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Independent Auditors’ Report

The Members
Borealis Apartments LLC:

We have audited the accompanying financial statements of Borealis Apartments LLC, which comprise the
balance sheets as of December 31, 2020 and 2019, and the related statements of operations, members’
interest, and cash flows for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial

position of Borealis Apartments LLC as of December 31, 2020 and 2019, and the results of its operations and
its cash flows for the years then ended, in accordance with U.S. generally accepted accounting principles.

KPMe LIP

Phoenix, Arizona
March 30, 2021



BOREALIS APARTMENTS LLC
Balance Sheets

December 31, 2020 and 2019

Assets
Cash and cash equivalents $
Rents and other receivables
Prepaid expenses
Escrow and other deposits
Property and equipment:
Land
Buildings
Improvements
Furniture, fixtures, and equipment
Property and equipment
Accumulated depreciation and amortization
Property and equipment, net
Total assets $
Liabilities and Members’ Interest
Accounts payable and accrued expenses (note 3) $
Accrued interest
Unearned revenues
Security deposits
Mortgage note payable, net of deferred loan costs of $74,394 at
December 31, 2020 and $87,523 at December 31, 2019 (note 4)
Total liabilities
Contingencies (note 6)
Members’ interest
Total liabilities and members’ interest $

See accompanying notes to financial statements.

2020 2019
464,570 393,475
18,807 4,384
18,167 15,109
64,818 71,325
3,750,000 3,750,000
7,959,833 7,959,833
89,631 89,631
288,708 288,708
12,088,172 12,088,172
(2,031,774) (1,694,485)
10,056,398 10,393,687
10,622,760 10,877,980
85,986 93,109
24,993 24,993
6,132 11,680
47,880 46,156
8,075,606 8,062,477
8,240,597 8,238,415
2,382,163 2,639,565
10,622,760 10,877,980




BOREALIS APARTMENTS LLC
Statements of Operations

Years ended December 31, 2020 and 2019

2020 2019
Revenues:
Rents $ 904,113 879,953
Other 200,140 207,013
Total revenues 1,104,253 1,086,966
Operating costs and expenses:
Personnel 87,240 72,478
Marketing and advertising 5,085 4,012
Utilities 29,248 21,546
Repairs and maintenance 56,366 59,484
Taxes and insurance 198,904 171,136
Administrative (note 3) 94,944 87,068
Depreciation and amortization 337,289 337,111
Asset management fee to affiliate (note 3) 31,250 31,250
Property management fee to affiliate (note 3) 33,126 32,563
Total operating costs and expenses 873,452 816,648
Net operating income 230,801 270,318
Other expenses:
Interest and other expenses (note 2) (363,153) (328,482)
Loss on debt extinguishment — (431,366)
Total other expenses (363,153) (759,848)
Net loss $ (132,352) (489,530)

See accompanying notes to financial statements.



BOREALIS APARTMENTS LLC
Statements of Members’ Interest

Years ended December 31, 2020 and 2019

Class A Class B Total
Balance, December 31, 2018 $ 3,399,295 — 3,399,295
Member distributions (270,200) — (270,200)
Net loss (489,530) — (489,530)
Balance, December 31, 2019 2,639,565 — 2,639,565
Member distributions (125,050) — (125,050)
Net loss (132,352) — (132,352)
Balance, December 31, 2020 $ 2,382,163 — 2,382,163

See accompanying notes to financial statements.



BOREALIS APARTMENTS LLC

Statements of Cash Flows

Years ended December 31, 2020 and 2019

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash provided by
operating activities:
Depreciation and amortization
Deferred loan cost amortization
Loss on debt extinguishment
Changes in operating assets and liabilities:
Rents and other receivables
Prepaid expenses
Accounts payable, accrued expenses, and accrued interest
Unearned revenues
Security deposits

Net cash provided by operating activities

Cash flows from investing activity:
Purchases of property and equipment

Net cash used in investing activity

Cash flows from financing activities:
Payment of prepayment fees
Payment of deferred loan fees
Proceeds from mortgage note payable
Repayment of mortgage note payable
Member distributions

Net cash used in financing activities

Net increase in cash and cash equivalents and escrow
and other deposits

Cash and cash equivalents and escrow and other deposits,
beginning of year

Cash and cash equivalents and escrow and other deposits, end of year

Supplemental disclosure:
Cash paid for interest

See accompanying notes to financial statements.

2020 2019
(132,352) (489,530)
337,289 337,111
13,129 4,701

— 431,366
(14,423) 470
(3,058) (2,137)
(7,123) 52,219
(5,548) 4,569
1,724 (763)
189,638 338,006
— (17,024)
— (17,024)
— (339,467)
— (91,899)
— 8,150,000
— (7,714,725)
(125,050) (270,200)
(125,050) (266,291)
64,588 54,691
464,800 410,109
529,388 464,800
299,920 290,220



BOREALIS APARTMENTS LLC
Notes to Financial Statements
December 31, 2020 and 2019

(1) Organization

(@)

Borealis Apartments LLC (the Company) is a limited liability company formed on October 2, 2014, under
the laws of the State of Washington. The Company’s business purpose is to acquire and hold for
investment the Borealis Apartments, a 53-unit apartment complex acquired on November 20, 2014, located
in Seattle, Washington (the Property). Private Portfolio Group, LLC (PPG) is the manager of the Company
and the Class B member. The Class A members include various individuals, trusts, and partnerships.

The term of the Company is perpetual, unless terminated under the provisions in the Company'’s limited
liability company agreement (the LLC Agreement).

Significant Accounting Policies

(@)

(b)

(c)

(d)

Basis of Presentation

These financial statements have been prepared in accordance with U.S. generally accepted accounting
principles (GAAP). In accordance with real estate industry practice, the accompanying balance sheets
have been presented on an unclassified basis.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand, cash in banks, money market accounts, and
temporary cash investments with original maturities of three months or less.

Escrow and Other Deposits

Escrow and other deposits consist primarily of amounts held in escrow in accordance with the terms of
the mortgage note payable (note 4) for rental achievement, taxes, insurance, and repairs related to the
mortgaged property. These amounts will be disbursed pursuant to the terms of the applicable
agreement.

Property and Equipment

Property and equipment are stated at historical cost. Improvements that extend the useful life or
service potential of property and equipment are capitalized. Projects in process are stated at cost and
not depreciated until placed in service. The projects are transferred to improvements upon completion.
Repairs and maintenance are expensed as incurred. Upon disposition of property and equipment,
gains and losses on disposal of assets are reflected in the statements of operations. Depreciation and
amortization are provided under the straight-line method over the estimated useful lives of the related
assets, which are as follows:

Buildings 27.5 years
Improvements 3-15 years
Furniture, fixtures, and equipment 3-10 years

Property and equipment depreciation and amortization expense totaled $337,289 and $337,111 for the
years ended December 31, 2020 and 2019, respectively.

6 (Continued)



()

(f)

(<))

BOREALIS APARTMENTS LLC
Notes to Financial Statements
December 31, 2020 and 2019

In accordance with Accounting Standards Codification (“ASC”) Subtopic 360-10-35-15, Property, Plant,
and Equipment — Impairment or Disposal of Long-Lived Assets, property and equipment are reviewed
for impairment whenever events or changes in circumstances indicate that the carrying amount of an
asset may not be recoverable. Recoverability of assets to be held and used is measured by a
comparison of the carrying amount of an asset to estimated undiscounted future cash flows expected
to be generated by the asset. If the carrying amount of an asset exceeds its estimated future cash
flows, an impairment charge is recognized for the amount by which the carrying amount of the asset
exceeds the fair value of the asset.

Management noted no events or changes in circumstances that would lead to an impairment
evaluation during the years ended December 31, 2020 and 2019. Several factors may affect the
performance and valuation of the rental property, including general economic climate, competition from
similar existing or future residential projects, local economic condition, such as unemployment, which
may impact expected occupancy and rental rates, changes in market capitalization rates, the relative
liquidity of the local real estate market, and the availability of financing, which may impact the
Company’s ability to hold and operate its property in the ordinary course of business. Any adverse
changes in these and other factors could cause impairments in future periods.

Deferred Loan Costs

In 2014, the Company capitalized $106,754 of deferred loan costs in connection with obtaining a
mortgage note payable. In 2019, this loan was repaid and the Company entered into a hew loan and
capitalized $91,899 of deferred loan costs. The balance of the 2014 deferred loan costs were written off
in 2019 totaling $92,224, which is recorded as loss on debt extinguishment. Deferred loan costs are
amortized on a straight line basis, which approximates the effective interest method. Amortization of
deferred loan costs totaled $13,129 and $4,701 for the years ended December 31, 2020 and 2019,
respectively, and is included in interest and other expense in the accompanying statements of
operations. Unamortized deferred loan costs of $74,394 and $87,523 as of December 31, 2020 and
2019, respectively, have been deducted from the carrying amount of the mortgage note payable in the
accompanying balance sheets (note 4). These costs are net of accumulated amortization of $17,505
and $4,376 as of December 31, 2020 and 2019, respectively.

Security Deposits

Tenants of the Property are generally required to remit security deposits in connection with tenant
leases. The security deposits are refundable upon lease expiration assuming certain criteria of
occupancy have been met.

Revenue Recognition

The Property’s apartment units are generally rented under short-term leases with terms of one year or
less. Rental revenue attributable to leases is recorded on a straight-line basis over the lease term, in
accordance with ASC Topic 842, Leases. Interest and other income are recorded on an accrual basis.
To the extent that rents or other fees were prepaid by tenants as of December 31, 2020 and 2019, the
Company has reported unearned revenues in the accompanying balance sheets.

Other revenues consist primarily of lease break fees, nonrefundable fees paid by tenants, garage and
parking fees, and forfeited deposits.

7 (Continued)



BOREALIS APARTMENTS LLC
Notes to Financial Statements
December 31, 2020 and 2019

(h) Income Taxes

()

As a limited liability company, the Company is treated as a partnership for federal income tax reporting.
Accordingly, the Company is not required to pay federal income taxes. Instead, the income and losses
of the Company are allocated to its members for inclusion in their respective federal income tax
returns. Accordingly, no income tax provision or benefit is reflected in these financial statements.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Significant items subject to such estimates and
assumptions include the carrying amount of property and equipment. Actual results could differ from
those estimates.

Recent Accounting Pronouncements
(i) Revenue Recognition

In May 2014, the Financial Accounting Standards Board (“FASB”) issued ASC Topic 606, Revenue
from Contracts with Customers, and subsequently issued several related Accounting Standards
Updates (“ASUs”) (collectively, “Topic 606”), which provide guidance for recognizing revenue from
contracts with customers. The core principle of Topic 606 is that revenue will be recognized when
promised goods or services are transferred to customers in an amount that reflects consideration
for which entitlement is expected in exchange for those goods or services. The Company adopted
Topic 606 as of January 1, 2019 using a modified retrospective approach. The new standard did
not have an impact on the Company’s financial statements.

(i) Statement of Cash Flows

In November 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230):
Restricted Cash (“ASU 2016-18"). ASU 2016-18 requires that a statement of cash flows explain the
change during the period in the total of cash, cash equivalents, and amounts generally described
as restricted cash or restricted cash equivalents. Therefore, amounts generally described as
restricted cash and restricted cash equivalents should be included with cash and cash equivalents
when reconciling the beginning-of-period and end-of-period total amounts shown on the statement
of cash flows. The Company adopted ASU 2016-18 as of January 1, 2019. The adoption of

ASU 2016-18 resulted in the reclassification of escrow and other deposits on the statement of cash
flows.

8 (Continued)



BOREALIS APARTMENTS LLC
Notes to Financial Statements
December 31, 2020 and 2019

The following table presents a reconciliation of the beginning of period and end of period cash and
cash equivalents and escrow and other deposits reported on the Company’s balance sheets to the
totals shown on its statements of cash flows:

2020 2019
Beginning of year:
Cash and cash equivalents $ 393,475 358,085
Escrow and other deposits 71,325 52,024
Cash and cash equivalents and escrow and
other deposits $ 464,800 410,109
End of year:
Cash and cash equivalents $ 464,570 393,475
Escrow and other deposits 64,818 71,325
Cash and cash equivalents and escrow and
other deposits $ 529,388 464,800

(i) Lease Accounting

On January 1, 2020, the Company adopted ASU 2016-02, Leases (ASC 842), and related
guidance which establishes a single comprehensive model for entities to use in accounting for
leases and supersedes the existing leasing guidance. A contract is or contains a lease if the
contract conveys the right to control the use of an identified asset for a period of time in exchange
for consideration. The Company is a lessor in its tenant lease agreements and is not a lessee to
any contracts. The Company has applied the new lease guidance prospectively from the adoption
date of January 1, 2020.

ASC 842 does not make fundamental changes to the lessor accounting treatment from previous
guidance, Topic ASC 840, Leases. Lessors classify all leases as sales-type, direct financing or
operating leases. Lease classification is important in determining how and when a lessor
recognizes lease expense, revenue, and related balance sheet impacts. In general, these changes
do not impact the accounting of the Company’s routine tenant leases which are considered to be
operating leases. Under ASC 842, the leasing of premises at the Company’s properties is
considered a lease component and is within the scope of ASC 842. However, tenant utility
reimbursements, storage, parking and other ancillary charges are considered to be non-lease
components and are recorded monthly as earned. As a result, the adoption of ASC 842 did not
have any impact on the Company’s timing or pattern of recognition of rental income as compared
to previous guidance.

(3) Related-Party Transactions

Pursuant to the LLC Agreement, an asset management fee of $31,250 for each of the years ended
December 31, 2020 and 2019 was paid to PPG. This fee is computed as 0.25% of the Property’s
acquisition value.
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BOREALIS APARTMENTS LLC
Notes to Financial Statements
December 31, 2020 and 2019

Effective July 1, 2016, the Company is managed by Pillar Communities, LLC (Pillar), an affiliate and wholly
owned subsidiary of PPG. The management agreement with Pillar calls for a property management fee of
3.0% of revenue. This fee totaled $33,126 and $32,563 for the years ended December 31, 2020 and 2019,
respectively. Management company employees working at the Property are paid with funds of the Property.
In addition, the Company pays certain expenses of Pillar, which are allocated based upon the Company’s
number of apartment units to the total number of apartment units managed by Pillar as specified in the
management agreement. This expense allocation totaled $36,224 and $32,947 for the years ended
December 31, 2020 and 2019, respectively. The expense allocation is included in administrative expense
in the accompanying statements of operations. Amounts payable to Pillar at December 31, 2020 and 2019,
respectively, totaled $12,983 and $13,716, and are included in accounts payable and accrued expenses in
the accompanying balance sheets.

Mortgage Note Payable

The Company borrowed $7,860,000 on November 20, 2014 to acquire the Property. Interest only was
payable monthly for the first three years of the loan term based on the fixed interest rate of 3.72%, and then
principal and interest were due based on a 30 year amortization schedule for the remaining 27 years of the
loan term. The note was scheduled to mature on December 1, 2044, however in August 2019, the
mortgage note was repaid in full with the proceeds from a new mortgage note payable, resulting in the
recognition of a $431,366 loss on debt extinguishment for the year ended December 31, 2019.

The new mortgage note payable of $8,150,000 is a seven year loan with interest only payable at a fixed
interest rate of 3.68%. The note matures on August 1, 2026 and is secured by a mortgage deed of trust on
the Property. The outstanding balance of the new mortgage note payable was $8,150,000 as of
December 31, 2020 and 2019. The note payable contains customary events of default, including
nonpayment and breach of covenants. The mortgage note agreement contains provisions for prepayment
penalties if the note is prepaid at any time before the maturity date, including in the event the maturity date
is accelerated in the event of default. In the event of default, repayment of borrowings may be accelerated
or the lender may take possession of the Property. The Company was in compliance with all covenants as
of December 31, 2020.

Capital Allocations
(a) Allocation of Profits and Losses

Net income is allocated 100% to Class A members until the Class A members have received a 10%
cumulative preferred return on their contributions. As of December 31, 2020, the balance of unpaid
cumulative preferred returns associated with Class A members was $2,076,836. Additional profits are
allocated 75% to Class A members and 25% to the Class B member. All gains from the sale of
Company property shall be allocated 75% to the Class A members and 25% to the Class B member
but only after Class A members have received their 10% cumulative preferred return on their
contributions. Net losses are first allocated to members to the extent of previous net profits that were
allocated to both Class A and Class B members. Then net losses are allocated to members in
proportion to their respective percentage interest in the Company.
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BOREALIS APARTMENTS LLC
Notes to Financial Statements
December 31, 2020 and 2019

(b) Nonliquidating Distributions

Nonliquidating distributions and distributions from a sale or refinancing other than in liquidation or sale
of substantially all Company property shall be made first to Class A members until they have received
the 10% cumulative preferred return and then any remaining distributable cash shall be distributed 75%
to the Class A members, in proportion to their respective percentage interest of such Class A
members, and 25% to the Class B member.

(c) Liquidating Distributions

Liquidating distributions and distributions from a sale or refinancing shall be made first to the Class A
members until they have received the 10% cumulative preferred return, then the Class B member will
receive an amount equal to a cumulative, noncompounding 0.50% per year return on the acquisition
price of the Property (“Level 1 Sharing Fee”) and then the Class A members will receive the return of
their initial capital contribution. If the Company does not have sufficient net cash from a sale or
refinancing to pay the Level 1 Sharing Fee when due, after taking into account existing and projected
expenses, debt service requirements, and the distribution of the 10% return on the Members’
unreturned capital, the Level 1 Sharing Fee shall not be due and payable until sufficient net cash exists
to make such payment, at which time the Level 1 Sharing Fee shall be treated as due and payable.
The accumulated Level 1 Sharing Fee was $382,064 as of December 31, 2020. The remaining
distributable cash shall be distributed 75% to the Class A members, in proportion to their respective
percentage interest of such Class A members, and 25% to the Class B member.

Contingencies

The Company is involved in claims and legal actions arising in the ordinary course of business. In the
opinion of management, the ultimate disposition of these matters will not have a material adverse effect on
the Company’s financial position, results of operations, or liquidity.

Other Matters

On March 11, 2020, the COVID-19 outbreak was declared a pandemic by the World Health Organization.
The COVID-19 outbreak in the United States is causing business disruptions across a range of industries.
The extent of the impact of COVID-19 outbreak on the Company’s operational and financial performance
will depend on future developments, including the duration and spread of the outbreak, impact on tenants,
employees, and vendors, all of which are undetermined and cannot be predicted. The COVID-19 outbreak
has had no significant impact on the Company’s 2020 results of operations, but the long-term impact is
uncertain.

Subsequent Events

The Company has evaluated all events subsequent to the balance sheet date of December 31, 2020
through March 30, 2021, which is the date these financial statements were available to be issued.
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