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REPORT QF INDEPENDENT AUDITOR

The Board of Directors
Sit-In Movement, Incorporated and Affiliated Entities

I have audited the accompanying combined balance sheet as of December 31, 2010 of the
organizations described in Note 1 (collectively the Movement), and the related
combined statements of activities, functional expenses and cash flows for the year
then ended. These financial statements are the responsibility of the Movement's

management. My responsibility is to express an opinion on these financial statements
based on my audit.

I conducted my audit in accerdance with auditing standards generally accepted in the
United States. Those standards require that I plan and perform the audit to ohtain
reasonable assurance about whether the financial statements are free of material
misstatement. I was not engaged to perform an audit of the Movement's internal
control over financial reporting. My audit incTuded consideration of internal control
over financial reporting as a hasis for designing audit procedures that are
appropriate in the circumstances, hut not for the purpose of expressing an opinion on
the effectiveness of the Movement’s dnternal control aver financial reporting.
Accordingly, I express no such opinion. An audit alse includes examining, on a test
basis, evidence supporting the amcunts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made hy

managament, and evaluating the overall financial statement presentation. I beljave
that my audit provides a reasonable basis for my opinion.

In my opinion, the financial statements referred to in the first paragraph present
fairly, in all material respects, the combined financial position at December i1,
2010, of the organizations described in Note 1, and the combined changes in their net
assets and their cash flows for the year then ended in conformity with U. S.
generally accepted accounting principles.

My audit was conducted for the purpose of forming an opinion on the combined
financial statements taken as a whole. The combining balance sheets, canbining
statements of activities, and combining statements of expenses by natural
classification are presented for purposes of additional analysis and are not a
required part of the combined financial statements. Such 1information has heen
subjected to the auditing procedures applied in my audit of the combined financial

statements and, in my opinion, is fairly stated in all material respects in relation
to the combined financial statements taken as a whole,

pﬁﬂwmcpﬂ/?ﬁ

0liver ¥. Bowie, CPA, PA
September 30, 2013 -



SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

COMBINED BALANCE SHEET
DECEMBER 31, 2010

ASSETS
Cash and Cash Equivalents (Operating) $ 60,960
Gash and Cash Equivalents (Restrictad) _ 247,991
Uncenditional Premisas to Give (Net) 1,938,703
Recelivables 32,528
Prepald Expenss and Jther Assets 59,703
Fixed Assets { Net) 31,000,042
Intanginle Assets ( Net) 1,232,118
Tetal Assels $ 34,571,980
LTABILITIES AND NET ASSETS
Accrused Expensas:

Accounts Payable and Qther Accrued Expenses 41,093,854
Total Accrued Expenses 1,093,884
thar Liabilitias 84,781
Dept 26,233,851
Total LiapiTtties 27,392,295

Net Assets:

Unrastricted

Avallable for Pragram and Supporting Activities (1,504,087)
Net Investment in Fixed Assetis 7,078,331
Total Unrestricted 5,474,324
Temporarily Rastricted 1,700,350
Parmanently Restricted E,008
Total Net Assets 7,179,684

Total LiabiTitias and Net Asasts

The Accompanying Notes are an Integral Part of the Combined Financial Statements.
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NOTE

1:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

ORGANIZATION:

The primary purpose of Sit-In Movement, Incorporated (the “Movement”) 1is to
rehabilitate and restore a Historic landmark and to create and support an
International Civil Rights Center and Museum. Also, to provide on a non-profit basis
office and /or retail space for prospective tenants.

In order to facilitate the development of the Museum the Movement formed several
entities to accomplish the objective. The entities formed were: Civil Rights Museum,
LLC, ICRCM, LLC, Museum Tenant, LLC, and Museum Landlord, LLC.

The combined financial statements dnclude financial information of Civil Rights
Museum, LLC (Museum), ICRCM, LLC (ICRCM) Museum Tenmant, LLC (Tenant), and Museum
Landlord, LLC (Landlord), collectively referred to herein as “the Praject”. The
Project was formed under the laws of the State of North Carolina on June 2, 2008 to
rehabilitate and operate a museum and commercial office space located in downtown
Greensboro, North Carolina. The Project is generating federal and state historic tax
credits and new markets tax credits pursuant to Sections 45D, 47 and 50 of the
Internal Revenue Code (“the IRC™), The Project’s property was partially placed in
service on December 29, 2009 and the remainder was placed in service in February 2010,

Pursuant to the Amended and Restated landlord and Tenant Operating Agreements (the

“Agreements”), the ownership percentages of the Project as of December 31, 2010 ware
as follows:

Landlord
Managing Memher - ICRCM, LLC 80.00%
Master Tenant - Museum Tenant, LLC 10.00%
CDE Investor Member - Stonehenge Community
Development XII, LLC 10.00%
100.00%
Tenant
Managing Member - ICRCM, LLC 0.01%
Investor Member - Community Historic Credit
Fund VII, LLC 99.99%
100.00%

Landlord remains in effect perpetually and Temant remains in effect until August 13, 2044.



NOTE

1:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

ORGANIZATION (CONCLUDED):

Purpose of Museum

The Museum operates the Civil Rights Museum which provides tours of the Museum and
operates a gift shop.

Purpose of ICRCM

ICRCM is the managing member of the LLC entities,

Purpose of Tenant and Landlord Structure

tandlord owns the property and the improvements and is the borrower on the debt.
Beginning in 2010, Landlord leases the property to Tenant under a Master Lease
Agreement (“the Lease"), as further described in Note 12. Tenant in turn rents the
property to a sub-tenant. The Tenant is responsible for making monthly payments to
landiord under the terms of the Lease as well as all operating expenses incurred in
connection with operating the property. Tenant does not own the property or the
rental improvements nor is it responsible for any payments under the loan agreements.
The purpose of the Lease structure is to permit the allocation of historic tax credits

to the owners of Tenant under the provisions of Section 50(d) of the IRC as described
more fully in Note 16.

Purpose of Combined Financial Statements

The financial statements of the Project have been combined 1in order to provide a
complete presentation of the operations of the Project. A1l inter-company
transactions have been eliminated. Because the Lease payments were structured in
order to provide funds necessary to cover the Landlord’s debt obligations, combined

financial statements are considered necessary due to the nature of the relationship
between the entities.

The Sit-In Movement, Incorporated, has received tax exemption from the Federal

Government under Section 501 (c)(3) of the Internal Revenue Code by exemption letter
dated June 1, 1994,

The other entities are for-Profit and are subject to federal and state income
taxation.



NOTE 2:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

SUMMARY OF SICGNIFICANT ACCOUNTING POLICIES:

A summary of the Project’'s significant accounting policies consistently applied in the
preparation of the accompanying financial statements follows:

New Accounting Pronouncement

In June 2009, the Financial Accounting Standards Board (“FASB") 1issued Accounting
Standards Codification 105, The Hierarchy of Generally Accepted Accounting Principles
("ASC 105"), formerly known as FASB Statement 163. ASC 105 estahlishes the FASB
Accounting Standards Codification as the source of authoritative accounting principles
recognized by the FASB to be applied by nongovernmental entities in the preparation of
financial statements in conformity with accounting principles generally accepted in the
United States of America. The Project has adopted the provisions of ASC 105 for the year
ended December 31, 2010.

Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America (“GAAP'") requires management to make estimates
and assumptions that affect the reported amounts of assets and 1iabilities and disclosure
of contingent assets and Tliabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates.

Investment in Real Estate

Land, building, improvements, furnishings, artifacts and equipment are recorded at cost.
Depreciation is provided for in amounts sufficient to relate the cost of the depreciahle
assets to operations over the estimated service lives using the straight-Tine method.

Improvements are capitalized, while expenditures for maintenance and repairs are charged
to expense as incurred.

Estimated service Tives are as follows:

Assets Method Useful Lives
Building & Improvements Straight-Line 40 Years
Land Improvements Straight-Line 20 Years
Furnishings Straight-Line 10 Years



NOTE

2:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILTATED ENTITIES

NOTES TO COMBINED FINANCTAL STATEMENTS
DECEMBER 31, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):
Impairment

The Project reviews its investment in real estate for impairment whenever events or
changes in circumstances indicate that the carrying value of such property may not be
recoverable. Recoverability is measured by a comparison of the carrying amount of the
real estate to the future net undiscounted cash flows expected to be generated by the
rental property including the tax credits and any estimated proceeds from the eventual
disposition of the real estate is considered to be impaired, the impairment to be
recognized is measured at the amount by which the carrying amount of the real estate

exceeds the fair value of such property. No impairment losses were recognized during
the year ended December 31, 2010.

Cash and Cash Equivalents

The Project considers all highly liquid investments with an original maturity of three
(3) months or less, when purchased, to he cash equivalents.

The Project maintains its cash balance in several banks. The balances are insured by
the Federal Deposit Insurance Corporation ("FDIC”) up to $250,000 per depositor by
each bank. The Project has not experienced any Tosses in connection with its cash
deposits and management believes the risk of Toss is negligible.

Tenant Receivables and Bad Debts

Tenant recaivables are charged to bad deht expense when they are determined to be
uncollectible based upon a periodic review of the accounts by management.  GAAP
requires that the allowance method be used to recognize bad debts: however, the effect
of using the direct write off method is not materially different from the results that
would have been obtained under the allowance method. There were no write offs during
the year ended December 31, 2010.

Intangible Assets

Intangible assets consist of legal fees and closing costs, which are being amortized
over fifteen (15) years, and permanent loan fees which are being amortized over
thirty-five (33) years, using the straight-line method.

_10_



NOTE

2:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):
Method of Accounting for Leasing Activities

Rental income is recognized as rent is receivable or rent becomes due. The Lease
transactions are eliminated in combination. The Sublease is classified as an
operating lease.

Provision for Income Taxes

No income tax provision or benefit has been +included in these financial statements

since taxable income or loss passes through to, and is reportable by, the owners
individually.

Subsequent Events
Management has evaluated the need for disclosures and /or adjustments resulting from

subsequent events through September 30, 2013, the date combined financial statements
were available to be issued.

Subsequent to December 31, 2010 Sit-In Movement, Incorporated defaulted on its loan
with Carolina Bank. See Note 11, Loan #1. Sit-In Movement, Incorporated is working
on a Loan modification agreement.

Promises to Give

Promises to give that are expected to be collected within one (1) year are recorded at
net realizable value. Promises to give that are expected to he collected in future
years are recorded at the present value of the estimated future cash flows. Promises
to give recorded in fiscal year 2010 have been discounted using a rate of 1.00%, which
is commensurate with the risks dnvolved with the ultimate collection of the promises

to give. The discount is amortized using an effective yield over the expected life of
promises to give and is reflected as contribution revenue.

The rate approximates the rate of return on United States government securities at the
origination of the promise,

Fair Value of Financial Instruments

The Project’s financial instruments consist of cash and cash equivalents, accounts
payable and accrued expenses, and debt.

Receivables are recorded at their net realizable value, which approximates fair value.
A1l other financial instruments are stated at cost, which approximates fair value.

~-11-



NOTE

2:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONCLUDED):

Contributed Services

A substantial number of volunteers have made significant contributions of their time
to the Project’s program and supporting services. The value of this contributed time
is not reflected in the combined financial statements since it does not require a

specialized skill, However, certain other contributed services that require
specialized skills, were provided by individuals possessing those skills, and would
otherwise need to be purchased if not provided by donation. These services are

recognized as revenue and expense,
Accounting for Contributions

Contributions are recognized when an unconditional promise to give is made or when
cash is received, if an unconditional promise does not exist. A1l contributions are
considered to be available for unrestricted use unless specifically restricted by the
donor. Amounts received that are designated for future periods or are restricted by
the donor for specific purposes are reported as temporarily restricted or permanently
restricted support that increase those net asset classes. Unconditional promises to
give without a stipulated due date and for which the Project has met all conditions
precedent to receipt of the contribution prior to the Project’s fiscal year-end are
classified as unrestricted net assets.

A donor restriction is satisfied when a stipulated time restriction expires or when a
purpose restriction is accomplished. Upon satisfaction, temporarily restricted net
assets are reclassified to unrestricted net assets and are reported in the combined
statement of activities as net assets released from restrictions. Temporarily
restricted contributions received in the same year in which the restrictions are met
are recorded as an increase to temporarily restricted support at the time of receipt
and as net assets released from restrictions.

The principal and any donor restricted income from permanently restricted gifts are
classified as permanently restricted net assets. Income on those assets, not
permanently restricted by the donor, 1is classified as temporarily restricted (if
restricted by the donor or by relevant Taw) or unrestricted revenue.

Contributed merchandise and other -in-kind contributions, -dincluding merchandise
remaining in inventory at year-end, are reflected as contributions at their estimated
fair values when received or when an unconditional promise to give has been made. The
Project does not imply time restrictions on contributions of long-1ived assets (or of
other assets restricted to the purchase of Tong-lived assets) received without donor
stipulations about how Tlong the contributed assets must be used, As a result,
contributions of cash and other assets restricted to the acquisition of long-lived
assets are reported as temporarily restricted revenue that dincreases temporarily

restricted net assets; those restrictions expire when the long-lived assets are placed
in service,

...12_.



NOTE

3

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NGTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

FAIR VALUE MEASUREMENT:

FASB Accounting Standards Codification 820, Fair Value Measurements and Disclosures,
(“ASC 820") provides the framework for measuring and reporting fair value. The fair
value framework provides a fair value hierarchy that prioritizes the inputs to
valuation techniques used to measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or
liabilities (Level 1 measurements) and the Towest priority to unchservable inputs

(Level 3 measurements). The three (3) levels of the fair value hierarchy are described
as follows:

level 1 Inputs to the valuation methodology are unadjusted quoted prices
for <ddentical assets or Tiabilities in active markets that the
Project has the ability to access.

Level 2 Inputs to the valuation methodology include:

+ Quoted prices for similar assets or liabilities in
inactive markets:

¢ Quoted prices for identical or similar assets or
TiabiTities in inactive markets;

» Inputs other than quoted prices that are observable for the
asset or Tiability;

+ Inputs that are derived principally from or corroborated hy
observable market data by correlation or other means.

If the asset or Tiability has a specified (contractual) term, the
level 2 input must be observable for substantially the full term
of the asset or Tiability.

Level 3 Inputs to the valuation methodology are uncbservable and
significant to the fair value measurement.

The asset’s or Tiability’s fair value measurement Tlevel within the fair wvalue
hierarchy is based on the lowest level of any input that is significant to the fair
value measurement. Valuation techniques used maximize the use of observable 4inputs
and minimize the use of unobservable inputs.

Following s a description of the valuation methodologies used for assets and
Tiabilities measured at fair value. There have been no changes in the methodologies
from Decenber 31, 2009.

Securities listed on national and <international exchanges are principally valued at
the regular trading sessiocn closing price on the exchange or market in which such
securities are principally traded on the Tlast business day of each period presented
using the market approach.

_13_



NOTE  3:

NOTE 4:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

FAIR VALUE MEASUREMENT (CONCLUDED):

The valuation methods described may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore,
while the Project believes its valuation methods are appropriate and consistent with
other market participants, the use of different methodologies or assumptions to

determine the fair value of certain financial instruments could result in a different
fair value measurement at the reporting date.

The Project values 1its financial instruments as Level 1 inputs.

RESERVES AND RESTRICTED BALANCES:
Operating Reserve

The Landlord is required to establish an operating reserve account. The operating
reserve account is to be funded in the amount of $1,000,000 from the CDE Investor
Member's capital contribution on or before one (1) month of achieving the Completion
date. The operating reserve funds are to be used to fund the Managing Member Priority

Distribution (see Note 8). As of December 31, 2010, the Project has not funded the
operating reserve.

Insurance Reserve

In connection with the SCD Loan (see Note 11), the Landlord is required to establish
an insurance premium reserve account in the amount of $42,000 to pay the premiums due
on the umbrella Tiability policy. Withdrawals from the -insurance reserve are limited
to a maximum of $6,000 per annum. As of December 31, 2010, the Project has funded the

insurance reserve, though the amount is not held 1in a segregated account as of such
date,

Working Capital Reserve

The Project is required to establish a working capital reserve. As of December 31,
2010, the Project has not funded the working capital reserve,

Preferred Return Reserve

A preferred return reserve in the amount of $619,669 is required to be established to
fund the priority return to the Investor Member (see Note 8). Of this amount, the
Tenant is required to establish the first $100,000 of the reserve and Sit-In Movement,
Incorporated (“the Developer”) 1is required to establish the remainder of the reserve.

As of December 31, 2010, the Tenant has funded the priority return reserve 1in the
amount of $101,055.

_14._



SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE 4: RESERVES AND RESTRICTED BALANCES (CONCLUDED):

Contingency Reserve

The Project is required to establish a reserve for contingency. As of December 31,
2010, the Project has not funded the contingency reserve.

NOTE  5: UNCONDITIONAL PROMISES TO GIVE:

Unconditional promises to give at December 31, 2010 are as follows:

Receivable in Less Than one (1) Year $ 1,007,750
Recejvable in one (1) to Five (5) Years 971,436

Total Unconditional Promises to Give 1,979,186
Less Discounts to Net Present Value 40,433

Less Allowance for Uncollectible Promises -
Net Unconditional Promises to Give
December 31, 2010 § 1,938,703
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SIT-IN MOVEMENT, INCORPQRATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE 6: FIXED ASSETS:

Fixed assets as of December 31, 2010 are as follows:

Land 3 790,000
Buitding and Improvements 24,073,871
Furniture, Fixtures, Equipment, and
Other Capitalized Assets 7,330,796
Less: Accumulated Depreciation (1,194,625)
Net Fixed Assets $ 31,000,042

Depreciation expense for the year ended December 31, 2010 was approximataly
$ 967,231.

NOTE 7: INTANGIBLE ASSETS:

As of December 31, 2010, intangible assets consisted of the following:

Permanent Loan Fees $ 760,000
Legal Fees 481,967
Closing Costs 21,797
Copyrights 20,000
Accumulated Amortization (51,648)

$ 1,232,116

Amortization expense for the year ended December 31, 2010 was approximately $51,648.

_16_.



SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DPECEMBER 31, 2010

NOTE  8&: RELATED ENITY TRANSACTIONS:

The Landlord has the following transactions with related entities:

DESCRIPTION RELATED ENTITY AMOUNT
Development Fee Developer Pursuant to the Development Services

Agreement, the Project is te pay a
Development fee in the amount of $4,500,000.
The entire amount has been capitalized as
part of the building. As of December 31,
2010, $4,450,000 of the total fee has heen
paid in full. The remaining $50,000 deferred
Tiability was assumed by the Managing Member
and treated as a capital contribution in the
statement of changes din capital as of
December 31, 2010.

The Lease Tenant See Note 12.

Due to Tenant Tenant As of December 31, 2010, the Landlord owes
$351 to the Tenant for advances the Tenant
made on its behalf. This transaction is
eliminated in combination.

Shortfall Loan Managing Member The Managing Member may be required to fund
any operating deficits of the Project in the
form of a non-interest bearing Shortfall
Loan. Any Shortfall Loan halances shall be
repaid in accordance with cash flow priority
as outlined +in Note 13. As of December 31,
2010 there were no outstanding Shortfall
Loans fram the Managing Member,

Loan Guarantee Fee Develaper The Project has paid the Developer a laan
guarantee fee in the amount of $1, 160,000
as  compensatiocn for the contingent
Tiabilities assumed by the Developer with
respect to the repayment of the Toans.
$760,000 of the amount 1is included in the
financial statements in intangible assets as
of December 31, 2010. The remaining $400,000
vas capitalized as building.

Priority Distribution Managing Member Beginning in 2010, the Landlord owes the
Managing  Member an  annual priority
distribution dn the amount of $135,000
throughout the New Markets Tax Credits
Compliance Period as defined in the Landlord
Agreement. The amount is payable from the
operating reserve (see Note 4), and out of
available cash flow (see Note 13), The
Project paid $135,000 of distributions to
the Managing Member during 2010,

-17-



SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE 8: RELATED ENTITY TRANSACTIONS (CONTINUED):

The Tenant has the following transactions with related entities:

DESCRIPTION RELATED ENTITY AMOUNT.
Master Lease Landlord See Note 12.
Agreement

Sublease Agreement Civil Rights See Note 12.

Due from Landlord

Loan Receivable

Asset Management Fee

Operating Deficit and
Managing Member Loans

Museum, LLC

Landlord

Developer

Investor Member

Managing Member

...18....

As of December 31, 2010, the Landlord owes
$351 to the Tenant for advances the Tenant
made on its behalf. This inter-company
balance is eliminated in combination.

The Tenant has a loan receivable from the
Developer. The proceeds of the Toan are to
be used to fund the priority return reserve
and expense reserves {see Note 4). The Toan
can be drawn to a maximum of $2,276,751,
accrues 1interest at a rate of 1%, and
matures in February 2042. As of December 31,
2010, the ocutstanding Toan receivable
batance was 3$571,65L. As of December 31,
2010, the Tenant has an dinterest receivable
halance in the amount of $5,710 due from the
Developer dn connection with the Tloan
outstanding as of December 31, 2010. This
amount 1s included in Due from related
entity in the financial statements.

The Tenant s required to pay to the
Investor Member an annual asset wanagement
fee equal to $5,000 for asset management
services. The fee 1is cumulative, pro-rated
for any partial years and accrues if unpaid.
As of December 31, 2010, the accrued asset
management fee was $5,000.

The Managing Member may be required to fund
any operating deficits of the Tenant in the
form of an Operating Deficit Loan or in the
form of a Managing Member Loan. Such loans
are +interest bearing at Prime plus 200 basis
points and payable out of available cash
flow. As of December 31, 2010, there were no
Operating Deficit Loans or Managing Member
Loans outstanding.



SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE 8: RELATED ENTITY TRANSACTIONS (CONTINUED):
The Tenant has the following transactions with related entities:
DESCRIPTTION RELATED ENTITY AMOUNT

Investor Member Loan Investor Member If the Managing Member fails to make a Tean

of the necessary funds in the form of an
Operating Deficit Loan or a Managing Member
Loan, the Investor Member may at its sole
discretion make an Investor Member Loan.
Such Toans are interest bearing at Prime plus
200 basis points and payable out of available
cash flow. As of December 31, 2010 there were
no Investor Member loans outstanding.

Preferred Return Investor Member The Tenant owes the Investor Menber a
preferred return in the amount of 2.5% of
its paid capital contribution related to the
Historic tax credits. The amount accrues and
is payable out of available cash fiow. The
accrued Preferrad Return owed to the Investor
as of December 31, 2010 was $113,551.

Tax Liability Reimbursement Investor Member The Tenant is required to pay the Investor
Member a tax liability reimbursement in the
event the entity generates taxable income.
The amount is calculated as 35% of the
Investor Member's allocated net income. As
of December 31, 2010 no tax Tiability
reimbursement dis owed to the Investor
Member.

SIM, Incorporated, has the following transactions with related entities:
DESCRIPTION RE[ATED ENTITY AMOUNT

Development Fee Museum landlord, LLC Pursuant to the Development Services
Agreement, SIM, Incorporated, received
$4,500,000 as a Development fee for the
development aof the Historic Tax Credit
Project. The amount is dncluded in revenues
in the financial statements.

Loan Guarantee Fee Museum Landlord, LLC SIM, Incorporated, received a Toan guarantee
fee in the amount of $1,160,000 as
compensation for the contingent ldabilities
that it has assumed with respect to the
repayment of the loans associated with the
Historic Tax Credit Project. The amount
is included in revenues in the financial

statements.
Notes Payable Museum Tenant, LLC Sea Note 11,
Investment in LLC ICRCM, LLC See Note 9,
Lease Agreement Civil Rights Museum, LLC See Note 12,
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NOTE 8:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

DECEMBER 31, 2010

RELATED ENTITY TRANSACTIONS (CONTINUED):

NOTES TO COMBINED FINANCIAL STATEMENTS

Civil Rights Museum has the following transactions with related entities:

DESCRTPTION

Ownership

The Lease

Sublease Agreement

Due to Sit-In Movement,
Incorporated

Due to Landlord

RELATED ENTITY

Sit-In Movement, Incorporated

Sit-In Movement, Incorporated

Tenant

Sit-In Movement, Incorporated

Landlord, LLC

..20._

AMOUNT

Civil Rights Museum was formed as a
wholly owned subsidiary of Sit-In
Movement, Incorporated. Civil Rights
Museum conducts the operations,
collects earned revenues and pays
expenses for the Museum.

Sit-In Movement, Incorporated paid
$183,333 to the Civil Rights Museum
for scheduled rents during the 2010
operating year. This rent income to
Civil Rights Museum will be
eliminated in combination. See Note
12 for the schedule of anmual rent
income,

As of December 31, 2010, Civil Rights
Museum LLC, had a delinquent balance
of $18,750 in Accounts Payables that
was due to the Temant for rent. Civil
Rights Museum LLC incurred $225,000
of rent Expense that was due to the
Tenant as of December 31, 2010. This
rent expense transaction will be
eliminated on the combined financial
statements. See Note 12 for the
schedule of rent payments that are
due each year to the Museum Tenant.

As of December 31, 2010, Civil Rights
Museum LLC, had a balance due to Sit-
In 4n the amount of $125,497. The
inter-company will be eliminated in
combination.

As of December 31, 2010, Civil Rights
Museum LLC, had a balance due to the
Landlord in the amount of $31,194.
The 1inter-company will be eliminated
in combination.



NOTE 8:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS

DECEMBER 31, 2010

RELATED ENTITY TRANSACTIONS (CONCLUDED):

ICRCM has the following transactions with related entities:

DESCRIPTION

Investment

Investment

Loan

NOTE

9:

RELATED ENTITY

Landlord

Tenant

Sit-In

INVESTMENT IN LLC:

AMOUNT

As of December 31, 2010, the Landlord
allocated a Toss of dnvestment for
the Managing Member in the amount of
§822,209 for the year. The Managing
Member also owed $100 to the Landlord
for cost allocations. These tinter-
companies are to be eliminated din
combination.

As of December 31, 2010, the Temant
allocated a loss of investment for
the Managing Member in the amount of
$9 for the year. The Managing Member
also owed $100 to the Landlord for
cost allocations. These inter-
companies are to eliminated 4n
combination.

As of December 31, 2010, Sit-In
Movement, Incorporated had an
outstanding Tloan receivable from
ICRCM of  $250,000. The inter-
companies will be eliminated in
combination.

Sit-In Movement, Incorporated (SIM) invested $250,100 in a related entity, ICRCM, LLC,
a North Carolina Limited Liability Company (“ICRCM™). In order to facilitate the
project financing for the Civil Rights Museum, SIM has organized and been admitted as

the sole member of ICRCM, LLC.
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NOTE 10:

SIT-IN MOVEMENT, INCORPCRATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE RECEIVABLE:

Sit-In Movement, Incorporated, (SIM) (“Fund Lender”) entered +into a “Fund Loan
Agreement” dated August 17, 2009 with USBCDE Investment Fund XXXVIII, LLC a Delaware
Timited liability company (“Fund Borrower”). The purpose of the loan to the “Fund
Borrower” was to facilitate the completion of the Civil Rights Museum.

Key provisions of the “Fund Loan Agreement” are as follows:

2.04.

2.05.

3.01.

3.02.

PREPAYEMENT FOR FUND LOAN: Fund Borrower may prepay the Note, in whole or in
part, prior to the Maturity Date without Fund lLender’'s consent.

LOAN DISBURSEMENTS: Following the satisfaction of all of the conditions
precedent set forth in Article 4 hereof, Fund Lender shall make one (1) or more
Advances of the Fund Loan in the maximum aggregate amount of $19,836,200 to
Fund Borrower, and Fund Borrower shall accept such Advances from Fund Lender,

ARTICLE 3. PAYMENTS

INTEREST: Provided no Event of Default has occurred under the Fund Loan
Documents, from the date of the first (1) Advance until the Maturity Date.
Interest shall accrue on the outstanding principal balance at a fixed rate per
annum equal to 1.206% (the Interest Rate). From and after the date of any
Event of Default hereunder and from and after the Maturity Date, interest on
all principal amounts outstanding under the Note shall accrue at the Default
Rate. A1l interest payable hereunder shall be computed on the basis of a
thirty (30) calendar day month and a three hundred sixty (360) calendar day
year, Fund Lender 1is authorized to rely on the written loan requests,
including facsimile, telecopy or telegraphic loan requests, which Fund Lender
believes 1in its good faith judgment to emanate from a properly authorized
representative of Fund Borrower, whether or not that is in fact the case.

REPAYMENT OF FUND LOAN: Fund Borrower hereby promises to pay to Fund Lender
all unpaid principal, accrued and unpaid interest and any other amounts due
hereunder or under the other Fund Loan Documents in accordance with the Note
and the other Fund Loan Documents.
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NOTE 10:

NOTE 11:

SYT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE RECEIVABLE (CONCLUDED):

3.03. PAYMENTS: With respect to the Fund Loan, (A) commencing on October 7, 2009 and
continuing on the fifth (5*) Business Day of each January, April, July, and
October thereafter until the payment due on January 8, 2019, Fund Borrower
shall pay to Fund Lender consecutive quarterly installments of accrued interest
only, 1in arrears, calculated upon the daily outstanding principal balance
hereof during the preceding calendar quarter (January 1 through March 31, April
1 through June 30, July 1 through September 30, and October 1 through December
31, as applicable, of each calendar year), except that the imitial payment of
accrued interest only shall be calculated upon the daily outstanding principal
balance from and including the date hereof through and including September 30,
2009. (B) commencing on April 5, 2019 and continuing on the fifth (5*) Business
Day of each July, October, January and April thereafter until the Maturity
Date. Fund Borrower shall pay to Fund Lender consecutive quarterly payments
consisting of (i) accrued <interest on the daily outstanding principal balance
hereof during the preceding calendar quarter calculated at the interest rate
payable hereunder, plus (ii) principal in an amount equal to all of Fund
Borrower’s Income (as defined +in the Fund Agreement) for such preceding
calendar quarter less the amount of (1) Fund Borrower’s Operating Expenses (as
defined 1in the Fund Agreement) for such preceding calendar quarter, but
excluding any Operating Expenses related to the Fund Loan (including any
payments of interest and principal thereunder) and (2) the then due quarterly
payments of dinterest of $59,957 under the Fund Loan, and () Fund Borrower
shall pay to Fund Lender a final payment of all outstanding principal, accrued
interest and any and all unpaid fees and other charges owed pursuant to the
Fund Loan Documents on the Maturity Date. Notwithstanding anything to the
contrary in this Agreement, Fund Lender hereby agrees to accept an assignment
of a note or notes in connection with an Approved Loan (as defined in the Fund
Agreement) 1in an aggregate amount not less than the outstanding principal
amount of the Fund Loan 1in full satisfaction of Fund Borrower’s unpaid
obligations under the Fund Loan.

The note balance at December 31, 2010 is $19,836,200.
DEEBT:

Debt as of December 31, 2010 is as follows:

Loan 1

Sit-In Movement, Incorporated, entered into a note agreement with Carolina Bank on
Juily 28, 2009. The note payable as of December 31, 2010 represents a Tloan of
$4,000,000. The balance due at December 31, 2010 is $2,312,000. The shert-term (due
within one (1) year) portion of the Toan is §1,000,000. Interest +is being charged at
the announced prime lending rate of Carolina Bank (+.75%), with a floor of 5.25% on
the Prime Rate.

Beginning September 15, 2009 there will be forty one (41) interest payments due
monthly on the 15" day of each month; periodic principal paydowns are required so that
31,000,000 dis paid annually by February 15, 2010, February 15, 201} and February 15,
2012; on the maturity date of February 15, 2013 ona (1) payment of all outstanding
principal plus accrued dinterest will be due and payable.
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NOTE 11:

STT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

DEBT (CONTINUED):
Loan 1 (Concluded)
The loan is secured by a first (1*) Tien on the accounts receivable, notes receivable and
unconditional promises to give of Sit-In Movement, Incorporated, d/b/a International Civil Rights
Center and Museum.
Loan 2
Sit-In Movement, Incorporated, (“Borrower”) entered into a note agreement with Museum Tenant, LLC
a North Carolina Limited Liabiiity Company (“Lender™) on August 17, 2009. The note payable as of
December 31, 2010 represents a single 1ine of credit loan of $§2,276,751. The balance due at
December 31, 2010 is $571,651 (due January 2, 2030). Interest is being charged at a fixed rate
of one percent (1%) per annum. Interest only is to be paid on October 1, 2009 and continuing on
the first business day of each January, April, July and October thereafter until the payment due
on January 2, 2030. Commencing on April 1, 2030 and continuing on the first (1*) business day of
each July, October, January and April thereafter until and including the Maturity Date, Borrower
shall pay Lender consecutive quarterly payments consisting of one (1) principal in the amount of
$50,394, plus (i1) accrued interest on the outstanding principal balance.
The 1line is secured by funds deposited to Branch Banking and Trust Company.
SUMMARY OF DEBT FOR LOANS 1 AND 2
2010 2010 2010
Current Amount Long-Term Amount Total
Loan # 1 $ 1,000,000 $ 1,312,000 $ 2,312,000
Loan # 2 - 571,651 571,651
3 .1,000,000 $ 1,833,651 $ 2,833,651

Approximate annual payments as of December 31, 2010, excTuding interest, are payable as follows:

Fiscal Year

2011 $ 1,000,000
2012 1,000,000
2013 312,000
Thereafter 571,651

$ 2,883,651
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NOTE 11:

NOTE 12:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

DEBT (CONCLUDED):

Related Entity Debt
The landlord’s debt at December 31, 2010 consisted of the following:

$18,971,651 loan with Stonehenge Community Development XII, LLC
(the "SCD Loan™). Interest accrues daily on the unpaid balance
at the fixed rate of 1% per annum. Accrued interest payments
are paid quarterly. ATl principal and unpaid interest

shall be fully due and payable on August 18, 2044, The Loan

is guaranteed by the Developer.

$4,950,000 loan with U. S. Bank ('US Bank Loan™). ATl
principal and unpaid interest shall be fully due and
payahle on August 17, 2044. The Project is alse required
to pay all premiums on the insurance as they come due.
Accrued interest as of December 31, 2010 was 30,

The loan 1s guaranteed by the Developer.

Total Related Entity Debt

The Project is not required to make any principal payments on either loan
until 2019.

The fair value of the Debt is estimated based on the current rates
offered to Sit-In Movement and Landlord for Debt of the same
remaining maturities. At December 31, 2010 the fair value of the
Debt approximates the amount in the financial statements.

LEASE AGREEMENTS AND SUBLEASE AGREEMENT:

$ 18,971,651

4,950,000

A. On Augqust 17, 2009, the Civil Rights Museum, LLC and SIM, Incorporated, entered into a Lease
Agreement. Under terms of the Lease, the SIM, Incorporated, pays monthly base rent payments
and supplemental rent payments, as defined, commencing in 2010 through December 2017 1in
exchange for exclusive use of the 14,600 rentable square feet of the entire second (2*) floor
of 132-134 South Elm Street, Greensboro, North Carolina. Under the terms of the Lease,
Tenant is responsible for 1its pro-rata share of operating expenses, real estate taxes,

insurance, maintenance and repairs of the property.

_25_



SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

NOTE 12: LEASE AGREEMENTS AND SUBLEASE AGREEMENT (CONCLUDED):
Annual hase rent payments under the lLease are estimated to be as follows:

For the Year Ended:

2011 $ 206,000
2012 212,180
2013 218,545
2014 225,102
2015 231,855
Thereafter 487,785

B. On August 17, 2009, the landlord and Tenant entered into the Lease. Under the terms of the
Lease, the Tenant pays monthly base rent payments and supplemental rent payments, as defined,
commencing in 2010 through December 2041 in exchange for exclusive use of the property.
Under the terms of the lease, Tenant is responsible for all operating expenses, real estate
taxes, dinsurance, maintenance and repairs of the property. The Landlord received rent
payments of $180,000 in regards to the Lease transactions during the period as of December
31, 2010.

Annual base rent and supplemental rent payments and receipts under the Lease are expected as
follows:
For the Year Ended

2011 $ 305,000
2012 325,000
2013 345,000
2014 355,000
2015 355,000
Thereafter 10,355,000

$ 12,040,000

C. Tenant entered into a Sublease with Civil Rights Museum, LLC ("CRM™), a related entity, The
Sublease is classified as an operating lease for financial reporting purposes. The Sublease
commenced in 2009 and continues through 2020. Under the terms of the Sublease, CRM pays
base rent in monthly installments beginning in 2010 as set forth in the Sublease agreement.
The Tenant received $225,000 in connection with Sublease transactions of which $18,850 is
receivable as of December 31, 2010.

Estimated future minimum rental income under the Sublease is expected as follows:

For the Year Ended

2011 $ 360,000
2012 360,000
2013 360,000
2014 360,000
2015 360,000
Thereafter 2,117,123
Total Payments $ 3,917,123

CRM has Sub-subleased the Property to the Developer (“the Sub-sublease™). The Sub-sublease commenced in
2009 and expires +in 2017,

_26_



NOTE 13:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILTATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

PROJECT PROFITS, LOSSES AND DISTRIBUTIONS:
Landlord

A1l profits and losses are allocated 10% to the Investor Member, 10% to the Master Tenant Investor
and 80% to the Managing Member.

Pursuant to the Landlord Agreement, cash distributions shall be mad

e to the owners anmually in the
following order of priority:

1. To the Managing Member, the Managing Member Priority Distribution (to the extent not paid
from the operating reserve);

2. To the repayment of any Shortfall Loans, pro rata in accordance with the outstanding
amount balance of each;

3. To the Members in accordance with their respective percentage interests.
In addition, the Agreement provides certain provisions for the application and priorities for the

allocation of profit and use of cash in the event of sale or refinancing.

Tenant

ATl profits and Tosses and tax credits earned under Section 47 of the Code are allocated .01% to the
Managing Member and 99.99% to the Investor Member. Pursuant to the Tenant Agreement, cash

distributions shall be made to the owners in the following order of priority after the end of each
year.

1. To the Investor Member as payment of any unpaid negative Credit Adjustment amount:

2. To the Investor Member as payment of the Asset Management Fee;

3. To the Investor Member as payment of the Preferred Return (te the extent not funded out
of the Preferred Return Reserve held);

4. To the Investor Member until the Investor Member has received distributions equal to its
Tax Liability Reimbursement, if any outstanding as of the date of the distribution:

5. To the Investor Member as repayment of any Investor Loan;

6. To the payment of the Supplemental Rent:

7. To the Managing Member as repayment of any Operating Deficit Loan and any Managing Member

Loan pro rata in accordance with the balance of each loan as repayment of any Operating
Deficit Lean; and

8. Thereafter, remaining operating cash flow if any, to the Members in accordance with their
percentage interests.

In addition, the Tenant Agreement provides certain provisions for the application and priorities for the
allocation of profit and use of cash in the event of sale or refinancing.
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NOTE 14:

NOTE 15:

NOTE 16:

NOTE 17:

SIT-IN MOVEMENT, INCORPORATED
AND AFFILIATED ENTITIES

NOTES TO COMBINED FINANCIAL STATEMENTS
DECEMBER 31, 2010

CAPITAL CONTRIBUTIONS:

Under the terms of Agreements, as of December 31, 2010, the Managing Member is not obligated to make
any additional capital contributions to the Project. As of December 31, 2010, $250,200 of
contributions has been made. Under the terms of the Tenant Agreement, the Investor Member is
obligated to make total capital contributions of $6,705,000. As of December 31, 2018, 35,000,000 of
contributions has been made. The second and final installment of $1,705,000 is due upon meeting
certain benchmarks as outlined in the Agreement dincluding completion of the Project, issuance of the
final certificate of occupancy, cost certification of the tax c¢redits, and X-1's among other

requirements. The final installment 1is subject to adjustment based on the actual tax credits
delivered.

Under the terms of the lLandlord Agreement, the CDE Investor Member is obligated to make total capital
contributions of $4,028,349, As of December 31, 2010, $4,028,349 of contributions has been made.

TAX CREDITS:

The National Park Service has determined that the Project is eligible to receive Federal historic
rehabilitation tax credits equal to 20% of the Project’'s qualified rehabilitation expenditures (“QRE™)
pursuant to Section 47 of the IRC., The Project’s tax credits are contingent on its ability to
maintain compliance with Section 47 of the Code. Failure to maintain compliance could result in
recapture of previously taken tax credits plus interest.

The Project has elected, under Section 5G6(d) of the Code, to pass-through the historic tax credits
related to the QRE incurred by Landlord to the Tepant. Tenant is subject to recapture on a gradually
declining scale of 20% of the total historic credits per year if it were to sell the building within
the next five (5} years. Because the Historic tax credit are being passed through to Tenant under IRC
50{d) of the Code, no reduction in depreciable basis is required for tax purposes. However, the total
Histordic tax credits allocated to Tenant is required to be treated as taxable income to Temant over
the depreciable 1ife of the building.

CONCENTRATION RISK:

The Project operates in Greensboro, North Carolina. Future operations could be affected by changes in
the economy or other conditions in that geographic area. The Tenant receives 100% of its rental
revenue from CRM, a related entity, in connection with the Sublease. If the operations of CRM were to
be negatively impacted, it could have a significant effect on the overall cperations of the Project.

INCOME TAXES:

The Project has adopted accounting rules for uncertain tax positions. These rules require financial
statement recognition of the impact of a tax position if a position is more 1ikely than not of being
sustained on audit, based on the technical merits of the position. The rules also provide guidance on
measurement, de-recognition, classification, interest and penalties, accounting in interim periods,
transition, and disclosure requirements for uncertain tax positions. The adoption of the new rules
had no impact on the financial statements. The Project's federal and state tax returns for

tax years 2009 and later remain subjact to examination by taxing authorities.
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