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Robert J. Miller, Esq. (#013334)

Bryce A. Suzuki, Esq. (#022721)

BRYAN CAVE LLP

Two North Central Avenue, Suite 2200

Phoenix, Arizona 85004-4406

Telephone: (602) 364-7000

Facsimile: (602) 364-7070

Internet: rimiller@bryancave.com
bryce.suzuki@bryancave.com

Counsel for the Rev Op Group

IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF ARIZONA

Inre:

MORTGAGES LTD.,

Debtor.

In Proceedings Under Chapter 11
Case No. 2:08-bk-07465-RJH

NOTICE OF FILING DECLARATION
OF LOUIS B. MURPHEY IN
SUPPORT OF MOTION TO
RECONSIDER AMENDED DECISION
AND ORDER

Hearing Date: Not Yet Set
Hearing Time: Not Yet Set

NOTICE IS HEREBY GIVEN that the Rev Op Group hereby files the

Declaration of Louis B. Murphy in support of their Motion to Reconsider Amended

Memorandum Decision and Order, which is attached hereto as Exhibit 1.
DATED this 30" day of October, 2009.

BRYAN CAVE LLP

By

/s RIM, #013334
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Robert J. Miller

Bryce A. Suzuki

Two North Central Avenue, Suite 2200
Phoenix, AZ 85004-4406

Counsel for the Rev Op Group
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COPY of the foregoing served this
30™ day of October, 2009:

Via Email:

Cathy Reece, Esq.

Keith Hendricks, Esq.

Fennemore Craig, P.C.

3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012-2913

Counsel for the ML Manager, LLC
creece@fclaw.com
khendric@fclaw.com

Larry Watson

Office of the United States Trustee
230 N. First Avenue, Suite 204
Phoenix, Arizona 85003
larry.watson@usdoj.qgov

William S. Jenkins

Myers & Jenkins

3003 N Central Ave Ste 1900
Phoenix, Arizona 85012

Counsel For The Liquidating Trustee
wsj@mijlegal.Com

S. Cary Forrester

Forrester & Worth PLLC
3636 North Central Avenue
Suite 700

Phoenix, Arizona 85012-1927
scf@fwlawaz.com

Richard M. Lorenzen

Brown & Bain

2901 North Central Avenue
Phoenix, Arizona 85012-2788
lorenzen@brownbain.com

Sheldon H. Sternberg, Trustee

Sternberg Enterprises Profit Sharing Plan
5730 N. Echo Canyon Drive

Phoenix, Arizona 85018
ssternberg@g.com
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Phoenix, Arizona 85018

Robert G. Furst

/s/ Sally Erwin
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‘Robert J. Miller, Esq. (#013334)

Bryce A. Suzuki, Esq. (#022721)

BRYAN CAVE LLP

Two North Central Avenue, Suite 2200

Phoenix, Arizona 85004-4406

Telephone: (602) 364-7000

Facsimile: (602) 364-7070

Internet: rjmiller@bryancave.com
bryce.suzuki@bryancave.com

Counsel for the Rev Op Group
IN THE UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF ARIZONA

Inre: In Proceedings Under Chapter 11
MORTGAGES LTD., Case No. 2:08-bk-07465-RJH
Debtor. DECLARATION OF LOUIS B.
MURPHEY

I, Louis B. Murphey, declare as follows:

1. I am an adult person over the age of twenty-one (21). I am a resident of
Saint David, Arizona, and I have personal knowledge of the facts recited herein.

2. I am one of several individuals and entities represented by Bryan Cave
LLP, which group is generally referred to as the “Rev Op Group.” Over the course of the
chapter 11 case of Mortgages, Ltd. (“ML”), the Rev Op Group has met in person and
telephonically many times (more than twenty times). To the best of my recollection, I
have attended every single meeting.

3. I personally invested $6.0 million in ML. I was one of the key people
within the Rev Op Group who wanted us to file the motion for clarification, which the
Court addressed in its Memorandum Decision dated October 21, 2009 (the
“Memorandum Decision™).

4. From my personal perspective, I wanted the clarification motion filed for
several different reasons, but the primary reason why I wanted it filed is that I simply

655059.3\0226858
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could not get “straight answers” out of the people in charge of the ML Manager to what I
thought were a number of relatively straightforward questions. So we worked together to
make a list of all of the issues on which we wanted “straight answers” and submitted the
clarification motion in order to obtain an unbiased decision from this Court before we
made the opt-in decision.

5. I read the ML Manager’s response to the clarification motion. While I
disagree with many of the statements therein, I particularly disagreed with the ML
Manager’s argument that I am somehow bound to the form of the agency agreement
attached to its objection. I also read its emergency motion on the “power of sale” issue,
and noticed that the ML Manager once again attached a form of agency agreement to that
motion, suggesting to the Court that I am somehow bound to that agreement.

| 6. I noticed that, in the Memorandum Decision, the Court talks about the
“governing documents” that purport to give the ML Manager the authority to “deal with”
the notes in which I have an ownership interest. Before the Court conducted a hearing on
the clarification motion, I along with the other Rev Op Group members tried to locate all
of our contracts with ML. All of the documents we could find were filed with the Court
at Docket Entry 2219 (the “Rev Op Supplied Documents”).

7. We filed those documents with the Court to try and provide some clarity as
to what the so-called “governing documents™ might be in these circumstances. The only
contract I could find in my files is included as Exhibit K to the Rev Op Supplied
Documents. As you can see, I could not find at the time any document other than the
Revolving Opportunity Loan Program Purahase Agreement dated September 20, 2008,
which is included therein as Exhibit K. |

8. For several weeks, the Rev Op Group members have been waiting for the
ML Manager to provide us with what it contends are the “governing documents” at issue
here. Finally, the documents arrived this week. Specifically, on October 26, 2009, our
legal counsel (Bob Miller) received the letter attached hereto as Exhibit A and

approximately 500 pages r)f contracts and other documents. This letter was authored by

655059.3\0226858
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Mr. Keith Hendricks, counsel for the ML Manager. In the letter, Mr. Hendricks
represents the approximately 500 pages of documents are all of the documents “of the
type indicated” from the files of the ML Manager.

9. True and correct copies of each of the documents provided by Mr.
Hendricks that pertain to me personally are attached hereto as Exhibits B-1 through B-6.
Again, despite diligent efforts to obtain these documents before now, I only received
these documents this week.

10.  As is plainly evident from these documents, I had (and have) very good
reason to take issue with the ML Manager’s contention that it has the unfettered power to
make decisions on my behalf with respect to my promissory notes. First of all, the Court
needs to understand that I had a pretty tumultuous relationship with Mr. Scott Coles and
ML. I was very careful in my dealings with them. Despite what the ML Manager is
arguing in its papers, ML did not have a power of attorney over me and my $6 million
investment prior to the bankruptcy filing. While my relationship with ML is somewhat
long and complex, I withheld those rights from ML.

11. See Exhibit B-2, my subscription agreement with ML that was provided to
me this week by Mr. Hendricks. Even before I read this document, I already knew that

- ML did not have power of attorney over me personally. I recalled that from my

discussions with ML representatives, including specific discussions with Mr. Scott Coles.
Exhibit B-2 is signed by me personally and an ML representative.

12.  As you can see from reviewing Paragraph 7 of the subscription agreement,
I specifically declined to give ML discretion with respect to all of the matters addressed
in Paragraph 7. As you can see from reviewing Paragraph 8 of my subscription

agreement, I specifically declined to give ML any power of attorney on my behalf.!

! To be very clear, I assume the ML. Manager does not know this, but someone at

ML modified the original agreement. The subscription agreement that I actually signed,
of which I do not have a copy, had a different page 7 than the agreement provided by Mr.
Hendricks. On my original document, to the best of my recollection, I recall specifically
Footnote Continued on Next Page

655059.310226858
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13. T also think it is very important for you to note the statement in Mr.
Hendricks’ letter where he talks about the fact that ML terminated the Rev Op program.
Mr. Hendricks confirms his understanding that ML sent a termination letter to every Rev
Op investor. See Page 2 of Mr. Hendricks’ letter.

14. My termination letter is attached hereto as Exhibit B-6. Please note that in
my termination letter, ML’s representative specifically stated “Your Revolving
Opportunity contract will expire on September 20, 2008. Upon expiration of the contract,
prepaid interest will no longer be available and the terms of your contract will no lohger
exist.” Ex. B-6 (emphasis added). For this reason alone, I fail to understand how the ML
Manager believes it has the right to make any decisions on my behalf since ML
terminated our arrangement in 2008, even if I had given ML a po§ver of attorney (which I
did not).2

15.  The Court also needs to review Exhibit C attached hereto. (For some
reason this letter was not provided by Mr. Hendricks to my counsel.) In this letter, Mr.
Coles specifically asked me to sign a new subscription agreement — this was in March
2008. In that letter, Mr. Coles acknowledged “[a]s servicing agent we need your
discretion to modify loan documents or enter into agreements with borrowers. It is
extremely important for you to give us the discretion to act in your best interest to protect

your investment.”

putting “X’s” through paragraphs 7 and 8 and placing my initials in the margin. As you
can see from the handwriting on page 7 of this agreement, someone at ML had a
discussion with me on or about December 1, 2007, and noted I was withholding
discretion and declining to give power of attorney to ML.

2 This letter was in the record before the hearing on the clarification motion. I

provided it to my counsel and it was attached as an exhibit to our summary/reply to the
ML Manager’s response to the clarification motion. [DE #2272]

3 This letter also was in the record before the hearing on the clarification motion.

[DE #2272]
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16. I never signed a new subscription agreement, as requested by Mr. Coles.
He wanted me to sign one, but I refused to do it. In light of this fact and the fact that Mr.
Coles, in a letter signed as President and CEO of ML, acknowledged ML could not act on
my behalf without me first signing such a document, I am at a total loss to understand
how the ML Manager — who has these documents in its possession — thinks it has a right
to make decisions on my interests in the ML notes.

17. In any event, I believe the Court needs to consider these facts because ML
Manager’s representations to the Court regarding its authority to act is simply wrong as a
factual matter. For these vreasons, the Court should amend its decision that suggests the
ML Manager has the pdwer to sell my notes without my consent and otherwise act on my
behalf. It has no such power under the contracts between me and ML, assuming ML’s
powers under these contracts were not already terminated — as suggested by Exhibit B-6.

18. T also must comment on Exhibit B-3, which is an old agency agreement I
entered into with ML. That document is entitled “Master Agency Agreement” and is
dated May 10, 2005. To the best of my knowledge, the May 10 agency agreement was
superseded by the subscription agreement included herein as Exhibit B-2.

19.  For completeness, I have aléo attached hereto the offering document I was
given by ML, a true and correct copy of which is attached hereto as Exhibit “D.” As you
can see, I did not sign this document.

20.  Finally, on this issue regarding power or authority of the ML Manager, the
Court should be aware that I have a very close reiationship with Lon Krueger. We have
worked together on various ML investments; he is a member of the Rev Op Group.

21.  The Court needs to understand there are other documents already before the
Court that make it obvious that the ML Manager’s power to sell notes and make other
investment decisions under “goVeming documents” is at best suspect. For example,
please look at the note purchase agreement between ML and the Lonnie Joel Krueger

Family Trust, a true and correct copy is included in the Rev Op Supplied Documents,

655059.3\0226858
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Exhibit I. (Again, I've done business for years with Mr. Krueger. I recognize his
signature on the last page of that document.).

22.  As is obvious from page 8 of the Krueger trust purchase agreement, Mr.
Krueger refused to give ML a power of attorney — see paragraph 11.1 of the document.
Simply stated, my point is that I am not the only Pass-Through Investor who refused to
give ML the right to make decisions on their investments without their consent and the
ML Manager knows this is the case even though it continues to try to persuade the Court
it now holds this power.

23.  The Court may wonder why I am so troubled by the ML Manager’s attempt
to establish its power to sell my notes. There are several reasons. First of all, there is
nothing in the disclosure statement or plan that ever suggested that someone who does
not “opt in” and, therefore, keeps his/her direct ownership in the notes, would have less
control over these assets than those who “opt in” and have a right to approve major
decisions. It was only in post-confirmation dialogue I had with ML Manager
representatives (in particular, Cathy Reece) that I learned the ML Manager was intending
on asserting decision-making authority over my notes.

24.  Second, the Court knows from our confirmation objection that the Rev Op
Group has always thought the exit financing was highly defective and, indeed, dangerous.
That concern remains and is a very real problem relative to the power of sale and other
decision-making issues.

25.  Right now, the Rev Op investors have only one seat on the ML Manager
board. Three of the seats are controlled by representatives of the MP Funds; the fifth and
final seat is controlled by a Radical Bunny representative.

26.  Having been to many,’ if not all, of the post-confirmation investor meetings,
I know that the ML Manager is short on cash and owes a lot of money to the exit
financier. Obviously, those who do not opt-in (I will not opt-in) are not borrowers on the

exit financing.

655059.3\0226858
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27. Based on what I have heard from ML Manager representatives, the ML
Manager does not have any material cash available. My concern is that, at some point in
time, to raise cash for operations or because it has to meet the exit financing obligations,
the ML Manager board will be forced to consider selling notes sooner rather than later.

28. I, on the other hand, have the ability to pay my fair share of expenses
contemplated under Paragraph U of the confirmation order entered by the Court. I don’t
want to be put in a situation where a board — dominated by parties speaking for those who
are obligated to deal with the problems created by the exit financing — decides to
liquidate my interest in notes without my consent. I have a longer term view on recovery
and do not want to have their problems result in me being forced to liquidate early.

29.  Despite the suggestion argued by counsel for the ML Manager, I do not
want “veto power” over these kinds of decisions. In our last meeting with the ML
Manager, we specifically told them that I (we) would be willing to agree to a reasonable
procedure to address these issues. But what I am not in a position to do is allow the ML
Manager to do something that I was not willing to allow Mr. Coles or ML to do, which is
take away my right to have a voice in critical decisions regarding my property.

30. Indeed, the ML Manager is being even more aggressive on these issues
than ML ever was prior to its bankruptcy filing. At least ML recognized in writing that it
had no ability to make these decisions without my consent. What I cannot live with, and
what is not fair, is for the ML Manager to try and “end run around” my agreements with
ML through strained arguments about some form agency agreement to which I am not a
party. Plus, I have never agreed to accept the risk of the exit financing and allowing the
ML Manager to sell my notes because the board some day may have to liquidate certain

notes to address the onerous exit financing is not fair or proper in my view.

655059.3\0226858
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I declare under penalty of perjury the foregoing is true and correct to the best of

my knowledge, information and belief.

DATED this Z"l%ay of OCtObe% %M

Louis B. Murphey \ (
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FENNEMORE CRAIG, P.C.

3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012-2913
(602) 916-5000

Keith L. Hendricks Law Offices

Direct Phone: (602) 916-5430 Phoenix (602) 916-5000
Direct Fax (602) 916-5630 Tucson (520) 879-6800
khendric@fclaw.com Nogales  (520) 281-3480

Las Vegas (702) 692-8000
Denver (303) 291-3200

October 26, 2009

Robert J. Miller BY HAND DELIVERY
Bryan Cave LLP

Two N. Central Avenue

Suite 2200

Phoenix, AZ 85004-4406

Re: ML Manager LLC / Mortgages Ltd.

Dear Bob:

Enclosed please find the documents that ML Manager has found that are
responsive to your request for all of the Subscription Agreements and Agency
Agreements that have been assigned to ML Manager. We have provided both the Master
Agency Agreements that some of your clients signed and the Subscription Agreements
that they signed. As you know, the Master Agency Agreements generally pre-dated the
Subscription Agreements, and the Subscription Agreements expressly bind your clients to
the form of Agency Agreement that was attached to the Private Offering Memorandum
(“POM™). The form of the Agency Agreement that was attached to the POM is the form
that we have previously provided you and to the Court. Significantly, the Subscription
Agreements all provide something to the effect of the following:

Adoption of the Agency Agreement. By executing this
Agreement, the undersigned accepts and agrees to be bound
by the Agency Agreement in the form of an exhibit to the
Memorandum or as otherwise furnished to the undersigned.

The Subscription Agreements also contain a representation and warranty from each
investor that “[a]cknowledges that the undersigned has received, and is familiar with and
understands the [POM]...”

In some cases there was no prior Master Agency Agreement with the investors,
and there is only the Subscription Agreement. In two instances, we cannot currently
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Bob Miller
October 26, 2009
Page 2

locate a separate Subscription Agreement, but in both cases there is a Master Agency
Agreement on file. The Master Agency Agreement in those cases contains the same
operative provisions as the Agency Agreement attached to the POM.

In addition to the Subscription Agreement, each one of your clients was sent a
POM with a separate identification number generated at the printer’s office. We have
included a chart to show the form of the POMs sent to your clients. In addition to the
Subscription Agreement and the POM, they all received a copy of the Agency Agreement
that we have provided to the Court. This is evidenced by the representation and warranty
in the Subscription Agreement signed by your clients where they acknowledge receipt
and review of the POM and Agency Agreements.

We are also providing a copy of all of the Rev-Op Program Agreements executed
by your clients, however, these Agreements all expired by their own terms. Moreover, as
you know, ML Manager takes the position that any additional rights created in favor of
the Rev-Op investors was satisfied and released as a result of the Plan and the preferential
treatment the Rev-Op investors received in the Liquidating Trust. We are also providing
copies of Receipts that some of your clients executed when they received their POMs.
The practice of obtaining signed receipts was eliminated over time, so there are not
signed receipts for all of the POMs sent, however, Mortgages Ltd did continue to
internally track the POMs that were sent. Finally, we are including a copy of letters that
were sent to some of your clients regarding the termination of the Rev-Op program. It is
our understanding that such a letter was sent to every Rev-Op investor, however, our
client cannot currently locate copies of all such letters because many were not returned to
Mortgages Ltd.

I am hereby avowing to you that as counsel for ML Manager and an officer of the
Court, it is my understanding, information and belief that the documents are true and
correct copies of the relevant originals in ML Manager's files, that all documents of the
types indicated have been produced, and that ML, Manager has made a diligent search of
all of its files.

We have personally reviewed the documents for completeness and reviewed the
originals in ML Manager's files. The documents have been bates stamped to ensure
completeness and authenticity. To the extent that there is any further discovery sought or
litigation about these documents, please direct any such communication regarding these
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Page 3

documents or other matters in dispute between our two clients to me as I will be handling
and responsible for any litigation.

Please let me know if you have any questions.

Sincerely,

FE M C

Keith L. Hendricks
KLH/lcs

Enclosures
2249679.1/25831.001
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MortgagesLto.
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REVOLVING OPPORTUNITY™
LOAN PROGRAM PURCHASE AGREEMENT

THIS REVOLVING OPPORTUNITY LOAN PROGRAM PURCHASE AGREEMENT is
entered into as of the “Effective Date” set forth below, by and between MORTGAGES LTD., an
Arizona corporation, whose address is 55 East Thomas Road, Phoenix, Arizona 85012

(“Company™) and Louis Murphey (“Investor) whose name and address are as set forth at the
end of this Agreement.

Section 1. Recitals,

1.1 The Company, Company is a mortgagé banker licensed by the State of Arizona
Banking Department.

1.2 Business of the Company. Company originates, makes, and funds loans

{(“Loans”) to various persons, corporations, limited liability companies, partnerships, and other entities
(“Borrowers™) secured by deeds of trusts or mortgages on residential, commercial, and industrial real
estate, the terms of which are defined in a set of documents appropriate to each individual Loan and which
provide various rights and protections (o both the owners of the Loans and the Borrowers (the “Loan
Documents™).

1.3 Revolving Opportunity Loan Program  Company has established its
Revolving Opportunity Program (sometimes the “Program™) to provide investors with a favorable rate of
return through the purchase of interests in Loans and, to a lesser extent, Loans selected by Company.

1.4 The Investment Company desires to sell and Investor desires o purchase an
interest or interests in Loans or entire loans (together “Participations™) up to an aggregate investment
amount (the “Investor Commitinent™) as specifically set forth at the end of this Agreement, which shall be
10 less than $1,000,000 (the “RevOp Minimum™), subject to the terms and conditions contained herein.

Section 2. Selection of Participations.

From time-to-time during the 12-month period immediately following the Effective Date
(the “Program Term™), Company, in its sole and absolute discretion, may select Participations for purchase
by Investor (the “Initial Investment™) and additional Participations in the event of repayment (“Successor
Investments™). In the event that more than one Initial Investment or Successor lnvestment (together
“Investments™) are outstanding at any one time, the aggregate amount of all such lnvestments shall not
exceed the Investor Commitment.

. Section 3. Loan Purchases and Terms.

3.1 Investinent Commitment Period. Subject to the conditions herein set forth,
Investor shall purchase, during the Program Term, Investments up to the amount of the Investor
" Commitment from time to time as requested by Company.

3.2 Repayment of Investment. Each Investment purchased by Investor shall he

repaid to Investor through payments on the related Loan or Loans on or prior to the expiration of the
RevOp investment Term (as defined herein), subject to Company”s obligation under Section 6.2,

CONFIDENTIAL
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33 Reinvestment of Principal Payments. Notwithstanding the provisions of
Section 3.2, during the Program Term, Investor agrees that any principal payments on an Investment prior
to the Repayment Date (as defined herein), including those resulting from scheduled amortization and
whole or partial repayments of the unpaid outstanding principal balance of the related Loan or Loans. shall
remain available for reinvestment in Successor Investments until the Repayment Date. Company, in its
sole discretion, may elect to reinvest such principal payments, or any portion thereof, in Successor
Investments on behalf of Investor, but only for a term equal to the number of days remaining until the
Repayment Date.

Section 4. Payment of Purchase Money.

4.1 Notice to Fund Investment Commitment, Company shall give notice (the
“Payment Notice™) to Investor requesting funds pursuant to the Investor Commitment at the address or to
the telephone number, facsimile number, or e-mail address of Investor set forth below. The Payment
Natice shall identify the amount of money (the “Purchase Money") Investor is to invest. In no event shall
Company issue a Payment Notice to investor for an amount more than the Investor Commitment. Within
10 business days of the Payment Notice, Investor shall deliver to Company the Purchase Money specified
in the Payment Notice by cashier’s check, certified check, or wire transfer. If the Investor Commitment
exceeds the aggregate amount of all outstanding Investments at any time during the Program Term,
Company shall have the right to issue one or inore additional Paymenit Notices to lnvestor. Each Payment
Notice and Investment purchased from the Purchase Money shail be subject to a separate Repayment Date,
as defined in Section 4.3.

4.2 Action following Receipt of Purchase Money from Investor, Upon receipt
{"Receipt™) by Company of the Purchase Money, Company shall {a) pay or cause the payment of the
RevOp Prepaid Interests (as defined below) to Investor; (b) prepare an assignment of beneficial interest of
deed(s) of trust securing the related Loan or Loans, an endorsement of the promissory note(s), and, if
applicable, assignments of other loan or security instruments for the related Loan or Loans {collectively, the
“Loan Assignment Documents™); (¢} cause to be recorded, at no expense to Investor, in the official records
of the county in which the property securing the related Loan or Loans may be situated any of the Loan
Assignment Documents required to be recorded, such as an assignment of the beneficial interest of the
deed(s) of trust; and (d) prepare such “blank” assignment documents, directions for release and
reconveyance, termination of UCC interests, and other assignment or release instruments as Company
determines to be appropriate with respect to the related Loan or Loans (collectively, the “Reassignment and
Release Documents™).

43 Repayment Date of Individual Investments. The Repayment Date shall be
120 days from the Receipt, but such funds may be applied to Successor Investments subject to the payment
of RevOp Prepaid Interest.

44 RevOp Prepaid Interest. Based on the amount of capital invested in the
Revolving Opportunity Loan Program, the RevOp Prepaid Interest shall equal a specified percentage of the
outstanding principal of the Investments according to the following table:

Capital Invested RevOp Prepaid Interest
$5,000,000 - $9,999,000 0.666%
$10,000,000 + 0.917%
Section 5. Administration of Purchase Loans.
5.1 RevOp Investment Term. The “RevOp Investment Term™ shall be the time

during which Investor’s capital is invested in an Initial Investment or Successor Investment. which will be
the shorter of (a) the number of days from the Receipt to the Repayment Date (the “Maximum RevOp
Investment Term”), or {b) the number of days from the Receipt to earlier of the date on which (i} the
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Company redeems the Initial Investment, or (ii) the Initial Investment or Successor Investment has been
paid in full, in each case including unpaid principal and RevOp Interest. Partial repayments or redemptions
of an Initial Investments and/or Successor investment shall result in multiple RevOp Investment Terms
being applicable to portions of the Purchase Money.

5.2 RevOp Interest Rate. The RevOp Interest Rate shall be based on the amount
of capital invested in the Revolving Opportunity Loan Program according to the following table:

Capital Invested RevOp Interest Rate Per Annum
$5,000,000 - $9,999,000 11.00%
$10,000,000 + 11.25%
5.3 Payment of RevOp Interest. From the Receipt until the expiration of each

applicable RevOp Investment Term, Investor shall be entitled to receive monthly interest calculated at the
RevOp Interest Rate upon the unpaid principal balance of the Investment (the *RevOp Interest™) associated
with such RevOp Investment Term. Any interest payable or paid upon the related Loan or Loans in excess
of the RevOp Interest shall be retained by Company.

54 Repayment of Investments. Upon expiration of the Maximum RevOp
investment Term, Investor shall be entitled to receive any unpaid amount of any outstanding Investments
plus accrued RevOp Interest pursuant to Section 3.2 or Section 6.2.

Section 6, Repurchase of Investments,

6.1 Repayment of lnvestments. In the event any Investment (including RevOp
Interest) has been fully paid upon the expiration of the maximum RevOp Investment Term (as a resuli of
payments on the related Loan or Loans), then no further payments to lnvestor shall be due and Company
shall be entitled to file the Reassignment and Release Documents as provided below.

6.2 Mandatory Repurchase of Investments. In the event any Investment
{including RevOp Interest) has not been fully repaid to Investor upon expiration of the Maximum RevOp
Investinent Term, Company shall (a) cause the repurchase of or repurchase the investment from Investor at
a price equal to its unpaid principal balance (after crediting all principal payments previously received by
investor thereon) and (b) cause to be paid or pay any accrued and unpaid RevOp Interest at the time the
next regularly scheduled payment on the related Loan or Loans.

6.3 Optional Redemption of Investments. Notwithstanding the foregoing,
Company may, in its sole discretion, redeem an Investment from Investor at any time prior to expiration of
the RevOp Investment Term without payment of premium or penalty by tendering to Investor (a) a
repurchase price equal to the unpaid principal balance of the Investment (after crediting all principal
payments previously received thereon by Investor) and (b) any accrued and unpaid RevOp Interest at the
time the next regularly scheduled payment on the related Loan or Loans.

Section 7. Company to Service Loans,

7.1 Company to Originate and Service Leans. Company shall underwrite.
originate or acquire, and service the Loan or Loans related to the Investments and collect and disburse Loan
payments.

72 Filing of Reassignment and Release Documents. Company shall hold the
Reassignment and Release Dacuments with respect to an Investiment until the expiration of each applicable
RevOp Investment Term. Upon expiration of the RevOp Investment Term, (a) if an Investment and RevOp
Interest has been repaid as a result of payment or the related Loan or Loans, or repurchased from Investor
by or on behalf of the Company as set forth herein, then Company is authorized to complete and record
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{with respect to such documents as should be recorded) the Reassignment and Release Documents: and (b)
if an Investment and RevOp Interest thereon has not been repaid to Investor nor repurchased from Investor
by or on behalf of Company as provided in this Agreement, then Company shall deliver to Investor the
Reassignment and Release Documents.

7.3 Disbursement of Payments. During the RevOp Investment Term, Company
shall be authorized to receive all payments of principal and interest with respect to any Loan or Loans
related to Investments, to reinvest the principal pursuant to Section 3.3 or disburse the principal to Investor.
to disburse the RevOp Interest to Investor, and to disburse the balance of any interest in excess of the
RevOp Interest to Company.

Section 8. Representations and Warranties.

8.1 Representations and Warranties of Company. Company represents and
warrants to Investor as follows:

(a) All recitals and vepresentations set forth in this Agreement are true and
correct.

(b) Company is a corporation formed under the laws of the state of Arizona
and is duly organized, validly existing, and in good standing under the laws of such state.

(c) Company has the corporate power and authority to conduect its business
as now being conducted.

(d) The liens, security interests, and assignments created by the Loan
Assignment Documents will result in valid, effective, and enforceable liens, security interests, and
assignments.

(e) Until all Investments have been paid in full and all of Company’s
obligations hereunder have been fully discharged, Company shall maintain in full force and effect all
agreements, rights, and licenses necessary to conduct its business,

8.2 Representations and Warranties of Investor. Investor represents and
warrants to Company as follows:

{a) All recitals and representations set forth in this Agreement are true and
correct.

(b) In the event Investor is a corporation, partnership, limited liability
company, plan, trust, or other entity, Investor is duly organized, validly existing. and in good standing
under the laws of the state of its organization and has full power and authority to carry on its business as
now being conducted. In the event luvestor is an individual, Investor is either unmarried, or if married,
Investor is acting on behalf of Investor’s marital community unless Investor is dealing in Investor’s sole
and separate property and such status is specifically identified on the signature page hereto.

{c) Acknowledges that Investor has received the Private Offering
Memorandum dated June 20, 2006 (the “Memorandum™) and is familiar with and understands it. inciuding
the section captioned “Risk Factors.”

(d) Acknowledges that Investor is fully familiar with the Program and with
Company and its business, affairs, operating policies, and prospects and has had access to any and all
material information. including all documents, records, and books pertaining to Company, that Investor
deems necessary or appropriate to enable Investor to make an investment decision to participate in the
Program and purchase Participations.
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(e) Acknowledges that the Investor has been encouraged to rely upon the
advice of Investor’s legal counsel, accountants, and other financial advisors with respect to the participation
in the Program and the purchase of Participations,

H Represents and warrants that Investor, in determining to participate in
" the Program and purchase Participations, has relied solely upon this Agreement, the Memorandum, and the
advice of Investor’s legal counsel, accountants, and other financial advisors and has been offered the
oppoitunity to ask such questions and inspect such documents concerning the Company and its business
and affairs and the Program as Investor has requested so as to understand more fully the Program and the
nature of the investment and to verify the accuracy of the information supplied.

g Represents and warvants that Investor has full power to execute.
deliver, and perform this Agreement and that this Agreement is a legal and binding obligation of. and is
enforceable against, Investor in accordance with its terms,

h Represents and warrants that Investor is an “accredited investor™ as
defined in Rule 501(a) under the Securities Act of 1933, as amended. (the “Securities Act™) and satisfies
one of the standards set forth in the Memorandum under the section captioned under “Who May Invest.”

U] Represents and warrants that the Participations being acquired will be
acquired for Investor’s own account without a view to public distribution or resale and that Investor has no
contract, undertaking, agreement, or atrangement to sell or otherwise transfer or dispose of any
Participations or any portion thereof to any other person.

0] Represents and warrants that Investor (i) can bear the economic risk of
the purchase of Participations, including the loss of Investor's investment and (ii) has such knowledge and
experience in business and financial matters, including the analysis of or participation in private offerings
and real estate invesiments, as to be capable of evaluating the merits and risks of the participation in the
Program and an investinent in Participations,

(k) Represents and warrants, if subject to the Employee Retirement income
Security Act (“ERISA™), that Investor is aware of and has taken into consideration the diversification
requirements of Section 404(a)(3) of ERISA in determining to purchase Participations and that Investor has
concluded that the purchase of Participations is prudent. .

mn Understands that Investor may be required to provide current financial
and other information to the Company to enable it to determine whether Investor is qualified to purchase
Participations.

(m) Understands that the Participations will not be registered under the
Securities Act or the securities laws of any state or other jurisdiction and therefore will be subject to
substantial restrictions on transfer.

n) Agrees that Investor will not sell or otherwise transfer or dispose of any
Participations or any portion thereof unless such Participations are registered under the Securities Act and
any applicabie state securities laws or Investor obtains an opinion of counsel that it is satisfactory to
Company that such Participations may be sold in reliance on an exemption from such registration
requirements.

(o) Understands that (i) Company has no obligation or intention to register
any Participations for resale or transfer under the Securities Act or any state securities laws or to take any
action (including the filing of reports or the publication of information as required by Rule 144 under the
Securities Act) that would make available any exemption from the registration requirements of any such
laws, and (ii} Investor therefore may be preciuded from selling or otherwise transferring or disposing of any
Participations or any portion thereof for an indefinite period of time or at any particular time.
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p) Represents and warrants that neither Company, Mortgages Ltd.
Securities. L.L.C. (*MLS™), an affiliate of Company, nor anyone purportedly acting on behalf of either of
them has made any representations or warranties respecting the Program or the business, affairs. financial
condition, plans, or prospects of the Company except those contained in the Memorandum nor has investor
relied on any representations or warranties in the belief that they weve made on behalf of any of the
foregoing, nor has Investor relied on the absence of any such representations or warranties in reaching the
decision to participate in the Program or purchase Participations.

(q) Represents and warrants that (i) if an individual. Investor is at least 21
years of age; {ii) Investor satisfies the suitability standards set forth in the Memorandum; (iii) investor has
adequate means of providing for Investor’s current needs and contingencies; (iv) Investor has no need for
liquidity in Investor's investments; (v) Investor maintains the Investor’s business or residence at the
address shown below; (vi) all investments in and commitments to non-liquid investments are, and after the
purchase of Participations will be, reasonable in relation to investor’s net worth and current needs: and (vii)
any financial information that is provided by Investor at the request of the Company, does or will
accurately reflect Investor’s financial sophistication and condition with respect to which Investor does not
anticipate any material adverse change.

(r) Understands that no federal or state agency, including the Securities
and Exchange Cominission or the securities commission or authorities of any state, has approved or
disapproved the Participations, passed upon or endorsed the merits of the offering of participation, or made
any finding or determination as to the fairness of the Participations for public investment.

(s) Understands that the Participations are being offered and sold in
reliance on specific exemptions from the registration requirements of federal and state laws and that
Company is relying upon the truth and accuracy of the representations, wamanties, agreements,
acknowledgements, and understandings set forth herein in order to determine the suitability of [nvestor to
acquire Participations.

) Represents, warrants, and agrees that, if Investor is acquiring
Participations in a fiduciary capacity (i) the above representations, warranties, agreements,
acknowledgements, and understandings shall be deemed to have been made on behalf of the person or
persons for whose benefit such Participations are being acquired, (ii) the naime of such person or persons is
indicated below under the subscriber's name, and (iil) such further information as Company deems
appropriate shall be furnished regarding such person or persons.

(u) Represents and warrants that the information set forth herein regarding
Investor is true and complete and agrees that the Company may rely on the truth and accuracy of the
information for purposes of assuring that Company may rely on the exemptions from the registration
requirements of the Securities Act afforded by Section 4(2) of the Securities Act and Regulation D under
the Securities Act and of any applicable state statutes or regulations, and further agrees that the Company
may present such information to such persons as it deems appropriate if called upon to verify the
information provided or to establish the availability of an exemption from registration under Section 4(2) of
the Securities Act, Regulation D, or any state securities statutes or regulations or if the contents are relevant
to any issue in any action, suit, or proceeding to which Company, MLS, or any agent of any of them is a
party or by which any of them may be bound,

(%] Understands and acknowledges that the Participations and the Loans
are subject to a number of important risks and uncertainties as set forth under the section captioned “Risk
Factors” in the Memorandum, including significant competition; the risks generally incident to the
development, ownership operation. and rental of real property; changes in national and local econoniic and
market conditions: changes in the investment climate for real estate investments; the availability and cost of
mortgage funds: the obligations to meet fixed and maturing obligations, if any: the availability and cost of
necessary- utilities and services: changes in real estate tax rates and other operating expenses; changes in
governmental rules. fiscal policies, zoning, environmental controls, and other land use regulations: and acts

CONFIDENTIAL

MLMO0414



September 20,2008
MUo6

of God, which may result in uninsured losses; conditions in the real estate market; the availability and cost
of real estate loans; and other factors beyond the control of Company. Investor further understands and
acknowledges that Participations will also be subject to the risks associated with the development of real
estate, including the cost of construction, the time it takes to complete such construction, worker strikes and
other labor difficulties, energy shortages, material and labor shortages, inflation, adverse weather
conditions, subcontractor defaults and delays, changes in federal, state, or local laws, ordinances, or
regulations, and other unknown contingencies.

(w) Understands and acknowledges that the future operating results of
Company are impossible to predict and that no representations or warvanties of any kind are made by
Company, or MLS or any of their affiliates with respect to the prospects of Company or the rate of return
on the Participations.

Section 9. Default.

9.1 Default by Company. The occurrence of any of the following events or
conditions shall constitute an “Event of Default™ by Company under this Agreement:

(a) The failure by Company to fulfill its obligations under Section 6.2
within 10 days after written notice from Investor;

(b) Any representation, warranty, or statement by Company contained in
this agreement shall have been materially false when made or furnished;

(c) The filing by Company of any proceeding under the federal bankruptcy
laws or any other similar statute now or hereafter in effect; the entry of an order for relief under such laws
with respect to Company; or the appointment of a receiver, trustee, custodian, or conservator of all or any
part of the assets of Company;

(d) The insolvency of Company; the execution by Company of an
assignment for the benefit of creditors; or a material adverse change in the financial condition of Company:

() The admission in writing by Company that it is unable to pay its debts
as they mature or that it is generally not paying its debts as they mature; or

h The liquidation, termination. or dissolution of Company if lnvestor is
not reasonably reassured of timely performance hereunder.

9.2 Default by Investor, The occurrence of any of the following events or
conditions shall constitute an “Event of Default™ by the Investor under this Agreement:

(a) The failure by Investor to timely pay the Purchase Money;

(b) The failure by Investor to timely execute and return to Company the
Loan Assignment Documents, the Reassignment and Release Documents, or such other instruments or
documents as reasonably requested by Company, in accordance with the terms of this Agreement within 10
business days after written notice thereof by Company to luvestor;

(c) Any representation, warranfy, or statemen! by Investor contained in this
-agreement shall have been materially false when made or furnished;

(d) The filing by Investor of any proceeding under the federal bankruptey
laws or any other simiiar statute now or hereafter in effect; the entry of an order for relief under such laws
with respect to Investor; or the appointment of a receiver, trustee, custodian, or conservator of all or any
part of the assets of Investor; ‘
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(e The insolvency of Investor; the execution by Investor of an assignment
for the benefit of creditors; or a material adverse change in the financial condition of Investor;
(h The admission in writing by [nvestor that it is unable (o pay its debts as
they mature or that it is generally not paying its debts as they mature; or
(2) The liquidation, termination. or dissolution of Investor if Company is
not reasonably reassured of timely performance hereunder.
9.3 Remedies of Investor. Upon the occurrence of any Event of Default caused by

Company (and at any time thereafter while such Event of Default is continuing), Investor may do one or
more of the following:

(a) Proceed to protect and enforce its rights and remedies under this
Agreement, the Loan Documents and the Reassignment and Release Documents; and

(b) Avail itself of any other right, remedy, or relief to which Investor may
be legally or equitably entitled, all of which remedies shall be non-exclusive and cumulative and the
exercise by Invesior of any one such remedy shall not preclude the exercise by Investor of finther or
additional remedies.

94 Remedies of Company. Upon the occurrence of any Event of Default caused
by Investor (and at any time thereafier while such Event of Default is continuing), Company may do one or
more of the following:

(a) Proceed to protect and enforce its rights and remedies under this
Agreement, the Loan Assignment Documents, and the Reassignment and Release Documents:

(b) Demand and receive repayment from Investor of the Placement Fee;

(c) Refuse to allow Investor any further participation in the Revolving

Opportunity Program and/or any other investment program offered by Company; and

(d) Avail itself of any other right, remedy, or relief to which Company
may be legally or equitably entitled, including without limitation damages or injunctive relief, all of which
remedies shall be non-exclusive and cumulative and the exercise by Company of any one such remedy
shall not preclude the exercise by Company of further or additional remedies,

Section 10, Action Upon Agreement.
10.1 Beneficiaries of Agreement. This Agreement is made for the sole protection
and benefit of the parties hereto, and no other person or organization shall have any rights hereunder.

102 Entire Agreement. This Agreement, together with the Loan Assignment

Documents and the Reassignment and Release Documents, contain the entire agreement between the

parties with regard to the subject matter hereof. There are no representations, proiises, warranties,

understandings. or agreements, expressed or implied, oral or otherwise, in relation thereto, except those

- expressly referred to or set forth herein, Each party acknowledges that the execution and delivery of this

Agreement is its free and voluntary act and deed, and that said execution and delivery have not been

induced by. nor done in reliance upon, any representations, promises, warranties, understandings, or
agreements made by the other party, its agents, officers, employees, or representatives.

103 Agreements in Writing, No promise, representation, warranty, or agreement
made subsequent to the execution and delivery of this Agreement by either party hereto, and no revocation,
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partial or otherwise, or change, amendment, or addition to or alteration or modification of this Agreement
shall be valid unless the same shall be in writing signed by all parties hereto.

104  Independent Parties. Investor and Company each have separate and
independent rights and obligations under this Agreement. Nothing contained herein shal! be construed as
creating. forming, or constituting any partnership, joint venture, merger. or similar relationship between
Company and Investor for any purpose or in any respect,

Section 11. Adoption of the Agreements,

1.1 Power of Attorney. By executing this Agreement, Investor accepts and agrees
to be bound by the Agency Agreement, the Loan Assignment Documents, and the Reassignment and
Release Documents. Investor further hereby irrevocably constitutes and appoints the Company, with full
power of substitution, as Investor’s true and lawful attorney and agent, with full power and authority in the

Investor's name, place, and stead, 10 make, execute, swear to, acknowledge, deliver, file, and record the
following:

(a) The Agency Agreement, the Loan Assignment Documents. and the
Reassigniment and Dacuments, and any amendments thereto;

(b) Al certificates, instruments, documents, and other papers and
amendments thereto that may from time to time be required under the laws of the United States of America.
the state of Arizona, any other state or jurisdiction, or required hy any political subdivision or agency of
any of the foregoing or otherwise, or which Company deems appropriate or necessary to carry on the
objects and intent of this Agreement and to administer the Revolving Opportunity Loan Pragram as
contemplated by this Agreement;

This power of attorney granted hereby shall be deemed to be a power coupled with an interest, shall survive
the death, legal incapacity bankruptcy, merger, sale, dissolution, termination, or other fundamental change

of Investor, and shall survive the delivery of an assigniment by Investor of all or any portion of Investor's
Investments.

112 Execution of Documents by Investor. Notwithstanding Section 11.1. to the
extent requested by Company upon 10 business days notice, Investor shall execute {(and cause signature to
be acknowledged before a notary, when appropriate) and deliver to Company any Loan Assignment
Documents, Reassignment and Release Documents (bul only upon the repayment in full of the related
Investment), and such other documents, certificates, and other papers as Company reasonably deems

necessary or appropriate to administer the Revolving Opportunity Loan Program as contemplated by this
Agreement.

Section 12, General,

12,1 Cooperation. Each party shall reasonably cooperate with the other party,
including without limitation the execution or delivery upon request of such other or additional instruments
or documents as reasonably necessary or appropriate to accomplish the purposes of this Agreement,

122 Notices. All notices required or permitted to be given hereunder shall be in
writing, and shall become effective 72 hours after such are deposited in the United States mail, certified or
registered, postage prepaid, addressed as shown above or to such other address as such party may from
time-to-time designate in writing,

123 Governing Law and Venue. This Agreement shall be governed by and
construed according to the laws of the state of Arizona. Investor agrees that any controversies relating 1o
this Agreement will be determined in federal or state court sitting in the city of Phoenix, waives the defense
of inconvenient forum, and waives any right to jury trial.
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124  Bionding Agreement. This Agrecment shall be binding upoen the parties hereto
and may not be assigned by either party.

12.5  Headings. The headings or captions of sections in this Agreement are for

convenience and reference only and in no way define, limit, or describe the scope or intent of this
Agreement or the provisions of such sections.

IN WITNESS WHEREOF, the parties have executed this Agreement with respeet to the Investor
Commitment amount of $6,000,000 as of the Effective Date of 09/20/2007.

MORTGAGES LTD., an Arizona corporation Louis B, Murphey

By: 'Q\;M\‘QS\)»\.&'\J\&\ \

By: ;«
Scott ™, Coles Louis B. Murphey : \
Ms: Chairman and Chief Executive officer e
Address: P.O.Box 2499 i
Address: 55 East Thomas Road . Benson, AZ 85602

Phoenix, Arizona 85012 Phone:  (520) 260-5992
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MORTGAGES LTD.

NEW INVESTOR SUBSCRIPTION AGREEMENT

In order to subscribe for Pass-Through Loen Participations (“Participations”) in loans originated or acquired by
Mortgages Ltd., a prospective Investor must complete and execute this Agreement in accordance with the
instructions set forth herein, This Agreement, together with the appropriate payment as described herein, should
then be returned to;

MORTGAGES LTD, SECURITIES, L.L.C,
55 East Thomas Road
Phoenix, Arizona 85018
Telephone: (602) 264-9374

If your subscription is not accepted, this Agreement and payment will be returned to you. Please be sure that your
name appears in exactly the same way in each signature and in each place where it is indicated in this Agreement.

Subscriptions from suitable prospective Investors will be accepted at the sole discretion of the Mortgages Ltd. and
Mortgages Ltd. Securities, L.L.C. after receipt of all subscription documents, properly completcd and executed, with

the appropriate payment,

If you have any questlons concemmg the completion of this Agreement, please contact Mortgages Ltd. Secunnes,
1.L.C. at (602) 264-9374,

Mortgages Ltd., which is the issuer of the Participations in which you are considering an investment, and
Mortgages Ltd. Securities, L.L.C., which is the licensed broker-dealer for the offering of the Participations,
are commonly controlled by Scott M. Coles, who is the Chairman and .Chief Executive Officer of Mortgages |

Ltd, and the Managing Member of Mortgages Ltd, Securities, L.L.C,
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B MORTGAGES L1TD.

NEW INVESTOR SUBSCRIPTION AGREEMENT

1. Subscription, The undersigned, desiring to purchase Pass-Through Loan Participations
(“Participations™) in loans originated or acquired by Mortgages Ltd. hereby subscribes for and agrees to purchase
Participations as described in that certain Private Offering Memorandum dated July 10, 2006 (the “Memorandum”)
upon acceptance of this New Investor Subscription Agreement. The offering of Participations (the “Offering") is
being made through Mortgages Ltd. Securities, L.L.C. (“MLS").

The undersigned is subscribing for Participations and has enclosed a check or sent a wire transfer payable
to Mortgages Ltd. for the Program or Programs in the amount or amounts set forth below:

Subscription
Amount Program

Capital Opportunity® Loan Program - minimum investment of $50,000.
Annual Opportunity™ Loan Program - minimum investment of $100,000.
Opportunity Plus® Loan Program - minimum investment of $100,000.
Revolving Opportunity™ Loan Program - minimum investment of $500,000.
Performance Plus® Loan Program - minimum investment of $500,000.

o 03 3 0 &5

If paying by check, the check must be payable to Mortgeges Ltd. No third-party checks will be accepted
other than cashier’s checks displaying the remitter’s name. Wire transfers should be sent as follows:

Bank Name: Trwin Union Bank, FSB .

Bank Address: 2425 East Camelback Road, Suite 250
Phoenix, Arizona 08397-4467

Bank Routing Number: 083974467

Account Name: Loan Funding Tiust

Account Number: 83015651

Contact Person: Heather Solomon (602) 553-7803

) 2. Representations and Warranties. By executing this New Investor Subscription Agreement, the
undersigned: .

(a) Represents and warrants that the Account Application and any other personal and
financial information previously provided, provided herewith, or subsequently provided by the undersigned to
Mortgages Ltd. or MLS was, is, or will be true and correct.

(b) Acknowledges that the undersigned has received, and is familiar with and understands
the Memorandum, including the section captioned “Risk Factors.”

(c) Acknowledges that the undersigned is fully familiar with Mortgages Ltd. and its business,
affairs, and operating policies and has had access to any and all material information, including all documents,
records, and books pertaining to Mortgages Ltd,, that the undersigned-deems necessary or appropriate to ¢nable the
undersigned to make an investment decision in connection with the purchase of Participations.

(d) Acknowledges that the undersigned has been encouraged to rely upon the advice of the
undersigned’s legal counsel, accountants, and other financial advisors with respect to the purchase of Participations,
including the tax considerations with respect thereto.

(e Represents and warrants that the undersigned, in determining to purchase Participations,
has relied solely upon the Memorandum and the advice of the undersigned’s legal counsel, accountants, and other
financial advisors with respect to the purchase of Participations (including the tax aspects thereof) and has been

3
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offered the opportunity to ask such questions and inspect such documents as the undersigned has requested so as to
understand more fully the nature of the investment and to verify the accuracy of the information supplied.

43 Represents and warrants that the undersigned has the full power to execute, deliver, and
perform this Agreement and that this Agreement is a legal and binding obligation of, and is enforceable against, the
undersigned in accordance with its terms.

( Represents and warrants that the undersigned is an “accredited investor” as defined in
Rule 501(a) under the Securities Act of 1933, as amended (the “Securities Act”) and satisfies one of the standards
set forth in the Memorandum under the section captioned under “Who May Invest” and that the undersigned will
inform Mortgages Ltd. and MLS of any change in such accredited investor status.

) Represents and warrants that the Participations being acquired will be acquired for the
undersigned’s own account without a view to public distribution or resale and that the undersigned has no contract,
undertaking, agreement, or arrangement to sell or otherwise transfer or dispose of any Participations or any portion
thereof to any other person.

o Represents and warrants that the undersigned (i) can bear the economic risk of the
purchase of Participations, including the loss of the undersigned’s investment and (i) has such knowledge and
experience in business and financial matters, including the analysis of or participation in private offerings and real
estate investments, as to be capable of evaluating the merits and risks of an investment in Participations or that the
undersigned is being advised by others (acknowledged by the undersigned as being the *“Purchaser
Representative(s)” of the undersigned) such that they and the undersigned together are capable of making such

evaluation.

()] Represents and warrants, if subject to the Employee Retirement Income Security Act
(“ERISA™), that the undersigned is aware of and has taken into consideration the divérsification requirements of
Section 404(a)(3) of ERISA in determining to purchase Participations and that the undersigned has concluded that

the purchase of Participations is prudent.

& Understands that the undersigned may be required to provide additional current financial
and other information to Mortgages Lid. and MLS to enable them to determine whether the undersigned is qualified

to purchase Participations.

)] Understands that the Participations will not be registered under the Securities Act or the
securities laws of any state or other jurisdiction and therefore will be subject to substantial restrictions on transfer.

(m)  Agrees that the undersigned will not sell or otherwise transfer or dispose of any
Participations or any portion thereof unless such Participations are registered under the Securities Act and any
applicable state securities laws or the undersigned obtains an opinion of counsel that it is satisfactory to Mortgages
Ltd. and MLS that such Participations may be sold in reliance on an exemption from such registration requirements.

" () Understands that (i) there is no obligation or intention to register any Participations for
resale or transfer under the Securities Act or any state securities laws or to take any action (including the filing of
reports or the publication of information as required by Rule 144 under the Securities Act) that would make
available any exemption from the registration requirements of any such laws, and (ii) the undersigned therefore may
be precluded from selling or otherwise transferring or disposing of any Participations or any portion thereof for an
indefinite period of time or at any particular time.

@ Represents and warrants that neither Mortgages Ltd. or MLS nor anyone purportedly
acting on behalf of either of them has made any representations or warmnties respecting the Participations except
those contained in the Memorandum nor has the undersigned relied on any representations or warranties in the belief
that they were made on behalf of any of the foregoing, nor has the undersigned relied on the absence of any such
representations or warranties in reaching the decision to purchase Participations.

MLM0202




®) Represents and warrants that (i) if an individual, the undersigned is at least 21 years of
age; (ii) the undersigned satisfies the suitability standards set forth in the Memorandum; (iii) the undersigned has
adequate means of providing for the undersigned’s current needs and contingencies; (iv) the nndersigned has no
need for Hquidity in the undersigned’s investments; (v) the undersigned maintains the undersigned’s business or
residence as provided to Mortgages Ltd, and MLS; (vi) ell investments in and commitments to non-liquid
investments are, and after the purchase of Participations will be, reasonable in relation to the undersigned’s net
worth and cwrent needs; and (vii) any financial information previously provided, provided herewith, or
subsequently provided at the request of Mortgage Ltd. or MLS did, does, or will accurately reflect the undersigned's
financial sophistication and condition with respect to which the undersigned does not anticipate any material adverse
change.

@ Understands that no federal or state agency, including the Securities and Exchange
Commission or the securities commission or authorities of any state, has approved or disapproved the Participations,
passed upon or endorsed the merits of the Offering, or made any finding or determination as to the fairness of the
Participations for investment.

) Acknowledges that Mortgages Ltd. and MLS have the unconditional right to accept or
reject this Agreement, '

(s) Understands that the Participations are being offered and sold in reliance on specific
exemptions from the registration requirements of federal and state laws and that Mortgages Ltd. and MLS are
relying upon the truth and accuracy of the representations, warranties, agreements, acknowledgements, and
understandings set forth herein in order to determine the suitability of the undersigned to acquire Participations.

® Acknowledges that the undersigned understands that, if this Agreement is rejected or if
the Offering is terminated or withdrawn prior to acceptance of this Agreement, the funds deposxted by the
undersigned will be refunded promptly .

) Represents. warrants, and agrees that, if the undersigned is acquiring Participations in a
fiduciary capacity (i) the above representations, warranties, agreements, acknowledgements, and understandings
shall be deemed to have beern made on behalf of the person or persons for whose benefit such Participations are
being acquired, (i} the name of such person or persons is indicated below under the subscriber’s name, and (jii) such
further information as Mortgages Ltd. and MLS deem appropriate shall be furnished regarding such person or
persons.

) Represents and warrants that the information set forth herein, or contained in the
undersigned’s Account Application, is true and complete and agrees that Morigages Lid. and MLS may rely on the
truth and accuracy of the information for purposes of assuring that Mortgages Lid, and MLS may rely on the
exemptions from the registration requirements of the Securities Act afforded by Section 4(2) of the Securities Act
and Regulation D under the Securities Act and of any applicable state statutes or regulations, and further agrees that
Mortgages Ltd. and MLS may present such information to such persons as it deems appropriate if called upon to
verify the information provided or to establish the availability of an exemption from registration under Section 4(2)
of the Securities Act, Regulation D, or any state securities statutes or regulations or if the contents are relevant to
any issue in any action, suit, or proceeding to which Mortgages Ltd. or MLS are a party or by which either of them
may be bound.

(w) Understands and acknowledges that the Participations are subject to a number of
important risks and uncertainties as set forth under the section captioned *“Risk Factors” in the Memorandum,
including significant competition; the risks generally incident to the development, ownership operation, and reatal of
real property; changes in national and local economic and market conditions; changes in the investment climate for
real estate investments; the availability and cost of mortgage funds; the obligations to meet fixed and maturing
obligations, if any; the availability and cost of necessary utilities and services; changes in real estate tax rates and
other operating expenses; changes in governmental rules, fiscal policies, zoning, environmental controls, and other
land use regulations; acts of God, which may result in uninsured losses; conditions in the real estate market; the
availability and cost of real estate loans; and other factors beyond the control of Mortgages Ltd. The undersigned
further understands and acknowledges that Participations will also be subject to the risks associated with the

4
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development of real estate, including the cost of construction, the time it takes to complete such construction,
worker strikes and other labor difficulties, energy shortages, material and labor shortages, inflation, adverse weather
conditions, subcontractor defaults and delays, changes in federal, state, or local laws, ordinances, or regulations, and

* other unknown contingencies.

x) Understands and acknowledges that the representations and warranties contained in this
Agreement must remain true and correct at any time that the undersigned purchases any additional Participations
and that the payment for any additional Participations will constitute such a reconfirmation of the truth and
correctness of the representations and warranties contained in this Agreement.

o) Understands and acknowledges that the success of eny investment is impossible to
predict and that no representations or warranties of any kind are made by Morigages Ltd. or MLS or any of their
affiliates with respect to the prospects of the investment or the ultimate rate of return on the Participations.

3. General Information. Purchaser Representative, Please check (a) or (b) below:

(a) (\/) The undersigned is not relying upon the advice of a Purchaser
Representative, such as an attornoy, accountant, or other advisor, in making a
final investment decision to purchase Participations. The undersigned believes
that the undersigned has sufficient knowledge and experience in financial and
business matters to be capable of evaluating the merits and risks of an
investment in the Participations.

) ( ) The undersigned does not have sufficient knowledge and experience in
financial and business matters as required above, The undersigned intends to
rely on and hereby designates as the undersigned’s Purchaser Representative the
individual(s) named below to assist the undersigned in evaluating'the risks and
merits of an investment in Participations. The undersigned authorizes
Mortgages Ltd. to furnish such person with a Purchaser Representative
Questionnaire requesting certain information regarding his or ber expertise and
background and the undersigned agrees to furnish such questionnaire to
Mortgages Ltd.'

Nams of Purchaser Representative; oot & % . WMughes |
Address,_ X8 o Z2UAA Dewtort AT gécg\a 2
Occupation: Lu-weaye@

Employer: Qﬁ—\‘\:

If Item 3(b) is checked, each Purchaser Representative must complete a Purchaser Representative
Questionnaire.

4, Adoption of the Agency Agreement. By executing this Agreement, the undersigned accepts and
agrees to be bound by the Agency Agreement in the form of an exhibit to the Memorandum or as otherwise
furnished to the undersigned. The undersigned further hereby irrevocably constitutes and appoints Mortgages Lid,,
with full power of substitution, as the undersigned’s true and lawful attorney and agent, with full power and
authority in the undersigned’s name, place, and stead, to make, execute, swear to, acknowledgs, deliver, file, and
record the following:

(® ‘The Agency Agreement and amendments thereto;

® Any Assignments of Beneficial Participation in Deeds of Trust, Promissory Note
Endorsements, Assignments of Assignment of Deeds, Leases and Profits, and Assignments of Assignments of Rents
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that Mortgages Ltd. deems necessary and appropriate to effectuate the purposes of the Programs and the purchase of
Participations. -

{©) All certificates, instniments, documents, and other papers and amendments thereto that
may from time to time be required under the laws of the United States of America, the state of Arizona, any other
state or jurisdiction, or required by any political subdivision or agency of any of the foregoing or otherwise, or
which Mortgages Ltd, deems appropriate or necessary to carry on the objects and intent of the Programs and the

(d) All conveyances and other instruaments that Mortgages Ltd. deems appropriate to effect
the transfer of Participations.

(e) Unless authorization is withheld by so indicating below or in another written document to
Mortgage Ltd. and MLS, the undersigned hereby authorizes Mortgages Ltd. to be named as the

securing the£0an or Loang and other documentation relating to the Loans,

>

Authorization grant nUe Authorization withheld
: °‘}o‘§t§l‘£ YR (7 N— o .
This power of atlornéy ed heréby sh med to be a power coupled with an interest, shall survive the
death, legal incapacity bankruptcy, merger, sale, dissolution, termination, or other fundamental change of the
undersigned, and shall survive the delivery of an assignment by the undersigned of all or any portion of the
undersigned’s Participations or any interest therein except that, when the assignee thereof has been approved by
Mortgages Ltd. as a Participation holder, the power shall survive the delivery of such assignment with respect to the
assigned interest only for the purpose of enabling Mortgages Ltd, to execute, acknowledge, and file any instruments
necessary to effect such substitution.

5. Actions to Protect Investors. In order to protect investors, the undersigned understands and
acknowledges that Morigages Ltd. will have the authority to make various determinations and take various actions
with Loans with respect to the Participations currently owned or owned in the future by the undersigned, including
extending the terms of the Loans, modifying the payment terms of the Loans, accepting prepayments on the Loans,
releasing a portion of the collateral securing the Loans, and otherwise dealing with the Loans on behalf of the

undersigned. i .
6. Authorization to Purchase Following Verbal Instructions,

(2) The undersigned hereby authorizes Mortgages Ltd, Securities, LL.C, as the
undersigned’s agent, to accept the undersigned’s ora! instructions (a) to purchase Participations in Loans secured by
deeds of trusts or mortgages on the properties underlying the Loans so long as the Participations are within the
parameters described in the Memorandum and (b) to apply payoff proceeds of Participations to purchase
Participations in other Loans within the parameters described in the Memorandum or to forward the cash proceeds
thereof to the undersigned. By executing this Agreement, the undersigned also acknowledges and confirms the
following: .

(b) To the extent that the undersigned requests with respect to a Loan, the undersigned
understands that the undersigned will have the opportunity to (i) review the Property Information Sheet for the Loan,
which describes material information about the Loan and the deed of trust or morigage securing the Loan, (ii) to
review Mortgage Ltd.’s entire loan file with respect to the Loan, which contains information and documentation
concerning the Loan, the real property underlying the Loan, and the Borrower under the Loan; (iii) to ask any
questions the undersigned has about the Loan and such documentation; and (iv) the undersigned will receive
answers to any questions that the undersigned may have,

To the extent that a representative of MLS is unable to contact the undersigned following the payoff of a Loan with
respect to which the undersigned owns Participations, the undersigned authorizes MLS to apply such proceeds to the

6
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Capital Opportunity Loan Program for the minimum investment period pending oral instructions from the
“undersigned for the application of such proceeds after such minimum period.

7. Grant of Discretion, Until revoked at any time in writing, the wndersigned hereby grants
discretion to Mortgages Ltd., in its sole discretion, to select for purchase and sale the Loan or Loans with respect to
which the undersigned acquires Participations. Without limiting the foregoing, the undersigned understands that this
grant of discretion will give Mortgages Ltd. the anthority, in its sole discretion, to make various determinations and
take various actions with Loans with respect to Participations to be acquired, acquired, or sold by the undersigned.

B o @;\7(&004&,14\045#
Discretion granted Discretion thh\h;lq.u 0/7 @ ( l" Ll'cs

8. Disclosure of Existing Power of Attorney. Please indicate if the undersigned” bas granted a

power of attorney with respect to Mortgages Ltd. investment products. \
. ok Inueste @' o
On 124\ | g7

If yes, please attach a copy of the document.

9. Miscellaneous,

(a) Chofce of Law. This Agreement and all questions relating to its validity, interpretation,
performance, and enforcement, will be governed by and construed in accordance with the laws of the state of
Arizona, notwithstanding any Arizona or other conflict-of-law provision to the contrary.

(b) Binding Agreement. This Agreement shall be binding upon and inure to the benefit of
the parties hereto and the respective heirs, personal representatives, successors, and assigns of the parties hereto,
except that the undersigned may not assign or transfer any rights or obligations under this Subscription Agreement
without the prior written consent of the Mortgages Ltd. '

© Entire Kgreement. This Agreement contains the entire understanding between the
parties hereto with respect to the subject matter hereof, and supersedes all prior and contemporanéous agreements
and understandings, inducements, or conditions, express or implied, oral or written, except as herein contained.

(d) Dispute Resolution.

@) This section applies to any controversy or claim arising from, relating to, or in
any way connected with this Agreement, the Offering, the Loans, the Agency Agreement, and any other documents
relating to the Loans. ’

(i) In the event of any such controversy or claim, the parties shall use their best
efforts to settle the controversy or claim. To this effect, they shall consult and negotiate with each other in good
faith and, recognizing their mutual interests, attempt to reach a just and equitable solution satisfactory to both
parties. If they do not reach such solution within a period of 60 days, then, upon notice by either party to the other,
all such controversies or claims shall submitted to mediation administered by the American Arbitration Association

under xts Commercial Mediation Procedures.

(i) In the event that mediation does not result in a resolution, any party that still
wishes to pursue a controversy or claim shall first notify the other party in writing within 60 days after the
mediation. Upon receipt of such notice, the receiving party shall elect, in its sole and absolute discretion, to compel
the dispute either to court for litigation pursuant to this section or to arbitration pursuant to this section. The
receiving party shall notify the other party of the election within 10 days after receipt of the notice.

(iv) In the event that the dispute is compelled to arbitration, the parties agree to
submit the unresolved controversies or claims to arbitration administered by the American Arbitration Association
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in accordance with its Commercial Arbitration Rules, and judgment on the award rendered by the arbitrators may be
entered in any court having jurisdiction thereof. Within 15 days after the commencement of arbitration, each party
shall select one person to act as arbitrator and the two selected shall select a third arbitrator within ten days of their
appointment. If the arbitrators selected by the parties are unable or fail to agree upon the third arbitrator, the third
arbitrator-shall be selected by the American Arbitration Association. The arbitrators will have no suthority to award
punitive or other damages not measured by the prevailing party’s actual damages, except as may be required by
statute. The arbitrators shall not award consequential damages. Any award in an arbitration initiated under this
clause shall be limited to monetary damages and shall include no injunction or direction to any party other than the
direction to pay a monetary amount. The arbitrators shall award to the prevailing party, if any, as determined by the
arbitrators, all of its costs and fees. “Costs and fees” mean all reasonable pre-award expenses of the arbitration,
including the arbitrators’ fees, administrative fees, travel expenses, out-of-pocket expenses, such as copying and .
telephone, court costs, witness fees, and attorneys’ fiees. Except as may be required by law, neither a party nor an
arbitrator may disclose the existence, content, or resulis of any arbitration hereunder without the prior written
consent of the other parties. The place of arbitration shall be Phoenix, Arizona.

‘7] In the event that the dispute is compelled to court for litigation, the parties agree
that the unresolved controversies or claims shall be determined in federal or state court sitting in the city of Phoenix,
and they agree to waive the defense of inconvenient forum and any right to jury trial.
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IN WITNESS WHEREOF, intending to irrevocably bind the undersigned and the heirs, personal
representatives, successors, and assigns of the undersigned and to be bound by this Subscription Agreement, the
undersigned is executing this Subscription Agreement on the date indicated.

-ty
Dated: Dot 1, zoe?

Name in which Individual Investment Is to Be Registered:
Lonis & VNurs\ned ]
) I

Print Name of Individual Investor:
Lowis B. {V\mb\‘s'\ne\ S
Signature of Individual Investor:

Print Name of Individual Co-Investor:

Signature of Individual Co-Investor:

Name of corporate, partnership, limited liability company,
trust, qualified pension, profit sharing, stock/Keogh, or

401k Plan Investor:
By: i
(Sigoature of first executing party)
Its:
By:

(Signature of second executing party)
Its;, :

ACCE:PTED: For Mortgages Ltd. Securities .L.L.C use only
MORTGAGES LTD.
By:
Its:
DEC 1 8 2007
NiSA09062006.01(Form-012)
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EXHIBIT “B-3”



.%Sf’ff‘{;:fmm‘”"“ O _ . O
MASTER AGENCY AGREEMENT
Effective: May 10, 2005

“Beneficiary™ Louis B. Murphey, an unmarried man

“Agent”: Mortgages Ltd., an Arizona corporation.

In consideration of the reciprocal promises contained herein, Beneficiary énd Agent
(coliectively, the "Parties”) hereby agree to the following.

1. APPOINTMENT AND AUTHORITY OF AGENT

Beneficiary hereby appoints Mortgages Ltd. to act as Beneficiary’s Agent with regard to
the Loans. Beneficiary authorizes Agent to perform any and all of the following tasks on
Beneficiary's behalf at Agent's sole discretion.

a. Account Servicing. In order to facilitate Agent’'s management of Beneficiary’s
investment in the Loans, Agent may:

(1)  Request from Beneficiary, Beneficiary’s percentage ratio of any delayed -

fundings or Equity-Flex™ Advances to Trustor under the Loan Documents, which funds
Beneficiary shall deliver to Agent within 3 business days to be held or disbursed by Agent
pursuant to the Loan Documents. In the event Beneficiary fails to transmit such funds to
Agent within the time period set forth, Agent may, at its option, do the following:

(a) Divide Beneficiary's total funding by the face amount of the Loan to
determine Beneficiary's current percentage ratio and transfer to a new investor the
difference between the Beneficiary's assigned percentage rate and Beneficiary's
current percentage ratio; or

{b) Liquidate Beneficiary’s investment in the Loan and transfer all of
Beneficiary's assigned percentage ratio in the Loan to a new beneficiary.

{2) Receive and hold the original Promissory Notes, Deeds of Trust and all
other documents executed by the Trustor in connection with the Loans (collectively, the
“Loan Documents”);

(3) Service and administer the Loans in any manner provided by the Loan
Documents; ’

{4) Receive and process any and all Loan payments from Trustors or other

_ payers (“Trustor payment”) as follows:

(a)  Upon receipt of a Trustor payment, deposit that payment in an
account held by Agent, and transmit or deposit the appropriate check to
Beneficiary.

{b) At Agents discretion, Agent may delay disbursing funds to
Beneficiary from payments received by Trustor until Trustor’s funds are collected
by Agent's depository institution.

(¢) If a Trustor payment is retumed for any reason by the drawee
financial institution, Agent may send a notice to Trustor requesting payment of the
past due amount at the default interest rate.

(5) Assess, receive and process all fees and charges set forth in the Loan
Decuments including. but not.limited to, administrative fees, notice fees and late charges;
(6) Apply any sums received by Agent to the fees, costs and expenses
incurred or assessed by Agent before applying to the balance of the Loan account.
These fees, costs and expenses include, but are not limited to, notice fees, service fees,
administrative fees, inspection fees, appraisal fees, expert fees, attorneys’ fees, litigation

costs, force placed insurance premiums, late charges and guarantor collection expenses.

{as described herein);
(7) Receive and retain deposits under the Loan Documents as impounds for
the payment of the following:

© 2004 Mortgages L.
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(a)  Future payments due;

(b} Taxes and assessments;

(c) Construction;

{d) Insurance premiums;

{e) Extension fees;

{H  Administration fees; and

(g)  Any other expenditure required under the Loan Documents.

Any impound account may be held in the name of Mortgages Ltd. and the Trustor for the
benefit of Beneficiary, and Agent may apply andfor disburse any such deposits in
accordance with the Loan Documents;

(8) Evaluate, effectuate and process an assumption of the Loans, and assess
and receive an assumption fee and/or an interest increase, as provided in A.R.S. § 33-
806.01 or any successor statute; and

(9) Execute, file and record any and all documents which, at Agent's discretion,
are necessary to facilitate Loan servicing, including, but not limited to, deeds of release
and reconveyance (full and partial); indorsements and assignments of Loan Documents;
corrections, amendments, modifications and extensions of Loan Documents; disclaimers;
financing statements; assumptions and various certifications.

{10}  Upon Beneficiary's request, hold funds from the full or partial payoff of the
loans in Agent's Trust account pending Beneficiary’s written direction as to use of such
funds.

b. Collection. In order to protect Beneficiary’s interests in the Loans, Agent may:

(1)  Correspond directly with Trustors at any time on any matter regarding the
Loan Documents including, but not limited to, sending notices of delinquency and default,
and demands for payment and compliance.

(2) Incur all fees, costs and expenses deemed necessary by Agent to protect
Beneficiary’s interests under the Loan Documents.

(3) Incur all fees, costs and expenses deemed necessary by Agent to protect
the property securing the Loans (the “Trust Property”), including, but not limited to,
insurance premiums, receiver fees, property manager fees, maintenance expenses and
security expenses.

(4)  Negotiate, accept and/or process partial payments of amounts due and
owing under the Loan Documents; .

(8) . Send Beneficiary a request to deposit sufficient funds for delinquent real
estate taxes and insurance premiums (including force placed insurance) relating to the
Trust Property;

{6) Obtain force placed insurance on any portion of the Trust Property in the
event the Trustor fails to maintain insurance as required by the Loan Documents;

(7) Execute, file and record any and all documents Agent deems necessary to
protect Beneficiary's interests andfor pursue Beneficiary's remedies upon default,
including, but not limited to, a statement of breach or non-performance, a substitution of
frustee, a notice of election to foreclose, an affidavit of non-military service, a notice of
proposed disposition of collateral and various verifications; _

(8) Inthe event of default and at Agent's discretion, commence foreclosure of
the Trust Property, initiate a trustee’s sale and/or institute any proceeding necessary to
collect the sums due under the Loan Documents or to enforce any provision therein
(including, but not limited to, pursuing an action against any borrower or guaranior of the
Loans; pursuing injunctive relief, the appointment of a receiver, provisional remedies and
a deficiency judgment; pursuing claims in bankruptcy court; pursuing an appeal;
collecting rents; and taking possession or operating the Trust Property;

(9) Negotiate and enter into extensions, modifications and/or forbearances of
the Loan Document provisions;

{10) Negotiate and facilitate the sale of Beneficiary’s interests in the Loan
Documents by communicating with potential purchasers and their agents and by
providing information regarding the Loans to third parties, such as, but not limited to,
copies of the Loan Documents and Loan accounting information;

{11) Retain attomneys, trustees and other agents necessary to collect the sums
due under the Loan Documents, to protect the Trust Property andfor to proceed with
foreclosure of the Trust Property, initiate a trustee’s sale and/or institute, defend, appear

DGO NI B SRAN IOCE 4003
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or otherwise participate in any proceeding (legal, administrative or ctherwise) that Agent
deems necessary,; .

{(12) Incur and pay such costs, expenses and fees as Agent deems appropriate
in undertaking and pursuing enforcement of the Loan Documents and/or collection of
amounts owed thereunder, including, but not limited to, altormeys’ fees, receiver fees,
trustee fees, expert fees and any fees, costs and expenses incurred in an effort to collect
against guarantors of the Loans; and

(13) Request and receive payments from Beneficiary as advances in order to
pay such fees, costs and expenses incurred by Agent in accordance with this Agreement
and/or the Loan Documents. '

c. Compensation. As compensation for the services provided by Agent, Agent may:

(1)  Retain any and all fees and charges assessed under the Loan Documents
and collected by Agent, including, but not limited to, late charges, maturity late charges,
administrative fees, prepayment penalties or premiums, notice fees and services;

(2) Deduct from payments received by Beneficiary an interest participation or
minimum service charge equal to the amount set forth in the Direction to Purchase for
each Loan to be paid from each monthly payment until paid in full;

(3) Collect and retain any interest on the principal balance of the Loans which
is over and above the normal rate set forth in the Promissory Note (the “Note Rate”),
including, but not limited to, the Default Interest provided for in the Loan Documents;
however, any and all interest, including, but not limited to, Default Interest, collected on
any advances (excluding Equity-Flex Advances) made by Beneficiary shall be payable to
Beneficiary;

{(4)  Collect and retain any interest that accrues on any impound accounts;

(5)  Collect and retaln any assumption fees and charges; and

(6) Collect and retain any extension fees and forbearance fees.

d. Sale of Interest. In the event Beneficiary owns less than 100% interest in any
loan being serviced by Mortgages Lid., Agent, in its sole discretion, may liquidate
Beneficiary’s interest. Upon payment to Beneficiary, Agent will, upon direction of
Beneficiary, use its best efforts to reinvest any funds received by Beneficiary in a new
Loan. :

2. ACCOMMODATION.

Agent provides its services as an accommodation only, and shall incur no responsibility
or liability to any person, including, but not limited to, Trustor and Beneficiary, for nonfeasance
or malfeasance, misfeasance and nonfeasance.

3. ASSIGNMENT, RESIGNATION AND TERMINATION.

a. Agent shall have the right to assign the collection account or resign as Agent at
any time, provided that Agent notifies Beneficiary of such assignment or resignation in writing.

(1) In the event Agent assigns the collection account, Agent will deliver all
Loan Documents, directions and account records to assignee, at which time Agent will
have no further duties or liabilities hereunder.

{2) In the event Agent resigns, Beneficiary shall have the right to designate a
new collection agent and Agent shall deliver to Beneficiary all Loan Documents,
directions and account records to Beneficiary or the newly designated collection agent, at
which time Agent will have no further duties or liabilities hereunder.

b. in the event that the ownership of the Trust Property becomes vested in the

. Beneficiary, either in whole or in part, by trustee sale, judicial foreclosure or otherwise, Agent .

may enter into a real estate broker's agreement on Beneficiary’s behalf for the sale of the Trust
Property, enter into a management andfor maintenance agreements for management or
maintenance of the Trust Property, if applicable, may acquire insurance for the Trust Property,
and may take such other actions and enter into such other agreements for the protection and
sale of the Trust Property, all as Agent deems appropriate. Beneficiary may terminate this
Agreement after it becomes the owner of the Trust Property by wrilten notice to Agent and
payment of the fees, costs and expenses incurred by Agent as provided herein.

AT MO BN FITARE $0eCH v}
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c. Upon Agent's assignment or resignation, or termination of this Agreement,
Beneficiary shall immediately reimburse Agent for any and all fees, costs and expenses
incurred hereunder and pay Agent all compensation due. After such reimbursement and
payment, Beneficiary shall have no further duties, except indemnification of Agent.

4. INDEMNITY

a. Beneficiary shall immediately indemnify and hold Agent harmless against any and
all liabilities incurred by Agent in performing under the terms of this Agreement or otherwise
arising, directly or indirectly, from the Loans or Loan Documents, including, but not limited to, all
attorneys' fees, insurance premiums, expenses, costs, damages and expenses.

b. In the event that Agent requests that Beneficiary pay any amount owed
hereunder, Beneficiary shall remit that amount to Agent within § busmess days of Agent's
request,

5. BENEFICIARY’S OBLIGATIONS

a. Execution of Documents. As previously set forth herein, Agent is authorized to
execute any and all documents Agent deems necessary to facilitate loan servicing or collection.
However, in the event that it is necessary, Beneficiary shall execute any and all documents
Agent deems necessary to facilitate loan servicing or collection, inciuding, but not limited to,
deeds of release and reconveyance (full and partial), indorsements and assignments. If Agent

requests Beneficiary execute such a document, then Beneficiary shall execute and deliver that,

document to Agent within 5 business days of Agent's request.

b. Fallure to Execute Documents. In the event that Beneficiary fails o execute one
of the documents described in paragraph 5.a. above, Agent shall be authorized to execute that
document. In the event that Agent is prevented from executing a document due fo
circumstances beyond Agent's control, then Agent shall be entitied to seek indemnification from
Beneficiary for any liabilities Agent may incur as a result.

c. Assignment.. Beneficiary shall have the right to assign its rights in this Agreement
as to any Loan covered by this Agreement at any time upon immediate nofification to Agent in
writing of any assignment of Beneficiary's rights. Upon assignment, Beneficiary’s shall
immediately reimburse Agent for any and all fees, costs and expenses incurred
hereunder and pay Agent all compensation due. After such reimbursement and payment,
Beneficiary shall have no further duties, except indemnification of Agent.

d. Breach. in the event that Beneficiary breaches this Agreement, by failing to
perform or by interfering with the Agent's abllity to perform under this Agreement, then
Beneficiary shall pay Agent, within 30 days of written notice of breach, administrative fees,
attorneys fees, costs, closeout fees and any other fees or charges owed to Agent as
compensation hereunder, along with any additional damages incurred by Agent, whether actual,
incidental or consequential.

6. CONFIDENTIALITY

a. For the purposes of this Agency Agreement, the term "Confidential information” as
used herein shall include any and all written and verbal information provided by Agent to
Beneficiary in connection with the Loans, whether marked or designated as confidential or not,
including without limitation any information regarding Agent's underwriting criteria or
procedures. Except with respect to Agent's underwriting criteria and procedures, which shall in
all events constitute Confidential Information hereunder, the definition of Confidential
Information shall not include any information which: (i) is or becomes generally known to third
parties through no fault of Beneficiary; or (i) is already known to Beneficiary prior to its receipt
from Agent as shown by prior written records; or (i) becomes known to Beneficiary by
disclosure from a third party who has a lawful right to disclose the information.

b. Beneficiary acknowledges that the Confidential Information is proprietary and
valuable to Agent and that any disclosure or unauthorized use thereof may cause imeparable
harm and loss 1o Agent.

ANCIG MRS AL, KRAY 1OKR HRY
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c. In consideration of the disclosure to Beneficiary of the Confidential Information
and of the services to be performed by Agent on behalf of Beneficiary hereunder, Beneficiary
agrees to receive and o treat the Confidential Information on a confidential and restricted basis
and to undertake the following additional obligations with respect thereto:

()  Touse the Confidential Information only in connection with the Loans.
(i)  Not to duplicate, in whole or in part, any Confidential Information.

(i) Not to disclose Confidential Information to any entity, individual,
corporation, partnership, sole proprietorship, customer or client, without the prior express wriiten
consent of Agent.

(iv)  To return all Confidential Information to Agent upon request therefor and to
destroy any additional notes or records made from such Confidential Information.

(v)  Notto give testimony against Agent in any legal proceeding to which Agent
is a party, unless compelled to do so by competent legal authority.

d. The standard of care to be utilized by Beneficiary in the performance of its
obligations set forth herein shall be the standard of care utilized by Beneficiary in treating
Beneficiary's own information that it does not wish disclosed, except that Agent's underwriting
criteria and procedures shall be kept absolutely confidential and privileged regardiess of
whether such knowledge was previously known to Beneficiary or has been or is in the future
disclosed to Consultant by third parties.

e. The restrictions set forth in this Section 6 shall be binding upon Beneficiary, its
employees, agents, officers, directors and any others to whom any Confidential Information may
be disclosed as part of or in connection with the Loan transactions. Beneficiary shall be
responsible for any actions of its employees, agents, officers, directors or others to whom it has
provided such information with respect to such information.

f. The restrictions and obligations of this Section 6 shall survive any expiration,
termination or cancellation of this Agent Agreement and shall continue to bind Beneficiary, its
successors and assigns.

g. Beneficiary agrees and acknowledges that the rights conveyed in this Section 6
are of a unique and special nature and that Agent will not have an adequate remedy at law in
the event of failure of Beneficiary or anyone acting on Beneficiary's behalf or for whom
Beneficiary acted to abide by the terms and conditions set forth herein, nor will money damages
adequately compensate for such injury. It is, therefore, agreed between the parties that Agent,
in the event of a breach by Beneficlary of its agreements contained in this Section 6, shall have
the right, among other rights, to obtain an injunction or decree of specific performance to
restrain Beneficiary or anyone acting on Beneficiary’s behalf or for whom Beneficiary is acting
from continuing such breach, in addition to damages sustained as a result of such breach.
Nothing herein contained shall in any way limit or exclude any and alf other rights granted by
law or equity to either party.

7. GENERAL PROVISIONS

a. This Agreement is binding on the Parties and their agents, representatives,
successors, assigns, beneficiaries and trustees.

b. This Agreement shall be governed by, construed and enforced in accordance with
the laws of the State of Arizona. The Parties hereby submit to the jurisdiction of any Arizona
State or Federal Court sitting in the City of Phoenix in any action or proceeding arising out of or
relating to this Agreement. The Parties hereby waive the defense of an inconvenient forum.

c. The Parties hereby waive the right to a jury trial on any and all contested matters
arising from this Agreement. .

JRTIoRTGAGES DD
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d. This Agreement sets forth the entire agreement and understanding of the Parties,
and is to be read in consistency and accordance with the other Loan Documents.

e. This Agreement replaces and supersedes any and all prior agency agreements
between Beneficiary and Morigages Lid. including, but not limited to, the Supplemental
Collection Instructions and Agent Authorizations and the Beneficiary’s Supplemental Agreement
with Collection Agent (collectively, “Prior Agency Agreements”). As to all existing Loans, any
and all Prior Agency Agreements are hereby null and void, and the terms of this Agreement
govern the relationship of the Parties. ’

f. This Agreement may be amended, modified, superseded, canceled, renewed or
extended and the terms or covenants hereof may be waived only by a written instrument
executed by Agent and Beneficiary. Agent's failure, at any time, to require performance of any
provision of this Agreement shall in no manner affect the right of Agent or Beneficiary at a later
time to enforce the same. No waiver by Agent of the breach of any term or covenant contained
in this Agreement, whether by conduct or otherwise, in any one or more instances, shall be
deemed to be, or construed as, a further or continuing waiver by Agent of any such breach, or a
waiver of the breach of any other term or covenant contained in this Agreement.

g. If any term or other provision of this Agreement or any other Loan Document is
deciared invalid, illegal or incapable of being enforced by any rule of Jaw or public policy, all
other conditions and provisions of this Agreement shall nevertheless remain in full force and
effect.

h. This Agreement may be executed by the Parties in counterparts. The executed
signature pages may then be attached together constituting an original copy of the Agreement.
Copies of executed signature pages obtained via facsimile shall be effective and binding on the
Parties.

i If there is any arbitration or litigation by or among the parties to enforce or interpret
any provisions of this Agency Agreement or any rights arising hereunder, the unsuccessful party
in such arbitration or litigation, as determined by the arbitrator or the court, shall pay to the
successful party, as determined by the arbitrator or the court, all costs and expenses, including
without limitation attorneys' fees and costs, incurred by the successful party, such costs and
expenses to be determined by the arbitrator or court sitting without a jury.

This Agreement is effective on the date set forth on the first page.

BENEFICIARY:

Louis B. Murphey, an unmarried man

#

Louis B. Murphey \ ‘r

AGENT:
MORTGAGES LTD.

Seh conC2D

Wrde“o, Executive Vice President

e Ses Things Digfvonsly ™~ © 2004 Mortgages Lid.
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RECEIPT

The undersighed hereby acknowledges receipt of Copy Number 1469 of MORTGAGES
LTD., an Arizona corporation (the “Company”), Private Offering Memorandum and ali-exhibits thereto
(collectively the “Memorandum”) dated April 10, 2005, relating to the offer and sale of whole or partial
interests in loans secured by Arizona real estate and the services provided by the Company in
conhection therewith ("Direct Deed of Trust Investments®). ‘

The undersigried hereby agrees that:

(i) the Memorandum and other materials are CONFIDENTIAL and the property
of the Company;

(i) the Memorandum and othér mateérials have been delivered to the
undersigned solely for the purpose of considering an offer to sell the Direct
Deed of Trust Investments as set forth in Memorandum; and

(i) upon request by the Company for the retum of the Memorandum as well as
any and all copies thereof made or caused to be made by the undersigned,
the Memorandum shall be immediately returned to the Company.

DATED: €/4 '»"y/ s . \.-w:f%\km(q‘\w\ .

Offeree: Louis B. Murphy ,
VA re \‘\e"(

UPON RECEIPT OF THE MEMORANDUM PLEASE DATE THIS RECEIPT, SIGN IT AND RETURN
IT TO THE COMPANY AT 55. E. Thomas Road, Phoenix, Arizona 85012,

55 East Thomas Rd s Phoenix, AZ 85012
(602) 277-5626 « Fax (602) 264-9374

MLMO0454
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ACKNOWLEDGEMENT OF RECEIPT OF
_______ OPPORTUNITY PORTFOLIO™ MATRIX |
AND DIRECT DEED OF TRUST INVESTMENT PROGRAM SUMMARY LETTER

The undersigned hereby acknowledges that he/she/ it has received and reviewed the April
18, 2005 Opportunity Portfolio Matrix and Direct Deed of Trust Investment Program Summary Letter
(collectively the “"Program Summary") from Morigages Lid. (the “Company”) and further
acknowledges that the Program Summary supplements, and, to the extent it is inconsistent,
supercedes and amends the Private Offering Memorandum for the Company's Direct Deed of Trust
Investments (the "Memorandum"). Except as amended by the Program Summary, the terms and
conditions in the Memorandum shall remain in full force and effect and shall continue to be
applicable, in accordance with their terms, to my investment in the Company's Direct Deed of Trust
Investments.

DATED: 5] |< . \EJJ\% ,
77 Offeree: Louls B. Murphy \

e

UPON RECEIPT OF THE OPPORTUNITY PORTFOLIO™ MATRIX PLEASE DATE THIS RECEIPT,
SIGN IT AND RETURN IT TO THE COMPANY AT 55. E. Thomas Road, Phoenix, Arizona 85012.

NA

55 East Thomas Rd » Phoenix, AZ 85012
(602) 277-5626 « Fax (602) 264-9374

MLMO0455
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April 15,2008 -

Mr. Louis Murphey ﬂ 1 i i ‘{
P.O. Box 2499

Benson, AZ 85602
" RE: MUO06: Revolving Opportunity™ Program
‘Dear Mr. Louis Murphey:

According to our records, you cumrently have $6,000,000.00 invested in the
Revolving Opportunity™ program with a contract expiration date of September 20,
2008. Recently, Mortgages Ltd. made the business decision to dissolve the
Revolving Opportunity™ program.. We would like to encourage you to take
advantage of one of our other great products at this time, as we will not be renewing
existing contracts upon expiration.

As alternatives to the Revolving Opportunity™ product, Mortgages Ltd. Securities,
L.L.C. continues to offer individual Annual Opportunity® investments and balanced
income Opportunity Funds®. Please contact me at 602-443-3888 for additional
information regarding these products.

Please realize the terms of your existing Revolving Opportunity™ contract are not
transferable to our other programs, and Mortgages Ltd. is willing to make cértain
concessions to stabilize your yields as we phase out this program. Please review the
options on the following page concerning your existing contract and sign and retun
the attached acknowledgement.

Managing Director

The above hformation should not be considered as a formal offer. solicitation ar acceplance of the subscription. Such offer will
he made oniy by means of the Private Qffering Memorandum. and onlv to individuals who reet the investor suitability.
accreditation und sophistication requirentents.  The Issuer may. in lis absolule discretion, reject or accept any subscription for
Interests in whole or in part.

These investitents contain risks which an investor inusi evaluate, undersiand and be willing 1o bear. Prospeciive invesiors
should read the entire Private Offering Memorandum and consult ith appropriate professionals before deciding whether to
invest,

Securities offered through Mortgages Lid. Securities. LLC. member FINRA.
REVEXPR04102008.00(FLEX-050)

MLMO0490



@ MUO6: Revolving Opportunity™ Program

Your Revolving Opportunity™ contract will expire on September 20, 2008. Upon
expiration of the contract, prepaid interest will no longer be available and the terms of
the contract will no longer exist. Should you choose to take advantage of one of our
other products prior to that expiration, the following opportunities are available to
you:

O 1 am interested in -transferring my Revolving Opportunity™ investment
into Mortgages Ltd. Opportunity Fund MP17, L.L.C. with a current buy-in
rate of 11.75%. This investment also provides the additional opportunity
to compound monthly interest. I understand this terminates my Revolving
Opportunity™ contract on the effective date of the transfer.

O I am interested in converting my Revolving Opportunity™ investment to
an Annual Opportunity® investment. I understand that this option allows
me to receive full note: rate for the life of the loan, and that liquidity is
based upon payoff of the loan. Additionally, I understand this terminates
my Revolving Opportunity™ contract upon receipt of this form.

I acknowledge that I have read and understand the opportunities that are being offered
to me regarding the upcoming expiration of my Revolving Opportunity™ contract.

INVESTOR: Louis B. Murphey, an unmarried man

Louis B. Murphey Date

MU06

The above information should not he considered as a formal offer. solicitation or acceptance of the subscription. Such offer will
be made only by means of the Private Qffering Memoranduin, arel only to individuals who meel the investor suitability.
accreditation and sophistication requirements.  The Issuer may. in its absolute discretion, reject or accept any subscription for
Interests in whole or in part.

These investmenis contain risks which an investor must evaluate, understand and be willing 1o bear. Prospective investors
should read the entive Private Offering Memorandum and consult with appropriate praofessionals hefore deciding whether to
invest.

Securities gffered through Mortgages Ltd. Securities. LLC. member FINRA.

REVEXPR04102008.00(FLEX-050)

MLM0491
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®March 25, 2008

Mzr. Louis Murphey
- P.O.Box 2499
Benson, AZ 85602

Dear Mr. Murphey:

As part of our continuous effort to adhere to the highest standards of servicing and protecting
your investment, we have enclosed a newly revised Investor Subscription Agreement for each
of your accounts. .

" To protect your investment; we need the ability to act in your best interest by avoiding, to the

best of our ability, any interruption in the income stream, or loss of principal that would result
from inaction. For those loans that become at risk of not pm'formmg per the terms of the Toan
documents, we need the ability to act. As servicing agent we need your discretion to modlfy‘

loan-documents or enter into agreements with borrowers.

It is extremely important for you to give us the discretion to aet in your best interest o protect
your investment. Please authorize or grant discretion whergver asked as we truly believe this
is in your best interest.

I encourage you to sign and retumn the revised Investor Subscnpﬁ@n Agreement(s) by April
2™, For your convenience, and to expedite the retumn, a pre-paid retumn meiepa is am:losed

Please call me if you have any questions.

Scﬂtt M\ Coles
President / CEO

RGF 1 MUOS
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'PRIVATE OFFERING MEMORANDUM

July 10, 2006

PASS-THROUGH LOAN PARTICIPATIONS
o IN LOANS o
ORIGINATED OR ACQUIRED BY MORTGAGES LTD.

There is being offered Pass-Through Loan
Participations ~ (“Participations™). Each
Participation will constitute a fractional
undivided interest in a loan (“Loan”) to a person,
corporation,  limited  liability = company,
partnership, or other entity (“Borrower™) secured
by a deed of trust or morigage on residential,
commercial, or industrial real estate.
Substantially all the Loans will be secured by
real estate located in Arizona. Each Loan will
be originated or acquired by Mortgages Ltd., an
Arizona corporation that is a licensed mortgage
banker (the “Company™).

This Memorandum covers Participations relating

sponsored by the Company, including the
Capital Opportunity Loan Program, the Annual
Opportunity Lean Program, the Opportunity
Plus Loan Program, the Revolving Opportunity
Loan Program, and the Performance Plus Loan
Program. Each Program is designed to provide
investors with a favorable rate of return through
the purchase of Participations.

The offering of Participations (the “Offering”) is
being made only to “accredited investors” as’
defined in Regulation D under the Securities Act
of 1933, as amended (the “Securities Act™). The
Offering will continue until terminated by the
Company.

. to various investment programs (“Programs™)

AN INVESTMENT IN THESE SECURITIES IS HIGHLY SPECULATIVE AND INVOLVES SUBSTANTIAL RISKS.
SEE “RISK FACTORS,” BEGINNING ON PAGE 9.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED OR RECOMMENDED BY THE
SECURITIES AND EXCHANGE COMMISSION OR ANY OTHER REGULATORY AUTHORITY NOR HAS THE
SECURITIES AND EXCHANGE COMMISSION NOR ANY OTHER REGULATORY AUTHORITY PASSED UPON OR
ENDORSED THE MERITS OF THIS OFFERING OR THE ADEQUACY OR ACCURACY OF THIS PRIVATE
OFFERING MEMORANDUM. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. )

THESE SECURITIES ARE BEING OFFERED WITHOUT REGISTRATION UNDER THE SECURITIES ACT OF 1933,

- AS AMENDED, AND THE RULES AND REGULATIONS PROMULGATED THEREUNDER, OR THE SECURITIES

LAWS OF ANY STATE AND ARE BEING OFFERED AND SOLD IN RELIANCE UPON EXEMPTION FROM
REGISTRATION UNDER THE SECURITIES ACT IN ACCORDANCE WITH THE PROVISIONS OF SECTION 42)
AND RULE 506 OF REGULATION D PROMULGATED THEREUNDER BY THE SECURITIES AND EXCHANGE
COMMISSION, AND STATE SECURITIES LAWS, THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON
TRANSFERABILITY AND RESALE AND MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED
UNDER THE SECURITIES ACT AND APPLICABLE STATE SECURITIES LAWS, PURSUANT TO REGISTRATION,
OR EXEMPTION THEREFROM.

The Participations will be offered through Mortgages Ltd. Securities, L.L.C. ("MLS"), an affiliate of the Company, on a best
efforts basis, Participation holders will not be required to pay MLS a securities commission, - The Company will pay any costs of
the Offering, including legal, accounting, and printing fees and expenses, that exceed $30,000. .



THE PARTICIPATIONS ARE BEING OFFERED AND SOLD IN RELIANCE ON AN EXEMPTION
FROM THE REGISTRATION REQUIREMENTS OF THE SECURITIES ACT OF 1933 AND STATE
SECURITIES LAWS. THE COMPANY RESERVES THE RIGHT, IN ITS SOLE AND ABSOLUTE
DISCRETION, TO REJECT ANY SUBSCRIPTION. : :

PROSPECTIVE INVESTORS SHOULDP NOT CONSTRUE THE CONTENTS OF THIS MEMORANDUM
OR ANY PRIOR OR SUBSEQUENT COMMUNICATIONS FROM THE COMPANY OR THE
MANAGER, OR ANY OF THEIR OFFICERS, EMPLOYEES, OR REPRESENTATIVES AS LEGAL OR
TAX ADVICE OR AS INFORMATION NECESSARILY APPLICABLE TO A PROSPECTIVE
INVESTOR’S INDIVIDUAL FINANCIAL SITUATION. EACH INVESTOR SHOULD CONSULT THE
INVESTOR’S OWN FINANCIAL ADVISOR, COUNSEL, AND ACCOUNTANT AS TO TAX AND
RELATED MATTERS CONCERNING THE INVESTOR’S INVESTMENT. '

NO DEALER, SALESMAN, OR OTHER PERSON IS AUTHORIZED TO GIVE ANY INFORMATION OR
MAKE ANY REPRESENTATION IN CONNECTION WITH THE OFFERING OTHER THAN AS SET
FORTH IN THIS MEMORANDUM, AND IF GIVEN OR MADE, SUCH INFORMATION OR
REPRESENTATION MUST NOT BE RELIED UPON AS BEING AUTHORIZED. THIS
MEMORANDUM DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION
IN WHICH SUCH OFFER OR SOLICITATION IS NOT AUTHORIZED, OR IN WHICH THE PERSON
MAKING SUCH AN OFFER IS NOT QUALIFIED TO DO SO, OR TO ANY PERSON TO WHOM SUCH
OFFER WOULD BE UNLAWFUL. . :

TABLE OF CONTENTS PAGE
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WHO MAY INVEST

Investor Suitability Requirements,

. An investment in Participations involves a high
: degree of risk and is suitable only for persons of

- substantial financial means that have no need for -

liquidity in their investments. Participations will
be sold only to investors that. (1) purchase at
least the minimum amount of Participations
required by the applicable Program, subject to
certain exceptions .in . the discretion of the
Company, and (2) represent in writing that they
meet - the investor suitability requirements

established by the Company and requxred under

federal or state law

The written representations you make will be
reviewed to determine your suitability. The
Company may, -in its sole -and. absolute
discretion, refuse an- offer  to . purchase
Participations in whole or.in part if it believes
that an investor does not meet the applicable
investor - suitability .. requirements or
Participations . are otherwise an - unsuitable
investment for the investor, or for any other
Teason.

You must represent in wﬁﬁng that you meet,
among others, all of the following requirements:

e. 'you have read and fully.understand this
Memorandum and are basing your decision
to invest on the information contained in this
Memorandum,

® you have relied only on the information
contained in this Memorandum and have not
relied on any representations made by any

- other person;

* youare an “accredited investor” as’ defined’ - -
in Rule 501(a) of Regula'tlon D-under the -~

Securities Act. An accrechted investor is an
investor ‘that mieets any ‘of the following
tests:

» any natural person who has (i) an
individual net worth, or joint net worth
with his or her spouse, of more than

$1,000,000; or (ii) individual income in

excess of $200,000, or joint income with
his or her spouse in-excess of $300,000,

- -in each of the two most recent. years and
- has a reasonable expectation of reaching

the same  income level in the current

e year;

any ~ corporation,  Massachusetts - or
similar business trust, partnership, or

" organization described ‘in  Section
-501(c)(3) of the Infernal Revenue Code,

not formed for the speciﬁc purpose_ of

“acquiring Participations, - with total-

assets over $5 000 000

any trust, w1th totai assets over
$5,000,000, not formed for the specific
purpose of acquii-ing'Partieipatibns and
whose purchase is directed by a person

‘who has such knowledge arid éxperience

in financial and business matters that he
or she is capable of evaluatmg the merits

“and " risks ' of “-an'. -investment ' in
" Participations as' described - in Rule

506(b)(2)(11) under the Securities Act;

1 any broker—dealer reglstered under

Sectiori' 15 of the Securities. Exchange
Act of 1934 as amended .

any mvestment company reglstered
under the Investment Company Act of
1940 - or -a :‘businéss  development

-company {as defined in Section: 2(a)(48)

of the’ Investment Company ‘Act’ of
1940); -

- > 'any small business: investment company
- licensed - by " the* Small: - Business
- U Administration. under Section 301(c) or

{d) or the: Smail Busmess Investment

.. Attof1958;

any employee benefit plan within the
meaning of ERISA, if the investment
decision is made by a plan fiduciary (as
defined. in Section 3(21} of ERISA),




BT A S g 3 T S e S
T SR e e T Ty

which is either a bank, savings and loan
association, insurance company, oOF
registered investment advisor, or if such
employee benefit plan has total assets
over $5,000,000 or, if a self-directed
plan, with investment decisions made
solely by persons who are accredited
investors;

» any private business development
company (as defined in Section
202(a)(22) of the Investment Advisers
Act of 1940); .

> any bank as defined in Section 3(a)(2) of
the Securities Act, any savings and loan
association or other institution as
defined in Section 3(a}(5)XA) of the
Securities Act whether acting in its
individual or fiduciary capacity, or any
insurance company as defined in Section
2(13) of the Securities Act;

> any plan established and maintained by ‘

a state, its political subdivisions, or any

_ agency or instrumentality of a state or its
political subdivisions, for the benefit of
its employees, if such plan has total
assets of more than $5,000,000;

» any executive officer of the Company;
- Or

» any entity in which all of the equity

_owners are accredited investors.

For purposes of calculating your net worth, “net
worth” is defined as the difference between total
assets and total liabilities, including home, home
furnishings, and personal automobiles. In the
case of fiduciary accounts, the net worth and
income suitability requirements must be satisfied
by the beneficiary of the account, or by the

fiduciary, if the fiduciary directly or indirectly

provides

funds for the purchase of

Participations.

you are acquiring Participations for your,
own account and for investment purposes
only and have no present intention,
agreement, ~or arrangement for the
distribution, transfer, assignment, resale, or

. subdivision of Participations;

you have such knowledge and experience in
financial and business matters that you are
capable of evaluating the merits and risks of
investing in Participations and have the
ability to protect.your own interests in
connection with such investment or are
utilizing the services of a “purchaser
representative” that has such knowledge and
experience; T o

you understand that -an investment in
Participations is highly speculative and
involves substantial risks, and you are fuily
cognizant of and understand all of the risks
relating to an investment in Participations,
including those risks discussed under “Risk
Factors;” o

your overall commitment to investments that
are not readily marketable is  not

- disproportionate to your individual - net

worth, and your investment in Participations
will not cause such overall commitment to
hecome excessive; ST

you have adequate means of providing for
your financial requirements, both current

- and anticipated, and have no need for

liquidity in this investment; and

you can bear and are willing to accept the
economic risk of losing your entire
~ investment in the Participations you are
purchasing. ‘




SUMMARY -

The following summary is qualified in its entirety by the more detailed information appearing
elsewhere in this Memorandum. You and your attorneys, accountants, or business advisors should
thoroughly review this entire Memorandum prior to making a declsmn to invest in Participations.

_Securities Offered.

There is being offered (the “Offering”) Pass-
Through Loan Participations (“Participations”)
in loans (“Loans™) originated or acquired by
Mortgages Ltd., an Arizona corporation (the
“Company™). The Offering will contmue untit
terminated by the Company.

The Company is an Arizona corporation that is an
Arizona licensed mortgage banker. Scott M.

-Coles is the Chairman _and~ Chief Executive

Officer of the Company.

The Participations will . be offered through
Mortgages. Ltd. Securities; L.L.C. (“MLS™), an
affiliate of the Company that is a member of the
National Association of Securities Dealers
("NASD™), on a best efforts basis. The
Participation holders will not be required to pay
MLS a securities commission. The Company,
however, will pay MLS a placement fee, and the
Company and MLS will share certain expenses
under an expense sharing agreement.

The principal offices of the Company and MLS
are located at 55 East Thomas Road, Phoenix,
Arizona 85012; telephone (602) 277-5626 and
facsimile (602) 264-9374.

Investment Programs Sponsored by the
Company.

In addition to serving as the Manager of a number
of limited liability companies that acquire interests
in Loans, the Company currently sponsors the
following investment programs (“Programs”):

¢ Annual Opportunity™ Loan Program —

. minimum investment $100,000; . .

. Capltal Opportunity® Loan Program —
minimum investment $50,000;

¢ Opportunity Plus® Loan Program —
minimum investment $100,000;

¢ Revolving Opportunity™ Loan Program —
minimum investment $500,000; and

. Perfonnance Plus® Loan Program —
nnmmum investment $500,000.

Each Program is designed. fo pro,vide investors
with a favorable rate of return through the
purchase of Participations in Loans See
“Description of the Programs.”

Description of the Participau‘ons.

Each Paxticipétion v&i]l_ constitute a fractional

undivided interest in a Loan originated or

purchased by the Company. Although, there are
certain differences in the Programs, interest and
principal on the Loans generally are passed
through to Paticipation holders as follows:

s Interest on the Loans generally will be passed
through monthly to Participation holders,
commencing in the month following their
issuance, at a pass-through interest rate equal
to the Loan interest rate less the compensation
payable to the Company from payments on
the Loan.

*  Principal payments on the Loans generally

- will be passed through to Participation holders
promptly following receipt by the Company
unless reinvested in additional Pamapatlons

Smtablhty of Investors.

The purchase of Participations is suitable only for
investors of substantial means that have no nesd
for liquidity in their investments. Participations
will be sold onty 1o accredited investors as defined
in Regulation D under the Securities Act of 1933.

Method of Subscnpuon

Each pemon or entity desmng to purchase
Participations must execute and deliver the
following to the Company:

e a New Investor Subscription Agreement
" substantially in the form of Exhzblt B to this
Memorandum;
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e a Purchaser Representative Questionnaire, if

applicable substantially in the form of
. Exhibit C to this Memorandum;

e a check or wire transfer payable to
“Mortgages Litd.” in an amount equal to the
purchase price of the Participations the
investor desires to purchase in at least the
required initial minimum amount ($50,000

_ in the case of the Capital Opportunity Loan
Program, $100,000 in the case of the Amnual
Opportunity Loan Program and the

. Opportunity Plus Loan Program, and
$500,000 in the case of the Revolving
Opportunity Loan Program and the
Performance Plus Loan Program). After
making the initial required investment, a
Participation holder may be able to purchase
additiona] Participations in accordance with
the particular Program; and

s a Revolving Opportunity Loan Program
Agreement, if applicable, substantially in the
form of Exhibit E to this Memorandum.

Except in the case of the Revolving Opportunity
Loan Program, the New Investor Subscription
Agreement authorizes MLS, as the investor’s
agent, to accept the Participation holder’s oral
instructions (1) to purchase Participations in
specific Loans meeting the parameters set forth
in this Memorandum and (2) to apply payoff
proceeds of Participations to purchase
Participations in other Loans meeting the
parameters described in this Memorandum or to
forward the cash proceeds thereof to the
Participation holder. ~ The New Investor
Subscription ~ Agreement also  authorizes
Mortgages Lid. fo execute the .Agency
Agreement on behalf of .the Participation
holders.

The Loans.

‘The Loans will be made to various persons,
corporations, limited  liability —companies,
partnerships, and other entities (“Borrowers™). .

Interest Rates on the Loans.

Each Loan will bear interest at a rate determined
at the time the Company makes or acquires the
Loan. Interest payments will be due at such

time or times as the Company determines,
generally monthly.

Some of the Loans will bear fixed interest rates
throughout their term. Other Loans will bear
variable or adjustable interest rates under which
the interest rate will be based on the prime or
other benchmark rate published by a designated
institutional lender or organization and will be
periodically adjusted as such prime or other
benchmark rate is adjusted, typicatly subject to a
minimum interest rate. o o

Principal Payments on the Loans.

Some of the Loans will be “interest only” loans
while other Loans will be “amortizing” Loans.
An interest only Loan has no principal repayment
requirements during its term with a balloon of the

full principal obligation due upon the Loan’s

maturity. An amortizing Loan may either have
periodic principal payments, such that the
principal is repaid in full by such. periodic
reductions by the Loan’s meturity date, or the
periodic principal reductions that result in a
partially reduced principal amount by maturity,
requiring a “balloon” payment of less than the
original principal amount, such as.in the case of a
loan with principal payments based on a 20-year

amortization but only a three-year term.

Secarity for the Loans.

Each Loan will be secured by a deed of trust or
mortgage on residential, commercial, or mdustrial
real estate. The deed of trust or mortgage may be

subordinate or subject to one or more existing .

liens or encumbrances on the real estate.. The
Company generally will nof require an appraisal

of the real estate certified by an independent

appraiser.

In certain cases, the only collateral securing the
Loan will be the real estate or other property
underlying the Loan. In other cases, the Loan will
be secured by personal or corporate guarantees
or may be secured by one or more items of real
or personal property in addition to the property
constituting the primary security for the Loan:
Nevertheless, the primary security for a Loan in
most cases will be the property underlying the
Loan. The ability of the Borrower to pay the
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outstanding balance of a Loan (particuladly a
non-amortizing Loan) upon maturity will depend
primarily upon the Borrower’s ability to obtain
sufficient funds by the refinancing, sale, or other
disposition of the underlying property. -

Terms of the Loans.

The length of maturity of the Loans generally will
+ range between one and three years although
certain Loans may have shorter or longer
maturities.

Principal Amount of Loans; Loan Advances.

Other than the funding in connection with certain
specialized loan programs, each Loan will be in a
principal amount equal to the funds advanced at
the. ime the Loan is originated, including any
interest reserve; any amounts. advanced for costs
incurred . in comnection with the acquisition,

financing, or refinancing of the underlying

property; and title insurance fees, escrow fees,

casualty insurance premiums, and .other such.

items. Except for specialized loan programs, such
as delayed funding construction loans and certain
revolving loan plans, in which funds may be
drawn upon in periodic amounts, the entire
principal amount will be funded at the closing of
the Loan and will earn interest at the agreed upon
rate from such date. Although construction loans

may be made, the Company will fund a draw to-

a Botrower under such a Loan for payment to a
confractor or subcontractor -only after the
Company has a lien waiver executed by. the
Borrower, general contractor, or subcontractor,
as appropriate, and the Company or its agent has
authorized the release of the funds.

In addition, the Borrower may prepay a Loan in
whole or in part, at any time, subject to whatever
prepayment penalties the Company may negotiate.

In connection with the sale of the property that
secures a Loan, the Company may consent to the
sale subject to the Loan or may make a new Loan
to the purchaser of the property. In other cases, a
Loan may require payment upon sale of all or a

portion of the property. The Company may

qualify its “due on sale” clause by providing
release provisions, so that a portion of the
collateral may be released from the related deed of

trust or mortgage by payment of an agreed upon,
prncipal portion of a Loan. In determining
whether to allow partial releases to a Borrower on
a particular Loan, the Company generally- will
allow such releases upon payment of a sum equal
to 130% or more of the pro-rata portion of the
principal amount of the Loan secured by the
released property although the release price may"
be a lesser pro-rata portton in oertmn mstances

Title Insurance on the Loans.

The Company requires title insurance for all
newly originated Loans in accordance with
industry  standards, Title  insurance
endorsements are obtained to insure against title:
risks when appropriate. In most cases, the
Company requires an insured first lien position’
for the subject property. A second lien- posmon
is permitted in certam cncumstances

Hazard Insurance on the Loans.

Each Borrower will be. obligate& :to mamtam

hazard insurance for a Loan secured by improved:

property, insuring the underlying property against:
risk of loss or damage by fire or other hazards in

an amount not less than the full insurable

replacement value of the property, exclusive of .

land and other items normally excluded under a
standard hazard insurance policy. No earthquake,
flood, or other insurance will be maintained on the

property unless such insurance is available and is
required by applicable laws and regulations. Any:

hazard losses not covered by standard hazard
insurance will not be insured and, therefore, will

be bome directly by the Borrower and may result

in default or dehnquency under the Loan.
Resale of Defaulted Loans.
The Company typically sells for its unpaid

principal amount any Loan that is in default in the
payment of principal or interest. As a result,

except with respect to the Performance Plus Loan

Program, the Participation holders generally wiil
not have the opportunity to receive interest at a
default interest rate, which typically is a rate of
27% per annum, or to make a profit as a result of a
sale of the underlying property at a foreclosure
sale. While such sales are intended to protect the
Participation holders’ capital, there is no assurance




that any sale of a defauited Loan can be made ata
price equal to the unpaid principal amount.

Agency Agreement.

The Company and each Participation holder will
be a party to an Agency Agreement, substantially
in the form of Exhibit A o this Memorandum,
that provides for the Company to administer
Loans on behalf of the Participation holders. The
Company will act as the agent for the Participation
holders under the Agency Agreement, as the
beneficiary under the deeds of trust on the
underlying properties, and will have certain
powers and duties including administering the
Loans on behalf of the Participation holders.

Compensation of the Company.

The Company will receive certain compensation
for services rendered regardiess of the retums to
the Participation holders. See “Compensation to
the Company and its Affiliates” and “Conflicts of
Interests.” The compensation to be received by
the Company has been determined by the
Company without arms’-length negotiations.

e a payment by a Borrower, generally 1.0% of
the requested Loan amount, to compensate the
Company for a portion of its underwriting
expenses (the “Loan Commitment Fee”),
which is credited to the Borrower in the event
the Loan is originated; L .

e a nonrefundable fee from the: Borrower 1o
compensate the Company for a portion of its

costs to conduct a physical inspection of the

property to secure- the Loan (the “Property
. Inspection Fee”) in an amount that varies with
the location of the property;

e origination points-on each Loan i which the

Participation holders acquire an interest,

generally ranging between 3.0% to 6.5% of
the principal amount of the Lcan
(“Origination Points™); ' :

e a portion of the interest payments on each
Loan in which the Participation holders
acquire an inferest in an amount determined
by the Company, in its sole discretion, on a

. Loan-by-Loan basis at the time of the

origination or making of the Loan based upon

- a percentage of the interest rate charged to the
Borower, but generally between 1% and 2%
(the “nterest Rate Spread”); ‘

s a servicing fee, payable by the Bomower, for
servicing each Loan relating to the
Participations, typically ranging from $10.00
up to $50.00 per month (“Servicing Fee”);

e for all Programs except the Performance Plus
Loan Program,-the difference between the:
stated interest rate on a Loan and the interest -

rate provided for in the event of a default on

the Loan, which is currently 27% (the

«Default Interest Spread”); ;

o any prepayment penaity for the carly pay,ment‘.'- :
of any Loan in which the Participation bolders’

acquire: an interest (“Prepayment Penalty™); -

and

‘e a late charge on any Loan in which the
Participation holders acquire an interest

* (“Late Charge”);

Conflicts of Interest.

The Comp'ﬁny will be subject to various conflicts:

of interest. See “Conflicts of Interest.”

Risk Factors.

An investment in Participations is speculativé
and involves a high degree of risk. See *“Risk
Factors.” : : S




RISK FACTORS

The purchase of Participations is speculative and involves a high degree of risk. In addition to. the
general investment risks described throughout this Memorandum, investors should carefully consider the risk.
factors set forth below. Nevertheless, investors should realize, however, that factors other than those set forth.
below may ultimately affect their mvestment in Part1c1pat10ns

Income Tax R:sks
Cn'cuiar 230 Notice.

The following was not intended or written to be
used, and it cannot be used, for the purpose of
avoiding U.S. federal, state, or local. fax
penalties that may be. imposed on an holder:
This Memorandum was written to support the
promotion or. marketing of the transaction or
matter addressed in this Memorandum. * The
holder should seek advice based on the holder’s

particular circumstances from an independent

tax adv1ser
General.

The following is a brief summary of what the.
Company believes are.the most significant
federal income tax risks involved in an
investment in Participations. An unfavorable
outcome with respect to any tax risk factor may
have an adverse effect on an investment.

The tax _cons:deranons mvolved in an
investment in Participations that should be
significant to holders are discussed under
“Federal Income Tax Consequences.” Those
considerations involve additional tax risks not
discussed below. Each prospective investor is
urged to review that material and to discuss with
the investor’s own tax advisors the tax
consequences to the investor of an investment in
Partlcxpatmns

Tax Llablhtles in Excess of Cash Payments

Generally, each holder will be requlred to pay
federal and. state income taxes at the holder’s
individual rate om  his income from
Participations: In some. situations, the cash
payments, if any, received by a holder may be
less than the tax attributable to the holder’s
Participations. - Such a situation.can occur, for

example, if the original issue or market discount
rules require the holder to report interest income
with respect to a Loan in a fiscal year when such
interest is not received.

Limitation on Dedu'ctions.

In the case of a noncorporate holder, servicer.

fees (to the extent not otherwise disallowed, e.g.,

because they exceed reasonable compensation)

will be -deductible in computing the holder’s

regular tax liability only to the extent that the .
fees, when added to other miscellaneous

itemized deductions, exceed 2% of adjusted

gross income-and may not be deductible to any
extent in computing the holder’s . alternative

minimum tax liability. In addition, the amount

of itemized deductions otherwise allowable for

the taxable year for an individual whose adjusted

gross income exceeds an applicable amount will

be reduced.

The deductibility of interest incurred to carmry
investments is limited to the holder’s net.

investment income. With respect to any Loan
that is considered to be “held for investment,”
the investment -interest rules - should be
applicable. Qualified dividend income subject
to the 15% maximum tax rate wiil not constitute
investment income for this purpose for tax years
beginning on or before December 31, 2010,
except if the taxpayer so elects. Net capital gain
atiributable to the disposition of property held
for- investment is excluded from investment
income - for purposes of computing the
investment. income limitation; however, a
taxpayer may elect to include the net capital gain
in investment . income if the taxpayer also
reduces his net capital gain by the same amount.

Investment by Tax-Exempt Entities.

A tax-exerﬁ_pt holder of Parﬁeipatione, iﬁcluﬂjng_
IRAs, Keogh Plans, and other qualified




retirement plans, may have unrelated business: °

taxable income if the Participations are debt-

financed and the income from the. Participations -
plus any other unrelated trade or business .

income exceeds $1,000 in any year.

If a holder is investing through a pension or
profit-sharing trust, the holder needs to consider
the ERISA Regulations.

In considering an investment in Participations
with a portion of the assets of a qualified
pension, profit-sharing, or other retirement trust,
a fiduciary, taking into account the facts and
circumstances of such trust, should consider
among other things: (1) the definition of “plan
assets” under the Employee Retirement Income
Security Act of 1974 (“ERISA”) and the labor
regulations regarding the definition of  “plan
assets™; (2) whether the investment satisfies the
diversification requirements of Section 404(a) of
‘ERISA; and (3) whether the investment is
prudent, considering the nature of an investment
in Participations. The fiduciary shouid- also
consider the fact that there is not expected to be
a market created in which to sell or otherwise
dispose of the Participation. See “ERISA
Aspects of the Offering.” :

Tnvestments in Participations by qualified plans
are subject to Department of Labor Regulations.

If a holder is investing through a Qualified Plan,
the holder should be aware that, under certain
circumstances, the United States Department of
Labor or others could contend that the Company
will be treated as a fiduciary under provisions of
the Employee Retirement Income Security Act
of 1974 (“ERISA”). The Department of Labor
has adopted regulations pursuant to ERISA
concerning the definitions of plan assets and
concerning the fiduciary obligations of Qualified
Plan trustees. Although there ‘are exemptions
from the application of suchi regulations, in the
event the exemptions do pot apply to-a holder,
the holder’s investment could result in various
ERISA violations and in penalties being levied
against the Qualified Plan fiduciaries, and/or
suits being brought by Qualified Plan
participants or by the Department of Labor
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against the Qualified Plan or its fiduciaries. See
“ERISA Aspects of the Offering.”

Investment Risks:

-Investors should understand the risks of

relying on the Company.

Tnvestors will have the choice of selecting the
Toans with respect to which they acquire
Participations (except in the Revolving
Opportunity Loan Program) .or to give the
Company the right to select Loans on their behalf.
Investors relying on the Company for Loan
selection must be willing to bear the risk that they
will not know the security for or the terms of the
Loans with rtespect to which they hold
Participations until after the investment has been
made. . S

All investors will rely on the Company for various
activities, incliding servicing the Loans and
operating, holding, and disposing of any
properties acquired upon default and foreclosure
of Loans. Accordingly, no investor that
authorizes the Company to make such decisions
should purchase - Participations unless such
investor is willing to entrust all activities selating
fo Loans to the Company. The -Company’s
inability to originate or acquire suitable. Loans.on
behalf of such Participation holders may result in
a reduction in the rate of retusn to the Participation
holders. See “The Company.” L

The Company will compete with other entities
for Loans. A B

The Company will compete for lending

opportunities with many others engaged in real
estate financing that have similar objectives,
including banks, insurance companies, savings
and loan associations, mortgage bankers,
pension - funds, real " estate :investment. trusts,
investment bankers, and other lenders., The
competitors may also include Affiliates of the
Company. Some of those competitors have
greater marketing, financial, and other resources
than thé Company and may have longer and
stronger ‘relationships than the Company with
potential borrowers. - Such competition may
impede the Company’s -ability to acquire




interests in favorable Loans. Moreover, an
increase in the availability of funds for lending
may increase competition for Loans and reduce
the yields available therefrom.

The risk of Loans will increase with any
increases in their loan-te-value ratios.

The risk of a Loan will increase with any increase
in the ratio of the amount of the Loan to the value,
of the property securing such Loan because the
property will possess less protective equity in the
event of a default by the Borrower. The Company
will make an assessment of the loan-to-value ratio
prior to making or acquiring a Loan. In making
its assessment of the value of the property to
secure a Loan, the Company will review any
available appraisals of the property by qualified
appraisers, the purchase price of the property,
recent sales of comparable properties, and a wide

- variety of other factors. The Company generally

will not retain an independent third party to
conduct a formal appraisal, but will rely on its
own assessment of the value of a property. It
should be noted that appraisals are estimates of
value and not a measure of tue worth or
realizable value, The Company is not a real estate
appraiser, ‘however, and the absence of an

independent appraisal removes an independent

estimate of value. There can be no assurance that
the Company’s estimated values will be
comparable or bear any relation to the actual
market value of a property or the amount that
could be realized upon the refinancing, sale, or
other disposition of a property. As a result, the
amount realized in connection with the
refinancing, sale, or other disposition of the
property in the ordinary course of business or at or
following a foreclosure sale may not equal the
then outstanding balance of the related Loan.

There may not be adequate security for certam ,

Loans.

Certain Loans may be made on a nonrecourse
bagis. . In such a case, the Participation holder will
be required to rely for security solely on the value
of the underlying property and will not have any
right to make any claims for repayment personally
against the Borrower.. Other Loans may be full
recourse loans, may be secured by personal or
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corporate guaranfees, or may be secured by one or
more items of real or personal property in addition.
to the property constituting the primary security
for the Loan. Nevertheiess, the property
underlymg the Loan in most cases will be the
primary source for repayment of the Loan upon
maturity or in the event of a default. The ability.
of the Borrower to pay the outstanding balance of
a Loan (particularly a non-amortizing Loan) at
maturity will . depend primarily upon the
Borrower’s ability to obtain sufficient funds by,
the refinancing, sale, or other dlsposmon of the

underlymg property.

If the property underlying a Loan is acquired
following a foreclosure, there can be no assurance
that the amount realized in connection with the
sale of the property in the ordinary course of
business or at a foreclosure sale will equal the
Company’s assessment of the value of the
property or the then outstanding principal amount
of the Loan. '

Balloon payment Loans entail greater risks
than amortizing Loans.

The ability of a Borrower to repay the outstanding
principal amount of a Loan that does not provide
for the payment of all or any part of its principal
prior to maturity will depend primarily upon the
Borrower’s ability to obtain, by refinancing, sale,
or other disposition of the underlying property or
otherwise, sufficient funds to pay the outstanding
principal balance of the Loan at a time when such -
funds may be difficult to obtain, with the result
that the Borrower may default on its obligation to
repay the amount of the Loan in accordance with
its terms. In addition, a substantial reduction in
the value of the property securing a Loan could
precipitate or otherwise result in the Borrower’s
default. Any such default could result in a loss to
the Participation bolder of all or part of the
principal or interest on such Loan.

Developmeﬂt and construction Loans involve

- greater risk than conventional Loans.

Any development and interim construction Loans
in which Participation holders acquire an interest
may entail greater risks than conventional Loans.
Such a Loan will be subject to substantial risk




because the ability of the Borrower {0 complete or
dispose of the project being developed or
constructed on the underlying property, and the
repayment of the Loan may be affected by various
factors described below relating to the risks of real
estate, including adverse changes in general
economic conditions, changes in interest rates, the
availability of permanent mortgage funds, and
local conditions, such ‘as excessive building
resulting in an excess supply of real estate, a
decrease in employment reducing the demand for
feal estate'in the area, and the Borrower’s ability
to control costs and to conform to plans,
specifications, and time schedules, which will
depend upon the Borrower’s management and
financial capabilities and which may also be
affected by strikes, adverse weather, and other

conditions beyond the Borfower’s control. Such

contingencies and adverse factors could deplete
the Borrower’s funds and working capital and
could result in substantial deficiencies precluding
compliance with  specified conditions  of
commitments for permanent morigage funds
relied on as a primary source of repayment of the
Loan.

Yoans on leasehold interests are subject to the
termination of the ground lease.

Although, the Company does not typically
originate or acquire Loans secured by liens on
leasehold interest in properties, a default under
such a Loan gives the Bomower the right to
develop or use the underlying property under a
ground lease gives the owner of the property the
right to terminate the ground lease.  Any
termination of a ground lease on the property
underlying a Loan geperally would leave the
Participation holder as an unsecured creditor of
the Borrower. The risk is increased if the
“landlord under the leasehold loan does not agree
to give the Company notice of any default in the
ground lease and afford the Cotnpany, on behalf
of the Participation holders, the right to cure on
behalf of the Borrower any default under the
ground lease. B

Uninsured losses may adversely affect the
properties underlying the Loans.

Although the Company will require Borrowers
to carry comprehensive insurance, including
Jiability, fire, and extended coverage for the
properties underlying the Loans, there are
certain types of losses, such as earthquakes,

floods, wars, Or  terrorism, “that are either

uhinsurable or mnot economically insurable.
Inflation, changes in building codes and
ordinances, environmerital considerations, and
other factors also may make it unfeasible to use
insurance proceeds to Teplace a property if

damaged or destroyed.

partial releases will reduce the security for
Loans. -

The Company generally allows partial releases
of portions of a property underlying a Loan upon
prepayment of a sum equal to a at least 130% of
tie pro rata portion of the principal amount of
the Loan. By allowing partial releases, thereis a
risk that over time the remaining collateral
securing the Loan may not be as valuable as the
remaining unpaid balance of the Loan.

Junior Loans entail greater risks of default
than senior Loans. : ‘

Although not typically originated or made by the
Company, a junior mortgage Loan generally

entails ‘greater risks than a senior mortgage Loan
on the same property. In the event of default
ander a senior Loan, the holder of a junior: Loan
may be forced to cure the default on the senior
Loan in order to prevent the sale of the underlying
propesty or to discharge the senior Loan entirely
by paying the extire amount of principal and
inferest then outstanding in the event of the
acceleration of the senior Loan. There can be no
assurance that the Participation holder will have
sufficient funds to pay amounts owing on the
related senior Loan to prevent -default, to
discharge the senior Loan entirely, or to dispose of
the Loan without incurring a significant loss.” If
the Company, on behalf of a Participation holder,
decides to cure a defanlt under a senior mortgage
Loan or purchases an underlying property at a
foreclosure or trustee’s sale, the Participation




holders will be subject fo the risks of ownership of
real property.

Joint venture Loans entail special risks.

Entering into joint ventures, general partnerships,
and loan participations with third parties for the
purpose of acquiring interests in Loans entails
special risks, although such joint venture Loans
are rarely originated or made by the Company.
Joint ventures, general partnerships, and loan
participations involve the potential risk of impasse
on decision making in situations in which no
single party fully controls the Loan with the result
that neither the Company, on behalf of
Participation holders, nor any other party will be
able to exercise full authority with respect to the
protection of the investment in the Loan. In
addition, although the Company or another party
to the transaction often will have the right to
purchase the interest of any other party in the
Loan, the party seeking to acquire the interest of
another party may not have sufficient fimds to do
$0. There also is a risk that a Participation holder
will become a tenant in common with joint
venture partners following a foreclosure and that

disagreements may arise regardmg the disposition

of the property

There will be a lack of geographlc dwersnty 01'
the propert;es underlymg the Loans.

It is antzclpated that an overwhelnung majority
of the Loans will be secured by properties
located in the state of Arizona. Any downtumn in
the economy or the real estate market in Arizona
may reduce the value of the properties securing:
the Loans and result in an increase in the défault
rate on the Loans. Such circumstances could
reduce the return on the Participations.

Loans may permit prepayments, which could .
affect the Participation holder’s return.,

In the event that a Borrower prepays all or a
portion of the principal amount of a Loan before
its maturity, the amount of interest that the
Participation holders will receive in the future
may decrease if an appropriate reinvestment is not
made, thereby reducing the amount of the return
to the Participation holders. :
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The absence of sinking funds may adversely
affect Loans.

No sinking fund generally will be provided by a
Borrower for repayment of a Loan. Therefore, the
sources for repayment of a specific Loan will
depend primarily upon the economic viability of a
Borrower or the successful refinancing, sale, or
other disposition of the underlying property. No
assurance can be given that a Borrower will
remain economically viable or that a refinancing,
sale, or other disposition can be accomplished at a
time when the principal amount of a Loan is
reguired to be paid on terms that will permit its
repayment or that a Borrower will have sufficient
funds to satisfy its obligation under a Loan from
other sources.

‘The presence or absence of a due on sale clause
may affect the ability fo sell a property
underlying a Loan.

A due on sale clause:in a Loan may make the
underlying property less marketable, thereby
making it more difficolt for a Borrower to repay
the Loan. The absence of a due on sale
provision will enable a Borrower to seli the
underlying property subject to the lien of the
Company’s deed of trust or mortgage on behalf
of the Participation holders, which may involve
the risk that the knowledge, experience, and
financial resources of the new purchaser is not
equal to that of the original Borrower, thereby
affecting the potential successful refinancing,
sale, or other disposition of the underlying
property or otherwise impairing the chances of
repayment of the Loan.

The interest rates on the Loans will be subject
to ceilings under usury statutes.

State and federal usury laws govern the rate of
interest and the amount and types of fees,
including maximum interest charges, that
lenders may charge borrowers. Certain
ambiguities in the language and structure of the
Arizona usury laws make it unclear whether
certain charges and fees that may be imposed in
connection with a Loan constitute violations of
such laws. If a Loan were found to be usurious
or in violation of usury laws, the Participation

e
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holders might be subject to certain penalties and
liabilities under such laws, including restitution
of excess interest and unenforceability of the
Loan. Such penalties would reduce the returns
1o the Participation holders. The Company does
not intend to make or acquire Loans on behaif of
the Participation holders at usurious rates, but
uncertainties in determining the legality of rates
of interest and other borrowing charges may
result in inadvertent violations.

Real estate market conditions will affect the
Loans.

The Loans will be secured by real estate. Real
estate is speculative in nature, and the
Participation holders will be subject to the high
degree of risks generally incident to the ownership
of and investment in real estate because of the
impact of such risks on the ability of a Borrower

to repay a Loan and the ability to refinance, resell,

or dispose of the underlying property for an
amount at least equal to the Loan. These risks
include the following: :

o the investment climate for real estate

investments;

‘e the availability and cost of financing in

connection with the purchase, sale, or
refinancing of properties;

o the demand for and supply of competing

- properties;

o the illiquid nature of real estate and real estate
investments;
local market condifions;
the availability and cost of necessary utilities '
and services;

s real estate tax rates and other operating
expenses;

» costs to maintain, renovate, reﬁxrblsh and
maintain properties;

o the level of interest rates, real estate taxes, and
" other operating expenses in relation to

revenue; :
unanticipated holding costs;
the ratio of fixed operating expenses to those
- that vary with revenues;

s an increase in vacancy rates, Wth-h may
result from tenants deciding not to renew
existing leases or discontinuing operations;
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an increase in tenant payment defaulis;
a decline in rental rates as leases are entered
into, renewed, or extended;

e a decline in the financial condition of a
major, anchor, or sole tenant;

o the age, design, and construction quahty of

any structures on the property;

o nperceptions  regarding  the safety,
convenience, and attractiveness of the
propeity; '

e the characteristics of the neighborhood
where the property is located;

e the adequacy of the property’s management .
and maintenance;

e national, regional, or local economic

conditions, including plant closings, industry
slowdowns, and nnemployment rates;

s customer tastes and preferences;

e refroactive changes in building codes;
fiscal policies and governmental rules and
regulations, mcludmg rent, wage and price
conirols, zoning and other land use.
regulations, and environmental controls;

e any costs mecessary to bring a property in
compliance with the Americans with
Disabilities Act of 1990 and the possibility of
fines by the federal government or an award
of damages in private litigation rfmultmg from
noncompliance;

o the treatment for federal and state income tax
purposes of income derived from real estate;

¢ natural disasters and civil disturbances, such
as earthquakes, hurricanes, floods, eruptions,
or riots, including those that may result in
uninsured losses; and _

o other factors beyond the control of the

© Company.

In recent years, the presence of hazardous
substances or toxic waste has adversely affected
real estate values in certain circumstances and
resulted in the imposition of costs ahd damages to
real estate owners and lenders. In addition, certain
expenses related to properhes such as property
taxes and insurance, tend to increase over time.
These and other factors could increase the cost of
holding properties or adversely affect the' terms
and conditions upon which properties underlying
Loans may be refinanced, sold or otherwise
disposed of In addition, all mortgage loans,




including the Loans, are subject to loss resulting
from the priority of real estate tax liens,
mechanic’s liens, and materialmen’s liens.
Therefore, the success of the Company will
depend in part upon events beyond its control.

The types and concentrations of properties’
underlying the Loans i in which the Company
acquires an interest may subject an
investment in Participations to special risks.

The types and concentration of properties
underlying the Loans with respect to which the
Partlmpatlon holders acquire interests may result
in special risks in addition to the generaI real
estate risks described above.

Unimproved Properties.

Factors affecting the value of unimproved
properties inchude the following:

¢ the Participation holders will be subject to a
greater risk of loss in the event of delinquency
or default by a Borrower on a Loan secured
by a deed of trust, mortgage, or similar

instrument on unimproved real property than

if such Loan were secured by a deed of trust,
mortgage, or similar instrument on improved
real property;

¢ 2 Loan secured by unimproved real property
involves a particularly high degree of risk
since the property generally does not have
access to ufilities, such as water, sewer,
electricity, or cable, and may not be zoned or
subdivided for its highest and best use; and

¢ an unimproved property does not generate
income other than as the result of a
refinancing, sale, or other disposition, and the
Borrower’s Loan payments generally will be
the Participation holders’ source of cash.flow
on the Loan until a sale, refinancing, or other
disposition of the property.

Multifamily Rental Properties.

Factors affecting the value and operation of a
multifamily
following:

rental include . the

property
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the physical attributes of the property, such
as its age, appearance, and constructlon
quality; :
the types of amenities and services offered
at the property;

the location of the property;

the characteristics - of the surroundmg-
neighborhood, which may change over time;
the rents charged for dwelling units at the

‘property relative to the rents’ charged for

comparable units at competing propértics;
the ability of the owner to provide adequate
maintenance and insurance;

the level of mortgage interest rates, which

* may encourage tenants to purchase rather

than lease housing;

competition from existing or new alternative

residential ~propertits, including other

apartment buildings, manufactured housing
communities, mobile. home parks, and

single-family houses;

the tenant mix and whether the property is

primarily occupied by workers from a

" particular company or type of business,
_ personnel from a Iocal military base, or

students; :
the extent to which the cost of operating the
property, incinding the cost of utilities and
required capital expenditures may increase;

_ the extent fo which increases in operating

costs may be passed through to tenants;

local, regional, or national economic
conditions, which may Jimit the amount that
may be charged for rents and may result in a

_reduction in tlmely rent payments. or a
_reduction in occupancy levels;

state and. local regulations, which may

-impose rent controls or otherwise affect the
. property owner’s ability to increase rents;

the extent to which the property is subject to
land use restrictive covenants or contractual
covenants that require that units be rented to
low income tenants; and

the applicability of state. “Unfau- and
Deceptive Practices Acts” and other general
consumer protection stafutes. for -coercive,
abusive, or unconscionable leasing and sales
practices.




Condominiums.

Factors affecting Loans on a condominium
project include the following:

¢ 2 default on a Loan on a condominium will

not allow the holder of the Loan the same

flexibility in realizing on its collateral as is

. generally available with respect to

“multifamily rental properties that are. not
condominiums; and o

o the rights of other unit owners, the

governing documents of the condominium

owners’ association, and the state and local

laws applicable to condominiums must be

considered and respected.

Cooperatively Owned Apartment Buildings. '

Factors affecting cooperatively owned apartment
buildings include the following:

o the rights of a tenant/shareholder to occupy
a particular apartment unit under a long-term
lease or occupancy agreement;

e a cooperative corporation’s ability to meet
debt service obligations on a Loan secired
by, and to pay all other operating expenses
of, the cooperatively owned property
depends primarily upon the receipt of

" maintenance = payments  from  the
tenant/shareholders and any rental income

. from units or commercial space that the
cooperative corporation might control;

s the ability of a cooperafive corporation to
impose special assessments on the
tenant/shareholders - in ~ order to pay
unanticipated expenditures; and '

e the existence of amy mnon-eviction ‘plan,
allowing a tenant at the time of conversion
who chooses not to purchase shares to reside
in the unit as a subtenant of the owner of the
shares allocated to the apartment unit. -

Retail Properties.

The success of a retail property depends on a
number of factors, including the following:-

the ability to atiract and retain tenants,
particularly significant tenants that are able
to meet their lease obligations; a
the number and fype of customers that
tenanis will be able to attract; o
competition from other retail properties;
perceptions  regarding  the safety,
convenience, and aftractiveness of - the
property and the surrounding area; i
demographics of the surrounding area;

the strength and stability of the local,
regional, and national economies; o
traffic patterns and access  to major
thoroughfares; : )
the visibility of the property;

the availability of parking;

the particular mix of the goods and services
offered at the property;

customer tastes, preferences, and spending
patterns; and ‘
the drawing power of other tenants.

Ofﬁce Praperties.

Factors affecting the value and operation of an
office property include the following:
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the number and quality of the tenants,
particularly significant tenants, at the
property; : :
the physical attributes of the building in
relation to competing buildings, including
age, condition, and design;

the Iocation of the property with. respect to
the central business district or population
centers; ‘ ‘ .
demographic trends within the metropolitan
area to. move away from or towards the
central business district; . ,

social trends combined  with space
management trends, which may change
towards options, such as telecommuting or

“hoteling,” to satisfy space needs;

tax incentives offered to ‘businesses or
property owners by municipalities adjacent
10 or near where the property is located; - -
local competitive conditions, such as the
supply of office space or the existence or
construction of new competitive office
buildings;




vacancy levels;

the quality of property management;
access to mass transportation;
changes in zoning laws;

competitive  factors  affecting -
properties, including rental rates; and
amenities offered to tenants, inciuding
sophisticated building systems, such as fiber
optic cables, satellite communications, or
other technological features.

office

Hospitality Properties.

Factors affecting the economic performance of a
hospitality property include the following:

ocal,

the location of the property and its proximity -

to major population centers or attractions;

-the seasonal nature of business at the

property;

‘the level of occupancy and room . rates

relative to those charged by competitors;
regional, and national economic

. conditions, which may limit the amount that

can be charged for a room and may result in

- a reduction in occupancy levels;
~ the existence or -construction of competing
" hospitality properties; -
" the nature and quality of the semces and
- facilities;

the financial strength and capablhtles of the

* owner and operator;
- the need for continuing expendifures for

modemizing, refurbishing, and maintaining
existing facilities;

increases in operating costs, which may not
be offset by increased room rates;

the property’s dependence on business and
commercial travelers and tourism;

changes in travel patterns caused by changes
in economic conditions, vacation patterns,
energy prices, labor strikes, the relocation of
highways, the construction of additional
highways, and other factors; and '

_in the case of a franchised property, the

strength and reputation of the franchisor and
the ability of the franchisee to operate the
property in accordance with the franchlse
agreement, including operating standaxds

maintenance,
requirements.

and capital improvement

Casino Properties.

Factors affecting the economic performance of a
casino property include the following:

the location of the property, including
proximity to or easy access from  major
population centers;

appearance; :
local, regional, and natmnai economic
conditions, which may limit the amount of
disposable income that potential patrons

.may have for gambling;
-the ability to attract patrons by prowdmg

alternate forms of entertainment, such as
performers and sporting events, and offering
low-priced or free food and lodging;

the existence or construction of competmg
casinos;

dependence on tourism; :
local or state govemmental regulation
covering matters. such as requirements to
maintain or iransfer necessary licenses; and
the need to modemize, refurbish, and
maintain existing facilities.

Health C'are—ReIezted Properties.

Factors affecting the economic performance of a
health-care related facﬂlty mclude the followmg ’

. that affect payments

the: dependence for a substantlal portion of :
revenues -from government reimbursement
programs, primarily Medicaid and
Medicare; :
governmental cest-containment measures
to . health care
providers; ‘
regulations under federal state and local
law that can increase the cost of operation,
limit growth, and, in extreme cases, require
or result in suspension or. cessation of

operations,
federal and state licensing requuements
facility inspections, rafe settmg, and

reimbursement policies; and



o laws relating to the adequacy of medical
care, distribution of pharmaceuticals, use of
equipment, personnel operating policies, and
maintenance of and additions to facilities
and services.

Industrial Properties.

The success of an industrial property depends on
the following:

o the demand for indusirial space occasioned'
by conditions in a particular industry
segment or by the strength of the economy;

o the location and desirability of the property,
which may depend on a variety of factors,
including the availability of labor services;

e proximity to supply scurces and customers;

e accessibility to various modes of
transportation and shipping, including
railways, roadways, aitline terminals, and

ports;
e the quality and creditworthiness of
“individual tenants; and -

e environmental risks depending upon the
pature of the business conducted at the

property.

Warehouse, Mini- Warehouse and Se!f' Storage
Facilities.

The successful operation of a warehouse, mini-
warehouse, or self-storage property depends on a
variety of factors mc]udmg the followmg

building de31gn,

competition;

location and visibility;

efficient access to-the property;

perceptions by prospective users of the

safety and security of the property;

e proximity to potential users, inchding
apartment complexes or commercial users;
services provided, such as security;
the property’s age, appearance,
improvements; and :

¢ the quality of management.

and
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Restaurants and Taverns.

Factors affecting the economic v1ab111ty of an
individual restaurant,  tavern, or other
establishment that is part of the food and
beverage service industry include the following:

. _'the cost, quality, and availabilify of food and

beverage products;

e perceptions by prospect:ve .customers of
safety, convenience,  service, and
attractiveness;

e competition with the operators of
- comparable establishments in the area in
which the property is located;

» negative publicity resulting from instances
of food contamination, food-bome illness,
crime, and similar events; .

e changes in neighborhood: demographlcs,
consuzner habits, and traffic patterns;

o the ability to provide or contract for capable
management; .

e refroactive changes to buildmg codcs,
similar  ordinances, and other iegal
requirements; and

e in the case of a franchised propcrty, the
strength and financial condition of the
franchisor, actions and omissions of the

- franchisor, including management practices
that adversely affect the nature of the
business or that require renovation,
refurbishment,  expamsion, -.or  other
expenditures, and the degree of support the
franchisor provides or arranges.

Manufactured Housing Communities, Mobile
Home Parks, and Recreational Vehicle Parks.

Factors that affect the successful operation of a
manufactured housing community, mobile home
park, or recreational vehicle pazk include the
following:

s the number of competing propertles m the
local market; -
o the age, appearance, and reputahon of the
" property;
the quality of management
o the types of faciliies and services it
* provides;




* competition against alternative forms of
residential housing, including multifamily
rental properties, cooperatively owned
apartment buildings,.  condominium
complexes, and single-family residential
- developments; and :

e governmental regulations, including rent
controls. :

Recreational and Resort Properties.

Factors affecting a recreational or resort
property include the following:

the location and appearance of the property;
* the appeal of the recréational actwntles
offered;
* the existence or construction of competing
* " properties, whether or not offering the same
© activities;
¢ the need to make capital expenditures to
maintain, refurbish, improve, or expand
~ facilities in order to aftract potential patrons;
s geographic location and dependence on
tourism;
. chauges in travel patterns caused by changes

in energy prices, strikes, location of
highways, construction of additional
highways, and similar factors;

» the seasonality of the'business, which may
cause’ penodlc fluctuations in operating
revenues and expenses;
sensitivity to weather and climate;
local, regional, and national economic

. conditions; and _

e statutes and government regulations that
govern the use of, and construction on,
rivers, lakes, and other waterways, affecting
a marina or other recreational or resort
property located adjacent to water.

Arenas and Stadiums.

The success of an arena or stadium generally
depends on its ability to attract patrons to a
variety of events, such as sporting events,
musical concerts, theatrical presentations,
animal shows, and circuses, which depend on
such factors as the followmg
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the appeal of events at the facility;

the cost of admission;
s perceptions by prospective patrons of ‘the
safety, convenience, services, - and

-atiractiveness of the property; -

® perceptions by prospective - patrons of the
safety of the surrounding area;

¢ alternative forms of entertainment available
in the particular locale; and '

o the ability to attract and keep a sportmg
“tedam as a tenant.

Churches and Other Religious Facilities.

Factors affecting a church or other rellglous
facility include the following:

o the level of charitable donations to meet
expenses and pay for maintenance  and
- capital expenditures;
* social, political, and economic factors
- affecting attendance and the willingness of
- attendees to make donations; and .
¢ local, regional, and national . economic
conditions affecting donations.

Parking Lots and Garages.

Factors affecting the success of a parking lot or
garage include the followmg .

» the number of rentable parlcmg spaces and
- rates charged; -

* the location of the lot -Or garage and 1ts
proximity to places where large numbers of
people work, shop, or live; _

* the amount of alternative parking spaces in
the area; .
the availability of mass transit; and -
perceptions of the safety, convenience, and
setvices of the lot or garage

A Borrower’s bankruptcy may adversely
affect payment on its Loan and therefore the
return on the Participations. :

The United States Bankruptey:: Code

(“Bankruptcy Code”) and state insolvency laws

may interfere with or affect a lender’s ability to

'realize upon collateral or to enforce a deficiency
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~ judgment. For example, under the Bankruptcy

Code, the filing of a petition in bankruptcy by or
against a Borrower will stay the sale of the
property securing a Loan, as well as the
commencement or continuation of a foreclosure
action. In addition, if a court determines that the
value of the property securing a Loan is less than
the principal balance of the Loan it secures, the

‘court may reduce the  amount of secured

indebtedness to the then-value of the property.
Such an action would make a Participation
holder, as the lender, a general unsecured
creditor for the difference between the then-
value of the property securing a Loan and the
amount of the related Loan. A bankruptcy court
also may take any of the following actions:

e _grant a debtor a reasonable time to cure a
payment default on a Loan, —
reduce monthly payments due under a Loan,
permit the debtor to cure a loan default by
paying the arrearage over a number of years,

e change the rate of interest due ona Loan, or

». extend or shorten the term to maturity or
otherwise alter the Loan’s repayment
schedule.

Under the Bankruptcy Code, a tenant has the
option of assuming or rejecting any unexpired
lease. If the tenant rejects the lease, the
1andlord’s claim for breach of the lease would be
a-general unsecured claim against the tepant
unless there is collateral securing the claim.. The
claim would be limited to the following:

e the unpaid rent under the lease for the
periods priot. to the bankruptcy petition or
any earlier surrender of the leased premises,
plus - . .

e an amount equal to the rent under the lease

for the greater of one year or 15% (but not
more than three years) of the remaining
lease term. e

Additionally, the Borrower, as: debtor-in-
possession, or its bankruptcy trustee has certain
special powers to avoid, subordinate, or disallow
debts. In certain circumstances, the claims ofa
secured lender, such as a Participation. holder,
may be subordinated to financing obtained by a

debtor-in-possession  subsequent  to0 its
bankruptey. '
Under the Bankruptcy Code, a lender will be
stayed from enforcing a Borrower’s assignment
of rents and leases. The Bankruptcy Code also
may interfere with a lender’s ability to enforce
fockbox requirements. The legal proceedings
necessary to resolve these issues can be time
consuming and may significantly delay the
receipt of remts. Rents also may escape an
assignment to the extent they are used by a
Borrower to maintain its property or for other
court authorized expenses.

As a result of the foregoing, a Participation
holder’s recovery, as a lender, with respect to a
Borrower’s in-bankruptcy proceedings may be
significantly delayed, and the total amount
ultimately collected may be substantially less
than the amount owed on the Loan.

There will be limited remedies lipon default by
a Borrower. . . o

Loans are subject to the risk of default, in which
cvent the lender has the added responsibility of
foreclosing and protecting its Loans. In the state
of Arizona, where most of the Loans will be made
or acquired, these will be a choice of two
alternative and mutually exclusive remedies in the
event of default by a Borrower with respect to a
Loan secured by a deed of trust. In such case, the
lender sither can proceed to cause the trustee

~under the deed of trust to exercise its power of

sale under the deed of trust and sell the collateral
at a non-judicial sale or it can choose to have the
deed of trust judicially foreclosed as if it were a
mortgage. In the event of default by a Borrower
with respect to a Loan secured by a mortgage, the
lender will have no election of remedies and will
be required to foreclose the mortgage judicially.
Remedies in ofher states in which Loans may be
made or acquired could vary significantly from
those available in Arizona. L
Ajudiciat foreclosure usually is a time-consuming

and potentially expensive undertaking. Under
judicial foreclosure proceedings, the borrower.
does not have a right to reinstate the loan, but can
cure its default by either paying the entire




accelerated sum owing under the note before the
Judicial sale or by redeeming the property within
six months after the date of the judicial sale.

A non-judicial trustee’s sale conducted under the
power of sale provided to the trustee may not take
place until 90 days after notice of default has been
given to the borrower and a notice of sale has been
recorded, Before a trustee’s sale, the borrower
under a deed of trust has a right to reinstate the
contract and deed of trust as if no breach or
default had occurred by payment of the entire
amount then due, plus. costs and expenses,
reasonable attorney’s fees actually incurred, the
recording fee for a cancellation of notice of sale,
and the trustee’s fee. The accelerated portion of
the loan balance need not be paid in order to
reinstate. As a result, a borrower could repeatedly
be in default under a deed of trust and use its right
to reinstate the loan under successive non-judicial
sale proceedings. Nonetheless, the borrower’s
right to reinstate a-deed of trust without payment
of the accelerated portion. of the loan balance can
be cut off upon the filing of an action to Jjudicialty
foreclose the deed of trust as a mortgage.

In the case of both judicial and non-judicial
foreclosure, if a proceeding under the Bankruptcy
Code is commenced by or against a person. or
other entity having an interest in the real property
that secures payment-of the loan, then the
foreclosure will be prevented from proceeding
until authorization to foreclose is obtained from
the Bankruptcy Court. During the period when
the foreclosure is stayed by the Bankruptcy Court,
it is possible that payments, including payments
from any interest reserve account, may -not be

made on the loan if so ordered by the Bankruptcy -

Court. The length of time during which the
foreclosure is delayed as a result of the
bankuptey, and during which the payments. may
not be made, is indefinite. In addition, under the
Bankruptcy Code, the Bankruptcy Court may
render a portion of the loan unsecured if it
determines that the value of the real property that
secures -payment of the loan is less than- the
balance of the loan and, under other
circumstances, may modify or otherwise impair
the lien of the lender in connection with the
defaulted mortgage or deed of trust. In addition,
in certain areas, lenders can lose priority of liens
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to mechanics’ liens, materialmen’s liens, and real
estate tax liens. :

The lender will have the right to bid on and
purchase the property underlying a Loan at a
foreclosure or trustee’s sale following a default by
the Borrower. If the lender is the successful
bidder and purchases the property underlying a
Loan, the lender’s retun on such Loan will
depend upon the amount of cash or other funds
that can be realized by refinancing, selling, or
otherwise disposing of the property. There can be
no -assurance that the lender will be able to
refinance, sell, or otherwise dispose of such a
property .on terms- favorable -to the lender,
particularly in the event of unfavorable real estate
market conditions. Conditions in real estate loan
markets may affect the availability and cost of real
estate loans, thereby making real estate financing
difficult and costly to obtain and impeding the
ability of real estate owners to sell their properties
at favorable prices.  Such - conditions may
adversely affect the ability to sell the property
securing a Loan in the event that it is in the best
interests to foreclose upon and purchase the
property. To the extent that the fands generated
by such. actions .are less than the amounts
advanced by the lender for such Loan, the lender
may realize a loss of all or part-of the principal
and interest on the loan. Thus, there can be no
assurance. that the Participation holders will not
experience financial loss upon a.default by a
Borrower. : .

The presence of hazardous substances or
toxic waste may adversely impact real estate
values, - _ ‘

The . Company cannot provide Participation
holders any assurance as to the accuracy of any
environmental testing conducted omn the
underlying property in connection with the
origination - of any Loan.  Moreover, the
Company cannot guarantee that the resylts of
environmental testing - will be accurately
evaluated in all cases; that the related Borrowers
have implemented or will implement all
operations and maintenance plans and .other
remedial  actions recommended by an
environmental consultant that conducted the

testing at the related real properties; or that any



recommended remedial action will fully
remediate or otherwise address all the identified
adverse environmental c_cmditions and risks.

The presence of hazardous substances or toxic
wasie may adversely impact property values.
These and other factors could adversely affect
the terms and conditions upon which a Borrower
may sell, refinance, or otherwise dispose of the
property and ultimately the Borrower’s ability to
repay the Loan. ~

Furthermore, if there are hazardous substances
or toxic waste present on a property and an
obligor defaults on its obligations under the
Loan, the lender, if it forecloses on such
property, it may be responsible (depending on
certain circumstances) for the costs of clean up

of any such waste. The owner’s liability for any

required remediation generally is unlimited and
could exceed the value of the property and/or the
total assets of the owner, which could be the
lender in the event of a foreclosure or the
Borrower prior to a foreclosure. In addition, the
presence of hazardous or toxic substances, or the

" failure to remediate the adverse envirommental

condition, may adversely affect the owner’s or
operator’s ability to use the affected property.
Contamination of the property may give rise to a
lien on the property to ensure the costs of

_ cleanup. In some states, this lien has priority

over the lien of an existing mortgage. I
addition, third parties may seek recovery from
owners or operators of real property for personal
injury associated with exposure to hazardous
substances; including asbestos  and - lead-based
paint. Persons who arrange for the disposal or
treatment of hazardous or toxic substances may
be liable for the costs of removal or remediation
of the substances at the disposal or treatmient
facility. . ST

The Federal Comprehensive Environmental -

Response, Compensation and Liability Act of
1980, commonly referred to as- “CERCLA,”
together with certain other federal and state
laws, provide that a secured lender, such as the
Participation holders, may be lable as an

~ “owner” or “operator” of a property, regardless

of whether the Borrower or a previous owner
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caused the environmental damage, under the
following conditions:

o agents or employees of the lender are
deemed to have participated in the
management of the borrower; or :

o under certain conditions, the lender actually
 takes possession of a borrower’s property or
control of its day-to-day operations;
including through the appointment of a
receiver or foreclosure. e

Although recently enacted legislation clarifies
the activities in which a lender may engage
without -becoming subject to liability under
CERCLA and similar federal laws, that
legislation has no applicability to- state
environmental laws. . Moreover, future laws,
ordinances or regulations could impose material
environmental liability. : :

Property owners may be liable for injuries to
their tenants or third parties resulting from
exposure under various laws that -Impose .
affirmative obligations on property -owners of
residential housing containing lead-based paint.

The Company will be subject to various -
conflicts of interest.

The Company will be subject to various conflicts
of interest. See “Conflicts of Interest.” :

There is no public market for the
Participations, and none is expected to develop.

- 'No‘ public tﬁarket for.Particiﬁaﬁons cun'entlif

exists or will result from the Offering.. In
addition, the Participations are being offered
pursuant to exemptions from registration under
federal and. applicable state securitics laws,
which will subject the Participations o
substantial restrictions on transfer. Accordingly,
Participations may be transferred only under
appropriate  exemptions = and only- if the
transferee provides the Company with: an
opinion of counsel that is satisfactory to the
Company to the effect that the proposed transfer
is in compliance with appropriate exemptions
from the registration requirements of federal and
any relevant state securities laws. Consequently,




holders of Participations may not be abie to
liquidate their investment in the event of an
emergency or for any other reason, and
Participations may not be readily accepted as
collateral for “a loan. * The purchase of
Participations, therefore, should be considered
only -as a longterm investment.
“Restricﬁons on Transfer.”

The Offering does not include the presence of
an independent underwriter. o

Under federal securities laws, underwriters of

securities offered to investors may be expected to

See - -

take such steps as may be necessary to insure that
the information contained .in a private offering
memorandum is accurate and complete. These
steps are typically taken by a “lead. underwriter”
r “dealer manager™ that participates in the
preparation of the private offering memorandum
and is independent of the issuer. Because there is
no independent lead underwriter or dealer
manager for the offering of Participations being
made by this Memorandum, investors will not
have the benefit of an independent review and
must rely on the Company regarding the
information contained in this Memorandum.

USE OF PROCEEDS

’I‘he net proceeds of the Offenng will be -

invested in Loans. The Company will pay the
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expenses of the Offering, estlmated to be
$30,000.

s



COMPENSATION TO THE COMPANY AND ITS AFFILIATES

..+~ The following table:shows all of the types of compensation and fees that will be received by the
Company and its Afﬁliates: S Sy :
Péréon Receiving’ . Form of ' :

-Compensation _ - Compensation - Method and Ameunt of Compensation -

Company Loan Commitment Fee - The Company will receive from each prospective Borrower
i : a payment, generally equal to 1% of the requested Loan
: - ' o : ~ amount (the “Loan Commitment Fee”), to compensate the
- o .- Company for a portion of its Loan underwriting expenses,
‘ : : which is credited to the Borrower in the event the Loan is
originated. :

Company Property Inspection Fee The Company will receive a nonrefundable fee from the
Borrower to compensate the Company for a portion of its
costs to conduct a physical inspection of the Property
underlying a requested Loan (the “Property Inspection
Fee”) in an amount that varies with the location of the

Company Origination Points The Company will receive from each Borrower origination
: points (“Origination Points™) based on a percentage of the
principal amount on each Loan originated or acquired by
the Company in which Participation holders acquire an
" interest. The Company, as a licensed mortgage banker,
will retain all Origination Points paid by Borrowers. The
Company will be responsible for payment of any
origination amounts to other third-party mortgage brokers
or bankers involved in a particular Loan. The Origination
Points paid to the Company will depend upon current
market rates for similar loans but generally will range from
3% to 6.5% of the principal amount of the Loan.

Company Interest Rate Spread ~ The Company will teceive a portion of the interest
: payments on each Loan in which the Participation holders
acquire an interest (the “Interest Rate Spread”) in an
amount determined by the Company, in its sole and
absolute discretion, at the time of originating or making a
Loan on a Loan-by-Loan basis based upon a percentage of
the interest rate charged to the Borrower, but generally
between 1% and 2%.

Company: Servicing Fees The Company will receive a servicing fee (“Servicing
Fee”) from the Borrower on each Loan in which the
Participation holders acquire an interest for servicing the
Loan, collecting Loan payments, and paying with the
expenses associated with the Loan. A typical Servicing
Fee on a Loan is currently in the range of $10.00 up to
$50.00 per month.
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Person Receiving

Compensation

Company

Company

Company

Company

Company or its
Affiliates

Form of

Compensation

Prepayment Penalties

Default Interest Spread

Retention of Certain
Fees under the Loan

 Defaulted Loan

Acquisition Processing
Fee

,Misceilaneous other.

fees or costs, .

Method and Amount of Compensation

The Company will receive all or any portion that it deemns
appropriate of any prepayment penalty provided for by the
terms of a Loan in which the Participation holders hold an

interest (“Prepayment Penalty™).

For all Programs except the Performance Plus Loan
Program, the Company will receive all or any portion
that it deems appropriate of any additional interest
payments (“default interest”) provided for in any Loan in
which the Participation holders have an interest above the
stated interest rate urder the terms of the Loan (the
“Default Interest Spread”). The initial default interest rate
to be charged on Loans is 27%, but may be changed by the
Company in its sole discretion. ' '

The Company will be entitled to retain all late charges in
the event of a default by the Borrower, all assumption
fees in the event of the assumption of a Loan by a new
Borrower, any interest on any impound accounts, and any
extension or forbeararice fees in the event of the
reinstatement of a defaulted Loan. All of the above fees,
other than the interest on the impounds, are paid by the

Borrower, although such amounts will be deducted from

the payments received from the Borrower on a Loan.
The amount of such fees is subject to change from time _
to time in the Company’s sole discretion,

Under the Performance Plus Loan Program, upon the
acquisition by Participation holders of interests in an
existing defaulted Loan, the Company will receive a
processing fee equal to 1.5% of the outstanding principal
balance of the defaulted Loan. This processing fee is to
compensate the Company for time and effort in locating

_the defaulted Loan as well as processing the paperwork

to transfer the Loan.

The Company or its affiliates may receive other fees for
services provided to the Participation holders in lien. of
oufside, third-party confractors, so long as such services are
competently performed and at costs that are not greater

- than would be paid for such services from unrelated parties.

Without limiting the foregoing, Realty Ltd., an affiliate of
the Company, is an Arizona licensed real estate broker.
Therefore, in the event of foreclosure of the property
securing a Loan and a subsequent sale of the underlying
property, Realty Ltd. may earn a standard real estate
commission. :
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The Company will be subject to various conflicts

CONFLICTS OF INTEREST

of intereét arising out of the relationships bcﬁveen

the Company, various limited lability companigs ot programs sponsored by the Company or its Affiliates,
and ofher entities or persons to which or whom the Company renders services. :

The Company and its Affiliates render services
to other entities, which may reduce the time
and effort they can devote to Participation
holders.

The Company or its Affiliates are not prohibited
from providing services to and otherwise doing
business with others. The Company or its
Affiliates currenfly serves various entities,
programs, and clients that have the same
investment objectives as those of the
Participation holders.

various other related businesses. In addition,
certain officers, directors, and key employees of
the Company are also key employees of MLS,
an NASD broker-dealer through which the
Offering is being made. As a result, the

Company, its employees, and its Affiliates may )
experience conflicts of interest in allocating time_

and management services among the Company

The Company also.
operates a morigage banking company and -

and other entities, programs, and clients with .

which they may be involved. The Company, its

- Affiliates, and their officers, directors, pariners,
and employees wiil devote only such time fo the
Programs as they, in their sole discretion,
determine to be reasonably necessary.

The Company and its Affiliates will receive fees
and other compensation regardless of the
profitability of or cash distributions to
Participation holders.

The Company will have the sole authority 1o
determine whether or not to consummate a
particular Loan purchase on behalf of the
Participation holders. In making of acquiring a
Loan, the Company -or its Affiliates will receive
certain fees. This circumstance creates 2 potential
conflict -of interest in that an incentive of the
Company to consummate 2 particular Loan (i.e.
potential fee income) may conflict with the
Participation holders’  interest in- acquiring
Participations in Loans that are well collateralized,
have a significant likelihood of repayment, and
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' provide a favorable rate of retum. In addition, the

Company will have substantial discretion in the
amount of fees that it and its Affiliates will
receive. .

The Participation holders may encounter
competition from the Company and its

Affiliates.

Neither the Company nor its Affiliates is.
prohibited from engaging in activities that would
either be directly or indirectly in competition
with the Participation holders. The Company
will continue to act as a mortgage banker for
Loans that are not presented to the Participation
holders for funding. Although the Company
will be the primary source of available lending
opportunities for the Participation holders, there
may be any number of circumstances that might
cause the Company not to offer the funding ofa
particular Loan to the Participation holders. One
of those circumstances is the fact that the
Company currently manages or Sponsors a
number of limited liability companies and
programs and has other clients with similar
business objectives. To the extent that any of
those other ~ limited = liability companies,
programs, or clients have available funds, an -
available Loan could be offered to them before
the Company offers such Loan opportunity to
the Participation holders. In addition, the -

" Company or its Affiliates could form additional

entities and establish other programs with
similar business purposes in the future. All of
these possibilities give rise to potential conflicts
of interest if the Participation holders were

* competing with other entities for potential

Loans, with the lending party being determined
solely by the Company. Moreover, a similar
conflict of interest may arise where all or a
portion of a Loan held by Participation holders
is re-sold before its maturity to another limited
liability company or program sponsored by the
Company or an individual investor.




THE COMPANY

The Company.

The Company is an Arizona corporation formed
in 1963. The Company is a ‘mortgage banker
licensed with the Arizona Department of
Banking. As an Arizona licensed mortgage
banker, the Company currently assists borrowers
in financing various types of loans secured by
deeds of trust -or mortgages on residential,
commercial, and industrial real estate throughout
the state of Arizona. Loan amounts, payment
terms, and maturities vary and are structured
according to the individual needs of the
Borrower.  The Company is the original
beneficiary/lender on Loans, but the funds
actually. used are those of the intended assignee
of the Loan through a method referred to as
“table funding, - The Loans are simultaneously
re-sold to the assignee corporations, limited
liability companies, partnerships, and - other
persons, including the Company, following the
* loan closing. : ' .

The history of the Company’s loan originations
for its October 31 fiscal year end for the last
seven years is as follows: '

: - Princii:al A:noﬁnt

Year End Loan Originations
2005 $429,519,741
2004 $ 256,864,505
2003 $ 189,624,000
2002 $ 135,586,225
2001 $ 96,122,550
2000 $ 85,040,864
1999 % 69,320,635

The gross income of the Company for its
October 31 fiscal year end for the last five years

was approximately as follows:

Year End Gross Income
2005 - $29,020,000
2004 $20,850,000
2003 $12,700,000
2002 £12,400,000
2001 $ 8,900,000
2000 $ 6,300,000
1999 $ 4,900,000
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The Company uses the accrual method of
accounting for financial and tax purposes. The
Company’s accounting year begins November 1
and ends on October 31 each year. The financial
statements of the Company for the fiscal years
ended October 31, 2005 and 2004, as audited by
Mayer Hoffman McCann, PC, the Company’s
independent certified public accountants, are
attached hereto as Exhibit D. The attached
financial statements for the Company have been
provided to you so that you can obtain an
indicator of the financial condition of the
Company. The information is not indicative of
the return that you may eam from your
Participations. In addition, you should also be
aware that you will not acquire any ownership

interest in .the Company by purchasing

Participations. Investors will only be entitled to
Teceive income relating to the particular Loans
with respect to which they hold Participations.

The Company will originate most if not all of
the Loans with respect to which Participation
holders acquire an interest. However, in some
instances, a particular Borrower may have been
introduced fo the Company by another licensed
mortgage broker or banker, in which case the
Company may pay a portion of its origination
points to such third party. In addition to
originating the Loan, the Company will
underwrite the Loan. The process of loan

underwriting involves physically inspecting the

property underlying the Loan and reviewing
third-party reports about the Borrower and the
underlying property (which may include
surveys, title reports, environmental reports, and
appraisals) as well as reviewing information
about the Borrower (which may include loan
applications, financial statements, tax returas,
and credit reports) in order to determine whether
the Company should make or acquire the Loan,
In order to compensate the Company for a
portion of its expenses for underwriting a
potential Loan, the Company 'requires the
Borrower to pay to the Company (1) at the time
that the Company issues a loan commitment, a
loan commitment fee, which is non-refundable
to the Borrower and generally equals 1% of the
Loan amount, which is credited to the amount

fmmanan e =




due on other fees in the event the Loan is /-

funded; and (2) at the time of the inspection, an
inspection fee, the amount of which varies
depending primarily on the location - of the
underlying property, which. fee is also non-
refundable to the Borrower but is not credited
toward amounts due for other Loan fees. Both
of these fees are retained by the Company as
part of its compensation for underwriting the
potential Loan and examining the underlying
property, and are not passed on to the
Participation holders.

In addition, the Company will act as the servicer
of each Loan on behalf of the Participation
holders. As the servicer, the Company will ()
collect the periodic payments from the Borrower
on the Loan; (b) disburse those funds pursuant to
the terms of the Loan to pay expenses associated
with the Loan; and (c) distribute the interest
paymenits io the Participation holders.

The sole shareholder of the Company is SMC

Revocable Trust dated 12/22/94, whose sole
trustee is Scott M. Coles. Mr. Coles is the sole
director of the Company. - o

. Scott M. Coles.

Scott M. Coles, age 45, is the Chairman and
Chief Executive Officer of the Company. He is
the chief underwriter and manager of
Beneficiary/Investor relations. - In addition,
Mr. Coles is responsible for  momney

procurement, marketing mortgages, and research

and development. He graduated from the
University of Arizona in 1982 with.a Bachelor’s
Degree in general business and has successfully

. completed the Harvard University Business

School’s

Owmner/President
Program.

Management

Mr. Coles joined the Company in 1987 and
became President in 1992. He has assisted in
the Company’s growth from acting as a
mortgage banker on $5 million in loans to its
2005 production of $429.5 million in loans. He
is a member of the Arizona Mortgage Brokers
Association, the - Arizona Mortgage Lenders
Association and Kivel Nursing Association. He
is a licensed - real estaie broker, holds an
insurance license and is a designated party under
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.the Company’s mortgage banker’s license. He

is also a Principal of, and ACCSD and NASD
registered securities salesman for, MLS. - & -

Michael Denning. , o
Michae! Denning, Ph.D., age 62, is the President
of the Manager. He joined the Company in
November 2005 and has primary responsibility
for all administrative, operating, and planning
functions. Dr. Denning has previously fourided
and/or managed a number of successful firms, is
a faculty member of Arizona State University’s
W.P. Carey School of Business, and has been a
consultant to a number of chief executives. He
also serves as a Director or Trustee of several
non-profit organizations. He is a ACCSD and
NASD  registered  principal of . MLS.
Dr. Denning’s  accomplishments have been
recognized by membership in. many honor
societies and he is profiled in “Who’s Who.” -

Christopher Olson. S
Christopher Olson, age 39, is the Chief Financial
Officer of the Company. As the Chief Financial
Officer he is responsible for the accounting and
loan servicing departments of the Company,
including financial statement preparation, annual -
financial audits, and all loan processing
functions. He is a graduate of Minnesota State
University, where he earned a Bachelor of
Science Degree in accounting and is'a certified

.public accountant. He.is also licensed as a real

estate salesperson. He is also a registered
principal of MLS with the NASD and the
Arizona - Corporation Commission Securities
Division. = =

Mortgages Ltd. Secarities LLC. -~

Mortgages Ltd. Securities, L.L.C. (‘MLS”) is an
Arizona limited liability company. MLS is a
member of the NASD and is registered as 2
broker dealer with the Arizona Corporation
Commission Securities Division.

The sole purpose of MLS is to sell the
Participations and interests in various companies
sponsored by the Company as well as whole or
fractional interests in Loans through MLS’s
exclusive placement agent agreement with the
Company. MLS will not receive any




commission for.the sale of the Participations.-
Rather, the Company will pay MLS a flat-rate
monthly management fee, which is subject to
adjustment from time to time. Moreover, MLS
and the Company have entered into a cost
sharing agreement that permits MLS to use the
facilities, technology, equipment, support staff,
and supplies of the Company for a fee equal to
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- MLS’s proportionate use of such items as

calculated under the terms of such agreement.
The employees of MLS are also employees, of:
the Company, and as such they will maintain
their current office. arrangement and will

. conduct their duties as the need arises dunng the

normal course of operations.-for the Company.




General. -

The Company will’ originate ~ or acquire
Sibstantially alt “of the Loans in which "the
Participation Holders acquire interests. The
Company then will convey all or a portion of the
Loans it so originates or acquires io the
Participation holders and other entities and
individuals with which it has various

- relationships together with an assessment of all

or a portion of the promissory note evidencing
the Loan and the deed of trust or mortgage
securing the Loan on the underlying property.
Tn connection wih its origination of a Loan, the
Company will also provide various due
diligence and loan underwriting functions,
including the preparing and negotiating all loan
documents and evaluating and obtaining any
third-party evaluations of the real estate securing

_the Loan.

The Companj also wiil act as servicer for the

~ Loans on behalf of the Participation holders,

which includes the collection and disbursement
of Loan payments.

Source of Loans.

Loan applications are submitted to the Company
directly by property owners Or by third-party
correspondents.  Correspondents consist of a
network of mortgage professionals that rely on
the Company to fund loans for their clients.
They include real estate professionals, mortgage
brokers, mortgage bankers, community banks,
regional banks, and national banks, Certain
types of cormrespondents may charge an
origination fee as compensation for their
services. Applicants or correspondents Imay
submit loan requests by phone or by written loan
packages.

Loan Criteria.

The following sets forth the parameters for ali

- Loans:

e minimum initial principal balance in excess of
$1,000;
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* LOAN ORIGINATION AND SERVICING

e secured by a first or second lien on real estate
‘located in the states of Arizona, Colorado,

" Nevada, or California; ‘ Sen
o term of not less than three months nor more
* than 30 years from funding, subject to the
ability of the Company to extend the maturity
date of a Loan; T

e maintenance by the Borrower of such -

insurance for general liability and property
casualty and loss and other matiers as the
Company may determine; and

o maintenance by Borrower of an extended
Jender’s ALTA title insurance policy on the
property.

The Company may change the above lending
criteria in its discretion.

Types of Properties Underlying the Loahs.

Participation holders may acquire interests in .
Loans on a wide variety of real estate properties,

including the following:

unimproved properties;

multifamily rental properties, including
apartment houses, condominium projects,
and cooperative apartments;

- » retail properties, including shopping centers,

factory outlet centers, shopping malls,
department ~ stores, ~ grocery stores,
convenience  stores, specialty  stores,
automotive sales and service centers, movie
theatres, fitness centers, bowling alleys,

beauty salons, dry cleaners, and other

consumer oriented businesses.

¢ hospitality properties, including full-service
hotels, resort hotels, limited service hotels,
and other lodging facilities;

o healthcare properties, including hospitals,
nursing homes, emergency centers, and
congregate care facilities;

e industrial properties;
warehouse, mini-storage, and self- storage
facilities; ' :

e restaurants and taverns;




* manufactured housing communities, mobile
home parks and recreational vehlcle paxks
. churches and other rehgxous facilities.

Principal Amount of Loans; Loan Advances.

Other than the funding of certain specialized loan
programs, each Loan will be in a principal amount
equal to the funds advanced at the time the Loan is
originated, including any interest reserve; any
amounts advanced  for costs incurred: in
connection with the acquisition, financing, or
refinancing of the underlying property; and title
insurance fees, escrow fees, casualty insurance

premiums, and other such' items. Except for

specialized loan programs, such as delayed
funding construction loans and certain revolving
loan plans that may be drawn upon in periodic
amounts, the entire principal amount will be that
at the closing of the Loan and will eam interest at
the agreed upon rate from such date. Although
construction loans may be made, the Company
will deliver a draw to a Borrower for payment to
a contractor only after the Company has
provided a lien waiver to be executed by. the
Borrower, general contractor, or subcontractor,
as appropriate, and the Company or its agent has
authorized the release of the funds.

Interest Rates on the Loans,

Each Loan will bear interest at a rate determined
at the time the Company makes or acquires a
Loan. Interest payments will be due at such
time or times as the Company determines,
generally monthly, but not less frequently than
on an annual basis.

Some of the Loans will bear a fixed interest rate
throughout the Loan term. Other Loans will
bear a variable or adjustable interest rate under
which the interest rate will be based on the
prime or other benchmark rate published by a
designated institutional lender or organization
and will be periodically adjusted as such prime
or Other benchmark rate is adjusted, typically,
subject to a minimuom interest rate. The
adjustability of the interest rate with respect-to a
Loan generally will reduce the Participation
holders’ exposure to and enhance their refurns in
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the event of increases in market interest rates. In
the event of a general decline in such market
rates of interest, however, such adjustability will
result in a lowering of the Participation holders™
return, subject to the minimum interest rate.

* Security for the Loans.

The Loans will be secured by a first lien or a
second lien on the fee title of, or by a beneficial
interest in, the real estate acquired, held, owned,
developed, improved, or refinanced with the Loan
proceeds or on a long-term leasehold interest in
such property or on such - other property as
determined by the Company in its sole discretion.
The overwhelming portion of the Loans will be
secured by real estate located in Arizona,
although some Loans may be secured by real
estate in California, Colorado, and Nevada.
Additional liens may be taken on additional real
property, either as additional collateral or as the
primary collateral.

In all events, the Company will obtain such
evidence as it deems satisfactory to reflect the
condition of the title to the property that secures a
Loan and the priority of the lien securing such
Loan. The Company will obtain an extended
lender’s ALTA title insurance policy or
commitment as to the priority of the deed of trust
or other equivalent instrument and the condition.
of'title and will record its interest in the property.

Certain ' of the Loans may be made on a
ponrecourse basis. In such a case, the
Participation holders will be required to rely for
their security solely on the value of .the
underlying property and will not have any right
to make any claims for repayment personally
against the Borrower. Certain other Loans will
be full recourse loans, may be secured by
personal or corporate guarantees, or may be
secured by one or more items of real or personal
property in addition to the property constituting
the primary security for the Loan. Nevertheless,
the primary security for a Loan in most cases
will be the property underlying the Loan. The
ability of the Bomewer to pay the outstanding
balance of a Loan (particularly a non-amortizing
Loan) upon maturity will depend primarily upon
the Borrower’s ability to obtain sufficient funds



by the refinancing, sale, or other disposition of
the underlying property.

i’rincipal Payment Terms.

Some of the Loans will be “interest only” loans
while other Loans will be “amortizing” Loans.
An interest only Loan has no principal repayment
requirements during its term with a balloon of the
full principal obligation due wpon the Loan’s
maturity. An amortizing Loan may either have
periodic principal payments, such that by the
Loan’s maturity the principal has been repaid in

full by such periodic reductions, or the periodic .

principal * reductions that result n a partially
reduced principal amount by matutity, requiring a
“palloon” payment of less than the original
principal arnount, such as a loan with principal
payments based on a 20-year amortization but
only a three-year term. S

In addition, the Borrower may prepay a Loan in
whole or in part, at any time, subject to whatever
prepayment penalties the Company may negotiaie.

'In connection with the sale of the property that

secures a Loan, the Company may cobsent to such
sale subject to the Loan or may make a new Loan
to the purchaser of the property. In addition, a
Loan may require payment upon sale of all or a
portion of the property. The Company may
qualify its “due on sale” clause by’ providing
release provisions, so that a portion of the
collateral may be released from the related deed of
trust or mortgage by payment of an agreed upon
principal portion of a Loan. In determining
whether to aliow partial releases to a Borrower on
a particular Loan, the Company generally will
allow such releases upon payment of a sum equal
to 130% or more of the pro-rata portion of the
principal amount of the Loan secured by the
released property although the release price may
be a lesser pro-rata portion in certain instances. -

Underwriting of Loans.

In originating Loans, the Company will have the
discretion o determine the terms of the Loans,
including matters such as interest rate, term,
security, release schedules, partial releases, and
other similar matters. In addition, the Company

will conduct certain due diligence relating to
each Loan in order to evaluate various factors
that it considers material to such determination,
including the condition and use of the property
that will secure the Loan, its potential for
appreciation, and the operating history;
capitalization, and creditworthiness of the
Bormrower. :

The Company reviews various factors ‘in
connection with making.or acquiring Loans on
behalf of the Company. These factors will vary
with individual Loans, but may include the
following: | . -

e review of sale comparables and other market
research; S .

e review of credit reports, credit references,
character references, and bank references on
the Borrower; ‘ e

e analysis of pro forma budgets and marketing
plans for the property; . :

e review and analysis of any leases for the
property; E

e verification of zoning and special use

- permits for the property;

o verification that the proposed use of the
property conforms with local ordinances an
building codes; : -

s verification of all necessary approvals from
the applicable city or county for site plans,
plats, and ufilities;

» verification of all utilities available to
service the property; o '

o review of deed, purchase contract, property
liens, entity formation documents, and other
title related documentation for the property;

e verification of flood insurance status;

e verification of other assets, sources of
payments, and third-party financing for the
Borrower; ‘ L

e determination of the Borrower’s strategy for

 repayment of the Loan; _ .

e review and analysis of any general
contractor; ) ]

e review of development and .construction

_ . plans; A : . :

o review. of development and construction
budget; : »
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* review of pro forma - gross sales revenue
less cost of acquisition, development,
construction, financing, marketing, sales,
and general and administrative dynamics;

* review of absorption estimates;
review of third-party reports on soil,
drainage, surveys, contractor expenence,
and financial statements;

*+ review of dcvelopment stlpuiatlons and
requirements;

* review of third-party contracts with the
general  confractor, utility
architectural contracts, and engineering
contracts; and

* aphysical mspectlon of the property.

The Company utilizes a variety of sources to
gather information about the property underlying
a Loan. Sources of property information include
the county assessor’s data, MLS data, local real
estate brokers, planning and zoning offices, and
third-party property inspectors. The Company
makes a final determination of the condition of
the property and the local market through a
property inspection.

The Company may obtain copies of the
Borrower’s tax returns, financial statements, and
credit teport {0 make a determination of the
Borrower’s financial condition and ability to
repay the proposed Loan. Consideration is
given to the Borrower’s cash liquidity, other
debt obligations, and cash flow. Inquiries are
made to other creditors and business
relationships in order to determine the
Borrower’s character and ability to perform
When applicable, the Borrower’s experience
with similar projects is evaluated.

Title Insurance..

The Company obtains title insurance for all
newly originated Loans according to industry
standards. Title insurance endorsements are
obtained to insure against title risks when
appropxiate In most cases, the Company
requires an insured first lien position for the
subject property A second lien position

generally is permitted in the following limited
circumstances:

agreements,
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when additional collateral is included;
when the Company records a junior lien on
the subject propéerty, subject to a first
mortgage originated by the Company; and

* in rare instances, when the first mortgage
was not originated by the Company and the
holder is unaffiliated with the Company.

Preliminary title reports are reviewed to
detérmine the status of liens, assessments

- (existing and proposed), taxes, property vesting,

surveys, easements, property access, 'legal
descriptions, and other items that may effect the
quality of the Loan. Title insurance
endorsements are required to address specific
areas of title concern for each Loan. Recording
instructions, which are prepared as the final
instruction to the title company at loan closing,
address each “subject to” item listed in Schedule
B and each requirement listed in the preliminary
Title report. As an additional quality control
point, the: Company monitors and reviews all
title policies; as they are received, for accuracy.

Revolving Mertgage Line of Credit Program.

The Company’s revolving loan program allows a

Borrower the opportunity to request additional .

advances during the term of the Loan without

having to go through a new, formal loan.
origination process. The Borrower can generally .

pay down the Loan principal balance, subject to
the pre-payment period, and re-borrow the funds
up to the maximum amount of the Loan, subject to
the terms and conditions of the program.

The revolving loan program currently has the
following requirements (although the Company
may change any such terms in its sole discretion):

¢ minimum Loan amount of $250,000;
minimum initial funding amount at close of
escrow of the greater of 25% of the principal
or $250,000;
maxirnum Loan tetm of 10 years;
first requested advance not more than 91 days
from initial funding;

-'»  minimum subsequent advance of the lesser of

25% of initial fanding or $150,000;
s prepayment penalities;




e discount points based on the greater of initial
Loan funding amount or $3,750; and
e minimum principal balance equal to the
greater of 25% of the initial funding amount
. or $25,000.

“Section 32 Morigages.” .

A Section 32 Mortgage is a type of mortgage
that has certain parameters and requires certain
disclosures as-set forth in Section 226.32 of
Regulation. Z, as adopted by the Board of
Governors of the Federal Reserve System, which
implements the Truth in Lending Act. Section
32 Morigage legislation regulates closed-end
consumer credit, which is credit primarily for
personal; family, or household purposes to a
consumer who is a natural person and whose
principal dwelling acts as security for the credit
advanced. The legislation applies to single-
family and - owner-occupied properties and
excludes residential purchase money mortgages
and deeds of trust or debt secured by the

consumer’s principal dwelling to finance the
acquisition of such residence or initial
construction of the dwelling, as long as there is
no existing debt on the property.

Leans from Another Lender. -

Depending on the interest rate payable with
respect to an existing outstanding Joan originally
made by another party (including another entity or
program managed or sponsored by the Company),
the Company may acquire all or 2 portion of such
loan for either its principal balance or an amount
less than its principat balance. The Participation
holders may realize additional revenues from
Loans acquired at a discount at the time such
Loans are repaid. The additional revenue would
be equal to the difference between the amount
paid by the Company to acquire such Loans and
the principal amount. This revenue, when added
to revenue from interest payable on Loans, could
ifcrease the effective yield on the Company’s
investment in such Loan, - ' '




- DESCRIPTION OF THE PROGRAMS .

Annual Opportunity™ Loan Program.

- Duration.. ' The Loans- relating to
Participations- in-this program typically
will have maturities ranging from one to

- three years. Some Loans will be

- somewhat - “seasoned” . . having
"previously been originated or acquired

by the Company and held for. a period

by an affiliate of the Company without

any Borrower default before. becoming

. partofthe program. ... . -
- ¢ Minimum Investment. $100,000.

* Rate. The pass-through interest rate
will depend on the interest rates on the
related Loans and the amount of
investment by the investor, with current
pass-through rates approximating 9.5%
for investments up to $1.0 million,
10.125% for investments of between
$1.0 miltion and $2.0 million, 11% for
investments between $2.0 million and
$5.0 million, 11.25% for investments
between $5.0 million and $7.5 million,
and 11.5% for investments above $7.5
million.

e Liquidity. Liquidity depends on
principal payments on the related Loans,
subject to potential early withdrawal,
depending on the liquidity of the
Company, for a withdrawal fee currently
equal to 2% of the amount of the
investment.

Capital Opportunity® Loan Program.

* Duration. Investors currently can select
a duration of 30, 60, 90, or 180 days.

* Minimum Investment. $50,000,
Rate. 6.0%.

¢ Liquidity. The Company will use its
best efforts to cause the repurchase of

the related Loans at the end of the
petiod selected by the investors and will
cause the repurchase of the related
Loans by a third party or repurchase the
related Loan jtself, subject to the
liquidity of the Company, if it is unable
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-to cause. another party to repurchase the

Loans. . - :

Revolving Opportinity™ Lbaﬁ Progrzim.

- Duration. . Investors ' commit to
~purchase Participations selected by the

Company at any time and from :time to

‘time during the 12-month period after
‘the date of the commitment to

participate in the program. A
Minimum Investment. $500,000.
Rate. The pass-through rate on the
Participations will depend on the
amount invested in the program and the
then interest rate posted by the
Company for the program, consisting of
prepaid interest and annual interest,
which currently are as follows:

Annuat
Prepaid  Interest
Capital Interest Rate

$ 500,000-32,999999  0.333% 10.00%
$3,000,000 - $4,999,999  0.500% 10.50%
$5,000,000-$7,999,000  0.666% 11.00%
$7.500,000 or more 0.517%  11.25%

Liquidity. Investors will be cbligated
to invest during the 12-month period
after commitment but each investment
in Participations will be repaid within
120 days through payments on the
related Loans or by the Company
causing the purchase or purchasing the
investment,

Performance Plus® Loan Program,

Duration. The Loans relating to the
Participations in this program typically
will have maturities ranging from one to
three years, but will be in default in
payment of principal or interest or in a
breach of a Loan covenant when the
Loans become subject to the program.

Minimmum Investment. $500,000,
which is applied to the purchase of one
or more defaulted Loans, accrued but




unpaid . interest on the defaulted Loa_ns,

~ and expenses of collection.
‘Rate.  Passthrough of portion of-

defaulted interest, which is paid upon

- the -cure of  default or following
- foreclosure, hlstoncally averaging 18% )

per annum,

- Liquidity. Uncertain as a result of the
- .. - Loan.default but: hlstoncaliy averaglng
Co 153 days
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. Opportunity Plus® Loan Program.

Duration. - The Loans, which are Junior
Loans, relating to Participations in this

- program -will typically. have maturities -
. ranging from one to three years. . :

e . Minimum Investment. $100,000.

‘Rate. The pass:through rate on the
Participations relating to the Loans will

depend on the interest rate on the' Loans,

- with  cumrent  pass-through  rates

approxmatmg 10.5%, which could
change at any time. :

Liquidity.  Liquidity depends on
pnnctpal payments on the related Loans.




GOVERNING DOCUMENTS

The type and provisions of the Governing
Documents for each - Program  will Vary
depending upon the natyre of the Program. The
following summaries describe certain provisions
that may appear in the Governing Documents for:
various Programs, The summaries in this
Memorandum do pot describe * all of . the .
provisions of the Governing Documents for cach
Program, Prospective investors are urged to
read each Governing Document prior to
investing in Participations. SR

The Property Information Sheet.

A Propérty Information Sheet will be available
for each Loan relating to Participations that
generally contains the following information:

* description of the terms of the Loan,.
including the principal amount, origination
date, maturity date, and Borrower’s name;
and

* 2 legal and physical description of the
underlying property; S

In addition to the Property Information Sheet,
Participation holders will be able and are
encouraged to review any and all information in
the Company’s loan file for the Loan related to
the Participations. The Company’s Loan files
contain the information gathered and compiled
by the Company during its underwriting and dye
diligence process, -

Agency Agreement,

The Agency Agreement grants the Company the
authority, and provides for fees, to service the
Loans relating to
paid to the Company include the Interest Rate
Spread, which is the portion of the interest rate
paid by the Borrower on a Loan that is retained.
by the Company. Among other things, the
Agency Agreement authorizes the Company to
do all of the following with respect to any Loans
in which Participation holders have an interest;

* calculate the portion of the Loans owned by
Participation holders at any time;

Participations. The fees to be
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* receive and process afl Payments due from

the Borrowers under the Loans; :
*  apply all sumg received fo fees, costs, and
eXpenses relating to the Loans, including
real estate
fees, inspection fees, appraisal fees, expert
fees, attorneys’  fees, litigation costs,
insurance premiums, late charges, collection
expenses
Company;
hold the original Loan documents;
¢ evaluate and process

Loans, including fuil or partial deeds of
release and reconveyance; _

* take any actions for the benefit of the
~ Participation holders in the event of
- delinquent payments, such as the failure to
make tax and insurance payments, including
Placing the Loan in defanlt and negotiating

and executing any forbearance agreements:

or extension or modification of the Loan
documents;

¢ Iequest any additional payments from the
Participation holders for any fees, costs, or
expenses not covered
Borrower on the Loan, including enforcing
the Loan in an event of default; and

* unless otherwise notified in writing, name
the Company as the

- beneficiary, as agent for the Participation

holders, under the Governing Documents,

A purchase is subject to timely receipt of the
required documents, the fill payment of the
subscription price, and the Company’s’ review
and acceptance of the documents.  The
Company may, in its absolute discretion, reject
any subscription for Participations in whole or ig
part. The Company, in its sole discretion, also
may change or modify the minimum investment
per person at any time,

If the Borrower is being loaned funds in stages
(commonly referred 1o as “draws”), Participation
holders may, at the Company’s discretion, be
required to fund such amounts subsequent to

by payments by

taxes, administrative fees, service..

and compensation to the

any assumption of any
Loan by a new Borrower;
* _ file and record any documents relating to the

lender/payee/ -
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their initial purchase of Participations. The .

aggregate principal amount of the Loan will

consist of both the initial loan amount and the-

subsequent fundings or “draws.” Such advances
are additional principal on the underlying Loan.

In either event, the Agency Agreement permits
the Company to sell all or a portion of
Participations held by a Participation holder that
fails to make any such requested payments
within three business days.

The Agency Agreement releases the Company
from any and all liability to. any person,
including the Borrower and the Participation
holders, for nonfeasance or mailfeasance. The
Participation holders agree to indemmify and
hold the Company harmless from any liability
incurred by it in performmg under the Agency
Agreement or otherwise arising, directly or
indirectly, from the Loan or the Loan
Documents and to pay such amounts to the
Company within five business days of such
request. Moreover, in the event of the breach of
the Agency Agreement by Participation holders
(including by interfering with the Company’s
ability to perform), the breaching Pasticipation
holders are required to pay, within 30 days of
written notice of such breach, all costs due to the

* Company under the agreement as well as any

damages, including actual, incidental, and
consequential damages.

The Company is also permitted to assign the
collection of the Loan payments or resign as
servicer at anytime by providing the
Participation holders with writien notice. At
such time, the Company is entitled to receive the

* collection fee pursuant to the terms of the Loan

and/or the Inferest Rate Spread based on the
remaining term of the loan over the life of the
Loan.

Assignment of Beneficial Participation in
Deed of Trust.

Substantially all the Loans will be secured by
deeds of trust recorded against properties located
in the state of Arizona. A deed of trust is a
three-party instrument. The parties to a deed of
trust are as follows:
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the trustor, the equivalent of a mortgagor;
the trustee to whom the real property is
‘conveyed; and .

» the beneficiary, who is the lender

Under a deed of trust, the trustor grants the
property, . irrevocably until the debt is paid, in
trust and generally with a power of sale, to the
trustee to secure repayment of the refated note or
bond. :

Pursuant to the terms af the assignment of
beneficial interest in the deed of trust, each
Participation holder will be granted an interest in
the lien securing the underlying.property. The
deed of trust sets forth the terms under which the
lender can exercise the holder’s rights to perfect
the interest in the property, including the
definition of events of defanlt. Both the.

- underlying deed of trust and the assignment are

recorded in the office of the county recorder in:
the county in which the property is located so
that the interest in the lien is a matter of public
record.

Promissory Nete Endorsement.

Under the terms of the endorsement, the
Participation holders transfer all right, title, and
interest in all or their proportionate share of the
promissory note evidencing the Loan. The
endorsement is attached fo the underlying note
and retained by the Company as the servicer of
the Loan under the Agency Agreement. The
underlying note sets forth all of the material
terms of the Loan, including principal amount,
interest rate, maturity date, payment terms, and -
events of defanlt.

Assignment of Assignment of Rents, Leases,
and Profits. .

A Loan that encumbers an income-producing
property often contains an assignment of rents,
leases, and profits. Under an Assighment of
Rents, Leases, and Profits, the Borrower assigns
to the lender the Borrower’s rights under, and all
income from, each lease. The Borrower
generally retains a revocable license to directly
collect the rents until an event of default. If the
Borrower defaults, the license terminates and the




lender is entitled to collect the rents directly. *

Local law may require that the lender take
possession -of - the :property, obtain 2° court-
appointed receiver, or take other similar action’
before becoming entitled to collect-the rents. -

Under the terms of the Assignment of Rents,
Leases and Profits, the Participation holders are
granted ‘an interest in the security. interest in
rents, leases and profits of the property securing
the Loan (ie., the underlying Assignment of
Rents, Leases;  and Profits). The ‘underlying
- Assignment of Rents, Leases, and Profits sets
forth the terms under which the lender can
exercise the lender’s rights to the rents, leases,
and profits arising from the property upon the
occurrence of an event of default. -Both the
underlying -Assignment of Rents, Leases, and
Profits :and the assignment are recorded in the
office of the‘county recorder in the county in
which the property is located so that
Participation holders’ interests in the lien is a
matter of pubhc record '

Ass:gnment Of Asmgnment Of nghts

Under the terms of this assignment, Part1c1pation
holders are granted a: security interest in certain
rights ‘and agreements relating to the property
securing -the Loan (ie...thé :underlying
Assignment ~ of - Rights). The underlying
Assignment of Rights :grants the- lender a
" security interest in certain agreements relating to
the property, which may include architectural:
and engineéring agreements, surveys, studies,
and any other agreements relating to- the plans
and specifications of the property.- Similar to the'
other  assignments, both the underlying
Assignment of Rights and the assignment are
recorded in the office of the county recorder in
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-the. county in which the property is located so

that the interest in the lienis a mattcr of pubhc
record, : :

Quarterly Statement. -

Each quarter, the Company will send
Participation holders a quarterly statemcnt,
whlch will set forth the foilowmg :

. 'certaln basic .information about - each

- Participation owned at' that time, including’

the Loan number, the Borrower’s name, the-

percentage of the Loan owned, the net rate-

to the Participation holder, the maturity date

of the Loan, the remaining monthly term of

' the Loan, the next payment date on the

Loan, the regular payment amount on the

- -Loan, the payments made on the Loan, and
the Loan balance; and :

-&  any material changes or new 1nfonnatlon, if

any, gbout the status of each Pam(upatlon :
mcludmg the undcr!ymg property

Annual Statement.

Wlthm a reasonabie penod of time after the end.
of each calendar year, the Cormpany will furnish
to each Participation holder who at any time
during the calendar year was a holder of a
Participation, a statement containing the same
information as provided in the Quarterly
Statement but for the entire year. The Company.
will also provide. each Participation holder with
a 1099 IRC Form or substantially comparable
information ' provided pursuant to .any
requirements of the Internal Revenue Code.




FEDERAL INCOME TAX CONSEQUENCES

Circular 230 Notice.

The following was not intended or written to.be
used, and it cannot be used, for the purpose of
avoiding U.S. federal, state, or jocal - tax
penalties that may be imposed on 2 holder of
Participation. This Memorandum was written to
support the promotion of marketing of the
fransaction or matier addressed in this
Memorandum. The investor should seek advice
based on the investor’s particular circumstances
from an independent tax advisor.

General.

The following summary of the tax aspects of an
_investment in Participations s based on the
Internal Revenue Code of 1986, as amended (the
“Code”), on existing Treasury. Depariment
- regulations (“Regulations”), and on
administrative rulings and judicial decisions
interpreting the’ Code. Significant uncertainty

exists regarding certain tax aspects of such.an

investment. Such uncertainty is due, in part, to
continuing changes in federal tax law that have

. pot fully been interpreted {hrough regulations or
judicial decisions. Tax legislation may be
enacted in the future that will -affect an
investment in Participations. Legislative or
administrative changes and judicial decisions
could modify or change completely statements
and opinions expressed beiow about the federal
jncome. fax consequences of an investment in
Participations. Additionally, the interpretation
of existing law and regulations described . here
may be challenged by the IRS during an audit of
an investor’s tax return. ' :

The following summary of tax aspects generally
assumes that the investor is an individual and is
a US. citizen or resident. The following
discussion is only a summary and is limited to
those areas of federal income tax Jaw that are
considered to be material to individual investors
owning Participations. No information
regarding the taxation of non-U.S. persons is
provided. '

No information regarding state and local taxes is

-provided. - Prospective investors aré urged to

consult their tax advisors about their individual
circumstances (especially if the prospective
jnvestor is not an individual or is not U.S.
citizen or resident) and the federal,. state, local
and ofher faX consequences arising from an
investment in Participations L

Status as Owners of an Undivided Interest in
a Loan. S '

The Subsctipﬁon ;Agreement and the Agency
Agreement are structured such that each

. Participation holder will be treated as owning an

undivided interest in a Loan. - A Participation
holder will be considered to have purchased.a -
pro rata undivided interest in a Loan,. -

Each holder must report on the holder’s federal -
income tax return the holder’s share of the gross
income derived from a Loan The servicing fee
and will treat the payment of the servicing fees
as a direct expense of the holder. The
Participation holder will generally be entitled to
deduct servicer fees under Section 162 or
Section 212 of the Code to the extent that such
fees represent “reasonable” compensation for the
services rendered by the servicer. In the case of

~ anoncorporate holder, however, servicer fees. (to

the extent not otherwise disallowed, .e.8.,
because they exceed reasonable compensation)
will be deductible in computing the holder’s.
regular tax lability only to the extent that the
fees, when added to other miscellaneous
itemized deductions, .exceéd 2% of adjusted
gross income and may not be deductible to. any
extent in computing the holder’s alternative:
minimum tax Hability. In addition, the amount
of itemized deductions otherwise allowable for
the taxable year for an individua! whose adjusted
gross income exceeds an applicable amount will
be reduced. This reduction is scheduled fo be
phased-out over a five-year period beginning in
2006. :




Limitation on Interest Deductions.

The deductibility -of a taxpayer’s investment
interest expense generally is limited to the
amount of the taxpayer’s net investment income.,
Investment interest expense does not include any
interest expense that is taken into account in,

determining the income or loss from a passive;

activity, but does include (i) interest on
indebtedness incurred or continued to purchase
or carry property “held for investment,” (ii)
interest expense atfributable to portfolio income
under the passive loss rules, and (iii) the portion
of interest expense incurred or contfinued to

purchase or carry an interest in a passive activity

to the extent attributable. to portfolio income
(within the meaning of the passive loss roles),
Debt of a taxpayer generally is allocated among
the taxpayer’s activities by tracing the proceeds
of each debt. A detailed analysis of the tracing
roles is beyond the scope of this discussion.

Consequently, investors that intend to use

borrowed funds to purchase Participations
should consult their own tax advisors before
borrowing such- funds. ©~ A holder should
maintain careful records of any debt he incurs to
carry or acquire a Participation.

Net investment income includes gross income
from property held for investment and amounts
treated as gross portfolio income pursuant to the
passive loss rules less deductible expenses {other
than interest) directly connected with the
production of investment - income. Qualified
dividend income subject to the 15% maximum
tax rate .will not constitute investment income
for this purpose for tax years beginning on or
before December 31, 2010, except if the
taxpayer so'elects. Net capital gain attributable
to the disposition of property held for investment
is excluded from investment income for
purposes of computing the investment income
limitation; however, a taxpayer may eleet to
include the net capital gain in investment income
if the taxpayer also reduces the taxpayer’s net
capital gain by the same amount. Investment
interest deductions that are disallowed may be
carried forward and deducted in subsequent
years to the extent of net investment income in
such vears.
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With respect to any Loan that is considered to be
“held for investment,” the investment interest
rules should be applicable to limit, to the extent
of net investment income, a holder’s ability to
currently deduct interest paid to carry an
allocable portion of the holder’s Participations.

Also, in the case of an investor that holds tax-
exempt securities. including shares in a
regulated investment company that distributes
exempt interest dividends, and that plans to
borrow money to purchase Participations, it is
possibie that the IRS might seek to disallow the
deductibility of all or .a portion of such
investor’s interest expenses incurred in
connection with such borrowing, claiming that
the indebtedness was . incurred to “purchase or
carry” tax-exempt securitics under Section
265(2) or Section 265(4) of the Code. Such risk
would substantially increase for an .investor
whose tax-exempt. obligations were used as
security for the debt incumed to purchase
Participations.

Discount on Participations.

To the extent the holder’s purchase price of an
undivided interest in a Loan is less -than the
portion of:the principal balance of the Loan
allocable to such holder, the holder’s interest in
the Loan will be deemed to have been acquired
at a discount. = If a holder purchases
Participations at a. discount, the difference is
considered “market discount,”. unless such
difference is de minimis. . Under the market
discount rules, any gain realized by the holder
on a taxable disposition of a Loan having
“market discount,” as well as any .principal
payment made with respect to such Loan, will be
treated as ordinary income to the extent of the
then “accrued market discount”. of the
Participations. Market discount will accrue
ratably from the date .of  acquisition to the
maturity date of the Loan, unless the holder
elects to accrue market discount on.a constant
interest rate method. The constant interest rate
method generally requires the accrual of interest
at times and in amounts equivalent to the result
that would have occurred had the market
discount been original issue discount computed
from the acquisition of the Loan through the




matority date. In addition, a portion of the
interest expense in connection with debt
incurred to purchase or carry Participations with
market discount may not be currently deductible.

A Loan may be made for which the stated
redemption price at maturity will be greater than
the cash advanced to the borrower (the “Issue
Price”). For federal income tax purposes, the
difference between the Issue Price of a Loan and
its stated redemption price at maturity, which
stated redemption price is equal to the sum of all

payments due under the Loan other than interest

based on a fixed rate and ~ payable
unconditionally at fixed periodic intervals of one
year or less, constitutes “original issue discount”
(“OID”). The holder generally will be required
to include a portion of the OID, if any, in gross

_income annually as interest pursuant’ to a
compounding method, even though the holder
will not receive any payment of such amount
prior to matutity. -

Sale or Exchange.

A holder’s tax basis in a Participation is the
price the holder pays for ‘the Participation,
appropriately adjusted to take into account

amortization of OID, market discount and
premium, if any, and any payments received
with respect to the Participation (other than
qualified stated interest payments). Gain or loss
recognized on a sale or exchange, measured by
the difference between the amount realized and
the Participation’s basis as so adjusted, will
generally be capital gain or loss, assuming that
the Participation is held as a capital asset and
will generally be long-term capital gain or loss if
the holding period of the Participation is more
than one year and short-term capital gain or loss
if the holding period of the Participation is one
year. or less.
subject to reduced maximuim rates on long-term
capital gains and are generally subject to tax at
ordinary income rates on short-term capital
gains. The deductibility of capital - losses is
subject to “certain limitations.  Prospective
investors are encouraged to consult their own tax
advisors concerning these tax law provisions.

Non-corporate taxpayers are
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" election with the TRS or

Treatment as a Partnership.

It is possible that the holding of a Participation

may be treated as a partnership for federal
income tax purposes. Holders may elect out of
the parinership provisions for federal income tax
purposes in the event the holders (i) own the
property as CO-OWRETS, @ii) reserve the right
separately to take or dispose of their shares of
any property acquired or retained, and (jii) do
not actively conduct business or irrevocably
authorize some person OI PeErsons acting in a
representative capacity to purchase, seli, or
exchange such investment property, although
each separate participant may delegate authority
to purchase, sell, or exchange its share of any
such investment property for the time being for
jts account, but not fora period of more than one
year. The election is made by either filing an
an election will be
deemed to be made if there is an intent to make
the election in the ownership agreement. The
Treasury Regulations provide that either one of
the following will indicate the requisite intent:
(a) at the time of the formation of the
organization, there is an agreemeni among the
members that the organization be excluded from
Subchapter K beginning with the first taxable
year of the organization or (b) the members of
the organization owning substantially-all of the
capital interest report their respective shares of
the items of income, deductions, and credits of
the organization on their respective returns
(making such elections as to individual items as

* may be appropriate) in 2 manner consistent with

the exclusion of the organization from
Subchapter X, beginning with the first taxable
year of the organization. While there is no
agreement among the holders, the holders should
be deemed to have complied with (b) above:
Consequently, the holders should be deemed to
have made an election to be excluded from the
partnership provisions of the Code for federal
income fax purposes. '

‘Backup Withholding.

A holder may, under certain. circumstances, be
subject to “backup withholding” with respect 10
payments on the Participations or the proceeds
This

of a sale to or through brokers.




withholding generally applies if the holder:ofia

Participation;

o fails to fumnish the holder’s taxpayer
identification number; . n

* furnishes an incorrect taxpayer identification
number; or ‘ A

* ‘fails to report properly interest, dividends or
other “reportable payments” ag defined in
the Code. : - L

Backup ‘withholding will not apply, however,
with respect to certain payments made fo
holders, including paymernts to certain exempt
recipients (such as exempt organizations and
corporations) and to certain nonresident alien
individuals, foreign partnerships, or foreign
corporations, Holders are encouraged to consult
their tax advisers as to their qualification for
exemption from backup withholding and the
procedure for obtaining the exemption.

Investment by Tax-Exempt Entities.

Certain entities, including trusts formed ag part

of Keogh and pension and profit-sharing plans .

that are qualified under Code Section 401(a),
individual retirement accounts (“IRAs™), and
certain  charitable and other organizations
described in Code Section 301(c), are generally
exempt from federal income taxation, Such
entities (“Tax-Exempt Entities”), however, are
subject to federal income tax to the extent of
their unrelated business taxable income
(“UBTI).. | ' -

UBTI is defined as the aggregate gross income
derived by a Tax-Exempt Entity from unrelated
trades or businesses less the deductions (such as
operating expenses and interest) directly
connected with such trades or businesses, - all
subject to certain modifications, Certain ifems
of income are excluded from the definition of
UBTL  The relevant éxclusions from UBTI
include (1) interest income; (2) most rents from
real property; and (3) gains from the sale,
exchange, or other disposition of assets held for
investment. These exclusions are subject to
many conditions and restrictions and generally

are not available in the case of debt-financed.

property. A Loan may be considered debt-
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financed if an investor purchases Participations
with funds that are available for such purpose as
a result of borrowings, Tax-Exempt Entities
should consult their tax advisors with respect to.
the debt-financed rules if they are subject to any
debt obligations. oo ‘

A Tax-Exempt Entity that realizes UBTI is taxed
on that income at regular trust rates if the entity
is a trust and at regular corporate rates if the
entity is a corporation. The tax is imposed
directly on, and paid out of the assets of, the
entity. In computing UBTI, deductions are
generally allowed for all expenses- that are
directly connected’ with the eamning of the
income and a- specified deduction of $1,000 for
each Tax-Exempt Entity. ‘Even if a portion of
the income of a Tax-Exempt Entity is UBTI,
income from other investments that is ot UBTY
will continue to be exempt from federal income
tax. For certain types of Tax-Exempt Entities,
however, the receipt of any unrelated business

income could affect the exempt status of the

entity. For example, if a charitable remainder
annuity trust or a charitable remainder unitrust
(as defined in Section 664 of the Code) has
UBTI during the year, all of its income from all
sources in that year will be taxable. In addition
to possible federal income taxation, any UBTI
may be subject to state and local income
taxation, which may differ in method of
computation and amount.
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ERISA ASPECTS OF THE OFFERING

The purchase of Participations may be
appropriate .for various tax deferred retirement
plans, including any pension, profit sharing,
Keogh (H.R. 10) plan or other employee
retirement benefit plans qualified under Section
401(a) of the Code or any IRA qualified under
Code Section 408 (hereinafier referred to as a
“Benefit Plan” or “Benefit Plans™). - Before
purchasing Participations, the trustee of other
responsible fiduciary of a plan contemplating
investment should consider, (1) whether .the
Benefit Plan is considered an employee benefit
plan subject to certain fiduciary standards of the
Employee’ Retirement Income Security Act of
1974 (“ERISA™); (2) whether the investment is
in accordance with the documents and
instruments governing such Benefit - Plan; (3)

whether the investment will result in unrelated

business taxable income to the Benefit Plan (see
“Federal Income Tax Matters Tax-Exempt
Investors™); (4) whether the investment provides
sufficient distributions  to permit - benefit
payments to be made as they become due; %)
any requirement that the fiduciary annually

value the assets of the Benefit Plan; and (6)

whether the investment is prudent, since no
public market is expected to develop in which
Participations may be sold or otherwise
transferred. An employee benefit plan is defined
in Section 3(3) of ERISA and includes all
Benefit Plans defined above except (2) plans

~ covering only owners of the Plan sponsor.

(including owners of sole proprietorships) and
their spouses, or (b) most RAs (“ERISA
Plans™).

ERISA subjects trustees of Benefit Plans to
special fiduciary standards with respect to the
affairs of such Benefit Plans. The prohibited

' transaction rules under ERISA proscribe certain

dealings between Bepefit Plans and related
persons.  The purpose of the prohibited
transaction rules is to curb all forms of fiduciary
misconduct through prohibition of certain types

. of conduct in the first instance. A discussion of

the general duties and restrictions imposed by
ERISA, such as the duty to diversify the
investments of Benefit Plans, is beyond the
scope of this discussion, this material being

limited to those prohibited transaction rules
under ERISA that most Tikely would bear upon
the holding of Participations by Benefit Plans.
Therefore, trustees of Benefit Plans, before
purchasing Participations, should seck legal
counsel having expertise in ERISA to assure that
the investment by the Bepefit Plans in
Participations is not, and is not likely to become,
a violation of amy rules or laws relating to
investments by Benefit Plans.. The .costs of
obtaining such advice should be taken into
account in evaluating an _investment in
Participations. : '

Cenflicts of Interest.
General.

Fiduciaries and other related parties (refemred to
as “parties in interest” in the labor provisions
and as “disqualified persons” under the Code
provisions, collectively referred to herein as
“parties in interest”) are not to.compromise their
fiduciary duties.or exploit their relationships -
with Benefit Plans to . confer benefit upon
themselves other than to receive reasonable
compensation for services rendered. ERISA
sections 406(a)(1)(A)-(D) and 406(b)(1)-(3) and -
Code sections 4975(c)(1)(A)-(F) probibit (1)
direct or indirect sales or exchanges of property
between Benefit Plans and parties in interest; (2)
the direct or indirect lending. of money or
extension of credit between Benefit Plans and
parties in interest; (3) the direct or indirect
furnishing of goods, services, or facilities
between Benefit Plans and parties in interest; {4

‘direct or indirect tramsfers of plan assets 10

patties in interest; (5) fiduciaries from dealing
with plan assets for their own account; {6)
fiduciaries from acting on the behalf of parties
whose interests are adverse to the interests of the
Benefit Plan; and (7) the receipt by fiduciaries of
consideration {“kickbacks”) from any party
dealing with the Benefit Plan with respect o
plan assets. : ' S

The Company will have full control over the

Participations. Such authority could result in the
Company being deemed to be a party in interest




or even a fiduciary with respect to Benefit Plans-

holding Participations. Under certain rules that

are discussed in detail below, the assets held by
an entity in which a Benefit Plan has invested
can be treated as “plan assets” of such Benefit

Plan. See “ERISA-Aspects of the Offering --

Plan Asset Rules.”. - Under section 3(21)(A) of

ERISA and section 4975(e}(3)(A) of the Code, -

the term “fiduciary” is defined as including any
person who exercises any authority or control
respecting the management or disposition of the
assets of a Benefit Plan. The Company will hold:
such power with respect to Participations. If
such assets are deemed to be “plan assets,” then
the Company would be treated as a fiduciary for
purposes of the prohibited transaction rules. As
a fiduciary, the Company would be subject to
the prohibited transaction rules applicable to
parties in interest, and the higher standards that
apply to fiduciaries. :

Even if the Company is not treated as a

fiduciary, it nevertheless could be deemed to be
a service provider, and thereby a party in interest

with respect ‘to all Benefit . Plans holding.

Participations. A “party in interest” is defined at
section 3(14¥B) of ERISA amd section

4975(e)}(2)(B) ‘of the Code as including any

person “providing services to the plan.”

if the Company is deemed to be a fiduciary, it
- would be subject to a much more strict standard
of loyalty to Benefit Plans holding Participations
than mere parties in interest. ERISA. exacts
undivided loyalty of fiduciaries to Benefit Plans,
Pursuant to such duty, the Company would be
required to refrain from dealing with the
Participations on its own behalf or on the behalf
of those with interests adverse to those of
Benefit Plans hoiding Participations. In that
regard, a conflict potential could exist by virtue
of the Company’s authority under the Agency
Agreement. - Moreover, there are circumstances.
under which the interests of the Company and
the holder of Participations could become
adverse. SR - :

If-the Company engages in conduct that results
in a violation of the prohibited transaction rules,
the Company could be subject to prohibited
transaction excise taxes under the Code, the
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Company would be liable for any losses incurred
by the Benefit Plan occasioned by such conduct,

and all aspects of the activity comprising. the -

violation could be required to be reversed. . Such
violation should mot, however, produce direct
adverse consequences for Benefit Plans under
the prohibited transaction rules. =

Potential Conflicts upon Investment.

Affiliates of the Company may be associated in
other capacities with respect to similar
investments currently outstanding in the
commercial community.  See “Conflicts of
Interest.” Such investments could result'in the
Company being deemed to be a service provider
{a class of party in interest) or a fiduciary with
respect to Benefit Plans holding interests in such
investments. Thus, the rule prohibiting the sale
or exchange of property between a party in
interest and a Benefit Plan could be violated if a
Benefit Plan purchases Participations at a time.
when the Company or entity bearing certain

relations to it are parties in interest with respect:
to such Benefit Plans by virtue of such-

outstanding investments.

Conflicts of interest that could result in
violations of one or more of the prohibited
transaction rules alse * could occur . if,

- Participations are purchased upon the decision.

or recommendation of a fiduciary or any other
party in interest with respect to investing Benefit
Plans in a position to affect the determination as
to whether or not. to purchase Participations if
such party also bears any affilistion to the
Company (other than through the ownership of
Participations purchased from the Company).
The Company is not in a position to make
representations as to the existence or absence of
such relationships and, therefore, makes no such
representations. : :

In the event it is determined that one or more of
the parties responsible for making the
investment decisions of, or providing investment
advice, to a Benefit Plan do in fact bear an
affiliation to the Company, it is possible that
permitting an independent fiduciary to. make an
independent determination as to whether fo
make the purchase will eliminate the potential




violation. However, proscribed transactions
which are not specifically excepted by statute or
the grant of an exemption by the United States
Department of Labor (the “DOL”) are
prohibited. As Tio specific exemption will be
procured in this case, the Secretary of Labor
could determine the purchase to be 2 technical
violation of the prohibited transaction rules
despite the fact that the spirit of ERISA is not
violated. Advisory Opinions issued by the DOL
suggest that it would be predisposed to such
position. :

Potential Conflicts in Operations.

If the Company is deemed to be a fiduciary, the
question arises as t0 whether the performance of
duties and the receipt of the fees would violate
the prohibited transaction rule against the direct
or indirect furnishing of goods, services or
facilities between Benefit Plans and parties in
interest. Even assuming that the Company is a
fiduciary, - the - Company belicves that the
rendition of such services should not violate the
multiple services rule as it would not be
exercising the powers that would make it a
fiduciary to appoint the Company to perform
additional services. Rather, the Company would
be pre-appointed as a manager and the various
fees and profit allocation would be pre-
established pursuant to the offering documents,
which appointment, commissions, and fees
would be ratified by the named fiduciaries of the
investing Benefit Plans through their decision to
invest. -In addition, such services and fees could

 fall within the exceptions set forth at section

408(c)(2) of ERISA and section 4975(d)(10) of
the Code, each of which exempt from- the
prohibited transaction nies the receipt of
reasonable compensation for services rendered
or for the reimbursement of expenses properly
and actually incurred in the establishment or
operation of Benefit Plaus. No assurance can be
given as to the applicability of those exceptions,
however, since they could be deemed to apply
only to the payment for services and the
reimbursement of expenses incurred in the
administration of Benefit Plans as opposed to
those incurred in connection with investments. -
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The status of the Company as a fiduciary of
Benefit Plans that hold Participations  is
discussed in detail under the section entitled

“Plan Asset Rules” immediately following this -

section. As to the status of Company.as a party

_ in interest other than as a fiduciary, absent any

pre-existing relationships between the investing
Benefit Plans and the Company, the Company’s
status- as a party in interest depends upon
whether or not. it is a “service provider” by

yirtue of the functions it performs as Company. - |

Section 3(14)(B) of ERISA and Code section
4975(e)(2)(B) each include within the definition

of party in interest any person “providing
services fo the plan.” In that a private ruling is’
not being obtained from the DOL with respect to-
the issue, a definitive statement cannot be made -
as to whether the Company would be a party in-

interest with respect to Benefit Plans holding

Participations.

With respect to each of the potential conflicts of

interest described above, the broad manner in .
which ERISA is drafted precludes the making of

a definitive stitement as to whether any such

potential conflicts would be deemed to be.

violations of the prohibited transaction rules. If
a violation of a prohibited transaction rule
occurs, any person participating  in such
transaction could be subjected to prohibited
transaction excise taxes under the Code. Ifa
fiduciary patticipates in the violation he can be
held liable for any losses incurred by the Benefit
Plan which are occasioned by the misconduct.
Furthermore, all aspects of the activity
comprising fhe violations could be required by
the DOL to be reversed.

Plan Asset Rules.

The DOL has issued regulations (“DOL
Regulations”) that treat the underlying assets of
certain investments in which Benefit Plans ar¢
investors or partners as plan assets, as opposed
to treating the partnership interest in the entity or
jnvestment as the plan asset. The general rule

under the DOL Regulations is that when a

. Benefit Plan invests in another entity, its assets.

include the investment, but do not, solely by
reason of such investment, include any of the
underlying assets of the entity. The holding of a




Participation may be treated as a Partnership for. -:

purposes of ERISA. Moreover, the purchase by
a Benefit Plan of greater than a 25% interest in a
Participation may cause the entire Parficipation
to be deemed -a Plan Asset unless an applicable
exception applies. A special rule set forth in the
DOL Regulations, however, provides that if a
Benefit Plan acquires an equity interest in an
entity that is neither a publicly offered security
nor a security issued by - certain registered
investment companies, its assets include both the
equity interest and an individual interest in each
of the underlying assets of the entity, unless (1)
the entity is an operating company or (2) the
equity interests of certain benefit plan investors
are not significant. The Participations will be
neither publicly -offered nor issued by a
prescribed investment company. Thus, one of
fwo - exceptions must apply in order for a
Participation not to be treated under the DOL
Regulations as a plan asset of a Benefit Plan
holding Participations,

A special category of operating company
referred to as a. “Venture Capital Operating
Company” (a “VCOC™) is set forth for entities
engaged in investment related activities.
Generally, a company is a VCOC if it holds at
least 50% of its assets,” determined on a cost
basis, in “venture capital - investments” or
“derivative  investments” . and  exercises
“management rights” with respect to at least one
investment each year. A “venture capital
investment” is an investment in an “operating
company” (i.e., an entity primarily engaged in
the production or sale of a product or service
other than the investment of capital) in which
the VCOC acquires “management rights” (i.e.,
the right to substantially participate in, or
substantially influence the conduct of),
management.) A “derivative investment” is a

venture capital investment as to which the

investor’s management rights have ceased in
connection with the public offering of the
securities of the operating company or an
investment required by a VCOC in exchange for
an existing venture capital investment in certain
types of transactions. Special rules apply with
respect to the start-up of a VCOC and the
distribution of s assets,
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A second special category of operating company
referred to as a “Real Estate Operating
Company” (a “REQC”) is set forth for.entities.
engaged in investment in real estate related
activities. Generally, 2 company is a REOC ifit
holds at least 50% of its assets, determired on a
cost basis, in real estate which is managed or
developed by the operating company and with
respect to which .such entity has the right to
substantially  participate. " directly - in - the
management or development activities, -

For purposes of the second exception to the
special rule, the DOL Regulations provide that
the equity participation of benefit plans is
significant if 25% or more of the value of any
class of equity interests in the entity is heid by
such plans. The Participations will be offered
for sale to benefit plans within the. regulatory
definition and to persons not falling within such
definition. If a Participation or Pasticipations
are intended to qualify as a VCOC or REOC
under the DOL Regulations, it would not need to
meet the-second exception to the special rule.
However, the Participations will most likely not
qualify as a VCOC or REOC. -Therefore,
Company will limit the Participations purchased
by benefit plan investors to fewer than 25% of
all of the Participations purchased -excluding
Participations purchased by the Company or its
Affiliates, in which case the second exception to
the special rule should be applicabie and an
undivided interest in the Participations should
not be treated as a plan asset of Benefit Plans
holding .Participations wunder the DOL
Regulations. Moreover, each Participation will
be limited to Benefit Plan investors owning less
than 25% of such Participation, excluding an
interest in the Participation purchased by the
Company or ifs Affiliates, in order for the
Participation to not be treated as a plan asset.




TERMS OF THE OFFERING

General.

Pursuant to. this Memorandum, there are being
offered Participations.

Durahon of Oﬁ‘enng

. The Offermg w111 confinue umtil termmated by
the Company:

Method of Subscription:

Anyone desiring to purchase Pérﬁcipaﬁoné must

forward the following to the.Company at 55 East .

Thomas Road, Phoenix, Arizona 85012:

¢ a fully executed Subscription Agreement in
substantially the form of Exhibit B to this
Memorandum;

e If appropriate, a fully completed and
executed . Purchaser Representative

- Questionnaire substantially in the form of .

Exhibit C to this Memorandum,;

¢ . a check or wire transfer payable fo
“Mortgages Ltd.” in an amount equal to the
purchase price of the Participations the
investor desires to purchase in at least the
required initial minimum amount ($50,000
in the case of the Capital Opportunity Loan
Program, $100,000 in the case of the Annual
Opportunity Loan Program and the
Opportunity Plus Program, and $500,000 in
the case of the Revolving Opportunity Loan
Program and the Performance Plus Loan
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Program), After making an initial
investment in accordance with the particular
Program, an Investor generally will be -able-
to purchase additional Participations. Each
purchase is subject to timely receipt of the -
required documents, the full payment for the
subscription price; and- the Company’s
review and acceptance of the documents.
The Company may, in its absolute
discretion, - reject any subscription for
Participations in whole or in part; and

o in the case of the Revolving Opportunity
Loan Program, a Revolving Opportunity
Loan Program Agreement substantially in
the form of Exhibit E to this Memorandum.

Except in the case of the Revolving Opportunity
Loan Program, the New Investor Subscription
Agreement authorizes MLS, as the Participation
holder’s agent, to accept the Participation
holder’s oral instructions (1) to purchase
Participations in specific Loans meeting the
parameters set forth in this Memorandum and
(2) to apply payoff proceeds of Participations to
purchase Participations in other Loans within the
parameters described in this Memorandum or to
forward the 'cash proceeds thercof to the
Participation holders. The Subscription
Agreement also authorizes Mortgages Ltd. to
execute the Agency Agreement on behalf of the
Partmpatxon holder. ‘




RESTRICTIONS ON TRANSFER

The Participations offered hereby have not been
‘registered. under the Securities Act or-any state
securities laws in reliance on spetific-exemptions

from registration provided . by. . such .acts.

Accordingly, each investor will be teguired to~

acknowledge that the purchase of Participations is
for investment, olely. f6r the, iivesior’s own
account, and without any view to the sale or other

disposition thereof. Participation holders will not:
have: the right to require the registration. of . their
Participations under the-Securities Act or any state

, secuntleslaws In addition, the Company has no
' intention to' register the Participations, and it is

highly unlikely that there will be any such
re'giistr_e_iﬁ_on'i;x'ﬂié'ﬁltm'g.. ; o '

LEGALITY OF PARTICIPATIONS

The legality of the Participations offered hereby
will be passed on for the Company by
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Greenberg Traurig, LLP, Phoenix, Arizona.

S




ADDITIONAL INFORMATION

Copies of all- documentation described in this documentation  will be - made -available at any
Memorandum are available at the offices of the reasonable time: to investors at: 55 East. Thomas
Company.-~ ~ Upon ‘reques't,.ﬂoopies of_ such Raad,fhoenix,ArizmaSSﬂlQ. o T
T SUPPLEMENTAL SALES LITERATURE . o

In connection with the Offering, the Company information that is’ ot ‘also ‘set forth in this
may use a brochure or pamphlet that describes Memorandum. . The Offering will be made only
certain aspects of the Offering. Such brochure or by means of this Memorapdum.
pamphlet will not contain any material '
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EXHIBIT A
TO . |
PRIVATE OFFERING MEMORANDUM FOR
PASS-THROUGH LOAN PARTICIPATIONS
IN LOANS 3
ORIGINATED OR PURCHASED BY MORTGAGES LTD.

Agency Agfeement







- AGENCY AGREEMENT -

THIS AGENCY .AGREEMENT (this “Agreement”) dated offective as of
- . 2 > is -between ..:Mortgages . Ltd. . (“Agent”) and
(‘Tmﬁcipant”).

Background |

- This Agreement is executed in connection with all loans (each a “Loan” and collectively,
the “Loans™) with respect. to- which Participant- may -hold’ Pass-through :Loan Participations
pursuant to any program sponsored by Agent, inciuding. the. Annual -Opportunity™ Loan
Program, the Capital Opportunity® Loan Program, the Opportunity Plus® Loan Program, the:

‘Revolving Opportunity™ Loan Program, -and -the Performance - Plus® Loan Program
(collectively, the “Programs™), all as described in the Private Offering Memorandum of. Agent
relating to the Programs.

‘Agreement. -
- Participant and Agent (collectively, the"‘Part@eS”) agree as follows.
. APPOINTMENT AND AUTHORITY OF AGENT. . .

Participant appoints Agent to act as Participant’s agent with regard to the Loans and the

Loan Documents (as defined below). Participant. agrees that. Agent will be named as the
lender/payee/beneficiary (as agent for Participant) -under the Loan Documents. - Notwithstanding
the foregoing,  Participant may notify Agent in writing that Participant desires to obtain a
separate assignment of the beneficial interest in-any of the deeds’ of trirst that are executed in
connection with any of the Loans, ‘Upon receipt of such Wwritten notice, Agesit will comply with
Participant’s request provided that the Parties agree that all other provisions-of this Agreement
(including all other tights and powers of Agent) shall remain in full force and-effect.

Participant authorizes Agent to perform all of the tasks described in this Agreement on
Participant’s behalf; at Agent’s sole discretion. Participant irrevocably appoints, with full power
of substitution, Agent as its true-and lawful attorney-in-fact, with authority to sign and endorse
all documents and perform any other task to effectuate the intent of this Agreement. This power
is a power coupled with an interest, and such power is irrevocable and shall remain in full force
and effect until rencunced by Agent. ' R . '

a. = Account Servicing. In order to aid Agent’s management of Participant’s
investment in the Loans, Agent may do any of the following at the sole discretion of Agent:

(1) Request from Participant, Participant’s percentage ratio of any- delayed
fundings to any borrower (each a “Borrower” and collectively, the “Borrowers™) under
the Loan Documents related to any Loan, which funds Participant shall deliver to Agent
within' three business days to be held or disbursed by Agent pursuant to the Loan

“Documents. If Participant fails to deliver the funds to Agent within the specified time
period, Agent may, at its option, do the following: - IR




(a)  Divide Participant’s. total funding of any Loan by the face amount

of such Loan to determine Participant’s current percentage ratio and transfer to a

. new. investor the difference between Participant’s assigned percentage ratio and
-~ Participant’s current percentage ratio; or -

(b) Liquidate Participant’s investment in any Loan and transfer all of

Participant’s assigned percentage ratio iti the Loan to a new participant.

- (2)  Hold the originals of the promissory note, deed of trust and all other |

. documents signed by any Borrower or any guarantor jn connection with any Loan-
- (collectively, the “Loan Documents”). R T

L (3)  Service and administer the Loans in anj manner provi,ded : ‘byA the:

.applicable Loan Documents.

: (4)  Process payments with respect to any Loan from any Borrower or any
other payor (each a “Borrower Payment”) as follows: :

(@ .- Upon receiptr of a Borrower Payment,  deposit that Borrower
Payment in an account held by Agent, and transmit or deposit the appropriate
funds to Participant. : . - T RN

“(b) *-. Agent may "delay disbursing-i.funds' to - Participant. from any

- “Borrower Payment ‘until funds from the applicable Borrower or the -applicable-

* -payor are-coliected by Agent’s financial institution. ..

Gxe e (c) .' ‘.Iff_a- Bbrfﬁvver Paymen_t._ is reﬁniied by the financial institation 6_£-

‘the Borrower or the applicable payor, Agent may-send a notice to the applic.able-.
. Borrower .or the applicable payor: requesting payment.of the past due. amount,

together with. interest at- the ‘default -interest rate : provided for: in the Loan

Documents.

- -+~ -(5) .. Assess and process all fees and charges set forth in the Loan Documents,
.. including administrative fees, notice fees and late charges. R T
. (6) . Apply any funds received by Agent to the fees and costs incurred or
assessed by Agent before applying the funds to the amounts owing under the Loan,
Documents. These fees and costs include notice fees, service fees, administrative fees,
- inspection fees, appraisal fees, expert fees, attorneys’ fees, litigation costs, forced placed
insurance premiums, late charges and guarantor collection expenses (as described herein). -
Any insurance placed by Agent may be placed with ap affiliate of Agent or captive
* insurance company. - - o : :

. (7)  Retain deposits received under the Loan Docume_hts as impounds for the

" payment of the following: (a) future payments due;. (b) taxes and assessments; (€)
- construction expenses; (d) insurance premiums; (¢) extension fees; (f) administration
fees; and (g) any other expenditure required under the Loan Documents. - -
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Any impound account may be held in the name of Agent for the benefit of Participant and others,
and Agent may apply and/or disburse any such deposits in accordance with the Loan Documents.

{(8)  Evaluate, effectuate and process'an assuihption of any Loan, and assess
and receive an-assumption fee and/or an interest rate increase. :

: - (9)  Sign, file and record ali documents which are reasonable or desirable to
facilitate servicing of the Loans and administration of the Programs, including: (a) deeds
of release and reconveyance (full and partial); (b) endorsements and assignments of the
Loan Documents (including assignments of all or a portion of the beneficial interest of

any deed of trust included in the Loan Documents); (c) corrections, amendments and

extensions of the Loan Documents; (d) disclaimers; (&) financing statements; and §d)
assumptions and certifications. :

(10) To the extent permitted by law, upon Participant’s request, hold funds
from the fuil or partial payoff of any Loan in Agent’s trust account pending Participant’s
- written direction as to the use of such funds: -

-+ b. . Collection. In order to protect Participant’s interests in the Loans, Agent may do
any of the following at Agent’s sole discretion:

(1) Correspond directly with any Borrower at any time on any matter
regarding any Loan or the Loan Documents, including sending notices ‘of delinquency
- and default, and demands for payment and compliance. L

(2) - Incur fees, costs and expenses deemed necessary by Agent to protect.

Participant’s interests under the Loan Documents.

(3)  Incur fees, costs and expenses deemed necessary by Agent to protect the-

| .prdperty securing any Loan (each a “Trust Property”), including insurance premiums,
receiver fees, property manager fees, maintenance expenses and security expenses.

. (4)  Negotiate, accept and/or process partial payments of amounts due and
owing under the Loan Documents. : -

(5)  Send the applicable Borrower a request to deposit sufficient funds for

delinquent real estate taxes and insurance premiums (including forced placed insurance) .

relating to the applicable Trust Property.

(6)  Obtain forced placed insurance on any portion of the applicable Trust
. Property if the applicable Borrower fails to maintain insurance as required by the Loan
Documents. :

7 Sign, file and record all documents Agent deems necessary to protect
Participant’s interests and/or pursue Participant’s remedies upon default, including a
statement of breach or non-performance, a substitution of trustee, a notice of election to
foreclose, an affidavit of non-military service, a notice of proposed disposition of
collateral and various verifications. '




(8)  In the event of -default, commence foreclosure of the applicable Trust

.. Property, initiate a trustee’s sale and/or institute any proceeding necessary to collect the

~ amounts due under the applicable Loan Documents or to enforce any provision therein,

-~ ncluding:- (a) pursuing an action against the applicable Borrower or any guarantor of the

Loan; (b) pursuing injunctive relief, the appointment of a Teceiver, provisional remedies

or a deficiency judgment; (¢) pursuing claims in bankruptcy court; (d) pursuing an

" appeal; (e) collecting rents; or (f) taking possession of and/or operating the applicable
Trust Property. - : B o - :

~(9)  Amend the Loan Documents.

(10) Facilitate the sale of Participant’s interests in the Loan Documents by
communicating with potential purchasers or their agents-and by providing information
regarding any Loan to third parties, including copies of the Loan Documents and
accounting information reldted to any Loan. - - ' o

. (11) Retain attorneys, trustees and other agents-necessary to -collect the
amounts due under the Loan Documents, to protect the applicable Trust Property and/or
to proceed with foreclosure of the applicable Trust Property, initiate a trustee’s sale
| and/or institute, defend, appear or otherwise -participate in any proceeding (legal,
3 ~ administrative ot otherwise) that Agent deems necessary.

hok ' (12) Incur and pay such costs, exXpenses and fees as Agent deems appropriate in

*' undertaking and pursuing enforcement of the Loan Documents and/or collection of .
amounts owed thereunder, including attorneys’ fees, receiver fees, trustee fees, expert
fees, notice fees and any fees, costs and expenses incurred in an effort to collect against a
guarantor of any Loan. o ' o S -'

(13) Request and receive payments from Borrowers or Participant as advances '
in order to pay such fees, costs and expenses incurred by Agent in accordance with this
Agreement and/or the Loan Documents. ' S

¢. ~ Compensation. As compensation for the services provided by Agent, Agent may
do any of the following in its sole discretion: S I

(1).  Retain fees and charges assessed under the Loan Documents and collected
by Agent, including commitment fees, originations fees or points, late charges, maturity
late charges, administrative fees, property inspection fees, prepayment penalties or
premiums, notice fees and services. :

(2)  Deduct from payments received by Participant a portion of the interest
payments on any Loan in which Participant acquires an interest in an amount determined by
Agent at the time of the origination of such Loan and/or a servicing fee.

(3)  Collect and retain any interest on the principal balance of any Loan which
is over and above the normal rate set forth in the applicable promissory note, including
the default interest rate provided for in the applicable Loan Documents.




(4)  Collect and retain any interest that accrues on any impound accounts to the
extent permitted by applicable law. S

(3)  Collect and retain any assumption fees and:charges.
(6)  Collect and retain any extension fees and forbearance fees.

d. Sale of Interest. If Participant owns less than 100% interest in any Loan being.
serviced by Agent under a Servicing Agent Agreement, Agent, in its sole discretion, may
liquidate Participant’s interest. Upon payment to Participant, Agent will, upon direction of
. Participant, use commercially reasonable efforts to reinvest any funds received by Participant in
anew Loan, : - s :

2. ACCOMMODATION.

Agent provides its services as an accomrhodatioﬁ only, and shall incur ne responsibility
or liability to any person, including Borrowers and Participant, for any act or omission by Agent
Or any person or entity acting for Agent. : ‘ . :

3. ASSIGNMENT, RESIGNATION AND TERMINATION.

a Agent shall have the right to assign the collection account or resign as Agent at
any time, provided that Agent notifies Participant of such assignment or resignation in writing.

, (1)  If Agent assigns the collection account, Agent will deii_ver all Loan
Documents, directions and account records to assignee, at which time Agent will have no
further duties or liabilities hereunder.

(2)  If Agent resigns, Participant shall have the right to designate a new
collection agent and Agent shall deliver to Participant all Loan Documents, directions
and account records to Participant or the newly designated collection agent, at which time

- Agent will have no further duties or liabilities hereunder.

b.  If the ownership of any Trust Property becomes vested in Participant, either in
whole or in part, by trustee’s sale, judicial foreclosure or otherwise, Agent may enter into one or
more real estate broker’s agreement on Participant’s behalf for the sale of the applicable Trust
Property, enter into a management and/or maintenance agreements for management or
maintenance of the applicable Trust Property, if applicable, may acquire insurance for the
applicable Trust Property, and may take such other actions and enter into such other agreements
for the protection and sale of the applicable Trust Property, all as Agent deems appropriate in its
sole discrefion. Any real estate broker engaged by Agent may be an affiliate of Agent.
Participant may terminate this Agreement after it becomes the sole owner of the Trust Property
by written notice to Agent and payment of the fees, costs and expenses incurred by Agent as
provided herein. .

c. - Upon Agent’s assignment or resignation, or termination of this Agreement,
Participant shall immediately reimburse Agent for all fees, costs and expenses incurred




hereunder and pay Agent all compensation due. After such reimbursement and payment,
Participant shall have no further duties fo Agent, except indemnification of Agent.

4, INDEMNITY

a. Participant shall indemnify, protect, defend and hold Agent harmless for, from
and against all liabilities incurred by Agent in performing under the terms of this Agreement or
otherwise arising, directly or indirectly, from any Loan or the Loan Documents, including all
attorneys’ fees, insurance premmiums, expenses, costs, damages and expenses. :

b. If Agent requests that Participant pay any amount owed hereunder, Participant
shall remit that amount to Agent as soon as possible, but in no event later than five business days
of Agent’s request.

5. PARTICIPANT’S OBLIGATIONS

a. Execution of Documents. Agent is authorized to sign all documents Agent
deems pecessary to facilitate 10an servicing or collec ion. However, if it is necessary, Participant
shall sign any documents Agent deems necessary to facilitate loan servicing or collection,
including deeds of release and reconveyance (full and partial), endorséments and assignments. If
Agent requests Participant sign such a document, then Participant shall sign and deliver that
document as soon as possible, but in no event later than five business days of Agent’s request.

b. Failure to Execute Documents. If Participant fails to sign any of the documents
described in Section 5.a. above, Agent shall be authorized to sign any such document. If Agent
is prevented from executing a document due to circumstances beyond Agent’s conirol, then
Agent shall be entitled to seek indemnification from Participant for any liabilities Agent may
incur as a result.

c. Assignment. Participant shall have the right to assign its rights in this Agreement
at any time upon immediate notification to Agent in writing of any assignment of Participant’s
rights. Upon assignment, Participarnit shall immediately reimburse Agent for all fees, costs and
expenses incurred hereunder and pay Agent all compensation due. After such reimbursement
and payment, Participant shail have no further duties to Agent, except indemnification of Agent.

d. Breach. If Participant breaches this Agreement by failing to perform or by
interfering with Agent’s ability to perform under this Agreement, then Participant shall pay
Agent, within 30 days of written notice of breach, administrative fees, attorneys’ fees, costs,
closeout fees and any other fees or charges owed to Agent as compensation hereunder, along
with any additional damages incurred by Agent, whether actual, incidental or consequential.

6. CONFIDENTIALITY

a. For the purposes of this Agreement, the term “Confidential Information™ as used
herein shall include all written and verbal information provided by Agent to Participant in
connection with any Loan, whether marked or designated as confidential or not, including
information regarding Agent’s underwriting criteria or procedures. Except with respect t0
Agent’s underwriting criteria and p\mcedures, which shall in all events constitute Confidential
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Information hereunder, the definition of Confidential Information shall not include any f
information which: (i) is or becomes generally known to third parties through no fault of
Participant; or (ii) is already known to Participant prior to its receipt from Agent as shown by

prior written records; or (iii) becomes known to Participant by disclosure from 2 third party who
has a lawful right to disclose the information. ‘

b. Participant acknowledges that the Confidential Information is proprietary and o
valuable to Agent and that any disclosure or unauthorized use thereof may cause irreparable -
harm and loss to Agent. ' o '

C. In consideration of the disclosure to-Participant of the Confidential Information i
and of the services to be performed by Agent on behalf of Participant hereunder, Participant - 4
agrees to receive and to treat the Confidential Information on a confidential and restricted basis 3
and to undertake the following additional obligations with respect thereto:
) To use the Confidential Information only in connection with the Loans.
(i) Notto duplicate, in whole or in part, ﬁny Confidential nformation.

, (iii)  Not to disclose Confidential Information to any person or entity, without
the prior express written consent of Agent. -

{(tv)  To return all Confidential Information to Agent upon request therefore and
to destroy any additional notes or records made from such Confidential Information.

(v)  Not to give testimony against Agent in any legal proceeding to which.
Agent is a party, unless compelled to do so by competent legal authority.
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d. The standard of care to be utilized by Participant in the performance of its
obligations set forth herein shall be the standard of care utilized by Participant in treating
Participant’s own information that it does not wish disclosed, except that Agent’s underwriting
criteria and procedures shall be kept absolutely confidential and privileged regardless of whether
such knowledge was previously known to Participant or has been or is in the future disclosed to
Consultant by third parties, : :

e. The restrictions set forth in this Section 6 shall be binding upon Participant, its
employees, agents, officers, directors and any others to whom any Confidential Infonnation may
be disclosed as part of or in connection with any Loan transaction. Participant shall be
responsible for any actions of its employees, agents, officers, directors or others to whom it has
provided such information with respect to such information.

f. The restrictions and obligations of this Section 6 shall survive any expiration,
termination or cancellation of this Agreement and shall continue to bind Participant, its
successors and assigns,

g Participant agrees and acknowledges that the rights conveyed in this Section 6 are
of a unique and special nature and that Agent will not have an adequate remedy at law if
Participant or anyone acting on Participant’s behalf or for whom Participant acted fails to abide




by the terms and conditions set forth herein, nor will money damages adequately compensate for
such injury. It is, therefore, agreed between the Parties that upon a breach by Participant of its
agreements in this Section 6, Agent shall have the right, among other rights, to obtain -an
injunction or decree of specific performance to restrain Participant or anyone acting on
Participant’s behalf or for whom Participant is acting from continuing such breach, in addition to
damages sustained as a result of such breach. Nothing in this Agreement shall in any way Jimit

or exchude any other rights granted by law or equity to either of the Parties.
1. GENERAL PROVISIONS

a. ‘This Agreement is binding on the Parties and their agents, personal
representatives, heirs, successors, assigns, beneficiaries and trustces. o :

b. This Agreement shall be governed by, construed and enforced in accordance with
the laws of the State of Arizona, without regard to the choice of law rules of the State of Arizona. -
The Parties submit to the exclusive jurisdiction of any Arizona State or Federal Court sitting in
the City of Phoenix in any action or proceeding arising out of or relating to this Agreement. The
Parties waive the defense of an inconvenient forum. ' '

c. The Parties waive the right to a jury trial on any matters arising from this
Apgreement. : o

d. This Agreement sets forth the entire agreement and understanding of the Parties -.
with respect to the subject matter hereof and is to be read in consistency and accordance with the
Account Application, the Existing Investor Account Agreement, the New Investor Subscription
Agreement, and the Loan Documents. '

€. This Agreement replaces and supersedes all prior agency agreements between
Participant and Agent relating to any of the Loans. All such prior agency agreements are nuli
and void. - ' : ' '

f  This Agreement may be amended, modified, superseded, canceled, renewed or
extended and the terms and covenants hereof may be waived only by a written instrument signed
by Agent and Participant. Agent’s failure, at any time, to require performance of any provision
of this Agreement shall in no manner affect the right of Agent at a later time to enforce the same.
No waiver by Agent of the breach of any term-or covenant contained in this Agreement, whether
by conduct or otherwise, in any one or more instances, shall be deemed to be, or construed as, a
further or continuing waiver by Agent of any such breach, or a waiver of the breach of any other
term or covenant contained in this Agreement. S ' '

g If any term or other provision of this Agreement is declared invalid, illegal or
incapable of being enforced by any rule of law or public policy, all other conditions and

provisions of this Agreement shall nevertheless remain in full force and effect.
b. This Agreement may be signed by the Parties in counterparts. The signature

pages may then be attached together constituting an original copy of the Agreement. Copies of
signature pages obtained via facsimile shall be effective and binding on the Parties. ‘As used in




this Agreement, the word “include(s)" means "include(s), without limitation," and the word
"including" means "including, without limitation."

k. Agent is entitled to sign this Agreement on behalf of Participant as the attorney-
in-fact of Participant pursuant to the authority granted under the Existing Investor Account
Agreement or the New Investor Subscription Agreement executed by Participant.

IN WITNESS WHEREOF, the Parties have signed this Agreement effective as of the
date first set forth above. '

PARTICIPANT:

MORTGAGES LTD., as attomey-in-fact for Participant: ~

By: Scott M. Coles, CEO
AGENT:

MORTGAGES LTD.

By: Scott M. Coles, CEQ
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MORTGAGES LTD.

NEW INVESTOR SUBSCRIPTION AGREEMENT

In order to subscribe for Pass-Through Loan Participations (“Participations™ in loans originated or acquired by
Mortgages Ltd., a brospective Investor must complete and execute this Agreement in accordance with the
instructions set forth herein. This Agreement, fogether with the appropriate payment as described herein, should
then be returned to; ' -

MORTGAGES L.TD. SECURITIES, L.L.C.
55 East Thomas Road oo
Phoenix, Arizona 85018
Telephone: (662) 264-9374

I your subscription is not accepted, this Agreement and payment_wiﬂ be returned to you. Please be sure that your
name appears in exactly the same way in each signature and in each place where it is indicated in this Agreement.

Subscriptions from suitable prospective Investors will be accepted at the sole discretion of the Morigages Ltd. and
Mortgages Ltd, Securities, L..L.C. after receipt of all subscription documents, properly completed and executed, with
the appropriate payment. ' ' ‘

If you have any questions concerning the completion of this Agreement, please contact Mortgages Ltd. Securities,

L.L.C. at (602) 264-9374.

Mortgages Ltd., which is the issuer of the Participations in which you are éonsidering an investment, and
Mortgages Ltd. Securities, L.L.C., which is the licensed broker-dealer for the offering of the Participations,

are commonly controlled by Scott M. Coles, who is the Chairman and Chief Executive Officer of Mortgages_ )

Ltd. and the Managing Member of Mortgages Ltd. Securities, L.L.C.




MORTGAGES LTD.

NEW INVESTOR SUBSCRIPTION AGREEMENT

1. Subscription. The undersigned, desiring to purchase Pass-Through Loan Participations
{“Participations™) in loans originated or acquired by Mortgages Ltd. hereby subscribes for and agrees to purchase
Participations as described in that certain Private Offering Memorandum dated July 10, 2006 (the “Memorandum”)
upon acceptance of this New Investor Subscription Agreement. The offering of Participations (the “Offering”) is
being made through Mortgages Ltd. Securities, L.L.C. (“"MLS™).

The undersigned is subscribing for Participations and has enclosed a check or sent a wire transfer payable
to Mortgages Ltd. for the Program or Programs in the amount or amounts set forth below:

Subscription

Amount Program
Capital Opportunity® Loan Program - minimum investment of $50,000.
Annual Opportunity™ Loan Program - minimum investment of $100,000.
Opportunity Plus® Loan Program - minimum investment of $100,000.
Revolving Opportunity™ Loan Program - minimum vestment of $560,000.
Performance Plus® Loan Program - minimum investment of $500,000.
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If paying by check, the check must be payable to Morigages Ltd. No third-party checks will be accepted
other than cashier’s checks displaying the remitter’s name. ‘Wire transfers should be sent as follows:
Bank Name: Jrwin Union Banic, FSB
Bank Address: 9425 Fast Camelback Road, Suite 250
Phoenix, Arizona 08397-4467
Bank Routing Number: (83974467
Account Name: Loan Funding Trust
Account Number: 83015651 _
Contact Person: . Heather Solomon {602) 553-7803
2. Representations and Warranties. By executing this New Investor Sﬁbscription Agreement, the
undersigned: ' : o
(@)  Represents and warrants that the Account Appiication and ﬁny other personal and

financial information previously provided, provided herewith, or subsequently provided by the undersigned to *
Mortgages Ltd. or MLS was, is, or will be true and correct. N . ) .

() Acl;mo,wledges' that the undersigned has received, and is familiar with and understands ’
the Memorandum, including the section captioned “Risk Factors.” .. . -~ : ‘ L

{c) Acknowledges that the undersigned is fully familiar with Mortgages Ltd. and its business,
affairs, and operating policies and has had access to any and all material information, including all documenis,
records, and books pertaining to Mortgages Lid., that the undersigned deems necessary or appropriate to enable the

undersigned to make an investment decision in connection with the purchase of Participations.

1
f 1; c (d) Acknowledges that the undersigned has been encouraged to rely upon the advice of the
1 undersigned’s legal counsel, accountants, and other financial advisors with respect to the purchase of Participations,
4 I including the tax considerations with respect thereto.

g (e) Reprcsents and warrants that the undersigned, in determining to purchase Participations,
3 has relied solely upon the Memorandum and the advice of the undersigned’s legal counsel, accountants, and other
financial advisors with respect to the purchase of Participations (including the tax aspects thereof) and has been




offered the opportunity to ask such questions and inspect such documents as the undersigned has requested so as to
understand more fully the nature of the investment and to verify the accuracy of the information supplied.

: (f) Represents and warrants that the undersigned has the fui] power to execute, deliver, and
perform this Agreement and that this Agreement is a legal and binding obligation of, and is enforceable against, the
undersigned in accordance with its terms. : .

(2 Represents and warrants that the undersigned is an “accredited investor” as defined in
Rule 501(a) under the Securities Act of 1933, as amended (the “Securities Act”) and satisfies one of the standards '
set forth in the Memorandum under the section captioned under “Who May Invest” and that the undersigned will
inform Mortgages Ltd. and MLS of any change in such accredited investor status.

: (h) Represents and warrants that the Participations being acquired will be acquired for the
undersigned’s own account without a view to public distribution or resale and that the undersigned has no contract,
undertaking, agreement, or arrangement to sell or otherwise transfer or dispose of any Participations or any portion
thereof to any other person,

@) Represents and warrants that the undersigned (i) can bear the economic nisk of the
purchase of Participations, including the loss of the undersigned’s investrnent and (ii} has such knowledge and
experience in business and financial matters, including the analysis of or participation in private offerings and real
estate investments, as io be capable of evaluating the merits and risks of an investment in Participations or that the:
undersigned is being advised by others (acknowledged by the undersigned as being the “Purchaser
Representative(s)” of the undersigned) such that they and the undersigned together are capable of making such
evaluation,

6] Represents and warrants, if subject to the Employee Retirement Income Security Act
(“ERISA™), that the undersigned is aware of and has taken into consideration the diversification requirements of
Section 404(2)(3) of ERISA in determining to purchase Participations and that the undersigned has concluded that
the purchase of Participations is prudent, ' :

(9] Understands that the undersigned may be reqlﬁred to.provide additional current financial
and other information to Mortgages Ltd. and MLS to enable them to defermine whether the undersigned is qualified
to purchase Participations. : '

) Understands that the Participations will not be registered under the Securities Act or the
securities laws of any state or other Jurisdiction and therefore will be subject to substantial restrictions on transfer.

" (m) Agrees that the undersigned will not sell or otherwise transfer or dispose of any
Participations or any portion thereof unless such Participations are registered under the Securities Act and any
applicable state securities laws or the undersigned obtains an opinion of counsel that it is satisfactory to Mortgages
Ltd. and MLS that such Participations may be sold in reliance on ar exemption from such registration requirements,

(n) Understands that (i) there is no obligation or intention to register any Participations for

& Securities Act or any state securities laws or to take any action (including the filing of
reports or the publication of information as required by Rule 144 under the Securities Act) that would make
available any exemption from the registration requirements of any such laws, and (ji) the undersigned therefore may
be precluded from selling or otherwise transferring or disposing of any Participations or any portion thereof for an
indefinite period of time or at any particular time.

(o) Represents and warrants that neither Mortgages Ltd, or MLS nor anyone purportedly
acting on behalf of either of them has made any representations or warranties respecting the Participations except
those contained in the Memorandum nor has the undersigned relied on any representations or warranties in the belief
that they were made on behalf of any of the foregoing, nor has the undersigned relied on the absence of any such
representations or warranties in reaching the decision to purchase Participations. R '




() Represents and warrants that () if an individual, the undersigned is at least 21 years of
age; (i) the undersigned satisfies the suitability standards set forth in the Memorandum; (jii) the undersigned has
adequate means of providing for the undersigned’s current needs and contingencies; (iv) the undersigned has no
need for liquidity in the undersigned’s investments; (v) the undersigned maintains the undersigned’s business or
residence as provided to Mortgages Ltd. and MLS; (vi) all investments in and commitmenis to non-liquid
investments are, and after the purchase of Participations will be, reasonable in relation to ihe undersigned’s net
worth and current needs; and (vii) any financial information previously provided, provided herewith, or
subsequently provided at the request of Mortgage Ltd. or MLS did, does, or will accurately reflect the undersigned’s
financial sophistication and condition with respect to which the undersigned does not anticipate any material adverse
change,

{(qQ Understands that no federal or state agency, including the Securities and Exchange
Commission or the securities commission or authorities of any state, has approved or disapproved the Participations,
passed upon or endorsed the merits of the Offering, or made any finding or determination as to the faimess of the
Participations for investment.

@ Acknowledges that Mortgages Ltd. and MLS have the unconditional right to accept or
reject this Agreement. '

{s) Understands that the Participations are being offered and sold in reliance on specific
exemptions from the registration requirements of federal and state laws and that Mortgages Lid. and MLS are
relying upon the truth'and accuracy of the representations, warranties, agreements, acknowledgements, and
understandings set forth herein in order to determine the suitability of the undersigned to acquire Participations.

® Acknowledges that the undersigned understands that, if this Agreement is rejected or if
the Offering is terminated or withdrawn prior to acceptance of this Agreement, the funds deposited by the
undersigned will be refunided promptly. :

(u) Represents, warrants, and agrees that, if the undersigned is acquiring Participations in &
fiduciary capacity (i) the above representations, warranties, agreements, acknowledgements, and understandings
shall be deemed to have been made on behalf of the person or persons for whose benefit such Participations are
being acquired, (ii) the name of such person or persons is indicated below under the subscriber’s name, and (ii) such
frther information as Mortgages Ltd, and MLS deem appropriate shall be furnished regarding such person or
persons.

4] Represents and warrants that the information set forth berein, or coniained in the
undersigned’s Account Application, is true and complete and agrees that Mortgages Ltd. and MLS may rely on the '
truth and accuracy of the information for purposes of assuring that Morigages Ltd. .and MLS may rely on the
exemptions from the registration requirements of the Securities Act afforded by Section 4(2) of the Securities Act
and Regulation D under the Securities Act and of any applicable state statutes or regulations, and further agrees that
Mortgages Ltd. and MLS may present such information to such persons as it deems appropriate if called upon to
verify the information provided or to establish the availability of an exemption from registration under Section 4(2)
of the Securities Act, Regulation D, or any state securities statutes or regulations or if the contents are relevant 0
any issue in any action, suit, or proceeding to which Mortgages Ltd. or MLS are a party or by which either of them
may be bound. .

(w) Understands and acknowledges that the Participations are subject to a number of
important risks and uncertainties as set forth under the section captioned “Risk Factors™ in the Memorandum,
including significant competition; the risks generally incident to the development, ownership operation, and rental of
real property; changes in national and local economic and market conditions; changes in the investment climate for
real ‘estate investments; the availability and cost of mortgage funds; the obligations to meet fixed and maturing
obligations, if any; the availability and cost of necessary utilities and services; ‘changes in real estate tax rates and
other operating expenses; changes in governmental rules, fiscal policies, zoning, environmental controls, and other
land use regulations; acts of God, which may result in uninsured losses; conditions in the real estate market; the
availability and cost of real estate loans; and other factors beyond the control of Mortgages Ltd. The undersigned
further understands and acknowledges that Participations will also be subject to the risks associated with the




development of real-estate, including the cost of construction, the time it takes to complete such construction,
worker strikes and other labor difficulties, enetgy shortages, material and labor shortages, inflation, adverse weather
conditions, subcontractor defaults and delays, changes in federal, state, or local laws, ordinances, or regulations, and
other unknown contingencies.

®) - . Understands and acknowledges that the representations and warranties contained in this
Agreement must remain frue and correct at any time that the undersigned purchases any additional Participations
and that the payment for any additional Participations will constitute such a reconfirmation of the truth and
correctness of the representations and warranties contained in this Agreement.

(y) Understands and acknowledges that the success of any. investment is impossible .to
predict and that no representations or warranties of any kind are made by Mortgages Ltd. or MLS or any of their
affiliates with respect to the prospects of the investment or the ultimate rate of return on the Participations.

3. General Information. Purchaser Representative. Please check (a) or (b) below:

{a) ( ) The undersigned is not relying upon the advice of a Purchaser
Representative, such as an attorney, accountant, or other advisor, in making a
final investment decision to purchase Participations. The undersigned believes
that the undersigned has sufficient knowledge and experience in financial and
business matters to be capable of evaluating the merits and risks of an
investment in the Participations.

() ( ) The undersigned does not have sufficient knowledge and experience in
financial and business matters as required above. The undersigned intends to
rely on and hereby designates as the undersigned’s Purchaser Representative the’
individual(s) named below to assist the undersigned in evaluating the risks and
merits of an investment in Participations. The undersigned authorizes
Mortgages Ltd. to furnish such person with a Purchaser Representative
Questionnaire requesting certain information regarding his or her expertise and-
background .and the undersigned agrees to furnish such questaonnalre to
Mortgages Lid,

. Name of Purchaser Representative:

Address:

Occupation:

Employer:

If Item 3(b) is checked, each Purchaser Representative must complete a Purchaser Representative
Questmnnaxre

4, - Adoption of the Agency Agreement By exccuting this Agreement, the undersigned accepts and
agrees to be bound by the Agency Agreement in the form of an exhibit to the Memorandum or as otherwise
furnished to the undersigned. ‘The undersigned further hereby irrevocably constitutes and appoints Mortgages Lid.,
with full power of substitution, as the undersigned’s true and lawful attomey and agent, with full power and
authority in the undersigned’s name, place, and stead, to- make, execute, swear to, aclmowiedge deliver, file, and
record the following: .

- {a)- .- The Agency Agreement and amendments theretc;

. (b) Any Ass:gnments of Beneﬁc:al Part:lcupanon in Deeds of Trust, . Proxmssory Note
Endorsements Assignments of Assignment of Deeds, Leases and Profits, and Assignments of Assignments of Rents




that Mortgages Ltd. deems necessary and appropriate to effectuate the purposes of the Programs and the purchase of
Participations. ‘ o

(c) All certificates, instruments, documents, and other papers and amendments thereto that
may from time to time be required under the laws of the United States of America, the state of Arizona, any other
state or jurisdiction, or required by any political subdivision or agency of any of the foregoing or otherwise, or
which Mortgages Ltd. deems appropriate or necessary to carry on the objects and intent of the Programs and the
purchase of Participations; ‘ - ' :

(d) Al conveyances and other instruments that Mortgages Ltd. deems appropriate to effect
the trapsfer of Participations. - _

(e) Unless authorization is withheld by so indicating below or in another-written document to
Mortgage Ltd. and MLS, the undersigned hereby authorizes Mortgages Ltd. to be named as the
lender/payee/beneficiary as agent for the undersigned in the deed of trust or deeds of trust or mortgage or mortgages
securing the Loan or Leans and other documentation relating to the Loans.

‘ Authorization granted Anthorization withheld

This power of aftorney granted hereby shall be deemed to be a power coupled with an interest, shall survive the
death, legal incapacity bankruptcy, merger, sale, dissolution, termination, ot other fumdamentsl change of the
undersigned, and shall survive the delivery of an assignment by the undersigned of all or any portion of the
undersigned’s Participations or any interest therein except that, when the assignee thereof has been approved by
Mortgages Ltd. as a Participation holder, the power shall survive the delivery of such assignment with respect to the
assigned-interest only for the purpose of enabling-Mortgages Ltd. to execute, acknowledge, and file any instruments

. necessary to effect such substitution.

5. Authorization to Purchase Following Verbal Instructions. The undersigned hereby authorizes
Mortgages Ltd. Securities, L.L.C., as the undersigned’s agent, to accept the undersigned’s oral instructions (a) to
purchase Participations in Loans secured by deeds of trusts or mortgages on the properties underlying the Loans so
fong as the Participations are within the parameters described in the Memorandum and {b) to apply payoff proceeds
of Participations to purchase Participations in other Loans within the parameters described in the Memorandum o fo
forward the cash proceeds thereof to the undersigned. By executing this Agreement, the undersigned also
acknowledges and confirms the following: ‘

(@) The undersigned understands and acknowledges that Morigages Ltd. swill have the
authority, based upon the undersigned’s oral instructions, to make various determinations and take various actions
with Loans with respect to the Participations currently owned or owned in the future by the undersigned, incliding
extending the terms of the Loans, modifying the payment terms of the Loans, accepting prepayments on the Loans,
releasing a portion of the collateral securing the Loans, and otherwise dealing with the Loans on behalf of the;

undersigned.

(b) - To the extent that the undersigned requests with respect to a Loan, the undersigned ’
understands that the undersigned will have the opportunity to (i} review the Property Information Sheet for the Loan,
which describes materiat information about the Loan and the deed of trust or mortgage securing the Loan, (ii) to
review Mortgage Ltd’s entire loan file with respect to the Loan, which contains information and docurentation
concerning the Loan, the real property underlying the Loan, and the Borrower under the Loan; (iii) to ask any
questions the undersigned has about the Loan and such documentation; and (iv) the undersigned will receive
answers to any questions that the undersigned may have. . . ‘

To the extent that a representative of MLS is unable to contact the undersigned following the payoff of a Loan with
respect to which the undersigned owns Participations, the undersigned authorizes MLS to apply such proceeds to the
Capital Opportunity Loan Program for the "minimum invesément period pending oral instructions from the
undersigned for the application of such proceeds after such minfmumperiod. - .+ - .- -




, 6. Grant of Discretion. Until revoked at any time in writing, the undersigned hereby grants
discretion to Mortgages Ltd,, in its sole discretion, to select for purchase and sale the Loan or Loans with respect to
which the undersigned acquires Participations. Without limiting the foregoing, the undersigned understands that this
grant of discretion will give Mortgages Ltd. the authority, in its sole discretion, to make various determinations and
take various actiens with Loans with respect to Participations to be acquired, acquired, or sold by the undersigned,
including extending the terms of the Loans, modifying the payment terms of the Loans, accepting prepayments on
the Loans, releasing a portion of the collateral securing the Loan, and otherwise dealing with the Loans on behalf of
the undersigned. :

Discretion granted Discretion withheld
7. - Disclosure of Exisﬁng Power of Attoruey: Please -indicate if the undersigned has granted a
power of attorney with respect to Mortgages Ltd. investment products. S

1 Yes ] Ne
H yes, please attach a copy of the docmnént. .

8. Miscellaneous.

{a) Choice of Law. This Agreement and all questions relating to its validity, interpretation,
performance, and enforcement, will be governed by and construed in accordance with the laws of the state of
Arizona, notwithstanding any Arizona or other conflict-of-law provision to the contrary.

(b) Binding Agreement. This Agreement shall be binding upon and inure to the benefit of
the parties hereto and the respective heirs, personal representatives, successors, and assigns of the parties hereto,
except that the undersigned may not assign or transfer any rights or obligations under this Subscription Agreement
without the prior written consent of the Mortgages Ltd.

. {c) Entire Agreement. This Agreement contains the entire understanding between the
parties hereto with respect to the subject matter hereof, and supersedes all prior and contemporancous agreements
and understandings, inducements, or conditions, express or implied, oral or written, except as herein contained.

{d) Dispute Resolution,

(i) This section applies to any controversy or claim arising from, relating to, or in
any way connected with this Agreement, the Offering, the Loans, the Agency Agreement, and any other documents
relating fo the Loans.

(i) In the event of any such controversy or claim, the parties shall use their best
efforts to settle the controversy or claim. To this effect, they shall consult and negotiate with each other in good
faith and, recognizing their mutual interests, attempt to reach a just and equitable solution satisfactory to both
parties. If they do not reach such solution within a period of 60 days, then, upon notice by either party to the other,
all such controversies or claims shall submitted to mediation administered by the American Arbitration Association
under its Commercial Mediation Procedures.

(iii) In the event that mediation does not result in a resolution, any party that still
wishes to pursue a controversy or claim shail first notify the other party in writing within 60 days after the
mediation. Upon receipt of such notice, the receiving party shall elect, in its sole and absolute discretion, to compel
the dispute either_to court for litigation pursuant to this section or to arbifration pursuant to this section. The
receiving party shall notify the other party of the election within 10 days after receipt of the nofice.

vy In ther event that the dispute is compelled to arbitration, the parties agree to
submit the unresolved controversies or claims to arbitration administered by the American Arbitration Association




in accordance with its Commercial Arbitration Rules, and judgment on the award rendered by the arbitrators may be
entered in any court having jurisdiction thereof, Within 15 days after the commencement of arbitration, each party
shall select one person to act as arbitrator and the two selected shall select a third arbitrator within ten days of their
appointment. If the arbitrators selected by the parties are unable or fail to agree upon the third arbitrator, the third
arbitrator shall be-selected by the American Arbitration Association. The arbitrators will have no authority to award
punitive or other damages not measured by the prevailing party’s actual' damages, except as may be required by
statute. The arbitrators shall not award consequential damages. “Any award- in an arbitration initiated under this
clause shall be limited to monetary damages and shall include no injunction or direction to any party other than the
direction to pay a monetary amount. ‘The arbitrators shall award to the prevailing party, if any, as determined by the
arbitrators, all of its costs and fees. “Costs and fees” mean all reasonable pre-award expenses of the arbitration,
including the arbitrators’ fees, administrative fees, travel expenses, out-of-pocket expenses, such as copying and
telephone, court costs, witness fees, and attorneys’ fees. Except as may be required by law, neither a party nor an
arbitrator may disclose the existence, content, or results of any arbitration hereunder -without the prior written
consent of the other parties. The place of arbitration shall be Phoenix, Arizona. ~ R _— '

) In the event that the dispute is compeHed to court for litigation, the parties agree

that the unresolved controversies or claims shall be determined in federal or state court sitting in the city of Phoenix,

and they agree 1o waive the defense of inconvenient forum and any right to jury inial.




IN WITNESS WHEREOF, intending to irrevocably bind the undersigned and the heirs, personal
representatives, successors, and assigns of the undessigned and to be bound by this Subscription Agreement, the
undersigned is executing this Subscription Agreement on the date indicated.

Dated; - ,

Name in which Individual Investment Is to Be Registered;

Print Name of Individua! Investor:

Signature of Individual Investor:

Print Name of Individual Co-Invcstof:

. Signature of Individual Co-Investor:

Name of corporate, partnership, limited liability company,
trust, qualified pension, profit sharing, stock/Keogh, or
.401k Plan Investor:

By:

(Signature of first executing party)
Kts: '

By:

(Signaturé of second executing party)
Its;

ACCEPTED:

MORTGAGES LTD.
By:
Its:
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TO
PRIVATE OFFERING MEMORANDUM FOR
PASS-THROUGH LOAN PARTICIPATIONS
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Purchaser Representative Questionnaire
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Member NASD © -} investor, and account group:

JforreacEs e

SECU nmss; LL.C. * | Otheractive sccount numbers established by this

_- MORTGAGES LTD. SECURITIES, L.L.C.
PURCHASER REPRESENTATIVE QUESTIONNAIRE -

Welcome to Mortgages Lid, Securities, L.L.C. Because we are subject to strict regulatory requirements, it is
important that all questions are answered thoroughly. Missing information may result in this questionnaire
being returned for completion. We suggest that you have the Purchaser’s Managing Director assist you when
filling out this questionnaire. : : - ‘

1.

2.

3

- Purchaser Representative Contact Informaﬁoh (PROVIDE YOUR CONTACT INFORMATION)

Name
Address |

| City __- State ' Zip Code ___
Home Telephone Number ) -

Work Telephone Number ( }

Cellutar Telephone Number (- )

Fax Number{ )

Email Address

. Date of Birth

Identiﬁcation of Purchaser and Relationship (l])EN’I‘IFY THE INVESTOR YOU ARE ASSISTING)
Purchaser Name

Name in which Purchaser’s investment(s) will be registered

. How long have you known Purchaser and in what capacity?

Explain briefly the terms of any agreement whereby you will be compensated by Purchaser,

Education, Occupation, and Experience o .
(a) Piease list your business or professional education, including degrees received, if any. .




o ratadd 11

l

. 4.

5.

(b Please list any professional licenses or registrations, including bar admissions, accounting certificates,

real estate licenses, SEC, NASD or state hroker!dealer salesman, or investment advisor regisirations,
. CFAor CFP designations, etc. -

@ Please list your present occupation, including the length of time you have held it. -

(5] Have you had prior expenence in advising clients with respect to investments of this type? If yes,
please describe your experience below.
0 Yes 0O No

{e) Describe generally any business, financial or investment experience that would help you to evaluate

the merits and risks of this investment.

Material Relationships With Mortgages Ltd. Securities, L.L.C.

Have you or any of your affiliates had any material relatlonslup with Mortgages Lid. Securities,
L.L.C. or any of its affiliates (the “Company™) at any time in the past two years, or is any material
relationship mutually understood to be contemplated? If yes, indicate the fype and amount of .
compensation received or to be recéived as a festilt of such relationship below. .

- O0Yes [No

Rehance on Others

(a) In advising the Purchaser are you relymg in part on the Purchaser s own expertise m certam areas‘? If
yes, please explain Purchaser 8 expertise. IR S -

0 Yes O Neo -




® I advising the Purchaser, are you relying'in part on the'expertise of an additional purchaser
representative or representatives? If yes, please provide name(s) and address(es).

OYes DONo

ALL PERSONS IDENTIFIED IN SECTION S(b) ABOVE MUST ALSO COMPLETE A PURCHASER
REPRESENTATIVE QUESTIONNAIRE. _ '

The undersigned hereby certifies that the information supplied herein is true and accurate in all respects and
that Mortgages Ltd. and/or Mortgages Ltd. Securities, L.L.C. may rely on it as such, The undersigned
understands that Mortgages Ltd. investment products are offered and sold in reliance on specific exemptions
from the registration requirements of federal and state laws and that Mortgages Ltd. and Mortgages Limited
Securities, L.L.C are relying upon the truth and accuracy of the information provided herein by the undersigned
in order to determine the suitability of the Purchaser. The undersigned further represents and warrants fo the
Company as follows:

(a) The undersigned is acting as Purchaser Representative in connection with the Purchaser’s
prospective investmeni(s) in Mortgages Ltd. investment products, '

(b The undersigned will notify the Company tmmediately of any material change in any statement
made herein occurring prior to the closing of any purchase by the Purchaser of any Mortgages
Ltd. investment produacts. :

{c) The undersigned is not an affiliate, partner, or other employee, or a beneficial owner of 10% or
more of any class of equity securities of the Company of any of its affiliates, except where the
purchaser is a relative of the undersigned by blood, marriage or adoption and not more remote
than a first cousin,

(D) The undersiguned has disclosed to the Puréhaééf in'writing any material relationship or
contemplated material relationship the undersigned may have with the Company.
(e The undersigned personally (or together with the Purchaser or one or more additional

purchaser representatives) has such knowledge and experience in financial and business matters
so as to be capable of evaluating the merits and risks of Purchaser’s investment(s) in Mortgages
Ltd. investment products. ‘ '

Submitted this day of » 200_,

Print Purchaser Representative Name

Purchaser Representative Signature

I have selected the individual identified above as my Purchaser Representative in connection with the evaluation
of the merits and risks of my prospective investment. .

Print Investor Name

Investor Signature

THE PURCHASER REPRESENTATIVE MUST ATTACH A LEGIBLE COPY OF A DRIVER’S LICENSE
OR OTHER FORM OF PICTURE IDENTIFICATION AS REQUIRED BY THE PATRIOT ACT.
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FINANCIAL STATEMENTS
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Mayer Hoffman McCann P.C.
An Independent CPA Firm

2104, North Cendral Avenue, Suite 200
Phoenix, Arizona 85012
6022646835 ph

602-265.7631 fx

Www.mhiyepc.com

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholder of
MORTGAGES, LTD.

We hiave audited the accompanying balance sheets of Morfgages, Ltd. at October 31, 2005 and 2004, .
and the related statements of income and retalned eamings and cash flows. for the.years then ended. .
These financial statements are the responsibifity of the management of Morlgages, Lid. Our
responsibility is to express an opinion on these financial statements based on our audits. :

We conducted our audits in accordance with U.S. generally accepted audiing standards. Those ~
standards require that we plan and perform the audits to obtain reasonable assurance about whether the .

financial stalements are free of material misstaiement. An audit includes examining, on & test basis,
evidence supporting the amounts and disclosures in the financial, staigments. - An Audit also includes.
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentafion. We believe that our audits provide. a reasonable .
basis for our opinlon. T T

fn our 6;5inion, the financlal statements referred to above present fairly, in all matérlal féspeaé, ‘thié
financial position of Mortpages, Lid. at October 31, 2005 and 2004, and the results of its operations and
its cash flows for the years then ended in conformity with 1U.S. generally accepted accounting principies.

Phoenix, Adzona 097"3‘“ W‘“ Mc-&m /e,

December 9, 2005




MORTGAGES, LTD.
" - BALANCE SHEETS _
Qctober 31, 2005 and 2004

ASSETS
CURRENT ASSETS
Cash - _
 Accounts receivable
“Due from related party
_Morigages held for investment

* Real estate and improvements held for Investment and sale
Other current assets -

TOTAL CURRENT ASSETS
PROPERTY AND EQUIPMENT, net

T S——

2005 2004
$ 403299 $ - 310422
91,084 - 27,415
2,205,000 - - .«
32,340,266 4,031,179
454,590 45,160
19,445 18,061

35,513,684 4,432,237
1,082,831 1,356,796
465885 ' 3282

$ 87,012,400 $. 5},_?2'1,715

$ 2,725,000 $ 2,000,000

OTHER ASSETS.
- TOTALASSETS
LIABILITIES AND STOCKHOLDER'S EQUITY
CURRENT LIABILITIES
Note payabls, bank
-Accounts payable

Accrued liabilities
Accrued bonus and payrol! liabilities
Notes payable

- TOTAL CURRENT LIABILITIES

CAPITAL CONTRIBUTED S
Common stock, no par value, authorized 100,000 shares,
issued and outstanding 3,000 shares -

RETAINED EARNINGS (DEFICIT)
TOTAL STOCKHOLDER'S EQUITY

* TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

See Notes to Financlal Staternents
-2-

269017 . 89,051
1,223461 1,171,973
1,910,460 2,196,192
30,559,948 S

. 36,687,886 - -5,457,216

454,000 454,000

(129,486) (189,501)
324,614 264,499

$ 37012400 § 5,721,715




MORTGAGES, LTD.
STATEMENTS OF INCOME AND RETAINED EARNINGS
Years Efided.October 31, 2005 and 2004
. 2005 2004
INCOME ‘ _
Origination fees -~ - : : $ 12,816,612 $ 10,436,368
* Sefvicing fees - - - , , 10,964,045 5,858,931
Processingfees . . = - 3,011,735, 3, 231,853
“interestincome . - 7 ' ' oo 1183, 506 ... 587,868
-~ Other income -~ ' ' R 1. 1:.: - 774,383
.. “TOTAL INCOME _ _ 29,022,780 20,889,403
EXPENSES o : '
Payroll I ] : . - .8052,129 ° 10,726,352
_ General and administrative ' 4,392,083 _3.43_3,623
Rents and occiipancy - - . . . 3,904,593 ' - 8,777,665
: . Interost L ' . 2,209,622 1,032,971
b Consulting” - : - 1,147,187 407,157
I Employee benefits E 699,278 618,516
Advertising and promction . L 7 ‘ 311,631 . 74,553
Depreciation - - o ‘ ' : - . ..« 158,864 209,073
Other expenses - X : : 259,394 802,231
TOTAL EXPENSES 22,134,781 20,582,041
_ NET !NGOME ' _ _ 6,867,999 307,262
RETA]NED EARNINGS (DEFECIT), BEGINNING OF YEAR S (189,501) - - 218,637
STOCKHOLDER DISTRIBUTIONS : .. __{6,827,984) {715,500)
RETAINED EARNINGS (DEFICIT), END OF YEAR B 1129,486)'- $ _(189,501)
1
B
i
‘:g See Notes to Financial Statements
17 : 3.
'




MOHTGAGES, LTD.
STATEMENTS OF GASH FLOWS
Years Ended October 31, 2005 and 2004

CASH FLOWS FROM OPERATING ACTIVITIES -
Net income . . oo
-Adjustments to reconcile net income to net cash
* provided by operating activities: '

-Depraciation and amortization
Amortization of loan fees _
Loss on disposal of property and equipment
Loss on sale of investments
Changes in operating assets and liabllities:
Decreass {increase) in:
Accounts receivable
Other current assets
Increase (decrease) in:
Accounts payable
Acgcrued liabilities _ '
Acorued bonus and payroll liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES -
Proceeds from sales of mortgages held for investment -
Purchases of mortgages held for investmant
Due from related parly _
Purchases of real estate and improvements held for

investment and sale o
Purchases of property and equipment

~ Changeinotherasssts - - .. '

' Nst cash used in investing activities -

= CASH FLOWS FROM FINANCING ACTIVITIES
- Proceeds from short-term debt borrowings

* Payments on short-term debt
Distributions paid to stockholder

Net cash provided by {used in) financing activities

NET CHANGE IN CASH | |
CASH, BEGINNING OF YEAR -

CASH, END OF YEAR

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid for interest

See Notes to Financial Statemenis

4

2005 2004
$ 6.887,909 § 307,362
158,863 209,073
104,167 -
101,329 251,879
- 57,496 -
{63,669) 26,883
(1,384) 13,234
- 179,966 (148,182}
51,488 182,471
' (285,732) __ 1,864,983
- . 7183027 2,765,199
28,929,549 - 5,118,101
- (567,238,636)  (8,028,973)
(2,205,000) . -
' (409:4.'30): - -
- (36,227) {48,507)
. {537,370) ___ (106)
- (81,497.114) __ (1,950,485)
145,959,948 645,000
(14,675,000) (500,000)
(6,827, 084) (715,500)
24,456,964 (570,500)
92,877 235,214
, 310,422 75,208
% 403299 §_ 310422
$ 2209622 $ 1,082,971



m

. income from censtruction administration fees, rental fees, inspection fees, prepaym

MORTGAGES, LTD.
NOTES TO FINANCIAL STATEMENTS
Years Ended October 31, 2005 and 2004

Co operations summary of significant account]

Company operations — Mortgages, Ld. {the *Company”) is orgarized under the laws of the stao of Arizona
and began operations in 1964. Company management belleves the Company’is Atizona's oldest and largest
private mortgage banker with a loan-servicing portiolio exceeding $635 million (in seivice and commitments).
The Company orginates commercial and residential morigages for properties In the-Arizona market for

. permanent investo'rs. The Company retains servicing for the Iogns origin_ated. S

The significant accounting policles followed by the Company are sumi'narizad below: B

Revenue recognition — The Company has thtee primary sources of income: loan. 6ﬂgih‘atibn fees,
servicing fees and processing fees. Loan origination fees and processing fees are recognized when the

. -loan is processed and funded. Servicing fees are recognized at the time remittances are. received for
principal and interest on mostgage loans owned by others. The ioan balances and related trust accounts of
_loans semviced.for others are not included on the Company’s balance sheets. Other income Includes

‘ _ ent fees, credit analysis
fees, serviding set-up fees, and miscellaneous fees, and are recognized when the services are provided.

Ménagmxent’s uss of estimates — The presentation of financial statements in confommity with U.S. generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabliities at ihe date of the

- financial statements and repotted amounts of revenues and expenses during the reporting pericd. Actual
. results could differ from these esfimates. . L .

Cash — Cash consists of cash, demand deposits and savings deposits and, at times, may include other cash

equivalents which consist of highly fiquid debt instruments with- original maturities -of three months -or less.
Cash deposits are insured in limited amourtts by the Federal Deposit Insurance Corporation (FDIC)..

Accounts receivable — Accounts receivable are stated at the amount the Company expects io collect from
outstanding balances.: The Company provides for probable uncoilectible amounts through an allowance for
doubtful accounts, if an allowance Is deemed necessary. On a periodic basis, management evaluates its
accolnts receivable and determines the requirement for an allowance for doubtful accounts based on its

| all collection efforts have been exhausted. Management considers 'aobbﬁnts_réc’:’e’itrable?at October 31, 2005

and 2004 1o be ‘coliectible in full and, accordingly, an allowance for doubiful accounis-is-not considered

" necessary.

P}openy and equipment — Property and equipment are stated at cost and are dabracia-te'd‘a-ﬁé' amortized

- using accelerated and straight-iine methods over the following estimated useful lives: .

' Useful lives
‘Leasehcid improvements 5-40"°
Furnishings and office equipment 5-10 ..
Computer hardware and software «5
Vehicles . 5
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MORTGAGES, LTD;
NOTES TO FINANCIAL STATEMENTS -

Years Ended Qctober 31, 2008 and 2004

'Impairment of lorig-lived assets ~ The Company .accounts: for long-lived assets in accordance with the

provisions of SFAS No. 144, Accounting for the Impaimment: of Long-Lived Assets. SFAS No. 144 requires

** " that long-lived assets be reviewed for impaimment whenever events or changes.in circumstances indlcate 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 future net cash flows expected to be
generated by the asset. If such assets are considerad to be impaired, the impaiment to be recognized js
measured by the amount by which the carrying amount of the assets exceeds the fair value of the ‘assets.
Assets to be disposed of are reported at the lower of the carrying amourt or fair value less cgsts to sell.

- Management does not believe impaliment indicators are present at October 31 » 2005 and 2004,

Advertising — The cost of adveriising Is expensed when incurred or the first time _thevaqvé‘rtj_sjng takes place.

Advertising expense was $311,631 for 2005 and $74,553 for 2004. ‘
‘Income taxes — The Company has elected to be taxed under the prd.vision"s of Suﬁchépfef é..ot-ﬂié. Internal

Revenue Code. Under those provisions, the Company generally does not pay fedstal or. state corporate

‘Income taxes on s taxable income. Instead, the stockholder is liable for Individual income taxes on the

taxable income of the Company.
Loans se other:

The Company services lcans for others. The balance of these loans, which are not included on the
Company's balance sheets, totaled approximately $497,146,000 at October 31, 2005 and $382,533,000 at

‘October 31, 2004. In connection with the morigage loans serviced for others, amounts held in trust for

mortgage loan reseives, undistributed principal and interest collections, construction funds and tax impounds
aggregated approximately $27,181,000 at October 31, 2005 and $6,204,000 at October 31, 2004. The cash

~ held in frust and the related fability for morigage loan reserves do not gppear on the Company's balance
“sheets. 'The loans serviced for others include commercial and residential real estate loans that were

. originated by the Company for investors, with servicing retained, -

(3)

@

&)

Due from related party

The Company holds a note receivable of $2,205,000 at October 31, 2005 from the Company's sole
stockhoider. The note is noninterest bearing and is expected to be repald from. the proceeds of Company

_ distn‘bqtions to the sole stockholder. .

- Mortyages held fgr-inires?hnent

Morigages held for investment represent morigages originated by the Gompany with interest rates ranging
from 8.0% to 15.0%, that the- Company anticipates holding for less than 12 months, and are held by the
Gompany temporarily for Investment purposes. The mortgages are collateralized by real property and carried
at book value, which management considers to approximate market valie. The estimated fair market values
are typically In excess of the [can balances on the morigages held for investment. Morigages held for
investment are generally soid to other investors at book value,

Real estate and improvements held for investment and sale

Real estate held for investment represents $45,160 of real property purchased by the Company and held
temporarily for investment purposes. The property is carried at cost and geins or losses related 1o the real
estate sold are recorded as other Income {(expense). The balance recorded for this. property at October 31,
2005 and 2004 approximates the fair market value of the property less the expected cost to sell the properly.

-6
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MORTGAGES, LTD."
NOTES TO FINANCIAL STATEMENTS:
Years Ended Octber 31; 2005 and 2004

" As of October 31, 2005; real estate  and improvements held for investment and sale included costs of
- $409.430. Cosls incurred related to the development of River Run Golf Course and commercial and

residential lots located in Eager, Arizona. “The:Company management estimates that these costs are fully

' recoverable out of future sales proceeds.”

Property and equipment :
. Property and equipment consist of: : S .__ 2005 2004
Leasehold improvements : : % 1,155205 $ - 1,212,331
- Fumishings and office equipment S 636,401 708,748
Computer hardware and softwa 256,770 236,314
Vehicles o o : — 36000 36000
' Total cost o . 2,084,376 - 2,193,393
‘Accumulated depreciation and amortization . (1.051.545) (936,597)
Net proparty and equipment ‘ § 1032831 § 1256706

Depreciation and amortization expense was $158,863 for 2005 and $209,073 for 2004. .
Nole payable, bank

Note payable, bank consists of an unsecured line of _c;edit of $3,425,000, personally guaranteed by the sole
stockholder of the Company, with interest payable monthly at the Wall Street Joumal prime rate (6.75% at

~ October 31, 2005), maturing on February 7, 2007. The original.loan agreement had a ternm date of October
31, 2004, but was amended on November 2, 2004 1o extend to February 7, 2005 and then subsequently

amended on February 23, 2005 to extend to February 7, 2007. No amount has been recorded in the financial
statements for the value of the personal guarantee as management has determinsd that such an amount, if
any, is not material to the financial statements takenas a whole. : :

‘Notes paysble

The Company issued notes payable to five new investors during 2005. The notes are collateralized by
mortgage Investments held by the Company, payable in monthly instaliments of interest only with rates
ranging from 9.5% to 15.0% and maturing at varous times during 2006. The monthly installment
approximated $355,000 at October 31, 2005. Loan fees of $500,000 were incurred by the Company and
are paid in monthly installments of $41,667 over the life of the related note. Loan fees of $332,833 and

_prepaid loan fees of $20,833 are included in other assets in the accompanying balance sheet at October

31, 2005, Amortization expense and accumulated amortization on loan fees totaled $104,167 as of October
31, 2005. No loan fees were capitalized during 2004. : S : -
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MORTGAGES, LTD.
NOTES TO FINANCIAL STATEMENTS
Years Ended October 31, 2005 and 2004

Other incoms

Other income consists of: S . _ 2005 2004
Construction administration fees $ 559832 $§ 226,928
Inspectionfees . . .. 127,025 101,900
. Rental fees - obb421 - . 97,74
Prepayment fees 35,464 . .55,634
- Servicing set-up fees 58,619 - 54,525
Credit analysis income . - .. - 54,860 18,736
- Other fees and miscelianeous income . 155961 . 218,866
Total other income § 1046882 $. 774383

(10

(11)

Related party transactions

The Company has entered into a software and trademark Iioensingagreement with an entity controlled by the

- Company’s sole stockholder. During 2005 and 2004, the agreement speciiied that payments may be required

on demand by the related party licensor. A demand payment to the licensor of $2,084,225 was pald during

-.’2005 and a demand payment of $1,941,225 was paid in 2004, These fees are included in general and

administrative expenses in the accompanying statements of income and retained earnings.

As described in Note 13, the Company leases various real propeties from entities controlled by the
Company’s sole stockholder. During 2005, the related enfities sold certain of the properties leased by the
Company. The Company abandoned leasehold improvements on those propetties and recognized a loss of
$101,329, which is included iIn rent and occupancy in the accompanying statements of income and retained
eamings. :

The Company aiso paid insurance on behalf of an entity controlled by the Company's sole stockholderinthe
amount of $151,233 in 2005 and $78,320 In 2004.

Employee t plans

“The Company has an employes savings and profit sharing pian under section-401 (k)'of the Intemal Revenue

Code. The plan covers all employees fulflling minimum age and service tequirements. The Company has
the option fo match contributions. The Company’s matching contributions were $49,225 for 2005 and $30,066
for 2004. The Company also made discrationary contributiens to the 401(k) plan in the approximate amount

~ of $57,000 for 2005 and $73,000 for 2004.

The Company also has a defined benefit pension plan (the Plan) covering substantially all of its employess.
The benefits are based on years of service and the employee's compensation during the last year coinciding

-with the employee’s normal retirement age of taxable compensation from the Company. The Company’s

funding policy is to make at least the minimum annual contribution required by applicable regulations.
Contributions are intended to provide not only for benefits attributed for service to date, but also for those

_ expected to be eamed in the future. -
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MORTGAGES, LTD.

NOTES TO FINANCIAL STATEMENTS

Years Ended October 31, 2005 and 2004

(11) Emploves benefit plans (continued)

The following table sets forth the Plan’s funded stetus at December 31, 2004 and 2003 the latest available

m_fonnaﬂon forthe Pl'an.' _

\Components of net periodlc cost:
. Service cost
- Intevest cost

‘Expected return on plan assetls

" Recognized netgaing - ‘ 2

Recognized prior service cost
Net periodic penslon cost

~ The foregoing measurement of net periodic pension cost is

based on the following assumptions:
Weighted-average discount rate
Weighted-average rate of compensation -

Weighted-average expected iong-term of returh oh plan assets

Change in benefit obligation:

Benefit obligation, beginning of year
Sarvice cost
Interest cost

" Actuarial galn

Plan amendments
_Benefit obligation, end of year

Change in plan assets:
Falr value of assets, at date of fiscal year end - prior year
Actual return; on plan assets
Employer confributions

Fan' value of assets, at date of fiscal year end - cutrent year-

Reconciliation of the funded status of the Plan, amounts not
recognized and amounts recognized in the balance sheets:
Benefit obligation
Fair value of assets
Unamortized prior service cost :
Unrecognized net actuarial (gain) loss
Net amount recognized

Amounts recognized in the balance sheets:
Prepald benefit cost
Accrued benefit liability
Net amount recognized

Other information:
Reconcillations:
Unrecognized priot setvice cost at beglnmng of year
Less current year amortization
Unrecognized prior service cost at end of year

-g-

2ogg"" gm_a ,

$ 239485 §$-. 166,434
44934 - 26,585
(31,431) {11,707}
(7,505) (645)

$ . 635283 $ 390,006

239,485 166,434
44,934 26,595
(@9, 353)

$ 523858 § 195,121

236146 86,760 .
7 241,977
523,858

" 251,807
$..1011811 $

$ (1,003953) $  (636,283)
1,011,811 523,858
217,108 . 114,915
(278.067) (80.857)

ﬁazémgl)i@_m_éﬂﬂ)

$ ‘(60959) $ 34,083
7.858 {112.425)

$ 227,529 § 119,433
(10.421) {4.518)




MORTGAGES, LTD.
' NOTES TO FINANCIAL STATEMENTS '
Years Ended Cctober 31, 2005 and 2004

(1) Employee benefit plans (continued)

Unrecognized net gain at beginning of year $ (80 857) $ (6,449)
Less current year amortization o 645
Plus current year gain ,.,___(,2_(1&,,715) (75,053)
Unrecognized net galn at end of year ' $ (278067 $ __(RO.857)
Unrecognized transition (obligation) asset at beglnning of year $ - $ -
Less current year amottization - -

Unrecognized transition (cbligation) asset at end of year S -_ & “

(12) Contingencios

The Company is subject to various legal proceedings and claims, elther asserted or unasserted, which arise in
the ordinary course of business. While the outcome of these claims cannot be predicted with certainty,
management does not befieve that the outcome of any of these matiers will have a material adverse effect on
the Company’s financial posifion, results of operafions or cash flows.

{13} Ouperating lease commitments

The Company leases various properties from entities controlled by the Company’s sole stockholder under
operating lease agreements explring October 31, 2006. Total lease expense for these properties was
$2,167,838 for 2005 and $1,707,750 for 2004, These leases do not have renewal options but are anticipated
by management {o be renewed annually ona long-term basis.

The Company leased vehicles from the sole stookho!der under operating lease agreements that expired in
September 2005. Rental expense under these ieases was $77,550 for 2005 and $84,600 for 2004,

The Company leases copiers and a postage machine from unrelated third parties under operating leases
expiring in 201 0. Rertal expenses under these leases were $36,974 for 2005 and $41,7111 for 2004.

Minimum future rental commitments under noncancelable leases having remaining terms in e excess of one
year &t October 31, 2005 are as follows:

Related Non-related

Years Ending O¢tober 31, Party Party Total
2006 $ 27 ,005 $ 45,782 $ 2,816,787
2007 45,782 45,782
2008 - 45,782 45,782
2009 - 45,782 45,782
2010 - 45, 782 45,782
Thereafter .

Total minimum future rental payments $§ 2771008 L_&m Lé&a_a.g:é
{14) Subsequent event

Subsequent 1o year end, the Company :ssued seven notes payable to new investors totaling $20,610,204.
“The new notes have Interest rates ranging from 12% to 13% with maturity dates in November and December
- of 2006. The proceeds were used to purchase additional morigages held for investment by the Company.

-10-
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TO
PRIVATE OFFERING MEMORANDUM FOR
PASS-THROUGH LOAN PARTICIPATIONS
IN LOANS
ORIGINATED OR PURCHASED BY MORTGAGES LTD.

‘ 'Revolving Opportunity™
Loan Program Purchase Agreement







REVOLVING OPPORTUNITY™
LOAN PROGRAM PURCHASE AGREEMENT

THIS REVOLVING OPPORTUNITY LOAN PROGRAM PURCHASE AGREEMENT is
entered into as of the “Effective Date” set forth below, by and between MORTGAGES LTD., an Arizona:
corporation, whose address is 55 East Thomas Road, Phoenix, Arizona 85012 (“Company™) and the
INVESTOR (“Investor”) whose name and address aré as set forth at the end of this Agreement. R

Section 1. Recitals.

1.1 The Company. Company is a mortgage banker licensed by the State of Arizona
Banking Department. _ : :

: 1.2 Business of the Company. Company originates, makes, and funds loans
(“Loans™) to various persons, corporations, limited liability companies, partnerships, and other entities
(“Borrowers™) secured by deeds of trusts or mortgages on residential, commercial, and industrial real
estate, the terms of which are defined in a set. of documents appropriate to each individual Loan and.
which provide various rights and protections to both the owners of the Loans and the Borrowers (the
“Loan Documents™). : '

L3 Revolving Opportunity Loan Program - Company has established its
Revolving Opportunity Program (sometimes the “Program™) to provide investors with a favorable rate of
return through the purchase of interests in Loans and, to a lesser extent, Loans selected by Company.

1.4 The Investment Company desires to sell and Investor desires to purchase an
interest or interests in Loans or entire loans (together “Participations™) up to an aggregate investment
amount (the “Investor Commitment”) as specifically set forth at the end of this Agreement, which shall be
10 less than $500,000 (the “RevOp Minimum™), subject to the terms and conditions contained herein, |

Section 2. Selection of Participations.

From time-to-time during the 12-month period immediately following the Effective Date
(the “Program Term”™), Company, in its sole and- absolute discretion, may select Participations for
purchase by Investor (the “Initial Investment™) and additional Participations in the event of repayment
(“Successor Investments”). In the event that more than one Initial Investment or Successor Investment
(together “Investments™) are outstanding at any one time, the aggregate amount of all such Investments
shall not exceed the Investor Commitment. :

Section 3. . Loan Purchases and Terms.

3.1 Investment Commitment Period. Subject to the conditions herein set forth,
Investor shall purchase, during the Program Term, Investments up to the amount of the Investor
Commitment from time to time as requested by Company. -

32 Repayment of Investment. Each Investment purchased by Investor shall be
repaid to Investor through payments on the related Loan or Loans on or prior to the expiration of the
RevOp Investment Term (as defined herein), subject to Company’s obligation under Section 6.2.

33 Reinvestment of Principal Payments. Notwithstanding the provisions of
Section 3.2, during the Program Term, Investor agrees that any principal payments on an Investment prior
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to the Repayment Date (as defined herein), including those resulting from scheduled amortization and
whole or partial repayments of the unpald outstanding principal balance -of the related Loan or Loans,
shall remain available for reinvestment in Successor Investments until the Repayment Date. Company, in
its sole discretion, may elect to reinvest such principal payments, or any portion thereof, in Successor
Investments on-behalf of Investor, but only for a term equal fo the number of -days remaining until the
Repayment Date .

Sectiond. Payment of Purchase Money.
4.1 Notice te Fund Investment Commitment. Company shall'give notice (the

“Payment Notice™) to Investor requesting funds pursuant to the Investor Commitment at the address or to
the telephone number, facsimile number, or e-mail address of Investor set forth below. The Payment

Notice shall identify the amount of money (the “Purchase Money”) Investor is to invest. In no event shall
~ Company issue a Payment Notice to Investor for an amount more than the Investor Commitment. Within

10 business days of the Payment Notice, Investor shall deliver to Company the Purchase Money specified
in the Payment Notice by cashier’s check, certified check, or wire transfer. If the Investor Commitment
exceeds the aggregate amount of all outstanding Investments at any time during the Program Term,

Company shall have the right to issue one or more additionial Payment Notices to Iivestor. Each Payment
Notice and Investment purchased from the Purchase Money shall .be subject to a ‘separate Repayment
Date, as defined in Section 4.3.

4.2 Action following Receipt of Purchase Money from Investor. Upon receipt
(“Recelpt”) by Company of the Purchase Money, Company shall (a) pay or cause the payment of the
RevOp Prepaid Interests (as defined below) to Investor; (b) prepare an assignment of beneficial interest of
deed(s) of trust securing the related Loan or Loans, an endorsement of the promissory note(s), and, if
applicable, assignments of other loan or security instruments for the related Loan or Loans (collccnvely,
the “Loan Asmgnment Documents™); (c) cause to be recorded, af no expense to Investor, in the official
records of the county in which the property securing the related Loan or Loans may be ‘situated any of the
Loan Assignment Documents required to be recorded, such as an assignment of the beneficial interest of
the deed(s) of trust; and (d) prepare such “blank™ assignment documents, directions for release and
reconveyance, termination of UCC interests, and other assignment or release instruments as Company
determines to be appropriate with respect to the related Loan or Loans (collectlvely, the “Reassignment
and Release Documents”)

43  Repayment Date of Indmdual Investments. The Repayment Date shall be 120
days from the Receipt, but such funds may be applied to Successor Investmcnts subject to the payment of
RevOp Prepaid Interest.

44 RevOp Prepaid Interest. Based on the amount of capital invested in the
Revolving Opportunity Loan Program, the RevOp Prepaid Interest shall equal a specified percentage of
the outstandmg pnnclpal of the Investments accordmg to the following table

" Capital Invested RevOp Prepaid Interest

$500,000 - $2,499,000 - 0.333% ‘
$3,000,000 - $4,995,000 .500%
$5,000,000 - $7,499,000 _ ‘ 0.666%

$7,500,000 + 0917%




Section 5. Adwministration of Purchase Loans.

51 RevOp Investment Term. The. “RevOp Investment Term” shall be the time
during which Investor’s capital is invested in an Initial Investment or Successor Investment, which will be
the shorter of (a) the number of days from the Receipt to the Repayment Date (the “Maximum RevOp .
Investment Term™), or (b) the number of days from the Receipt to earlier of the date on which (i) the
Company redeems the Initial Investment, or (ii).the Initial Investment or Successor Investrnent has been
paid in full, in each case including unpaid principal and RevOp Interest. Partial repayments or:
redemptions of an Initial Investments and/or Successor Investment shall result. in multiple RevOp
Investment Terms being applicable to portions of the Purchase Money. . .

. 52 RevOp Interest Rate. The RevOp Iht_eres; RateAsh‘all be based on the amount of |
capital invested in the Revolving Opportunity Loan Program according to the following table: :

_Capital Invested RevOp Interest Rate Per Annum .
$500,000 - $2,499,000 10.00%
$3,600,000 - $4,999,000 < 10.50%
$5,000,000 - $7,499,000 11.00%
$7,500,000 + 11.25%.

5.3 Payment of RevOp Interest. From the Receipt until the expiration of each
applicable RevOp Investment Term, Investor shall be entitled to receive monthly interest calculated at the
RevOp Interest Rate upon the unpaid principal balance of the Investment (the: “RevOp Inferest”™)
associated with such RevOp Investment Term. Any interest payable or paid upon the related Loan or
Loans in excess: of the RevOp Interest shall be retained by Company. g :

54 Repayment of Investments. Upon expiration of the Maxixﬁum RevOp
Investment Term, Investor shall be entitled to receive any unpaid amount of any outstanding Investments
plus accrued RevOp Interest pursuant to Section 3.2 or Section 6.2.

Section 6.  Repurchase of Investments.

: 6.1 Repayment of Investments. In the event any Investment (including RevOp
Interest) has been fully paid upon the expiration of the maximum RevOp Investment Term (as a result of
payments on the related Loan or Loans), then no further payments to Investor shall be due and Company .
shall be entitled to file the Reassignment and Release Documents as provided below.

6.2 - Mandatory Repurchase of Investments. In the event any Investment
(including RevOp Interest) has not been fully repaid to Investor upon expiration of the Maximum ‘RevOp-
Investment Term, Company shall (a) cause the repurchase of or repurchase the Investment from Investor
at a price equal to its unpaid principal balance (after crediting all principal payments previously received
by Investor thereon) and (b) cause to be paid or pay‘any accrued and unpaid RevOp: Interest at the time-
the next regularly scheduled payment on the related Loan or Loans. - e L

6.3 Optional Redemption of Investments. Notwithstanding the foregoing,
Company may, in its sole discretion, redeem an Investment from Investor at any time prior to expiration
of the RevOp Investment Term without payment of premium or penalty by tendering to Investor (2) a
repurchase price equal to the unpaid: principal balance of the Investiment (after crediting all principal
payments previously received thereon by Investor) and (b) any accrued and unpaid RevOp Interest at the
time the next regularly scheduled payment on the related Loan or Loans. :




Section 7. Company to Service Loans.

7.1 Company to Originate and Service Loams. ‘Company shall underwrite,

originate or acquire, and service the Loan or Loans related to the Investments and collect and disburse
Loan payments. __ : :
. 2' “Filing of Reassignment and Release Documents. Company shall hold the -
Reass:gnment and Release Documents with respect to an Investment uatil the expiration of each .
applicable RevOp Investment Term. Upon expiration of the RevOp Investment Term, (a) if an
Investment and RevOp Interest has been repaid as a result of payment or the related Loan or Loans, or-
repurchased from Investor by or on behalf of the Company as set forth herein, then Company is
- authorized to complete and record (with respect to such documents as should be recorded) the
Reassignment and Release Documents; and (b) if an Investment and RevOp Interest thereon has not been
repaid to Investor nor repurchased from Investor by or on behalf of Company as provided in thlS
Agreement, then Company shall deliver to Investor the Reasszgnment and Release. Documents

73 Dishursement of Payments. During the RevOp Investment Term, Company
shall be authorized to receive all paymients of principal and interest with respect to any Loan or Loans
related to Investments, to reinvest the principal pursuant to Section 3.3 or disburse the pnnmpal to
Investor, to disburse the RevOp Interest to Investor, and to dlsburse the balance of any interest in excess
-of the RevOp Interest to Company '

Section 8. Representatmns and Warranﬁes

8.1 Representatmns and Warrannes of Company Company represents and
warrants to Investor as foiIows

(a) ‘All recitals and representations set forth in this Agreement are true and
correct. : :

(b) Company is a corporation formed under the laws of the state of Arizona
and is duly orgamzed validly existing, and in good standmg under the laws of such state.

. {c) Company has the corporate power and authonty to conduct its business
as now being conducted. :

(d) The llens, security interests, and ass1gnments created by the Loan
Assignment Documents will result in valid, effective, and enforceable liens; security interests, and
assxgnments

. : “(e) - Until all Investments have been paid in full and all of Company s
obhgatmns hereunder have been fully discharged, Company shall maintain in full force and effect all
agreements, rights, and licenses necessary to conduct its business.

8.2 Representatlons and Warranties of Investor Investor represents and warrants
to. Company as foliows : .

- {a) All recitals and representations set forth in this Agreement are true and
correct. , . ‘




(b) - In the event Investor is a corporation, parinership, limited Hability
company, pIan, trust, or other entity, Investor is duly organized, validly existing, and in good standing
under the laws of the state of its organization and has full power and authority to carry on its business as
now being conducted. In the event Investor is an individual, Investor is either unmarried, or if married,
Investor is acting on behalf of Investor’s marital community unless Investor is dealing in Investor’s sole
and separate property and such status is specifically identified on the signature page hereto.

(c) Acknowledges that Invesior has received the Private Offeﬁng
Memorandum dated June 20, 2006 (the “Memorandum™) and is familiar with and understands it,
including the section captioned “Risk Factors.” : :

(d) Aeknowledges that Investor is fully. familiar with the Program and Wlﬂ'l

Company and its business, affairs, operating policies, and prospects and has had-access to any and all

- material information, including all documents, records, and books pertaining to Company, that Investor

" deems necessary or appropriate to enable Investor to make an investment decision to participate in the
Program and purchase Participations. : :

(e) Acknowledges that the Investor has been encouraged to rely upon the
adv1ce of Investor’s legal counsel, accountants, and other financial advisors with respect to the
participation in the Program and the purchase of Participations. S

{H. Represents and warrants that Investor, in determining to participate in the
Program and purchase Participations, has relied solely upon this Agreement, the Memorandum, and the
advice of Investor’s legal counsel, accountants, and other financial advisors and has been. offered the
opportunity to ask such questions and inspect such documents concerning the Company and its business
-and affairs and the Program as Investor has requested so as to understand more fully the Program and the
nature of the investment and to verify the accuracy of the information supphed

® Represents and wai'rants that Investor has full power to ex'ecute: deliver,
and perform this Agreement and that this Agreement is a legal and binding obhgatmn of, and is
enforceable against, Investor in accordance with its terms. .

()] Represents and warrants that Investor is an “accredited investor” as
defined in Rule 501(a) under the Securities Act of 1933, as amended (the “Securities Act™} and satisfies
one of the standards set forth in the Memorandum under the section capfioned under “Who May Invest.”

() Reprcsents and warrants that the Partmpatlons being acquired will be
acquired for Investor’s own account without a view to public distsibution or resale and that Investor has
no contract, undertaking, agreement, or arrangement to sell or otherwise transfer or dispose of any
Participations or any portion thereof to any other person.

) chresents and warrants that Investor (1) can bear the economlc risk of
the purchase of Part1c1pat10ns including the loss of Investor’s investment and (ii) has such knowledge
and experience in business and financial matters, including the analysis of or participation in private
offerings and real estate investments, as to be capable of evaluating the merits and risks of the
participation in the Program and an investment in Participations.

(k) Represents and warrants, if subject to the Employee Ret:rement Income
Secunty Act (“ERISA”) that Investor is aware of and has taken into consideration the diversification
requirements of Section 404(a)(3) of ERISA in determining to purchase Participations and that Investor
has concluded that the purchase of Participations is prudent.




)

i

()] Understands that Investor may be required to provide current financial -
and other information to the Company to enable it to determine whether Investor is qual:ﬁed to purchase
Participations.

: (m) Understands that the Participations will not be registered under the
Securities Act or the securities laws of any state or other jurisdiction and therefore will be subject to
substantial restrictions on transfer.

(n) Agrees that Investor will not sell or otherwise transfer or dispose of any
Parhmpatmns or any portion thereof unless such Participations are registered under the Securities Act and
any applicable state securities laws or Investor obtains an opinion of counsel that it is satisfactory to
Company that such Participations may be sold in reliance on an exemption from such registration
requirements.

{0) Understands that (i) Company has no obligation or intention to register
any Participations for resale or transfer under the Securities Act or any state securities laws or to take any
action (including the filing of reports or the publication of information as required by Rule 144 under the
Securities Act) that would make available any exemption from the registration requirements of any such
laws, and (i)} Investor therefore may be precluded from selling or otherwise transferring or disposing of
any Participations or any portion thereof for an indefinite period of time or at any particular time.

- (p)  Represents and warrants that neither Company, Mortgages Ltd.
Securities, L.L.C. (“MLS"), an affiliate of Company, nor anyone purportedly acting on behalf of either of
them has made any representations or warranties respecting the Program or the business, affairs, financial -
condition, plans, or prospects of the Company except those contained in the Memorandum nor has
Investor relied ‘on any representations or warranties in the belief that they were made on behalf of any of
the foregoing, nor has Investor relied on the absence of any such representations or warranties in reaching
the decision to partmpate in the Program or purchase Participations.

"(q) - Represents and warrants that (i) if an- mdmdual Investor is at least 21
years of age; (n) Investor satisfies the suitability standards set forth in the Memorandum; (iii) Investor has
adequate means of providing for Investor’s current needs and contingencies; (iv) Investor has no need for
liquidity in Investor’s investments; (V) Investor maintains the Investor’s business or residence at the
address shown below; (vi) all investments in and commitments to non-liquid investments are, and after

* the purchase of Participations will be; reasonable in relation to Investor’s net worth and current needs;

and (vii) any financial information that is provided by Investor at the request of the Company, does or
will accurately reflect Investor’s financial sophistication and condition with respect to wh1ch Investor
does not annmpate any material adverse change

® Understands that no federal or state agency, including the Securities and
Exchange Commission or the securities commission or authorities of any state, has approved or
disapproved the Participations, passed upon or endorsed the merits of the offering of participation, or
made any finding or determination as to the faimess of the Participations for public investment.

(s) - Understands that the Participations are being offered and sold in reliance
on specific exemptions from the registration requirements of federal and state Jaws and that Company is
relying upon the truth and accuracy of the representations, warranties, agreements, acknowledgements
and understandings set forth herein in order to determme the sultablhty of Investor to acquire
Pamclpations




, _ ®) Represents, warrants, and agrees . that, if Investor is acquiring
Participations in a - fiduciary capacity (i) the above representations, ‘warranties, agreements,
acknowledgements, and .understandings shall be deemed to have been made on behalf of the person or
persons for whose benefit such Participations are being acquired, (ii) the name of such person or persons
is indicated below under the subscriber's name, and (iii) such further information as Company deems
appropriate shall be furnished regarding such person or persons.

(u) Represents and warrants that the information set forth herein regarding
Tnvestor is true and corplete and agrees that the Company may rely on the truth and accuracy of the -
information for purposes of assuring that Company may rely on the exemptions from the registration
requirements of the Securities Act afforded by Section 4(2) of the Securities Act and Regulation D under.
the Securities Act and of any applicable state statutes or regulations, and further agrees that the Company
may present-such information to such persons as it deems appropriate if called upon to verify the
information provided or to establish the availability of an exemption from registration under Section 4(2).
of the Securities Act, Regulation D, or any state securities statutes or regulations. or if the contents are
relevant to any issue in any action, suit, or proceeding to which Company,-MLS, or any agent of any of
them is a party or by which any of them may be bound. S - :

i) Understands and acknowledges that the Participations and the Loans are
subject to a number of important risks and uncertainties as set forth under the section captioned “Risk
Factors” in the Memorandum; including significant competition; the risks generally incident to the
development, ownership operation, and rental of real property; changes in pational and local economic
and market conditions; changes in the investment climate for real estate investments; the availability and
cost of mortgage funds; the obligations to meet fixed and maturing obligations, if any; the availability and
cost of necessary utilities and services; changes in real estate tax rates and other operating expenses;
changes in governmental .rules, fiscal policies, zoning, environmental controls, and other land-use
regulations; and acts of God, which may result in uninsured losses; conditions in the real estate market;
the availability and cost of real estate loans; and other factors beyond the control of Company. Investor
further undetstands and acknowledges that Participations will also be subject to. the risks associated with
the development- of real estate, including the cost of construction, the time it takes to complete such
construction, worker strikes and other labor: difficulties, energy shortages, material and labor:shortages,
_ inflation, adverse weather conditions, subcontractor defaults and delays, changes in federal, state, or local
laws, ordinances, or regulations, and other unknown contingencies.

(w). Understands and acknowledges -that the future operating results of

Company are impossible to predict and that no representations or warranties of any kind are made by-
- Company, or MLS or any of their affiliates with-respect to the prospects of Company or the rate of return
on the Participations. : : : : , R

Section 9. " Default.

: 9.1 Defanit by Company. The occurrence.of any of the following evenis or
conditions shall constitute an “Event of Default” by Company under this Agreement:

(@) The failure by Company to fulfill its obligations under Section 6.2 within
10 days after written notice from Investor; '

b Any representation, warranty, or statement by Company contained in this
agreement shall have been materiaily false when made or furnished; '




(c) The filing by Company of any proceeding under the federal bankruptcy
laws or any other similar statute now or hereafter in effect; the entry of an order for retief under such laws
with respect to Company; or the appointment of a receiver, trustee, eustodlan, or eonservator of all of any
part of the assets of Company
(d)  The insolvency of Company, the execution' by Company “of an
assignment for the benefit of creditors; or a matenal adverse change in the financial condition of
Company,

C (e) The adrmssmn in writing by Company that itis unable to pay its debts as
they mature or that itis generally not paying its debts as they mature; or

® The liquidation, termination, or dissolution of Company 1f Investor is not
reasonably reassured of tlmely performance hereunder. :

: 9.2 l)efault by Investor. The occurrence of any of - the foilowmg events or
conditions shall constltute an “Event of Default” by the Investor under this Agreement:

(a) The failure by Investor to timely pay the Purchase Money; |

' o (b) The faﬂure by Investor to timely execute and return to- Company the
Loan Asszgnment Documents, the Reassignment and Release Documents, or such other instruments. or
documents as reasonably requested by Company, in accordance with the terms of this Agreement within
10 business days a:&er written notice thereof by Company to Investor;

- (c) " Any representation, warranty, or statement by Investor contamed in thrs
agreement shall have been matenally false when made or furnished; S

(d) The filing by Investor- of any proceedmg under the federal bankmptcy
laws or any other similar statute now or hereafter in effect; the entry of an order for relief under such laws
with respect to Investor; or the appointment of a recewer, trustee, custodlan or conservator of all or any
part of the assets of Investor; - - ,

(e) The insolvency of Investor the executlon by Tnvestor of an assrgnment
for the beneﬁt of creditors; or a material adverse change in the ﬁnancnal condition of Investor

. (f) . The adnussron in wnnng by Investor that itis unable to pay 1ts debts as
they mature or that it is generally not paying its debts as they mature; or

(2) The lignidation, termination, or dissolution of Investor 1f Company is not
reasonably reassured of tlmely perfonnance hereunder

9 3 Remedres of Investor Upon the occurrence of any Event of Defanlt caused by
Cornpany (and at any time thereafier while such Event of Default is eontmumg) Investor may do one or
more of the following: .

{a) Proceed to protect and enforce | its rights and remedies under ﬂ]lS
Agreement, the Loan Documents and the Reassrgnment and Release Documents; and

(b) Avail 1tse1f of any other nght, remedy, or rehef to whrch Investor may be
legally or equitably entitled, all of which remedies shall be non-exclusive and cumulative and the exercise




by Investor of any one such remedy-shall not preclude the exercise by Investor of further or additional
remedies. ' '

_ 94 Remedies of Company. Upon the occurrence of any Event of Default caused by
Investor (and at any time thereafter while such Event of Defauit is continuing), Company may-do one or.
more of the following:

ST L (a) ‘ Proceé&. to. prdtect_ ‘and,'énforpe its ,rights»aﬁd; remedies under this,
Agreement, the Loan Assignment Documents, and the Reassignment and Release Documents;

®). -. _Dema,ﬁd; and receive repayment from Investor-of the Placéﬁléﬂt Fee;. .

(c) Refuse to allow Investor any further .parti;:ipation in the Revolving
Opportunity Program and/or any other investment program offered by Company; and - - :

S (d) Avail itself of any other right, remedy, or relief to which Company - may
be legally or equitably entitled, including without limitation damages or injunctive relief, all of which
remedies shall be non-exclusive and cumulative and the exercise by Company of any one such remedy
shall not preciude the exercise by Company of further or additional remedies.. - s '

‘ Secﬁon-m_. Actimi Upon-Agreemént. .o

o . "10.1. Beneficiaries of | Agreemént, .Th:ié Agrgement is .n‘:uat'ic for the _ﬁdlg protectxon
and benefit of the parties hereto, and no other person or organization shall have any ligl_l;s,pcreunder__. £

102 Entire Agreement. This Agreement, together with the Loan Assignment
Documents and the Reassignment and Release Documents, contain the entire agreement between. the
parties with regard to the subject matter hereof. There are no representations, promises, warranties,
understandings, or-agreements, expressed or-implied, oral or. otherwise, in relation thereto, except those
expressly referred to or set forth herein. Each party acknowledges that the execution and-delivery of this
Agreement is its free and voluniary act and deed, and that said execution and delivery have not been
induced by, nor done in reliance upon, any representations, promises, warranties, understandings, or -
agreements made by the other party, its agents, officers, employees, or representatives.

R . .- 103 .. Agreements in. Writing, . No promise, representation, warranty, or agreement
made subsequent to the. execution and delivery of this Agreement by either party hereto, and no
revocation, partial or otherwise, or change, amendment, or addition to or alteration or modification of this
Agreement shall be valid unless the same shall be in writing signed by all parties hereto.

10.4  Independent Parties. .Investor and Company each have  separate. and
independent rights and obligations under this Agreement. Nothing contained herein shall be construed as
creating, forming, or constituting any partunership, joint venture, merger, or similar relationship between
Company and Investor for any purpose or in any respect.

Section il. .Adopfim: of the Agreéments.

‘ : 11.1  Power of Attorney. By executing this Agreement, Investor accepts and agrees
to be bound by the Agency Agreement, the Loan Assignment Documents, and the Reassignment. and
Release Documents. Investor further hereby irrevocably constitutes and appoints the Company, with full
power of substitution, as Investor’s true and lawful attorney. and agent, with full power and authority in




_ the Investor’s name, place, and stead, to make, execute, swear to, acknowledge, deliver, -file, and record
the following:

(a The Agency Agreement, -the Loan Assngnment Documents and the
Reassng;ument and Documents, and any amendments thereto;

(b) All certificates, instruments, documents and other papers and
-amendments thereto that may from time to time be: required under the laws of the United States of
America, the state of Arizona, any other state or jurisdiction, or required by-any political subdivision or
agency of any of the foregoing or otherwise, or which Company deems appropriate or necessary to carry
on the objects and intent of this Agreement and to administér the Revolving Opportunity Loan Program
as contemplated by tl:us Agreement

This power of attorney granted hereby shall be deemed to be a power coup!ed with an mterest, shall
survive the death, legal incapacity bankruptcy, merger, sale, dissolution, termination, or other
fundamental change of Investor, and shall survive the dehvery of an assngnment by Investor of all or any
portion of Investor s Investments,

11.2  Execution of Documents by Investor ~Notwithstanding Section 11. 1 1o the
extent requested by Company upon 10 business days notice, Investor shall execute (and cause signature to
be acknowledged before a notary, when appropriate) and deliver to Company any Loan Assignment
Documents, Reassignment and Release Documents (but only upon the repayment in full of the related
- Investment), and such other documents, certificates, and other papers as: Company reasonably deems

necessary or appropriate to administer the Revolving Opportunity Loan Program as contémplated by this
Agteement

Section 12. . General.

12,1 Ccoperation 'Bach party shall reasonably coopérate with the other pa:ty
including without limitation the execution or delivery upon request of such other or additional
instruments or documents as reasonably necessary or appropriate to accomplish the purpcses of th1s
Agreemcnt .

12.2  Notices. All notices requu-ed or. permJttcd to be-given hereunder shall be in
writing, and shall become effective 72 hours after such are deposited in the United States mail, certified
orf registered, postage prepaid, addressed as shown above or to such other address as such party may frcm
time-to-time des;guate n wntmg

12.3  Governing Law and Venue. This Agreement shall be governed by and
construed according to the laws of the state of Arizona, Investor agrees’ that-any controversies reiatmg to
this' Agreemeént will be determined in federal or state court sitting in the clty of Phoemx, waives the
defense of inconvenient forum, and waives any right to jury trial. :

124 Binding Agreement. This Agreement shall be bmdmg upon the pames hereto
and may not be assigned by either party.

- 12.5 Headings. The headings or captions: of sections ‘in this Agreement are for

convenience and reference only and in no way define, limit, or descnbe the scope or intent of thls
Agreement or the provisions of such sections.
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IN WITNESS WHEREQF, the parties have executed this Agreement with respect to the Investor
Commitment amount of § as of the Effective Date of , 2006.

MORTGAGES LTD., an Arizona corporation INVESTOR

Name(s) of Individual Investors:
By:
Scott M. Coles
Its: Chairman ad Chief Executive officer
Address: 55 East Thomas Road » T
‘ Phoenix, Arizona 85012 Signature(s) of Individual Investors:

Name of corporate, partnership, limited liability
company, trust or plan Investor:

- By:

i

Address:

Phone:
Fax:
E-mail:

11
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