regulations provide that, if a resulting
partnership can, under section 708 (b) (2) (A) of the Code, be considered a continuation of
more than one of the merging or consolidating partnerships, it shall be considered the

~ continuation of the partnership that is credited with the contribution of the greatest dollar value
of assets to the resulting partnership. Any other merging or consolidating partnership shall be
considered as terminated.

Section 761 (e) of the Code, which was added by the Tax Reform Act of 1984, section 75 (b),
1984-3 C.B. (Vol. 1) 1, 102, provides that, except as otherwise provided in regulations, for
purposes of section 708, any distribution of an interest in a partnership (not otherwise treated
as an exchange) shall be treated as an exchange.

In Rev. Rul. 68-289, 1968-1 C.B. 314, three partnerships, P1, P2, and P3 [*4] are merged.
All three partnerships have the same partners and, therefore, under section 708 (b) {(2) (A) of
the Code, the partnership resulting from the merger could be treated as the continuations of
either PI, P2 or P3. However, because P3 contributes the greatest dollar value of assets, the

" resulting partnership is considered the continuation of P3. PI and P2 are treated as having first
transferred their assets and liabilities to P3 in exchange for partnership interests and then as -
having distributed the P3 interests in liquidation.

Rev. Rul. 77-458, 1977-2 C.B. 220, considers the proposed merger of ten partnerships, PI -
P10. These partnerships all have the same equal partners, A and B. Under the plan of merger
P2 - P10 will transfer all of their assets and liabilities to P1 (the largest partnership by dollar

- value of assets) in exchange for partnership interests in P1. P2 - P10 will then distribute their
interests in P1 to A and B. Rev. Rul, 77-458, 1977-2 C.B. 220 concludes that the partnership -
resutting from the merger of P1 - P10 will be considered the continuation of PI because P1 will
contribute the greatest dollar value of assets to the resulting partnership.

Under section 708 (b) (2) (A) of the Code, [*5] the partnership resuiting from the merger of

kﬂnn'//“runx{]av;o ram lracansreh lratriaa® m:Ar‘AQno’quﬂnqlﬁO?Qﬁ1/l')'?’f’)fl’)ém'] rAdRLS e - OANTIIO11
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RP, MP1, and MP2 can be considered the continuation of either RP or MP1. This is because both
‘the members of RP (A and B) and the members of MP1 (B and C) become the owners of more
than 50 percent of the capital and profits interests in the resulting partnership. In accordance
with section 1.708-1 (b) (2) (i) of the regulations, however, the resulting partnership is the
continuation of RP, the partnership that contributes the greatest dollar value of assets ($500x).

Consistent with the analysis in Rev. Rul, 68-289, 1968-1 C.B. 314, MP1 and MP2 are considered
to have contributed their assets to RP in exchange for ownership interests in RP, MP1 and MP2 .
then liquidate and distribute their assets, the RP interests, to their partners. Because the RP
partnership interests are received 40 percent by MP1 and 10 percent by MP2, a total of 50
percent of the RP interests is distributed in the course of the merger. If section 761 (e) of the
Code causes the distributions to be treated as exchanges to which section 708 (b} (1) (B)
applies, RP will terminate.

The question thus presented is whether sections 761 {e) and 708 (b) (1) (B) of the Code have
the effect of adding [*#6] an additional requirement to section 708 (b) (2) (A), namely, that
fewer than 50 percent of the interests in the resulting partnership are distributed in the merger.

Section 708 {b) (2) (A) of the Code applies only to mergers and consolidations. Together with
section 1.708-1 (b) (2) (i} of the regulations, it provides the exclusive means for deciding
whether a partnership involved in a merger will terminate. Section 708 (b) (2) (A) does not
define the term "merger." However, as illustrated in Rev. Rul. 68-289, 1968-1 C.B. 314 and
Rev. Rul. 77-458, 1977-2 C.B. 220, a merger includes the distribution by the terminating
partnerships of interests in the resuliting partnership. Thus, section 708 (b) (2) (A) is a statute
that creates a spedcific rule for a particular transaction, a merger, and that transaction includes
the distribution of resulting partnership interests.

Paragraphs (1) and (2) of section 708 (b) set forth, respectively, a general rule on the
termination of partnerships and specific rules on partnership terminations where a partnership
-merger, consolidation, or division is involved. The specific rules are clearly exceptions to the
general rule and intended to override the general rule in the limited circumstances [*7] to
which they apply.:Even if this relationship were not clear from the provisions themselves, a
basic principle of statutory construction is that a specific statutory provision, like section 708
(b) (2), is not controlied or nullified by a more general one, like section 708 (b) (1), unless that
result is clearly intended. Bulova Watch Co. v. United States, 365 U.S. 753, 6 L. Ed. 2d 72, 81
S. Ct. 864, 1961-1 C.B. 782 (1961). The legisiative history of section 708 (b) (1) (B) neither
states nor implies a congressional intent that the provisions of section 708 (b) (1) (B) take
precedence over the partnership merger ruies under section 708 (b) (2) (A). See S. Rep. No.
1622, 83d Cong., 2d Sess. 388 (1954), and H.R. Rep. No. 2543, 83d Cong., 2d Sess. 61
(1954). Nor does the legislative history of section 761 (e) state or imply a congressional intent
to change the relationship between the provisions of sections 708 (b) (1) (B) and

708 (b) (2) (A). See H.R. Rep. No. 432, 98th Cong., 2d Sess. 1225-27 (1984), S. Prt. No. 169
(Vol. 1), 98th Cong., 2d Sess. 236-38 (1984), and H.R. Conf. Rep. No. 861, 98th Cong., 2d
Sess, 863-65 (1984), 1984-3 C.B. (Vol. 2) 1, 117-19.

In other words, the purpose [*8] of the exception contained in section 708 (b) (2) (A) of the
Code and section 1.708-1 (b) (2) (i) of the regulations is to provide for the continuation of one
of the merging partnerships as the resulting partnership if the 50 percent test of those
provisions is met, notwithstanding the provisions of the general rule of section 708 (b) (1).
Consistent with this purpose, a resulting (continuing) partnership in a merger to which section
708 (b) (2) (A) applies is, as to the elements of the merger itself, excepted from the application
of the termination provisions of section 708 (b) (1).

Since section 761 {(e) of the Code cannot cause a termination of a partnership except through
its effect on the term "exchange” in section 708 (b) (1) (B), and since a resulting partnership in
a merger to which section 708 (b) (2) (A) applies is excepted from the application of section
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708 (b) (1) as to the elements of the merger itself, section 761 (e) cannot cause the
- termination of the resuiting partnership merely by virtue of its section 708 (b) (2) merger.

- Thus, the distribution of a total of 50 percent of the RP interests by MP1 and MP2vduring the
course of the merger will not cause a termination of [*9] RP under section 708 (b) (1) (B) of
the Code.

HOLDING

In a partnership merger, if the resulting partnership is.considered a continuation of one of the
merging partnerships under section 708 (b)-(2) (A) of the Code, liquidating distributions by the
other merging partnerships of 50 percent or more of the capital and profits interest in the
resulting partnership do not cause the resulting partnership to terminate under section 708 (b)

(1) (B).
EFFECT ON OTHER REVENUE RULINGS

Rev. Rul. 68-289, 1968-1 C.B. 314 and Rev. Rul. 77-458, 1977-2 C.B. 220 are clarified.
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TO COUNTY ASSESSORS:

APPLICATION OF THE STEP TRANSACTION DOCTRINE

Recently, we have received numerous inquiries regarding change in ownership transactions
involving properties where the current market value is less than the factored base year value.
Specifically, a property owner transfers his/her property to a second party, and then the second
party-transfers the property back to the original owner, often on the same day. The apparent
intended consequence is to record a change in ownership that would establish a new base year
value at a lower current market value, thereby reducing property tax obligations. County
assessors have inquired as to whether the step transaction doctrine could be applied to these

* transactions. The answer is yes. -

The step transaction doctrine is applied when a series of transfers are used to transfer real
property in order to circumvent the change in ownership laws." The general principle is that
whether a transaction is a change in ownership depends upon the substance of a transaction
rather than its form. That is, the doctrine focuses on whether each step of a transaction may stand
alone or, rather, whether the transaction should be treated as a whole.

In Shuwa Investments Corp. v. County of Los Angeles, the California Court of Appeal sét forth
three tests for determining the application of the step transaction doctrine for property tax
purposes:”

- End result test. Under the end result test, if it appears that a series of transfers were really
component parts of a single transaction intended from the beginning to be taken for
purposes of reaching the end result, the step transaction doctrine may apply and the
intermediate steps may be disregarded.

+ Interdependence test. Under the interdependence test, if the steps or transfers taken were
so interdependent that the legal relations created by one transaction or transfer would
have been fruitless (apart from the parties' intention to qualify for an exclusion) without.”
completing the entire series of steps, then the step transactxon doctrine may apply and the
intermediate steps may be disregarded.

- Binding commitment test. Under the binding commitment test, if the structure of the
transactions establishes that there is an agreement that once the first step or transfer is

: Shuwa Investments Corp. v. County of Los Angeles (1991) 1 Cal.App.4™ 1635, 1648-1649.
? Shuwa, supra, at p. 1648.
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taken that the parties are obligated to complete the remainder of the steps, the step
transaction doctrine may apply and the intermediate steps may be disregarded.

While the same set of facts may meet the criteria for more than one of the three tests, only one
test needs to be satisfied for the step transaction doctrine to apply.” The existence of a business
purpose for any of the transfers does not necessarily prevent the step transaction doctrine from
being applied in a particular situation; however, it is a factor, along with all other facts and
circumstances, that should be considered when analyzing the entire transaction to determine
whether the step transaction doctrine should be applied.

When processing change in ownership transactions, county assessors should be particularly
cognizant of multiple transactions involving the same parties. To ensure that these tax-avoidance

transactions do not involve employee-owned property, we remind county assessors that they-

should have effective procedures for maintaining the integrity of assessments of employee-
owned property (see Letter To Assessors 2008/058).

If you have further questions regarding the step transaction doctrine, please contact the

Assessment Services Unit at 916-445-4982.
Sincerely,
/s/ David J. Gau
David J. Gau

Deputy Director
Property and Special Taxes Department

DIG:sk

? McMillin-BCED/Miramar Ranch North v. County of San Diego (1995) 31 Cal.App.4™ 545, 556.



~ALIFORNIA

A Fo;m 8 82 4 ‘Like-Kind Exchanges grston

{and section 1043 conflict-of-interest sales)

Departiment of the Troasury - X
“~teme! Revenue Service : o P Attach 1o your tax return.

OMB No. 1545-1190

2001

Attachment
Ssquence No. 109

1

5.me(s) shown on tax retum

" HOLLYWOOD VISTA APARTMENTS, LD,

icentitying number

‘information on the Like-Kind Exchange ~ FORM 8824 NO.

Note: If the property described on line 1 or line 2 is real or personal property located outside the United States, indicate the cozmzry

1,”Descnptmn ofhke-kmd property given up’ REAL ESTATE LOS ANGELES, CA

2 Description of like-kind property reCeiyed,b_ REAL ESTATE: LOS ANGELES, CA -

3 Date like-kind property given up was originally acquired (month, day, year) ... e e e, .3 | 06/29/87
4 Date you actually transferred your pmperty to other party (month, day, year) .............. ] : 4| 11/14/01
s Date Ilka-kind property you racelved was ldentlf;ed {month, day, year) (see mstructtons) , , 5 | 10/24/01 -
"6 Date you actuany received the like-kind property from other party {month, day, year) ... e e 5 | 10/24/01
7 :

4 Was the axchange made with a related party (see. instructions)? If "Yes,” complete Part 1. If *No,’ go to Part il
3 D Yes in this tax year b [:] Yes, in a prior tax year c E No

‘Related Party Exchange Information

' 8 Name of re ated party

Related party's identifying no. .

" Address (no., street, and apt., room, o sute no.)

City or town, state, and ZIP code

Refationship to you

] Ddﬁng this tax year {and before the date that is 2 years afier the last transfer of property that »}.fas part of the exchange),

did the refated party sell or dispose of the Hke-kind property received from you in the gxchange? et et aeb e n e

Dunng this tax year {and before the date that is 2 years afler the last transfer of property that was part of the axchange),

y did you sell or dispose of the like-kind property you 1eCBIVES? ... ...........ccooorrmrrimieiiesisisncne s s
If both lines § and- 10 are "No* and thls is the year of Ihe exchange, go to Pan‘ i, If both fines 8 and 10 are *No™ and this is not the year of the

| EYes DNO

_exchange, stop here. If either line 9 or line 10 is "Yes," complete Part il and report on this year's tax return the deferred gain or(!oss) from line 24

unless one of the except/ons on line 11 applies. See Related party exchanges in the instructions.

11 W one ofthe exceptxons below applies to the disposHion, check the apphcable box:

e [:] The dlsposmon was atter the death of elther of the related parties.
b I: The disposition was an mvolumary conversion, and the threat of conversion occurrad afier the exchange,

c E You can establish to the satisfaction of the lRSvthat neltherthe exchange nor the disposition had tax avoidange as its principal purpose. if this box is checked,

Caution: }f yoir transfsrred and recerved {a} more than one group of like~kind propemes or (b) cash or other {not Ilke-kmd)

property, see Reporting of multi-asset excianges in the instructions.
" Note: Ccmpiete lines 12 through 14 onty if you gave up property that was not Ilke-kmd OtherWIse, go to line 15.

12 Fazr markat value {FMV) of other property gwen up ; a2 ’
13 AﬂlUStBC‘ basis of other proper’(y GIVBI UD Lottt et et esnen e 13
14 Gainor (iass} recognized on other property given up. Subtract fine 13 from line 12. Report the gain or (loss)

in the same manner as it the exchange RAO DEEN G SBIB |, . et 14
15  Cash received, FMV of other property received, plus net Habilities assumed by other party, reduced )

{bu{not below zero) by any exchange expenses you incurred {see instructions) 15
16  FMV of like-kind property you received % | 3,733,520.
17 Addlines 15and 16 ... e e et oot oot 17| 3,733,520,
18 ;Ad;ustedb,a‘sis of like-kind property you pave up, net amounts paid to other party, plus any ‘

 exchange expenses not used on fine 15 (888 INSTUCHONS) ...\ ...ccooooooooieooeoeesceereree oo 18 684,876.

18 Realizet gain or (loss). Subtractline 184rom e 17 oo 19| 3,048,644,
20 Enter the smaller of line 15 or line 19, but not less than zero 20 ‘

Ordinary incorne under recapture rules. Enter here and on Form 4797, fine 16 {see instructions) sl
b Subtract line 21 trom line 20. If zero or less, enter -0-_f more than zero, enter here and on Scheduie D '

or Form 4797, unless the instaliment method applies (see INSIUCHONSY . .o oo s ™ 27
23 * Recognized gain. Addlines21and22 oeresimeer e | 23
24 " Deferred gain or {loss). Subtract ling 23 from line 19. If a related party exchange, see instruttion 26 3,048,644,
25 Basis of like-Kind properly received. Subtract line 15 from the sum of fines 18 and 23 .. @ 25 684,876,

{
120221 LHA  For Paperwork Reduction Act Notice, see separate instructions. © "
PENG2T TOERERN MNAAQTA mNANNe IANT NAEADN TIAT.T VLRINATY 11T ovmn
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Form 8824 (2001)
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