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FIRST MAGNUS
SPOT (TWO-TIME) CONSTRUCTION LOAN
HIGHLIGHTS

(As of 6/20/2007)

SPOT LOAN OVERVIEW:

This is a construction loan in an individual(s) name. The borrower must be approved
The borrower(s) builder must be approved through the National Construction
Department.

ELIGIBLE PROPERTIES:

I Single family, primary residence
Second homes
“Tear-downs™. This is the process of tearing down an existing home to
build a new home. Homes that are stripped to the existing foundation are
also eligible. Rehab loans are not available.

Lad b3

INELIGIBLE PROPERTIES

I. Manutactured and modular housing

2. Investment properties

ELIGIBLE STATES:

I Arizona

2. California

3. Colorado

4. Nevada -~ loans must be originated in Nevada by a FMEC atfiliated

mortgage company.

Any other state is on a limited exception base only. If you have the
opportunity for a construction loan in any other state, please call the
Construction Department prior to aceepting an application. If an
exception is granted, you must follow the procedures and policies of the
NPC Division,
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LOAN TO VALUES:

OWNER-OCCUPIED - PRIMARY RESIDENCES AND SECOND HOMES-680
minimum credit score required.

Fully Documented Loan, , and NO Ratio Approvals (No Ratio approvals cannot have a

CONSTRUCTION
LOAN AMOUNTS

ayment shock of more than 50%)

| LOANTO VALUE
' (Based on the lesser
of Acquisition or

Appraisal)

CASH
REQUIREMENT

| (Based on the higher

of Acgq. Or Appraisal

Up to $630.000 90% 5%
$650,001-$1,000.000 | 85% 5%
$1.000.001-81.500.000 | 80% 10%
$1.500.001-82,000,000 | 75% 15%

1. The Construction commitment will not exceed the Perm loan amount approval.

2. Perm loan approvals can include CLTV s

3. I the Tot has been owned more than twelve months the equity may be used as

4. If' the lot has been owned for more than twenty-four months the equity may be
used as the borrower’s cash requirement. A separate land appraisal is not
required. The site value of the subject appraisal will be used.

GAP: Applies only when a General Contractor is building the home. GAPS with owner-
builder cannot exceed $60,000.00 and borrower must have three times the amount of the
GAP in hquid reserves.

A TGAPT s the difference between the acquisition cost (lot value plus the cost to build)

and the down payvment plus the construction loan commitment.

For Example:
Lot costof value: $100,000
Cost to build: $400,000
Total acquisition: $500.000

Required down payment (5%) $ 25.000 ($300,000 x 5%)
Construction loan commitment; $450.000 ($300,000 x 90%)
Total funds available: $475.000

Total “Gap™: $ 25.000 ($500,000-5475,000)

This amount ($25,000) is known as the Gap. The amount of the gap is the amount the
builder will defer until the subject home is complete and the perm loan is funded. The
gap must be explained to the builder prior to the construction close and the builder must
sign a statement acknowledging the gap amount. The gap must be covered by any or all
of the following ways:

1. Perm loan approval;
Bank accounts:
3. Equity in current home to sell,

it Do
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EARNEST MONEY:
Borrowers must reflect the total cash required in the following form:
I, Bank accounts
2. 401K’s
3. Stock statements-il borrower is selling stock for their down payment, required
FNMA documents required.
4. Sale of home-a copy of the settlement statement.

CONSTRUCTION ACCEPTANCE:
The following items must be submitted to the National Construction Department for {inal
Construction approval:

See attached stacking order.

APPRAISAL REQUIREMENTS:

Follow Perm Loan Product Highlights.

UNDERWRITING:

MINIMUM CREDIT SCORE 1§ 680, NO EXCEPTIONS, FMEC Underwriting must
issue the perm loan approval; brokered loan approvals will not be accepted. SUB-
PRIMLE CREDIT APPROVALS ARE NOT ACCEPTABLE.
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INTEREST RATE AND FEES:

Perm Loan Approval

Rate

Fees (All construction loans will
be charged a $400.00 construction
fee to the LO)

Fully documented or No
Ratio/Verified Assets

| Prime plus one

Y2 a percent of the commitment
amount plus $400.00 Construction
Admin Fee. The fee for loan
document preparation is $500

“Owner-Builder

| Prime pl 18 1WO

Vo a p»;rccm of the commitment
amount plus $1.000 Construction
Admin ] ge. $300 loan document

fee,

The Prime Rate will be established using the Wall Street Journal Prime Rate.

INTEREST RATE ADJUSTMENT AND CAP.

Interest rates adjust according to the Wall Street Journal's announcement. The interest
rate will change the next day that the Wall Street Journal reports a change in the Prime
Rate. The maximum rate during construction will not exceed the maximum allowable by

individual state usury statute.

CONSTRUCTION LOAN TERMS:

CONSTRUCTON LOAN TERM
AMOUNTS
Up 1o $400,000 12 Months
- $400.001 to %m 12 Months
$630.001 10 $1. )i U(){} 15 Months
$1.000,001 10 $1.500,000 15 Months
$1.300,001 to $2.000,000 18 Months

A request for a longer term will be handled as an exception only.




EXTENSIONS: All extensions will be handled by the Construction Department. The
Construction Department will contact each borrower within 60 dayvs of maturity to
determine it an extension will be needed. All extensions will be handled as an exception.
Prior to any extension, the builder must address in writing the reasons that the extension
is being requested. i.c. it took longer for the permits 1o be approved or weather. This
written request must also include the additional amount of time needed to complete the
project. An appraisal will also be required as well as a new credit report for any

Construction loans with a Licensed A Y point fee or $1000.00, whichever is
Contractor building the home greater. will be charged for any extension up
10 6 months. A % point fee or $2500.00,
whichever is greater, will be charged for any
extension over 6 months. In addition, there
will be an appraisal fee based upon the
amount charged to the Construction
Department by the appraiser. For additional
extensions. the fees will be neeotiated by the
Construction Department.

Owner-Builder A Vi point fee or $1.300.00. whichever is
greater. will be charged for a 3 month

-y v

more than 3 months. then a ¥ point of the
commitment or $3.000.00, whichever is

ereater, will be charged. In addition, there
will be an appraisal fee based upon the
amount chareed 1o the Construction
Department by the appraiser. For additional
extensions. the fees will be negotiated by the
' Construction Department.

MODIFICATIONS:

A modification is when the construction loan commitment is changed. Typically the

borrower request that their construction loan commitment be increased due to cost

overruns. When a request (o increase the borrowers construction loan the following
applies:

1. The loan to value tables must be used, i.c. if a construction loan commitment
increases {rom $350,000 to $450,000 the construction LTV would remain the
same but the amount of cash required would be increased to 10%, of the entire
cost.

The perm loan approval amount must still be higher or the same amount of the

new construction commitment amount.

A new appraisal will be required according to the loan to value tables.

An addendum to the original construction contract reflecting the new cost.

If a discount fee was charged originally the same percentage of the fee will be

charged for the modification amount.

6. A modification fee of $1.000.00 will be charged by the Construction
Department if the home is being built by a license contractor. A 2% fee will
be charged for any owner-builder loan. This 2% will be calculated on the
entire new commitment amount with a minimum fee of $2.000.00

o
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PREPAYMENT:

There 18 not a prepavment on the constructuon loan.

INTEREST RESERVE!

All construction loans will be required 1o have an Interest Reserve Account. An Interest
Reserve Account is a line item within the construction loan that will be available to pay
the interest each month on the borrower’s behalt as the elect. An Interest Reserve
Account will be set up for oans funded with out building permit but will not be allowed
to be used until building permitare pulled. The caleulation for the amount held is as
follows:

The amount disbursed at the funding of the construction loan times the interest rate
divided by the day in the vear times the days of the term of the construction loan. Take
the remaining balance and times this by the interest rate divided by the day in the year
times halt of the construction werm.

Example:

Construction Commitment: $300.000
Interest Rate: 9y

Days in vear: 365
Term: 12 months
Original funding amount $100.000
{Lot and fees)

Remaining balance: $400.000

$100,000 times 9% divided by 363 days times 365 days= $9,000
$400,000 times 9% divided by 365 times half the day of the term (183) =$18.049.29
The total amount held in the Interest Reserve Account would be $27.049.29

It the borrower ¢lects to pay thc interest out of theitr pocket. the amount paid cach month
can be placed into a line item of the borrower’s choice, All changes made 1o the cost
breakdown will be on an exception basis and approved by management.

If an extension is granted the amount of interest held in reserve must be enough to cover
the extended period of time. If not, the borrower will be required to prepay one month of
mnterest calculated at the total commitment amount of the loan.

CONTINGENCY RESERVES:

A contingency Reserve is a line item set up by either or both the borrower and builder.
This line item is used for cost overruns or when a borrowers allowance for a line item, i.¢,
appliances or flooring, cost more than budgeted. The maximum contingency should not
exceed 10% of the construction contract. Contingency Reserves are required on all self-
builds or owner-builder projects,

BUILDERS RISK INSURANCE:

Builders Risk Insurance must be in place prior to the Foundation Disbursement being
made. The amount of the Builders Rigk Insurance Policy will equal the construction
contract at a minimum. Theft coverage is also required within the policy. First Magnus
Financial must be listed as the mortgage and the borrower listed as an additional insured.

ey
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TITLE INSURANCE:

A standard ALTA Title Binder is required at the time of construction close. Title must be
free and clear from Mechanic’s Liens at closing. All taxes must be paid current prior to
or at construction close. The Title Company will “hold the title open™ until the
permanent foan closes.

CONSTRUCTION LOAN APPROVALS AND ACCEPTABLE AND
NON-ACCEPTABLE CONDITIONS:

1. Savings funds to close. Notallowable. Retfer to “gap”
2. Gift funds. Borrower must have 3% of their own money into the construction
loan. Additional monies may be gifted. A fully executed gift letter is required

prior to construction loan documents being drawn.

3. Trade equity. Not allowed

4. Sale of existing residence. The pavment must be included in the total debt
ratio.

5. Any condition that could affect the First Magnus loan approval needs to be

cleared prior to construction loan approval. Le. collections, judgments, liens,

ele.

BUILDER APPROVAL:

B) Once the application has been completed it is o be sent to the National Construction
Department. All information will be reviewed and an approval will be issued if
acceptable. Only licensed General Contractors are eligible for approvals and licensing
requirements will follow state gmdelines. Self-build contractors are not eligible,

The maxunum exposure with one builder will not exceed 10 homes or a total
accumulative construction commitment $3.000.000.00.

Builders building in a subdivision will be limited to a maximum of 5 homes in each
subdivision and cannot exceed 20 % of the total number of lots. When a builder controls
a subdivision (the only builder building in the subdivision), the construction conlract
must be reviewed and approved by FMFEFC counsel.

SELF-BUILDS/OWNER-BUILDER: OFFERED AS AN EXCEPTION
ONLY.

A self~build is considered when a person is acting as their own general contractor; this
can be either a person who owns his own construction company and is building his own
home or a person who 18 using a consulting company to assist in the building of his own
home. This tvpe of financing is by exception only. The owner-builder must have the
ability o act as a contractor, 1.¢. in the business, a Forman, subcontractor. etc. A cost
breakdown with a written proposal for any line item over $10.000 will be required. A
10% contingency is required above the cost to build. Borrower must have 10% of the
construction loan commitment in reserves at tme of closing the construction loan. For
self-build/owner-builder projects, the existence of a GAP will be by exception only, If a
GAP is approved 1t will be limited to $60,000.00 and the borrower will need to have a
minimum of 3 times the amount of the GAP in liquid reserves.
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BORROWER DEPOSITS:

Funds paid directly to the builder or suppliers. 1.e. Architect or permits, by the borrower
will be counted towards the required funds to close. A copy of the check. both front and
back, paid to the builder or supplier as well as a lien waiver from is required. Any funds
deposited with the builder will be applied against their initial draws until the entire
amount of the deposit is depleted. This amount can not be identified as profit, overhead,

Or supervision,

CONSTRUCTION CONTRACTS AND CONSTRUCTION COST
BREAKDOWNS:

NO COST PLUS CONTRACTS. All construction loans must have a signed contract
hetween Contractor’s company and borrower. Construction Cost Breakdowns need to

identify both a Supervision/Overhead and a Profit line item. This cost breakdown is for
First Magnus use only and will not be given to any borrower.

DISBURSEMENTS:

The initial disbursement at construction closing will be limited to 1) purchasing the fand

or 2) paying off an existing note on the land; and construction loan closing costs. A “solt

cost” draw., not to exceed 5% of the builder’s contract can be ordered 3 days after the

funding/recording of the construction loan. Advances will be disbursed to reimburse the

cost incurred for the construction improvements of the property. Funds will be disbursed ;
after the construction is complete or a partial draw will be advanced in accordance with
the amount of work completed. Draws can either be advanced directly to the builder,
with the borrower's authorization. or to the borrower, again with the builder’s
authorization.

There are two methods of disbursing construction funds:

. Line item disbursements. Funds will be disbursed using the builder’s original
cost breakdown. The builder will submit a draw request reflecting which line
items he or she is requesting funds from. An inspection will be completed to
determine if the requested work is complete. A title update will be ordered if
Title Company requires this to provide mechanics lien coverage. If all work is

complete, title is clear, funds will be disbursed. [f the work is not complete
the builder will be contacted and a decision to short the draw request or wait
until the work is complete. Once the draw has been funded, a lien waiver will
The next draw will not be
executed until the previous lien waiver has been signed and returned. Lien
waivers from sub-contractors or suppliers are not required unless funds are
directly paid by First Magnus.
Percentage of completion disbursements. Funds will be disbursed according to
the percentage of completion reflected on the inspection report. (Exhibit C)
The builder does not need to request a draw from individual line items; they
will only request that an inspection be completed. Once the inspection has
been competed, the builder will be notitied what the percentage of completion
is and how much the draw will be for. Again, a lien waiver will be sent
directly to the builder for their signature.
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Soft Cost Draws: Soft cost draws are any draws that are
incorporated into the builder construction cost breakdown
and are not actual, visible work performed on the site. Soft
cost draw requests must be accompanied with the receipts
and must be approved by the borrower.

BUILDER MATERIAL DEPOSITS: BY EXCEPTION ONLY

Deposits requested by a builder, i.e. cabinets, flooring, windows, will be paid directly to
the supplier. A copy of the invoice will be required. The deposit will be either 50% of
the budgeted line item reflected on the approved builder’s cost breakdown or the
manufacturers/suppliers invoice, whichever amount is less. Prior to the disbursement
being made the borrower must sign authorization. A lien waiver must be signed and
retuned from the sub-contractor or supplier prior to any other draws being completed. No
checks will be issued. Funds will be wired to either the borrower or the builder.

EXCEPTIONS:

All exceptions will be handled through the National Construction Department.
Information regarding the exception i.e. Credit scores, Cash Requirements, Loan to
Values, will need to be put in writing by the loan officer. The request will then be
reviewed by the National Construction Department and approved only by the National
Construction Manager. A response 1o the request should be handled within 48 hours.

Exceptions to Loan to Values or cash requirements must be approved by the National
Construction Manager and will only be reviewed for the following:

I There will only be one exception. either to the LTV or the cash requirement, not
to both LTV and Cash,

2. No exeeption will be granted 1o an increase to the LTV above 90%

3. No kxception will be granted 1o a decrease in cash requirement below 5%,
4. The max exception for any LTV will be 5%.

3. The max exception for any reduction in cash will be 5%,
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Financial  Portfolio Lending

Background

Morgan Financial ‘Morgan hd% an agresment with a Senior Lender ‘Lender for a warehouse line o facilitate the
funding of inans to reswdential builders 'Borrower for the construction and renovation of single and multi-farmily
residencies. The following underawriting guidelines are in facmm with the lending parameters agreed upon
between the Lender and Morgan The processor and underwriter are to maimtam a file in accord with filing
instructions. in certain cases where an exception is required, approval in writing by Morgan and/or the Lender is
required; the underwriter will be provided with the Mw@aﬂ cantact that will facilitate the proper approvals,  The
items below that are Bold and ltalic indicate forms that were sent with this document.

MINIMUM LOAN ELIGIBILITY

Loan Purpose

The purpose of the (oan is to fall under one of the {ollowing categorias:

Acquisition and Development {A&D) - acquisition of land and development including sidewalks, strests and
gutters foc lot(sy built for the construction of 1-4 family homes

Construction — construction of residential 1-4 family homes

Renovation -~ renovation of 1-4 family homes

Security Description
The nole is secured by a first llen on a 1-4 family residential property or land focated in the state of Arizong,
property in any additional states requires approval by Lender

Max Loan Amount and LTV Limits

The maximum original principat balance shall not exceed $350 000, unless otherwise approved by Lender,
Unless otherwize agreed to. the joan-to-value shall not excesd seventy-five percent (75.00%) of the “as-
completed” walue for construction loans seventyfive percent (75.00%) of tho o
renovations loans and sixdy-five (65.00%) of the “as completed” value for the inlligl land acguisition and
development loans of the underlying property pursuant 1o & valuation methodology acceptable to Lender. which
in no event shall exceed one hundred percent (100.00%) of the hard and $ofl costs associated with the o an:

Loan Terms
The note receivable shall have a maximum monthly term for () renovation loans of Six (8) months, (il
acquisition and devetopment loans of six (9 months, and (i construction loans of twelve (12) months;

Interest Terms
The note recetvable shall have a minimum interest rate of tw&‘; e percent (12.00% or two percent (2.00%) over
ihe Interest Rate paid by Borrowsr (0 Lender: In any event all pricing 1o be approved by Morgan.

Section 32
Mo note shall be qualified as a Seclion 32 morgage:

Exception
Any loan that does not meet these criteria will be considered on an exception basis requining approval by Morgan
and Lender

 Contidential , B Page 1 of 5 |
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MINIMUM BORROWER ELIGIBILITY

Description

Borrower rnay be an individual, corporation or partnership, However, in all &38‘%?" if the borrower is a corporation
or partnership the principals/officers must provide personal guarantees and meet the indi vm I requirements
specified below, “{?m corporation is to demaonstrate it follows good business practices by showing financial
stability, proper filings with government authorities thal are current and good relations with customers and
supp!‘;ew The Cum actors Questionnaire s used o provide the goptact information for customers and suppliers,

Corporation/Partnership

it the Bontowsr (s a corporation o ;’sa:”i;‘:é"@fi;) the underwriter is 1o obtaln coples and review the Articles of
ncmpmat:m Operating Agreement to determine the business purpose is in line with the proposed project. The
underwoiter 15 go o Mp//starpas azeo qov/sorpls/caip exe mf\,z:m ceswshrokerUmainp to confirm onhine the
corporation s in good standing with the State and the respective web page (o be printed and maintained in file.
The corporation 1s to demonstrate i follows good business practices hy showing financial stability, proper filings
with government authorities that are current and good relations with customers and suppliers. The Contractors
Questionnaire is used to provide the contact information for customers and suppliers.

Cmporate/?’amwmhip Resolution
it the borrower 15 a corporalion or partnership a Resolution signed by the directors/pariners authorizing the

fransaction is required,

Corporate/Fartnership Financial Review
An assessment of the financial health of the corporation/partnership is 10 be completed by reviewing at least the
following docimemns:

- Tax Returns (2 vears min. or since conception)

- Bank Statements (2 months) (a Verification of Deposit to be obtained from respective bank)

- YTD P&L, Balance Sheetl and Staterment of Cash Flow

- UCC filings, if any, with State

- Enfily taxd nurmber

Corporate/Parinership Litigation

The corporation is W sign Rep and Warranty mdl mmg arry and all outstanding or pending Htigation with. a
warranty there will be no conflict with the loan, I there is any owstanding or pending litigation a review and
written approval will be needed by Morgan and Lender

Individual Reguirements

1003 Application

All individuals as borrowers or guarantors are to complete a 1003 Application. (note: the application includes all
personal information including, addresses, asfaf?zs* labilities. job history, residential history, work histor y‘ Hcome,
real estate owned, and disclosures/reps and warranties.

Residency
Al borrowers must have a valid Socis

;«

ecurty number.

Permanem Resident Aliens
A non-ULS, aitizen who is lawfully residing i the U8, as a permanent resident alien s ehgible for a Loan on the

E'Sc?l?“{‘: etenms 85 a l.S. otizen,

Non Permanent Resident Aliens

on-Li S b6 de s

S.-as-a-nenpermanentresident-alien is-eligible for-a- Morlgage
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NOTE: A Lawful Permanent Resident allen is a non-U S cilizen holding acceplable evidence of permanent

~

residency issued by the Immigration and Naturalization Service (INSy. A copy of all documents 1o be kept in file
Underwriter 1o confinn that the duration of legal residency per ff&c,,,amw tation exceeds [oan term by at least 180

days.

Ineligible borrowers
Foreign Nationals

Arms Length

The maker(s) of the note, whether a person or corporate guarantor, Gndividually, an “Obligor” or collectively,
"Obligors™y shall be a U.S. resident personally liabie on the note receivable who is not affiliated with or employed
by Borrower, any Guarantor or investor in the Company and shall have no claim to any defense, set off, or
counter claim with respect 1o the note, unless otherwise approved by Morgan Financial and Lender;

Litigation

Within the 1003 Application the individual signs a disclosure indicating any and all outstanding or pending
litigation with & warmn%y there will be no contlict with the lcan. If there is any oulstanding or pending litigation a
review and approval will be needed by Morgan Financial and Lender. The underwriter is 10 also check the public
record section of the credit report for any tax liens that may be oulstanding.

Credit Requirements for Individuals/Guarantors

Credit Score

AllToans will require a 2- or 3-source credit report. The representative score s 1o be the middle score for a thiee
SCOre repusiony of e lowest number on a 2 score repositary. Each credit report should comain a Credit Sogre
for each borrower whose income and/or assets will be used for qualitying.  (note. all credit information including
seores 15 gutomatically loaded into the 1003 Appfication — a copy of the credid report s kept in the file)

Credit score mmjéa[ s are periodically updated by credit vendors, If the credit score 15 project to be more than 120
ghays old at funding a new credid report1s 1o be gblained,

Acceptable Credit Reposilories:
TRW (FICO)

Eoufax (Beacon

Trans Umon (Emorica),

Minimum Credit Requirenmnm
There is techmcally no mmimum credit score but the score s used for reference, However any score less than
G20 requires approval on an exception basis, At a minimum the foliowing factors must be met.

- Any bankruptoy must be discharged for-a mimimum of 4 years

- Credit report must be clear for 2 years (no 30+ delinguencies on any lrade line)
- Noforeclosures less than 4 years old

- Collection accounts no more than $5000 total and no less than 4 years old

- No putstanding IRE liens or judgments unless (RS has subordinated in wiiting

Individual Assels
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Al idividuals providing personal guarantees are 1o provids at a minimum the following for review:
- Tax Returns (2 years miny
- Bank Statements (2 months)
- Personal Financial SBlatement {incorporated in the 1003 Application)
- List of all assets including 401Ks, [RA
- Statement of Stocks/Bonds owned from financial institution

Exceptions
Any borrower that does not meet these oriteria will be considered on an exception basis requiring final approval

by Muorgan and Lender.

Public Records

Any public records mdicated in the credil report, title and/or 1003 Application thal have not been settied need
review with actual copies from the respective cowt In the event there are any public records remaining the loan
needs 10 be completed on an exception basis. Any tax liens must be paid off unless the tax agency subordinates
their posiion in wiiting.

MINIMUM PROPERTY ELIGIBILITY

Description
All projects to be for 1-4 family residential properties.

Taxes
All real estate taxes shall be paid current al dosing and thereafier
lrzf:uz‘ance
The property underlying the note shall be covered by properly. casusalty and bitle insurance {(acceptable to
Lern der}A

Appraisal E}esaription
The appraisal s possibly the most critical in risk assessment and control. The underwriter is expected 1o be

diigent info iow ing a test of reasonableness in terms of the comparables.

A third party appraisal on all underlying properties by an appraiser on the approved vendoy list (note; we covered
some of the appraser requirements in the Execulive Summary — we do reguire they are approved o
governmeni loans causing maore frequent audits and peer reviewsy  Each ;‘zm;*we«{ty is to have an appraisal
completed. For a mulli parcw development a representalive appraisal may be complieted for multiple properties.
Far example a development of 12 properti cza wilhh 4 floor plans should only need 4 appraisam, However, each
fpan file is o ccnta na c«;py of the requ & appraisal. Gene my one appraisal only is needed for an A&D
of multiple ¢ 5y s ing an average el 1o be used ¢ esentative,  In any evenl when a
representative mpp rais aé is used for multipte pmpw dies s 1o be approved by Margan on an exceplion basis.

b

Appraisal Forms

All appraisals to be ‘as-completedfrenovated per drawings completed by hicensed architect(s) within the state of
the respechive property.

For Construction and Bridge Loans a 2055 internalexternal appraisal per Fannie Mae is 10 be completed,

For A&D a 2070 appraisal per Fannie Mae is to be completed

Title
Title report not to show any encumbrances or other matters that may affect lien position, Any title report showing
legal maﬂ@m will need review by Morgan prior o loan appro

Environmental Assessment
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To the best of Borower's knowledge. no environmenial issues shall be outstanding on the real property
underlying the note.

MINIMUM CONTRACTOR ELIGIBILITY

Description
The general contractor requires review for suilabiiity to high standards of capability as evidenced by experience.
license history and references.

License

The underwriter 1s 10 go to hitpJ/iwww. azroc goviclst/AZROCLIcenseQuery contractor is fo be properly licensed
withint the stale the project is o be carvied cut. The license history is 1o be obtained from state indicating any
carmplaints or disciplinary actions. For any open complaints or disciplinary actions all associated dacumentation
will be required for review. Any disciplinary aclions shown on the report whether resolved or not requires
approval by Morgan on an exceptions basis,

Contractor Questionnaire

The standard Contractor Questionnaire form is to be complete by the general contraclor in charge of the
project. For new contractors the underwriter is to call at least 2 of the most recent customers and at least 3 of
the most recent sub-contractors used. (the questionnaire includes information on license, ownership, custamars,
vendors... ). The Contractor Reference Check Form is 1o be used 1o complete the reference check

SERVICING

Payment Draws

The underwriier is 1o work with the Borrowser 1o oreate a 4 or 5 draw schedule for payment of subcontractors
during the bulld process. The intent is for the Borrower not to receive profit until the home selis to the permanent
Buyer. No provision is to be made 1o management fees or similar to the general contracior.  The GC is 1o be
motivated to complete the project in as imely a manner as possible.

Draw System

All tunds are (o be placed at a third party Servicer providing audit and disbursement services. The current
Servicer is Safe Harbor. Safe Harbor will conduct on site audils when the Borrower indicates the completion of a
phase to take down one of the scheduled payment draws. The audit is (o confirm completion of a construction
phase with review and written approval required by Morgan. The Safe Harbor disbursement Form is to be
completad by the underwriler, (nole: a copy of the form s attached)

Interest Payments
Bormrower's note payments shall be due and payable monthly in instaliments of interest with any prepaid interest
payments 1o be held in escrow by Servicer and depaosited o kind to Lendars blocked account as due

GENERAL

The Borrower's lean application, the nofe. and all other applicable instruments shall be in form and content
{acceptable 1o Lender) and other lems reasonably required by the Lender (o be determined during due
ditigence. To make sure the most current revision Is used the underwriter o only use forms available on the
network at Morgan Financial.

~ Confidential
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Background

Morgan Financial ‘Morgan’ has an agreement with a Senior Lender "Lender” for a warehouse line to facilitate the
funding of loans to residential bullders ‘Borrower' for the construction and renovation of single and mutti-family
residencies, The following underwiiting guidelines are in accord with the lending parameters agreed upon
between the Lender and Morgan. The processor and underwrier gre to maintain a file in accord with filing
mstructions. In cerfain cases where an exception 1s required, approval in writing by Morgan and/or the Lender is
required: the underwriter will be provided with the Morga T contact that will facilitate the proper approvals.  The
items below that are Bold and Italic indicate forms that were sent with this document.

MINIMUM LOAN ELIGIBILITY

f.oan Purpose
The purpose of the (oan is to fall under one of the following categones:
Acquisition and f‘)ewiamw (A&DY - acquisition of land and developmen! including sidewalks. streets and
gutters for lol(sy butlt for the construction of 1-4 family homes
Construction — construction of residentiat 1-4 family ?'Ic;)ﬂ‘lffi&"»
Renovation - renovation of 1-4 family homes

Security Description
he note 1% secured by a first len on g 1-4 family residential property or land located in the state of Arizona;

property in any additional states requires approval by Lender,

Max Loan Amount and LTV Limits

The maximum original principal balance shall not exceed 3250 000, unless otherwise approved by Lender;

Unless otherwise agreed o, the loan-to-value shall not exceed seventy-five percent (75.00%) of the "as-

completed” value for construction loans, scrvem;y-fivc porcent (75.00%) of the “as-renovated” value for

renovalions loans and sixty-five (85.00%) of the “as completed” value for the imtial land acquisdion and

fzf vPiu;}rW nt toans of the underlying property pursuant to & valuation methodology acceptable to Lender, which
10 event shall exceed one hundred percent (100 i} of the hard and soft costs associated with the loan:

Loan Terms
The note receivable shall have a maximum monthly term for (O renovation oans of Six (8) months, (i)

acquisition and development loans of six (9) months, and (il construction oans of twelve (12} months;

Interest Terms
The note receivable shall have g minimum mmeﬂt rate of twelve percerd (12.00%) or two percent (2.00%) over

the Interest Rate pai d i;y Barrower to Lender: In any event all pricing to be approved by Morgan.

Section 32
Mo note shall be qualified as g Section 32 montgage.

Exception
Any loan that doss not meet these crileria will be considered on ary exceplion basis requiring approval by Morgan

and Lender
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MINIMUM BORROWER ELIGIBILITY

Description
Borrower may be an mdividual, corporation or partnership. However, i all cases if the borrower is a corporation
ot ;mm«mh o oihe pri naipals/oificers must provide personal guarantess and meet the indivi dua requirements
i ‘ poraton 15 o demonsirate o follows o husin practices by showing financial
yfilings wilh government authorifies thal are w et and good relations with customers aau}
1w Contractors Questionnaire s used to provide the contact information tor ¢ usmmm and sup

£

rwiter 16 10 obtain copes and review the Arlicles of
5l 2 i line with the proposed project, The
derwriter 5 go to bt :r‘:msfcqs:  exe/WServimeswshroker U matnp  to confirm f:mﬁmss the
corporation good ate and the respective web page 10 be pnnted and mamtained n file
The corporation 18 1o f‘*@nmm%é;m{* i ?c; {}w‘; goud business practices by showing financal stability, proper H ings
with government authorflies that are current and good relations with customers and supphers, The Contractors
Questionnaire is used W provide the contact information for customears and suppliers,

ion, ng "am

f:mporateffi*amnemmg; Resolution
s & corparalion or partne

ansaction v required

v a Resolution signed by the directors/partners authorizing the

Comoratupamwmmp Fmaﬂcml ﬂ*wmw
Aa’é assessment o ' 1% 10 be pompleled by reviewing at least the

1S TN G Since Conoentio
1 : wihs) (s Verification of Deposit 1o by oblamed oM raspective Dank)
- "Y‘u;; &L, Balance Sheot and Statement of Cash Fiow

- UG filings, f any, with State

- Loty fax & number

Cmpormwpammr%ip Li'zigatiorz

Individual Requirements

1003 Application

Al individuals as bo G OF guBrantors are 1o cormplet
personal information moluding, addresses, assels, abiliti
val estate owned, and disclos and war rani €4,

1003 Application. imm the application wcludes all
L obh history, residentigl history, work hislory, incomas,

Residency
SRS TS

wovalid Socal Security number

Fermanent Resident Aliens

r’s wé‘*n:; % b ple for 8 Loan on the

yoresiding inthe US as a permanent resident alien 15

A nnell B

Same tenn L Citizern
5 L,JNM Permanent Hesident Alien is a nos m;,"" ity holding acoepable evids
ssusd b Vg ; 3 i | A papy of all documents 1o be keplin i
a1t confirm that the du a% a1y 1y ui}i:’uﬂ"‘”iff ntation oxceeds toan term by at least ?%G

iy,

; E?i&ix)‘” Y I
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ineligible borrowers
Forelgn Nationals

Arms Length

The maker(s) of the note, whellar a person or corporate {{gt:’%ﬁf“éﬁ’ifﬂi (ngividually, an "Obligor” or collectively.
Obhigors™ shall be a U8, resident personally liable on the note receivable who is not affiliated with or employed
by Borrower, any {Sua%m oy or investor in the Company and shall have no clam to any defense, set off, or
counter claay with respect 1o the note, unless otherwdse approved by Morgan Financial and Lender,

L itégat"mx

Wst n thsx 1003 Appiecazfon the individual si m s a disclosure indicaling any and all cutstanding or pending
2wl be no conflic waith :fw san. 1T there 18 any oulstan ‘f'mq ar pending btigation a

z—««J wy M{x ;Q r Fianoat and Lender. The underwriler is (o also check the public

liens that ;mz;y ber puls m}iﬁmg

Credit Requirements for Individuals/Guarantors

Credit Score

s geore for g thees
T S ey ‘;}‘RJ w} ::wm 1 a Credit Score
: ‘%ijfﬂr’ assels szl e u%w fn mmlnfymu {rm ail cradit ind l)f{l?iﬂ on including
e the 1003 Application ~ a copy of the credit report is kept in the file)

uyee ¢ w*

35 i the oredil SCOre (5 o to e more than 120

pifax (Beacon,
Frans Union (Empincal

Mm;m;sm Cmmt Rm;uifemenm
Arvy stuation wherehy (he foll

are notmet r nent approval 1s needed 1o procesd

- FICO score ol £
- may bankruptoy
gt raport mius i
Hosures ess than 4 e
- Dolledtion accounts no more | %mn $5000 total and no less than 4 years okl

- Mo outstanding IRS liens or judgments unless RS has subordinated i writing

ranirry of 2 yrs
L (no 30+ delinpuencies on any trade hned

individual Assets

Al rranirmu the following for review

&% are 1o provid

sorated in the 1003 Application)

HURS/ E:}f}zsm e Trom financial mstiludion

statement of &
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Exceptions
Ay bmm\vm that Cﬁ*)t*":‘» nol meet these ontena will be considered on an exception basis requinng final approval
by Morgan and Lende

Public Records
Ay public records indicated in the credit report, title and/or 1003 Application that have not been settled need

review with actual copies from the respective court. In the event there are any public records remaining the loan
neads to be completed on an exception basis. Any tax liens must be paid off unless the tax agency subordinates
ther position in wriling.

MINIMUM PROPERTY ELIGIBILITY

Description
All projects 1o be for 1-4 family residential properties

Taxes
All real estate taxes shall be paid current at dosing and thereafter

Insurance
The property underlying the note shall be covered by property, casually and Hlle insurance (acceptable to

Lenden

Appraisal Description
The appraisal 16 possibly the most ortical in risk assessment and control. The underwriter s expected to be
Higent in following a test of reasonableness in terms of the comparables.

A third party appraisal on all underlying properties by an appraiser on the approved vendor st (nole: we covered
some of the appraiser uqu rements i the Executive Summary — we do require they are approved for
government loans causing more frequent audils and peer reviews). Each property 15 to have an appraisal
completed. For a mulll parcel development a representative appraisal may be comple m for multiple properties,
For example a development of 12 properties with 4 floor plans should only need 4 appraisals. However, each
foan file s to contain a copy of the representative appraisal. Generally one appraisal only s needed for an A&D
of multiple parcels by selecting an average size parcel {0 be used as the representative. In any event when a
representative appraisal is used for multiple properties i is (o be approved by Morgan on an exception basis,

Af)marsai Forms
All appratsals 10 be ‘as-completedirenovated” per drawings completed Dy licensed architect(s) within the state of

the respecti ve property.
For Construction and Bridge Loans a 2055 internal/external appraisal per Fannie Mae is 1o be completed.

For A&D g 2070 appraisal per Fannie Mae is to be complated,

Tile
Title report not to show any encumbrances or other matters that may affect lien position. Any title report showing
legal matters will need review by Morgan prior to loan approval.

Environmental Assessment

To the best of Bormower's knowledge, no environmental issues shall be outstanding on the real property
underlying the note

MINIMUM CONTRACTOR ELIGIBILITY

CConfidential , - Page 4 of' 5
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Description
The general confractor requires review for switability 1o high standards of capability as evidenced by experience,

ot

ficense history and references,

License

The underwriter is to go o hilp/Awwyw . azroc.goviclse/ AZROCLicenseQuery contractor is 1o be properly licensed
within the state the project is to be carded out. The license history is to be obtained from state indicaling any
complaints or disciplinary actions. For any open complaints or disciplinary aclions all associated documentation
will be required for review. Any disciplinary actions shown on the report whether resolved or not requires
approval by Morgan on an exceptions basis.

Contractor Questionnaire

The standard Contractor Questionnaire form is to be complete by the genergl contraclor in charge of the
project. For new contraclors the underwriter is to call at least 2 of the most recent customers and at least 3 of
the most recent sub-contractors used. {the questionnaire includes information on hicense, ownership, customers,
vendors ). The Contractor Reference Check Form 5 10 be used o complete the reference check,

SERVICING

Payment Draws

The underwriter is {0 work with the Borrower to creale a 4 or 5 draw schedule for payment of subcontractors
during the build process. The intent is for the Borrower not to receive profit until the home sells to the permanent
suyer. No provision is 1o be made to management fees or similar to the general contractor.  The GC is to be
mativated 1o complete the project in as imely a manner as possible

Draw System

All funds are to be placed at & third party Servicer provichng audit and disbursement servicas.  The current
Servicer is Safe Harbor, Safe Harbor will conduct on site audits when the Borrower indicates the completion of a
phase W take down one of the scheduled payment draws. The audit is 1o confirm completion of a construction
phase with review and written approval required by Morgan. The Safe Harbor disbursement Form 15 to be
completed by the underwiiter. (note: a copy of the form s attached;

Interest Paymenis
Borrower's note payments shall be due and payabie monthly in instaliments of interest with any prepaid interest
payments to be held in escrow by Servicer and deposited in kind to Lenders blocked account as due.

GENERAL

The Borrower's loan application, the note, and all other applicable instruments shall be i form and content
taccepiable to Lender) and olher items reasonably required by the Lender fo be determined during due
diligence  To make sure the most current revision is used the underwriter 1o only use forms available on the
network at Maorgan Financial,

dential f Page 5of 5 |
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IMVESTORS SERVICE

Al ghte vegaramd

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT QPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-UKE
SECURITIES, MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINARCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
N THE EVENT OF DEFAULY. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FALT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES, CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES TS CREDIT RATINGS
WATH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT 1S UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR

BALE
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¥

CREDIT RATINGS ARE MOCDY'S INVESTORS SERVICE, INC.'S ("MIS”) CURRENT OPINIONS OF THE RELATIVE FUTURE CREINT RISK OF
ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-UKE SECURITIES. MIS DERNES CREDIT RISKAS THE RISK THAT AN ENTITY MAY NOT
MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED ANANCIAL LOSS IN THE EVENT OF DEFAULT
CRELDAT RATINGS DO NOT ADORESS ANY OTHER RISK, INCLIUDING BUT NOT UMITED TO: LIGRADITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY CREDIT RATINGS ARE NOT STATEMENTS OF CURRENT OR HSTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTVIENT OR ANANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR
SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE SUTABILITY OF AN INVES TMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES
{TS CREDIT RATINGS WITH THE EXPECTATION AND UNDERS TANDING THAT EACH INVESTOR WILL MAKE TS OWN STUDYAND
EVALUATION OF BACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, ORSALE

ALL INFORMATION CONTANED HEREIN 15 PROTECTED BY LAN INCLUDING BUT NOT LIMTED TO COPYRIGHT LAV AND NONE CF
SUCH INFORMATION MY BE COPIED OR OTHERWISE REPROCUCED, REFPACKAGED, FURTHER TRANSMTTED, TRANSFERRED
DISSEMNATED REDISTRIBUTED OR RESOLD. OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE O IN
PART INARY FORMOR MAONNER OR BY ANY REANS WHATSOEVER, BY ANY PERSON WTHOUT MOODY'S PRIORWRITTEN CONSENT.
A ‘n%mmnm cowtiaines heresn s nbmmnd by BOODYS fromy sources Deliewst bwi i b accurate and reliable Because of the possibility of
facines, howengr, @ nformation conts wrein is providest "AS IS without warranty of any
; ma that the indormabon iLuses 0 assigning a credit rating is of sufficrent quality and from
: wluding when approprale. independent urd-party Sources, Howeser MOODYS s notan
i <m%€er ?c*e‘:mm%z* ry wn?vm »m clate mmrnm it o in the rating process . Undar na areumsiances

2 y o i part caused by resulling rom, o relaing o
control of MOCEYS or any of its diraclorns,
sk, analysis, inberpretabion, communicaton,

Kift) !’( "
sauemsf

s adtvance of
G aralis
PEie *ﬁ‘ﬁé}r‘ztﬂ ;

i of $e i

O FECTATHNE rﬁ, & ¥ 25 EHC
avaluilon of gach secuntyilm a. hﬂidi i or sefting, NOPAWBRRRANTY EXPRESSC *R ‘t/PU ED AJ Tii; THE AT

TIMELINESS, COMPLETENESS, MERCH, /"N ifﬁt 1’(]4? FITHESS FORANY PARTICULAR PURPCOSE OF ANY BUCH RATING OR ()THE?
OPINION O INFORMATION 15 GIVEN OR BEDE BY MOODY'S INANY FURKM OR MANNER WHATGOEVER.

ng rom $1 500 o approsmaiety
rap ‘mgs and raling processes
1 mu tw@ wh'o hmi(’f rabngs

15 'hmnuwem* betwaen direciors of MO ‘:}r}ﬂ 4 rabe
e i the SEC an owngrship mtarestin MCO of rhore
atinns - Corporate Govermancs — Direckor and Shareh

Information regarnd m-,, et ¢
from S and ? Am also pubi
untler ' ;

& document s by MOODYS affihate, Moxdys Invesiors Serace Py Lirited ABN G 003 308 657, which
it s intended b be prouded only o "wholesala dients” within the
31, By continuing o acoess this docurnant tom willhin Sustralia, you represent o
are, o are gocessng he docoment @3 a represantative of. & "wholesale cilent’ and that neither you nor the entily you
iy or indirecily disseminale this docurnent or its contents 1 relall dients” within the meaning of section 76 G of the

rresring of
BADODYS

R ourrent
BB the foregoing
A5 Group Japan

y AN KO MUK )
rrnitnents, o debt or debbdike secuntes. in :%uc:!’saw:, ;
FAURK s @ whollyowred o Mr agency subsiany of i
i whotlyowned subsi 00

sy nolon B

yirses iment o

form of sedun ‘?wl 15 AV w"uafﬁ“wsw!‘iv{‘ s Hwoldd be dangerous oy relal s 0
croetitrading. i doubit you sho



