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David A. Gill, Receiver
2029 Century Park East, Third Floor
Los Angeles, California 90067-2904
Telephone: 53 10) 277-0077
Facsimile: (310)277-5735
Receiver
UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA
WESTERN DIVISION |
SECURITIES AND EXCHANGE Case No. CV 09-01533-R (SSx)
COMMISSION,
Plaintiff, | RECEIVER'S EX PARTE
APPLICATION FOR
VS. ADDITIONAL AUTHORITY TO
EXCHANGE CERTAIN ASSETS
DIVERSIFIED LENDING GROUP, FOR MEMBERSHIP INTEREST
INC.; APPLIED EQUITIES, INC.; and IN A LIMITED LIABILITY
BRUCE FRIEDMAN, COMPANY TO FACILITATE THE
SALE OF REAL PROPERTY IN
Defendants, LINVILLE, NORTH CAROLINA;
' DECLARATIONS OF DAVID A.
and GILL AND PATRICIA W. -
MORRIS '
TINA M. PLACOURAKIS,
Relief Defendant. [No hearing requested]
PLEASE TAKE NOTICE THAT David A. Gill, the Permanent Receiver

("Receiver") of Diversified Lending Group, Inc. ("Diversified"), and Applied
Equities, Inc., and their subsidiaries and affiliates, including but not limited to
MMHIM, Inc., DLG International, a Panamanian company, and SunWést Bottlers,
LLC, in the above-captioned case, will and hereby applies to the Court for an order
granting Receiver’s Ex Parte Application Jor Additional Authority to Exchange
Certain Assets for Membership Interest in a Limited Liability Company to Facilitate
the Sale of Real Property in Linville, North Carolina ("Application").
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Summary of Proposed Transaction

As Receiver I previously obtained permission from the Court to contribute
certain real property and related rights held by the estate in Linville, North Carolina
to RDLG, LLC, a new Limited Liability Company (“RDLG LLC”) formed by me as
Receiver and ReProp Financial Mortgage Investors, LLC (“RFMI”) so that property
in North Carolina of the estate which is owned jointly by me , or otherwise tied in
with property owned by RFMI, could be marketed as a unit. I now desire to transfer
the balance of property owned by me in that development to the same limited
liability company, on the same terms. Under the Operating Agreement for RDLG
LLC, I retain veto rights on all significant transactions by RDLG LLC. My
membership interest in RDLG LLC was and will remain a 36.11% interest and
RFMTI’s interest was and will remain 63.89%. Our respective contributions are in the
amount of our relative interests and hence they will increase the asset value of RDLG
LLC, and the value of our respective percentage interests, while the relative
percentages thereof remain constant.

Summary of Facts

As Receiver of Diversiﬁed; I became the record owner of a 36.11% interest in
a resort-style residential developmént known as the Linville Falls Mountain Club and
Preserve (“Linville Development”) together with RFMI, which holds the remaining
interest of 63.89%. I and RFMI acquired said interests by foreclosing on a debt
owed to Diversified and RFMI. As Receiver, I hold the minority interest in the
Linville Development and by reason thereof I have worked with, but where prudent
have deferred to, RFMI in the management and operation of the components of the

Linville Development.
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The Linville Development includes lots which have been improved with roads,
utilities and other site improvements ("Finished Lots"). By authority of this Court,' I
have executed an Operating Agreement ("the Operating Agreement") and exchanged
all of my ownership interest in the Finished Lots for a corresponding membership
interest in RDLG, LLC. The Linville Development also includes a golf course,
driving range and related structures ("Golf Course") approximately 146 acres of 146
subdivided but unimproved lots ("Unfinished Lots"), and a 7.46 acre unimproved
parcel ("Raw Land"). My remaining interest in the Linville Development viz.: the
Golf Course, Unfinished Lots and Raw Land will hereinafter be referred to as
"Subject Property." It is held as tenancy in common with RFMI in the percentages
above-stated. |

The operation of RDLG LLC in attempting to develop and market the Subject
Property in this difficult market has been satisfactory and has limited the costs and
expenses to the estate. In my judgment, based upon experience in this and other
similar cases, I have determined that it is now prudent and appropriate to contribute
the Subject Property to RDLG LLC in exchange for additional corresponding
membership interest in RDLG LLC. Attached as Exhibit "1" to my declaration is a
true and correct copy of the Proposed Order approving this Application. I believe
and allege that the contribution of the Subject Property to RDLG LLC is necessary,
among other things, to facilitate the marketing and sale of the remaining real
property at the Linville Developments, limit estate liability to purchasers, minimize
costs of administration herein and avoid the need to continually return to this Court

for sales and pricing approvals.

! See, Order Approving Receiver’s Ex Parte Afplication for Authority to Exchange
Certain Assets for Membership Interests in a Limited Liability Company to Facilitate
ii)ze Sch\lIe 0]2’ gnished Lots in Linville, North Carolina, entered June 29, 2010, ECF

oc. No. .
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Relief Requested
The Application requests an order:

1. authorizing me as the Receiver to execute a First Amendment to
Operating Agreement substantially in the form set forth in Exhibit "2" to my
Declaration filed herewith and, pursuant thereto, to contribute RDLG LLC
Diversified's ownership interest in the Subject Property conditioned upon a
conveyance by RFMI of all its interests in the Linville Development, each interest to
be held under the Operating Agreement heretofore approved by this court;

2. authorizing me as the Receiver to execute all documents and otherwise
take all actions that I deem necessary and appropriate to effectuate the transfer of the
Subject Property to RDLG LLC; and

3. confirming that the form and manner of notice of the Application
provided by me is appropriate.

4. A copy of the proposed order is attached as Exhibit "1" to my
declaration. An order is necessary to perfect the transfer of my property interests.

Grounds for Motion

The Application is made on the grounds that as Receiver I have determined in
my business judgment that the contribution of the Subject Property by the estate and
by RFMI of its interésts in the Linville Development to RDLG LLC is necessary to
facilitate sales, limit estate liability to purchasers and other third parties, and to avoid
the need to continually return to this Court for sales and pricing approvals.

The Application is based upon this Notice, the Application, the Memorandum
of Points and Authorities, the Declarations of David A. Gill and Patricia Morris, and
upon such other evidentiary matters as may be considered by the Court.

PLEASE TAKE FURTHER NOTICE that pursuant to the prior order of this
Court entered May 4, 2009, the proposed notice and Application were served upon

the approved Limited Service List on November 4, 2010, and the Notice was posted

4-
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on the website www.diversifiedreceivership.com, as reflected in the Declaration of
Patricia Morris. No opposition has been received.

PLEASE TAKE FURTHER NOTICE that pursuant to the Omnibus Order
this Notice and Application will be served upon the approved Limited Service List

and will be posted on the website www.diversifiedreceivership.com.

Dated: November l, 2010 Q /qu@

DAVID A. GILL, RECEIVER
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MEMORANDUM OF POINTS AND AUTHORITIES

I.
THIS APPLICATION MAY BE FILED AND
DETERMINED ON AN EX PARTE BASIS
I am applying for authorization to execute a First Amended Operating

Agreement and thereby to transfer my remaining ownership interest in the Subject
Property in exchange for a corresponding membership interest in RDLG LLC, for the |
ownership, marketing and eventual sale of the Linville Developmenf on an ex parte
basis in order to maximize efficiency for both the Court and the receivership estate.
Additionally, the need to sell the Linville Development on an expedited basis is
necessary in order to conserve associated Carrying costs. Accordingly, this

Application may properly be brought before the Court on an ex parte basis.

IL
IT IS APPROPRIATE FOR THE COURT TO APPROVE
THE TRANSFER OF CERTAIN ASSETS TO RDLG LLC
In order to transfer title of the Subject Property to RDLG LLC, I propose to

contribute all of the Receivership's rights, title and interest in the Subject Property,
without representations or warranty, to RDLG LLP. I seek approval of the Courtin
order to make these contributions for the purpose of monetizing the Receivership's
interest in the Subject Property. RFMI and I are of a view that the transfer of the |
balance of all of our respective interests in the Linville Development to RDLG LLC
is necessary to effectively market and sell the Linville Development and to limit each
party's liability to purchasers and other third parties, and avoid the need to
continually return to this Court for sales and pricing approvals. Accordingly, it is
appropriate for me, as Receiver for Diversified, to exchange my remaining 36.11%

ownership interest in the Subject Property for a corresponding membership interest
-6-
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in RDLG LLC, contingent upon RFMI doing the same as to its 63.89% interest
therein in the Linville Development. The subject transaction has no negative impact

on the value of this asset and is not adverse to the best interest of the estate.

IIL.
CONCLUSION
Based upon the foregoing, as Receiver I respectfully request approval of this
Application, the authority to execute the First Amendment to Operating Agreement
and pursuant thereto transfer certain Receivership assets for the formation of RDLG

LLC, and all other appropriate relief.

Ay

Ol

DAVID A. GILL, RECEIVER

Dated: November ;?_ , 2010
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DECLARATION OF DAVID A. GILL

I, David A. Gill, declare as follows:

1. I am the Permanent Receiver appointed by this Court for Diversified
Lending Group, Inc. (“Diversified”), and Applied Equities, Inc., pursuant to the
Order of Preliminary Injunction and Orders: (1) Continuing Asset Freeze, (2)
Appointing a Permanent Receiver, (3) Prohibiting the Destruction of Documents, (4)
Granting Expedited Discovery, and (5) Requiring Accountings, signed and entered
by this Court on March 10, 2009, in the matter Securities & Exchange Commission v.
Diversified Lending Group, Inc., case number CV 09-01533-R-SS.

2. This declaration is made in support Receiver’s Ex Parte Application for
Additional Authority to Exchange Certain Assets for Membership Interest in a
Limited Liability Company to Facilitate the Sale of Real Property in Linville, North
Carolina (“the Application.”). I have read the Application and know its contents. I
hereby adopt and incorporate all facts stated in the Application. I have caused to be
prepared a Proposed Order in conformity with this Application which is attached
hereto as Exhibit "1."

3. Unless stated otherwise, I have personal knowledge of the facts in this
declaration and, if called as a witness, I could competently testify to these facts. -
Capitalized terms used herein have the same meaning as such terms are given in the
Application.

4, In June, 2007, ReProp Financial Mortgage Investors LLC ("RFMI") and
Diversified loaned an aggregate of $3.6 Million to CVG II, LLC ("CVG") so that
CVG could purchase and rehabilitate an operating 18-hole golf course, with driving
range and clubhouse, surrounded by a residential golf course community
development comprised of finished and unfinished lots in the resort area of the Blue
Ridge Mountains at Linville Falls, near Ashville, North Carolina (the development
project is referred to herein as the "Linville Development"). Of the funds loaned,

-8-
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$2.3 million was from RFMI and $1.3 million was from Diversified. The loans went
into default and ultimately Diversified and RFMI initiated private sale foreclosure
proceedings against CVG in December 2008, prior to my appointment as Receiver in
March 4, 2009.

5. RFMI and Diversified commenced (and I concluded as Receiver of
Diversified) a foreclosure of the security interests held by each entity. Upon
completion of the foreclosure, Diversified held a minority ownership interest in the
Linville Development. The Linville Development and ownership interests therein
were, when I acquired title, as follows:

(a) a159-acre golf course and driving range complex with associated
buildings ("Golf Course"), in which RFMI holds a 63.89% interest
and Diversified holds a 36.11% interest,'each as tenants in
common, which percentage interests are the same as the ratio of
the funds lent by each;

(b) a residential housing tract of approximately 102 lots covering
approximately 112 acres. RDLG LLC, a North Carolina limited
liability company ("RDLG LLC") holds sole title to all or
substantially of these lots ("Finished Lots") - I may have interests
in other finished lots, depending on the results of surveys and
development activities and, if so, intend to include them in the
definition of “Subject Property” as that term is defined in the
Application;

(c) Approximately 146 acres of unimproved property that havé been
subdivided into approximately 146 lots ("Unfinished Lots") in
which RFMI holds a 63.89% interest and Diversified holds a
36.11% interest; and

360832.03 [XP]  25176A
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(d) aparcel of unimproved property of approximately 7.46 acres
("Raw Land") in which RFMI holds a 63.89% interest and
Diversified holds a 36.11% interest.

6. Prior to foreclosure, when the original loans were made, Diversified and
RFMI entered into an Inter-creditor Agreement describing the rights and obligations
of the two parties as to the loan and the collateral: it was agreed that as to the
collateral Diversified would hold title to 36.11% of the Finished Lots or, in other
words, about 37 of the total of 102 Finished Lots and hold a 36.11% interest in the |
Golf Course, Unfinished Lots, and Raw Land and that RFMI would hold the
remaining 63.89% interest. All of the property was held by the two entities as
tenants in common except certain finished lots held by Diversified in fee, and certain
finished lots held by RFMI in fee. The Golf Course, Unfinished Lots and Raw Land
are referred to herein, and in the Application, as the “Subject Property.”

7. Ultimately, RFMI and I as Receiver of Diversified obtained title to our
collateral with the interests apportioned as described in the preceding paragraph. At
that point as Receiver, I became entitled as described in Paragraph 5. I still own the
items described in Paragraph 5(a), (c) and (d).

8. The Finished Lots have already been transferred to RDLG. Marketing
and Sale of the Finished Lots and development of the Unfinished Lots was and is
obviously inextricably intertwined with the operations of the Golf Course. RFMI
and I had hoped to be able to market and sell the Golf Course and other properties in
bulk. Unfortunately, notwithstanding extensive marketing over more than three
months, no acceptable offer was received. On May 27, 2010, the Court entered an
order [ECF Doc. No. 205] granting my application to join in entering into a lease-
option relative to the Golf Course. The option so granted has not yet been exercised
and may never be. Negotiations on the purchase are ongoing.

0. RFMI and I attempted to market the Finished Lots and, by its order

dated June 29, 2010 [ECF Doc. No. 222], this court authorized me to contribute all of
-10-
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my ownership interest in the Finished Lots to RDLG LLC, a North Carolina Limited
Liability Company (“RDLG LLC”) formed by RFMI and me, in exchange for a
36.11% membership interest in RDLG LLC. (Concurrently, RFMI contributed all of
its ownership interest in the Finished Lots to RDLG LLC in exchange for a 63.89%
membership interest in RDLG LLC.) RFMI and I contributed initial capital as
authorized by June 29 order. This was effected through execution of an Operating

Agreement dated June 22, 2010 ("the Operating Agreement"), a copy of which is

attached as Exhibit A to the proposed First Amendment to the Operating Agreement.

A copy of the proposed First Amendment to the Operating Agreement is attached
hereto as Exhibit “2.”

10. A major sales effort as to the Finished Lots was unsuccessful and has
given rise to litigation in the State Courts. Since I am not an owner of the real estate,
I am not a party to that litigation. In addition to the Finished Lots, other property
must be marketed and sold. As Receiver and mihority interest holder I am not in a
position to advance any significant funds beyond the initial capital which the court
permitted me to advance nor to undertake management of operations of the Linville
Development.

11.  During the course of this case I have come to appreciate the acumen and
integrity of RFEMI’s mahagement, with whom I have never had any prior connection, .
and believe that it is qualified to manage RDLG in developing, marketing and selling
the Property.

12. It is my business judgment, that the concept previously approved by the
court of utilizing the Limited Liability Company as a buffer between the estate and
others has proved itself, and I believe it now appropriate to contribute the balance of
my interests in the Linville Development to RDLG under the existing Operating
Agreement.

13.  Ipropose to execute a First Amendment to Operating Agreement of

RDLG, LLC, substantially in the form of that attached hereto as Exhibit “2.” The
-11-
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description of the property to be conveyed is included therein. The underlying
Operating Agreement effectively provides me with a veto over all significant
transactions, as 75% is required for same. The value of my separate interest in the
property contributed pursuant to the Court’s prior order and to be contributed if the
Court approves the Application, will be preserved énd enhanced, and the estate will
be insulated from the costs, expenses, responsibility and liability of this development
activity. |

14.  Accordingly, I recommend and request the Court grant my Application
and authorize me to amend the Operating 4Agreement to provide for and to exchange
all of my interests in the Linville Development and its component assets for an
equivalent membership interests in RDLG LLC. I believe that the value of my
36.11% interest in the property transferred can be no less than the value of my

36.11% interest in RDLG LLC,. as enhanced by the transfer of such property.

I declare under penalty of perjury under the laws of the United States of
America that the foregoing is true and correct.

Executed at Los Angeles, California, on November __3__, 2010.

AL

DAVID A. GILL

-12-
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DECLARATION OF PATRICIA W. MORRIS

I, Patricia W. Morris, declare as follows: |

1. I am employed by the law firm of Danning, Gill, Diamond & Kollitz,
LLP ("Danning-Gill"). I am over the age of 18 years and am not a party to the within
action. I am a paraprofessional for David A. Gill, Permanent Receiver appointed by
this Court for Diversified Lending Group, Inc., and Applied Equities, Inc., pursuant
to the Order of Preliminary Injunction and Orders: (1) Continuing Asset Freeze, (2)
Appointing a Permanent Receiver, (3) Prohibiting the Destruction of Documentsv, 4)
Granting Expedited Discovery, and (5) Requiring Accountings, signed and entered
by this Court on March 10, 2009, in Securities and Exchange Commission v.
Diversified Lending Group, Inc., et al., case number CV 09-01533-R (SSx), pending
in the United States District Court, Central District of California.

2. This declaration is made in support of Receiver’s Ex Parte Application
for Additional Authority to Exchange Certain Assets for Membership Interest in a
Limited Liability Company to Facilitate the Sale of Real Property in Linvillé, North
Carolina ("Application"). I have personal knowledge of the facts in this declaration
and, if called as a witness, I could competently testify to these facts.

3. On November 4, 2010, the proposed Notice and Application, including
all exhibits attached thereto, were provided to all parties requiring notice in the

Limited Service List and the Notice was posted on the website

www.diversifiedreceivership.com pursuant to the Notice Procedures as set forth in an
order of this Court dated May 4, 2009. The parties requiring notice in the Limited

Service List have been advised that any opposition to the Application must be filed

13-
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with the Court no later than twenty-four hours after receipt of the filed Application.

No opposition has been received.

1 declare under penalty of perjury under the laws of the United States of
America that the foregoing is true and correct.

Executed at Los Angeles, California, on November S, 2010.

P W- Mok

Patricia W. Morris
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David A. Gill, Recelver
2029 Century Park East, Third Floor

Telephone: (310) 277-0077
Facsimile: (310)277-5735

Receiver
'UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA
WESTERN DIVISION
SECURITIES AND EXCHANGE Case No. CV 09-01533-R'(SSX)
COMMISSION, - ‘ ' .
 Plaintiff, [PROPOSED ORDER
APPROVING RECEIVER’S EX
VS. PARTE APPLICATION FOR -
ADDITIONAL AUTHORITY TO
DIV ERSIFIED LENDING GROUP, EXCHANGE CERTAIN ASSETS -
INC.; APPLIED E UITIES INC.; AND FOR MEMBERSHIP INTERESTS
BR[fCE FRIEDMA IN A LIMITED LIABILITY
‘ COMPANY TO FACILITATE THE
Defendants, ' ) SALE OF REAL PROPERTY IN
- LINVILLE, NORTH CAROLINA
and o o ‘
TINA M. PLACOURAKIS,

. o hearing requested
Relief Defendant. [N greq ] .

There came before this Court, Receiver’s Ex Parte Application for Additional
Authorily to Exchange Certain Assets for Membership Interest in a Limited Liability
C’ompany to Facilitate the Sale of Real Property in Linville, North Caroliha,;'
Declarations of David A. Gill and Patricia W. Morris.(.the “Application”) filed by
David A. Gill, the Receive_r (the “Receiver”) in the above-céptioned case. The

Application having been considered by the Court and, good cause appearing,
, , 1
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Dated:

#7217

IT IS HEREBY ORDERED that: .
1. The Application is GRANTED in its entirety.

2. The Receiver is authorized to execute a First Amendment to Operating
Agreemenf substantially in the form set forth in Exhibit "2" to the Declaration of
David A. Gill in support of the Application. |

3. The Receiver is authorized to contribute Diversified Lending Group,
Inc.'s oWnershjp interest in the Subject Property, as that term is defined in the
Application, eenditioned upon a like conveyance by ReProp Financial Mortgage
Investors, LLC,- each interest to be held under the Operating Agreement approved by
a previous order of this Court entered June29 2010. |

4. . The Receiver is authorized to execute all documents and otherw1se take

all actions the Receiver deems necessary and approprlate to effectuate the transfer of

Agreement.

5. The form and manner of notice of the Application provided by the

Receiver is appropriate.

MANUEL L. REAL
United States District Judge
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FIRST AMENDMENT TO OPERATING AGREEMENT |
‘ OF
RDLG, LLC,
a North Carolina Limited Liability Compa‘ny

This Agreement is made énd entered into on and effective on Novembe 2010, by and
- among RDLG, LLC, a North Carolina limited liability company (“RDLG”), ReProp Financial
Moﬁgage Inveétors, LLC (“ReProp”), and Diversiﬁed Lending Group, inc., by its Receiver,
David A. Gill (“Receiver”) solely in his ofﬁcial capacity as Receiver in the matter of Securities
& Exchange Comm. v. DiverSiﬁed Lending Group, Inc., et al., case number CV09-01533-R (SS)
pending n the United States District Court for the Central District of California, Western

Division (“Receivership Court”). ReProp and Diversified through its Receiver are herein

' _sometimés described as “Members.” This Agreement is made based upon the following Agreed

Facté. .

AGREED FACTS

1. Prior to June 22, 2010, the Members owned interests in certain real property, consisting
gcnerally of real property and rights appurtenant thereto in the County of McDowell State
of North Carolina. |

2. On June 22, 2010, the Members and RDLG executed a certain “RDLG LLC Operating
Agreement” (“The Operating Agreement”). A copy of the Operating Agreement is
Exhibit “A” hereto. Without limitation, each Member therein agreed to transfer certain
property fo RDLG, and RDLG agreed to accept such Property and to undertake certain

duties and responsibilities to the Members.

3. After the Receiver obtained approval from the Receivershiﬁ Court and ReProp obtained

the requisite approval of its Members, The Parties consummated their contribution

obligations by the payment by Members of certain moneys and transferring certain real |

361078.02 [XP] 25176 ' EXHIBIT 2
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and personal property. to RDLG, and RDLG consummated the transaction by accepting
‘the property contributed and doing the other things required by said Operating
,Agreementt '

4. The Members have other interests in adjacent reai_property, consisting generally of a gdlf
course, unimproved real property and certain improved real property not heretofore
conveyed, held by the Members as tenants in common in the same relative propoftions as
that previously contributed. The said property is described in Exhibit “B” hereto. The
Members desire to contribute all of said property to RDLG under and pursuant to the:
terms and conditions of the Operating Agreemenf. RDLG is agreeable to accepting such

contribution.
5. The Operating Agreement provides that the Members may amend the Operating
Agreement with the consent of 75% of each class of Membership. The Members

constitute 100% of the Membership.

Accordingly, for valuable consideration, the receipt of which is acknowledged, the

Parties Agree to and do amend the Operating Agreement in the following respects only:

AGREEMENT

6. The foregoing Agreed Facts are ihcorporated herein.

7. ReProp shall and does hereby contribute to RDLG its tenant in-common share of that

property described in Exhibit “B” hereto.

8. Receiver shall and does hereby contribute to RDLG its tenant in common share of that

property described in Exhibit “C” hereto.

9. RDLG accepts the contributions.
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10. The Parties shall execute such other documentation as may be necessary to perfect such

' transfer.

~ 11. Except as to the agreement to contribute additional property the terms and conditions of

the Operating Agreement remain in full force and effect.

{Remainder of Page Intentionally Left Blank}

361078.02 [XP] 25176

19



Case 2:09-cv-01533-R -SS Document 246 Filed 11/05/10 Page 20 of 36 Page ID
# 7221

ADOPTED and agréed to on the dates hereinafter written.

November _,2010: RDLG, LLC (Managed by ReProp F 1nan01a1 Mortgage Investors LLC)

By: _
Name: Glenn Goldan
Tltle Manager of ReProp Financial Mortgage Investors LLC

November __, 2010: REPROP FINANCIAL MORTGAGE INVESTORS, LLC

By:

Glenn, Goldan, Manager

November __, 2010: DIVERSIFIED LENDING GROUP, INC.

- By: :
David A. Gill, Receiver in the matter of Securities & Exchange Comm. v.
Diversified Lending Group, Inc., et al., caseno. CV 09-01533-R (SSx) in
the U.S. Dlstnct Court for the Central District of California, Western
Division
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.OPERATING AGREEMENT
OF
RDLG, LLC
a North Carolina Limited Liability Company

‘ This Operating Agreement (the “Agreement”) is made and entered into effective June ___’

Article I
Formation -

1.01  Name. The name of the limited liability company'(the“‘LLC”)’ is RDLG, LLC.

1.02 " Articles of Organization. Articles of Organiiation were filed with the North
Carohna Secretary of State on 1.

1.03  Duration. The duration of the LLC shall be perpetual.

1.04 Pnncmal Place of Business. The principal office of the LLC shall initially be 555
H Street, Eureka, California. The Managers may relocate the principal office or establish additional
ofﬁces from time to time.

1 .05  Registered Office and Registered Agent. The LLC’s 1n1t1al registered office shall
be at 227 West Trade Street, Suite 1200, Charlotte, NC 28202-1672, and the name of its initial

. registered agent at such address shall be Rayburn Cooper & Durham, P.A.

Article IT
Members, Contributions and Interests

.2.01  Units, Names and Addresses.

(a) Member interests in the LLC shall be issued in the form of Membership units
(“Umts ). The LLC uutlally authorizes one class of units, namely, Class A Voting Units.

(b) This LLC mltlally has two Members. The names and addresses of the initial
~Members, together with the value of the Members’ capital contribution and the number of
Units owned by the Members are shown below:

Page 1 - OPERATING AGREEMENT
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Name and Address Initial Capitai Imitial Class- A
of Member Contribution Units
~ ReProp Financial Mortgage " See Exhibit A - 6,389
_ Investors, LLC S
David A. Gill, Receiver in the See Exhibit A 3,611

- matter of Securities & Exchange
Comm. v. Diversified Lending
Group, Inc., et al., case no. CV
09-01533-R (SSx) in the U.S.
District Court for the Central -

- District of California, Western
Division ("District Court")

Each Member’s ownership interest shall be identified in this Agreement or in the LLC’s
records but need not be represented by a certificate for the number of membershxp Units owned by
that Member. :

2.02 Issuance of Additional Units. The LLC may issue additional Units on terms
approved by Members holding at least seventy five percent (75%) of the Units Eligible to Vote.
The LLC will use cash capital contributions by new Members for working capital, capital
expenditures, payment of, or reimbursement to, the initial Members or Mariagers of organizational
expenses and start-up expenses incurred prior to organization, -and provision for contmgency
Teserves. :

- 2.03 Other Business of Members. Except as may be prov1ded in any separate :

agreement, it is spemﬁcally and clearly agreed that a Member may, directly or indirectly, engage in,
own an interest in, or act as an officer, director, employee, member, consultant, or advisor to any
other business, excepting a business that could be deemed to compete with the LLC directly or

indirectly. Each Unit Holder agrees to keep any proprietary information, documents, and records -

received from the LLC or its Unit Holders confidential and to not disclose such- information,
documents, and records to third parties other than the Unit Holder’s lawyer, accountant, or financial
advisor in the course of providing advice to the Unit Holder. :

2.04  Additional Contributions. Additional capital contributions shall be accepted from
‘existing Unit Holders only if at least seventy five percent (75%) of the Units Eligible to Vote.
approves and sets the maximum total amount of the additional capital contributions. If the
Managers. do so, the Unit Holders shall have the opportumty (but not the obligation) to make such
additional capital contributions on a pro-rata basis in accordance with their Units. If any Unit
Holder elects to make less than the Unit Holder’s pro-rata share of any additional capital
contributions, the others may contribute the difference on a pro-rata basis in accordance with their
ownership interests or on any other basis they may agree upon; in such a case, the contributing Unit
Holders shall be issued additional Units in the¢ LLC with an issue price per unit equal to the net book
value of the LLC (prior to the contributions) as determined by the LLC’s regularly employed
certified public accountant divided by the total number of outstanding Units. .
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| 2.05 No Interest on Capital Contributions. No interest shall be paid on capital
contributions.

2.06 - Capital Accounts. An individual capital account shall be maintained for each Unit
" Holder. Each Unit Holder’s capital account shall be (a) credited with all capital contributions by
such Unit Holder and the Unit Holder’s distributive share of all income and gain (including any
income exempt from federal income tax), and (b) charged with the amount of all distributions to
such Unit Holder and the Unit Holder’s distributive share of losses and deductions. Capital
accounts shall be- maintained in accordance with federal income tax accounting principles as set
forth in Treas. Reg. § 1.704-1(b)(2)(iv) or any successor provision.

Article IIT
Member Meetings

3.01 Meetings. A meeting of the Members shall be held (a) if it is called by the
' Managers or (b) if Members holding at least thirty percent (30%) of the Units Eligible to Vote shall
sign, date, and deliver to the LLC’s principal office a written demand for the meeting, describing the

purpose for which it is to be held.. Meetmgs of Members shall be held at the principal office of the
LLC or any other place specified in the notice of meeting. At those meetings the Managers will -

report to the Members in detail about the operations of the Company.

3.02 Notice of Meeting. Notice of the date, tilne, and place of each meeting of
Members shall be given to each Member not earlier than sixty (60) days nor less than ten (10) days
before the meeting date. The notice must include a description of the purpose or purposés for which
the meeting is called. '

3.03 Record Date. The persons entitled to notice of and to vote at a meeting of
Members, and their respective membership interests, shall be determined as of the record date for
the meeting. The record date shall be a date not earlier than seventy (70) days nor less than ten (10)
days before the meeting selected by the Managers. If the Managers do not specify a record date, the
-record date shall be the date on which notice of the meeting was first maﬂed or otherwise delivered.

3.04 Quo rum. The presence, in person or by proxy, of Members holdmg at least
seventy five percent (75%) of the outstanding Units Eligible to Vote shall constitute a quorum. -

3.05 Proxies. A Member may be represented at a meeting in person, by phone or by

written proxy granted to another Member or to any other person who has been approved by the
Managers in advance of the meeting and who has agreed to be bound by the confidentiality
" requirements that apply to Unit Holders.

3.06 Voting. Except as otherwise stated in the Articles of Orgémizaﬁbn, this Operating
Agreement, or applicable law, a matter submitted to a vote of the Members shall be deemed

approved if the Units Eligible to Vote meet or exceed the percentage, as set forth in this agreement,

to carry the matter.
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~ Article IV
Management

4.01 Number and Qualifications of Managers. As provided in the Articles of
Organization, the LLC shall be managed by one or more Managers. A Manager may be an
individual or an entity and need not be a Member of the LLC. The initial Manager of the LLC shall
be ReProp Financial Mortgage Iivestors, LLC., and this entity shall serve in such capacity until
their respective deaths, resignation, or removal under Section 4.09. All references in this Operating
Agreement to “Managers” shall be deemed to refer to the Manager so long as the LLC has only one
Manager. All references in this Operating Agreement to “Manager” shall be deemed to refer to all
Managers so long as the LLC has more than one Manager.

4.02  Executive Officers. The LLC may have such executive officers as are from time
to time appointed by the Managers, with such titles as the Managers may designate.

4.03 Employee Managers may be employed by the LLC to act full-time or part—tlme
upon such terms and such compensation as may be approved by the Members. The employment
arrangements, salary and terms of employment of executive officers of the LLC shall be set by the
Managers, as approved by the Members. The LLC may have such other employees, serving
‘pursuant to such terms of employment, as the Managers or their delegees determme from time to
time.

4.04  Election of Managers. Successor Managers shall be elected at meetings of

Members called for the purpose of electing Managers. The meeting notice must state that the -

purpose, or one of the purposes, of the meeting is election of one or more Managers. A successor
- Manager shall serve for a term ending when the Members next hold a meeting at which one or more
Managers are elected or until the Manager’s earlier death, resignation, or removal.

4.05  Authority. Subject to restrictions that may be imposed from time to time by the

Members, each Manager shall be an agent of the LLC with authority to bind the LLC in the

- ordinary course of its business and shall have authority to control the LLC’s day-to-day operations.

Notwithstanding the forgoing, the approyal of the Members holding at least seventy five percent
(75%) of the Units Eligible to Vote will be required in order to approve:

(a)  thesale of substantially all of the assets of the LLC (the sale of individual
lots at an average gross sales price of $55,000 per lot does not constitute a sale of
substantially all of the assets of the LLC for the purposes of this Section 4. 05) ;

(b)  the hypothecation of any asset or assets of the LLC

(c)  the borrowing of money in any amount or the incurrence of a debt or other

obhgatlon that has a liability in excess of $50,000;

(d) the merger of the LLC with another entity, regardless of whether the LLC

will or will not be the surviving entity;

(¢)  the voluntary dissolution of the LLGC;
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: ® any material and adverse change in the rights, preferences. or privileges of
the Units; : _ _

® the creation of any new class of mcmbershlp units having preference over
or bemg on a parity with the Units;

~(h) any redemptlon of Umts other than as provided for in this Operating

Agreement;

: | @) any salaries or bonus formulae for the LLC’s Managers and employees
and any changes thereto; or ‘

G  the electlon or removal of a Manager.

4.06  Other Activities. A Manager may have other business interests and may engage

in other activities in addition to those relating to the LLC. This.section does not change a

Manager’s duty to act in a manner that the Manager reasonably believes to be in the best interests of
the LLC.

4.07 Meetings; Notices; Quorum; Voting. If there is more than one Manager,
meetings of the Managers may be called by any Manager. Meetings shall be held at the place fixed
by the Manager or, if no such place has been fixed, at the principal office of the LLC. Oral or
written notice of the date, time, and place of any meeting shall be given at least twenty-four (24)
hours in advance. Written notice may be delivered personally, given by facsimile or other form of

wire communication, or by mail or private carrier, to each Manager’s home address. Written notice -

shall be effective at the earliest of the following: (a) when received, (b) when sent by facsimile or
. other form of wire communicatiqn,vor (¢) two (2) business days after being mailed.

- 4.08 Resignation. A Manager may resign at any time by delivering written notice to
any other Manager or to the Members. The resignation is effective when the notice is effective
under the North Carolina Limited Liability Company Act unless the notice specifies a later effective
date, but notwithstanding anything to the contrary the earliest the notice will be effective is thirty
- days after service of notice. Once delivered, a notice of resignation is irrevocable unless revocation

- is permitted by the Members. The resignation of a Manager who is also a Member shall not affect

the Manager’s rights as a Member and shall not constitute a withdrawal of the Member.

4.09° Removal of Manager by Members. The Members may remove any Manager

with or without cause. A Manager may be removed by the Members only at a meeting called for
the purpose of removing the Manager and the meeting notice must state that the purpose; or one of
the purposes, of the meeting is removal of the Manager. An affirmative vote of at least seventy five
percent (75%) of the Units Eligible to Vote shall be required to remove a Manager.

4.10 Vacancy. If a Manager vacancy occurs, the Members may fill the vacancy as
prov1ded in Section 4.04. A vacancy that will occur at a specific later date may be filled before the
vacancy occurs, but the new Manager may not take office until the vacancy occurs.
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4.11  Salaries. The salaries and other compensation of a Manager shall be fixed from

- time to time by an affirmative vote of at least seventy five percent (75%) of the Units Eligible to

~ Vote. A Manager shall not be precluded from receiving a salary and other compensation because
the Manager is also a Member.-

4.12 - Other Agents and Professionals. The sole Manager, or a majority of Managers,
if more than one, may authorize in writing any agent to enter into any lawful contract or to
~otherwise act under the direction of the Managers on behalf of the LLC, including as executive --
officer appointed pursuant to Section 4.02, whether or not such person is a Manager or Member.
Such authority shall be confined to the specific instances provided in the document authorizing
the agent. The manager may retain other professionals to assist the manager to carry out its day

“to day operations under Section 4.05. :

‘ Article V
Actions Wlthout N otlce, Without Meeting, Or By Telephone ,

5.01  Meeting of all Members or Managers. Notw1thstand1ng any other provision of

-this Operating Agreement, if all of the Members or Managers shall hold a meeting at any time and

place, such meeting shall be valid without call or notice and any lawful action taken at such meetmg
shall be the action of the Members or Managers, respectively.

: 5.02° Action Without Meeting. Any action required or pennitted'to be taken by the

Members or the Managers.at a meeting may be taken without a meeting if (1) a consent in writing
describing the action taken is signed by Members or by Managers, as the case may be, holding the
greater of (i) seventy five percent (75%) of the Units Eligible to Vote or (ii) the number of votes
requ1red to pass the action.

5.03  Meetings by Telephone. Meetings of the Members or Managers may be held by

conference telephone or by any other means of communication by which all participants can hear
each other simultaneously during the meetmg, and such participation shall constitute presence in
_person at the meeting, .

Article VI
Accountmg and Records

6.01  Books of Account The LLC’s books and records shall be maintained by the
Managers and shall include the information required to be maintained by North Carolina law. This
~ information includes a register showing the names; addresses, and Units owned by the Unit Holders
and the Managers, the LLC’s Articles of Organization and. any amendments thereto, and this
Operating Agreement, together with any amendments thereto. Each Member shall have access

thereto at all reasonable times. Each Unit Holder agrees to-keep any documents and records -

. received from the LLC confidential and to not disclose them to third parties (except for agents of the
- Unit Holder to the extent requxred to properly represent or assist the Unit Holder).

6.02 Fiscal Year. The fiscal year of the LLC shall be the calendar year.

6.03  Accounting Returns. Within mnety (90) days after the close of each fiscal year,
the Managers shall cause each Member to receive an unaudited report of the activities of the LLC
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for the preceding fiscal year, mcludmg a copy of a balance sheet of the LLC as of the end of such

year and a statement of i income or loss for such year.

6.04 - Tax Returns. The Managers shall cause all required federal and state income tax

returns for the LLC to be prepared and timely filed with the appropriate authorities. Within ninety

(90) days after the end of each fiscal year, each Unit Holder shall be furnished a statement suitable

for use in the preparation of the Unit Holder’s income tax return, showing the amounts of any

~ distributions, contnbutwns gains, losses, profits, or credit allocated to the Unit Holder durmg such
fiscal year.

Article VII
Allocations and Distributions
- 7.01  Allocation of Net Profit and Loss. Except as may be required by IRC § 704 and
the Treasury Regulations thereunder, net profits, net losses, and other items of income, gain, loss,

deduction, and credit shall be apportioned among holders of Units (¢ ‘Umt Holders™) in proportion to
their Units (their “profits percentages’ ). ,

7.02  Determination of Net Profit or Loss.

‘ (@ Computation of Net Pfoﬁt or Loss. Except as adjusted by Section 7.02(b),
the LLC’s net profit or net loss for any period shall be the LLC’s taxable income or loss

for that period, determined in accordance with IRC §703(a) (and, for this purpose, all

items of income, gain, loss, or deduction requlred to be stated separately pursuant to IRC
§703(a)(1) shall be included in taxable income or loss).

(b)  Adjustments to Net Profit or Loss. For pui‘poses of computing net profit
or loss: (a) income and gain exempt from federal income tax and nondeductible expensés

under Treas. Reg. §1.704-1(b)(2)(iv)(i) shall be included; (b) items specially allocated
under Section 7.04 shall be excluded; and (¢) when determining income or loss on the
disposition of an item of LLC property or when determining the cost recovery,
depreciation, or amortization deduction with respect to any property, the LLC shall use
the property’s book value determined in accordance with Treas. Reg. §1.7 O4-1(b).

7.03  Limitation. As long as there is at least one Umt Holder with a positive capital
account, the net loss allocated to each Unit Holder for any LLC fiscal year pursuant to Section 7.01
shall not exceed the maximum amount of net loss that can be so allocated without causing any Unit
Holder to have a deficit capital account at the end of the fiscal year. All net losses in excess of the
limitation set forth in this Section 7.03 shall be allocated to the Unit Holders who have positive
capital accounts in proportion to their respective positive capital accounts until all such positive
capital accounts reach zero. At any time and to the extent there is no Unit Holder with a positive
capital account, all net losses shall be allocated according to the Unit Holders’ profits percentages
For the purposes of this section and of Section 7.04(c), a Unit Holder’s capital account will be
deemed to include the value of any obligation to restore a capital account deficit, as limited by
Treas. Reg. §1.704-1(c) and as expanded by Treas. Reg. § 1.704-2(g)(1).
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7.04  Items Specxally Allocated. The following special allocauons shall be made for
any fiscal year of the LLC in the following order: '

(a) Member Minimum Gain Chargeback. Except as provided in Treas.

Reg. 1.704-2(1)(4), if for any year there is a net decrease in member minimum gain
(“partner nonrecourse debt minimum gain” as described in Treas. Reg. §1.704-2(i)(2)),

- any Unit Holder with a share of that member minimum gain as of the beginning of that
year must be allocated items of income and gain for that year (and, if necessary, for
succeeding years) equal to that Unit Holder’s share of the net decrease in the member

" minimum gain. A Unit Holder’s share of member minimum gain and of the net decrease
in member minimum gain are determined in accordance with the provisions of Treas.
Reg. §§1.704-2(1)(4) and 1.704-2(i)(5). The items to be allocated and their method of
allocation among the Unit Holders shall be determined pursuant to Treas. Reg. §§1.704-

: 2(1)(4) and 2(G)(2).

(b) Member Nonrecourse Deductions. Any member nonrecourse deductions
(“partner nonrecourse deductions” as defined in Treas. Reg. §§1.704-2(i)(1) and (2)) shall
be specially allocated among the Unit Holders according to Treas. Reg. §1.704-2(i).

(0 Gross Income Offset. If any Unit Holder would otherwise have a deficit
capital account at the end of any year in which at least one other Unit Holder would
otherwise have a positive capital account, items of LLC income and gain shall be
specially allocated to the Unit Holders that would otherwise have deficit capital accounts
(on a pro rata basis according to their deficit capital accounts) until all such deficit capital
accounts are eliminated (but only to the extent such allocation does not create a deficit
capital account for any Unit Holder).

-7.05  Corrective Allocations. The allocations set forth in Sections 7.03 and 7.04 are
intended to comply with the requirements under IRC §704(b) that allocations of LLC income, gain,
loss, deduction, and credit be in accordance with the Unit Holders’ interests in the LLC. The
- Members intend that, to the extent possible, all allocations made pursuant to Sections 7.04 and 7.05
will, over the term of the LLC, be offset either with other allocations pursuant to those sections or
with allocations pursuant to this Section 7.05. Accordingly, the Managers shall make offsetting
- allocations of LLC income, gain, loss, or deduction under this Section 7.05 as they determine
appropriate so that, after such offsetting special allocations are made, the capital accounts of the
Unit Holders are, to the extent possible, equal to the capital accounts each would have if the
provisions of Sections 7.03 and 7.04 were not contained in this Operating Agreement and all
. income, gain, loss, and deduction of the Company were instead allocated pursuant to Section 7.01.

7.06  Other Allocation Rules.

(@  Tax Allocations for Contributed and Revalued Property. Solely for

- income tax purposes, income, gain, loss, and deduction respecting property contributed to
the capital of the LLC or revalued in accordance with Section2.06 and Treas.
Reg. §1.704-1(b)(2)(iv)(f) shall thereafter be allocated in accordance with the rules and
principles of IRC §704(c) and Treas. Reg. 1.704-3. The allocation method to be applied
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with respect to property, if any, subject to ceiling rule distortions (as described in Treas.
Reg. §§1.704-3(b), (c), and (d)) shall, in the case of contributed property, be determined
by agreement of the contributing Unit Holder and the Managers (other than the
contributing Unit Holder, and if the sole Manager is the contributing Unit Holder, by
agreement of the contributing Unit Holder and the other Members) and, in the case of
revalued property, be determined by the Managers. Such method shall be determined
prior to the time for filing the tax return for the year of contribution or revaluation

~ (excluding extensions). If the traditional method with curative allocations is elected as to
any contributed or revalued property (as defined in Treas. Reg. §1.704-3(c)(1)), the LLC
may (if it so chooses) elect to offset the effect of the ceiling rule for a prior year with
allocations made over any reasonable period of tiine, as provided in Treas. Reg. §1.704-
3(c)(3)(i1), and/or may (if it so chooses) elect to use gain or loss of any character realized
from the disposition of the contributed or revalued property to offset the effects of the
ceiling rule as provided in Treas. Reg. §1.704-3(c)(3)(iii)(B). - '

(b)  Allocation of Recapture Items. Solely for income tax purposes, in making
any allocation among the Unit Holders of income or gain from the sale or other
disposition of an LLC asset, the ordinary income portion, if any, of the income and gain
resulting from the recapture of cost recovery or other deductions shall be allocated among

~those Unit Holders who were previously allocated (or whose predecessors-in-interest

were previously allocated) the cost recovery deductions or other deductions resulting in

the recapture items, in proportion to the amount of the cost recovery deductions or other
deductions previously allocated to them.

(c) Unit Holders® Tax Returns. The Unit Holders are aware of the income tax

consequences of the allocations made by this Article VII and hereby agree to be bound by

~ the provisions of this Article VII in reporting their shares of LLC income and loss for
federal and state income tax purposes.

7.07  Distributions to Pay Tax Liabilities. Within ninety (90) days after the end of each .

fiscal .year, subject to a vote of seventy five percent (75%) of the Units Eligible to Vote, the LLC

' may make a distribution in an amount equal to at least (a) the LLC’s net taxable income during the
fiscal year multiplied by (b) the greater of (i) forty pércent (40%) or (ii) the maximum combined

federal, state, and local income tax rates of the Class A Unit Holder with the highest combined rate
in effect for the fiscal year (taking into account the deductibility of state taxes for federal income tax
purposes) less (c) the amount of any distributions made by the LLC during the fiscal year (other
than distributions made during the fiscal year that were required to be made under the provisions of
this section with respect to a prior fiscal year). For purposes of this séction, the LLC’s net taxable
income shall be the net excess of items of recognized income and gain over the items of recognized
loss and deduction reported on the LLC’s federal income tax return for the taxable year with respect
‘to which the distribution is being made (reduced by net losses for prior years that have not yet been
offset by reason of this clause). The LLC’s obligation to make such a distribution is subject to the
restrictions governing distributions under the North Carolina Limited Liability Company Act.

7.08  Priority of Distributions.
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" After determining that a distribution is permissible under the North Carolina Limited
Liability Company Act and following an affirmative vote of seventy five percent (75%) of the Units
Ehglble to Vote, the LLC may make a distribution in the following order of priority:

(@ First, for tax distributions as described in Sectlon 7.07 aBove;

(B) Second, to pay interest on any outstanding loans (if any) made by
the Members to the LLC, if the loans were approved in writing by the Managers;

(¢)  Third, to pay principal on any outstanding loans (if any) made by
the Members to the LLC if the loans were approved in writing by the Managers and

(d)  Fourth, the pro-rata to the number of Units held of record bythe
respective Members. : -

Article vIII '
: Withdrawal and Dissolution
_ 8.01 . Withdrawal. Each Member agrees not to withdraw from the LLC without the
consent of all other Members. A voluntary withdrawal without such consent shall be effective one
hundred sixty (160) days after written notice thereof is delivered to the ‘Managers, but shall
constitute a breach of this Operating Agreement for which the LLC and other Members shall have
- the remedies provided under applicable law. A Member’s withdrawal shall not require the LLC to
liquidate the Member’s membership interest nor shall it trigger an event of dissolution.

8.02 Dissolution' Except as otherwise provided in this Operating Agreement, the LLC
shall dissolve upon the approval of dissolution by a vote of the Members holding at least seventy
five percent (75%) of the Units Eligible to Vote.

_ 8.03  Expulsion. A Member may be expe]led for the reasons provided for by North

- Carolina law either upon the unanimous vote of all other Members (regardless of class) or upon
court order. An expelled Member shall be treated as having withdrawn from the LLC as of the date
of the expulsion. A Member’s expulsion shall not require the LLC to liquidate the Member’ s
membership interest.

8.04  Effect of Withdrawal or Other Event. Upon the withdrawal, death, or expulsion
of a Member or upon the death of a Unit Holder, the remaining Members may within one hundred
twenty (120) days, without waiving any remedies in the case of voluntary withdrawal, elect to have
‘the LLC purchase the ownership interest of the affected Unit Holder pursuant to the provisions of
Sections 8.06 and 8.07 hereof.

8. 05' Liquidation Upon Dlssolutlon and Winding Up. Upon the dissolution of the

LLC, the Managers shall wind up the affairs of the LLC. A full account of the assets and liabilities

~of the LLC shall be taken. The assets shall be promptly liquidated and the proceeds thereof applied

as required by the North Carolina Limited Liability Company Act. With approval by vote of the

Members, the LLC may, in the process of wmdmg up the LLC, elect to dlstnbute certain property in
kind.
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8.06  Valuation of Unit Holder’s Interest. Upon an election by the LLC to purchase the
‘interest of a Unit Holder pursuant to Section 8.04, the value of the affected Unit Holder’s interest
shall be the amount that the Unit Holder would receive if the LLC were sold for its fair market
value. The fair market value of the LLC shall be determined by agreement between the remaining
Members. (acting by vote) and the affected Unit Holder or the affected Unit Holder’s personal
representative. In the event agreement as to such value cannot be obtained, the LLC shall be valued
by a third-party appraiser who is knowledgeable regarding the valuation of similar businesses and
" who is reasonably acceptable to both a majority in interest of the remaining Members and the
affected Unit Holder or the affected Unit Holder’s personal representative. The costs of such an
~ appraisal shall be divided equally between the LLC and the transferring Unit Holder. In the event
the remaining Members and the affected Unit Holder are unable to agree on an appraiser, the
Managers may choose to select a thxrd—party appraiser and have the LLC pay the cost of the

~ appraisal.

8.07 Payment for Unit Holder’s Interest. The purchase price for a Unit Holder’s
interest purchased pursuant to Section 8.04 shall be paid as follows: one hundred percent (100%)
within the later of (1) ninety (90) days of the triggering event or «(2) thirty (30) days after
determination of the value of the interest purchased. Interest shall accrue at 2% over the mid-term
applicable federal rate for the month in which the triggering event occurred, as published by the
Internal Revenue Service. In the event the LLC is the beneficiary of insurance on the life of a Unit
Holder, and that Unit Holder dies, that LLC shall use the proceeds of such insurance to prepay the
purchase price for that Unit Holder’s interest when those proceeds are received.

8.08  Effect of Purchase of Member’s Interest. A Member shall cease to be a Member
upon the LLC’s election to purchase the Member’s ownership interest pursuant to Section 8.04 or
upon the Member’s earlier expulsion or withdrawal. During the period in which the LLC is making
payments to the former Member, the former Member shall have no rights as a Member in the LLC.

Article IX
Indemnification

9.01 Indemnification. The LLC shall indemnify each of its Managers to the fullest
extent permissible under North Carolina law, as the same exists or may hereafter be amended,
~ against all liability, loss and costs (mcludmg, without limitation, attorneys’ fees) incurred or
suffered by such person by reason of or arising from the fact that such person is or was a Manager -
of the. The LLC may, by written action of the Members or Managers, provide indemnification to
‘any employee or agent of the LLC who is not a Manager. The indemnification provided in this
* section shall not be exclusive of any other rights to which any person may be entitled under any
statute, bylaw, agreement resolution of Members or Managers, contract, or otherwise.

9.02  Limitation of Liability. Any Manager of the LLC shall not be liable to the LLC
‘or its Members for monectary damages’ for conduct as Manager except to the extent that the North
Carolina Limited Liability Company Act, as it now exists or may hereafier be amended, prohibits
elimination or limitation of Manager liability. No repeal or amendment of this section or of the
North Carolina Limited anblhty Company Act shall adversely affect any right or protectlon ofa
Manager for actions or omissions pnor to the repeal or amendment.
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Article X
Transfers of Interests

10.01  Restriction on Transfers. Except as otherwise permitted by this Operating -
- Agreement, no Unit Holder or assignee shall transfer all or any portion of such person’s ownership
interest in the LLC. In the event that any Unit Holder or assignee pledges or otherwise encumbers
any of such person’s ownershlp interest in the LLC as security for the payment of a debt, any such
pledge or hypothecation shall not constitute a transfer.

10.015 Permitted Transfers Sub_]ect to the conditions and restrictions set forth in Sections
10.02 and 10.05 hereof, a Unit Holder or assignee may at any time transfer all or any portlon of
such person s ownershlp interest in the LLC to:

@) | _Any Member;

(b)  The Unit Holder’s spouse, descendants, or a trust for the beneﬁt of the
- Unit Holder, the Unit Holder’s spouse, and the Umt Holder’s descendants;

(c) Such entity penmtted by an order of the District Court;

(d)  The transferor’s executor, administrator, trustee, or personal representative
to whom such interests are transferred at death or involuntarily by operation of law
(however, the restrictions of Article X will apply on transfer by such person); or

()  Any purchaser in accordance with Section 10.03 hereof.

10.02 .Conditions to Permitted Transfers. A transfer shall not be treated as a permitted
transfer under Section 0 hereof unless and until the following conditions are satisfied:

(@ Except in the case of a transfer of a person’s ownership interest in the LLC
at death or involuntarily by operation of law, the transferor and transferee shall execute -
and deliver to the LLC such documents and instruments of conveyance as may be
‘necessary or appropriate in the opinion of counsel to the LLC to effect such transfer and
to confirm the agreement of the transferee to be bound by the provisions of this
Agreement. In the case of a transfer of a person’s ownership interest in the LLC at death
or involuntarily by operation of law, the transfer shall be confirmed by presentation to the
LLC of legal evidence of such transfer, in form and substance-satisfactory to counsel to

~ the LLC. In all cases, the LLC shall be reimbursed by the transferor and/or transferee for
all costs and expenses that it reasonably incurs in connectlon with such transfer.

(b) The transferor and transferee shall furnish the LLC with the transferee’s
“taxpayer identification number, sufficient information to determine the transferee’s initial
tax basis in the person’s ownership interest in the LLC transferred, and any other-
information reasonably necessary to permit the LLC to file all required federal and state:
tax returns and other legally required information statements or returns. Without limiting
the generality of the foregoing, the LLC shall not. be required to make any distribution
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