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INDEPENDENT AUDITORS' REPORT

To the Board of Directors
Redwood Mortgage Corp.
Redwood City, California

We have audited the consolidated balance sheeedivBod Mortgage Corp. and Subsidiaries (the “Comfaas of
September 30, 2011. This consolidated balance ske#te responsibility of the Company's managemeénir
responsibility is to express an opinion on the otidated balance sheet based on our audit.

We conducted our audit in accordance with audiStandards generally accepted in the United Stdtesmerica.
Those standards require that we plan and perforen atindit to obtain reasonable assurance about whétlee
consolidated balance sheet is free of material tates®ent. An audit includes consideration of ingércontrol over
financial reporting as a basis for designing apdicedures that are appropriate in the circumstgrung not for the
purpose of expressing an opinion on the effectisengf the Company's internal control over financigborting.
Accordingly, we express no such opinion. An audsbancludes examining on a test basis evidenc@atipg the
amounts and disclosures in the balance sheet,sasgdbe accounting principles used and signifiesiimates made
by management, as well as evaluating the overalaalated balance sheet presentation. We bell@ateour audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated balance sheetrmedeto above presents fairly, in all material exgp, the financial
position of Redwood Mortgage Corp. and Subsidiaassof September 30, 2011 in conformity with acdimgn
principles generally accepted in the United StafeSmerica.

/s/ ARMANINO McKENNA LLP
December 12, 2011
San Ramon, California

San Francisco ¢ San Jose
An independent firm associated with
MOORE STEPHENS Jﬂ



REDWOOD MORTGAGE CORP.
and Subsidiaries
CONSOLIDATED BALANCE SHEET
September 30, 2011

ASSETS

Cash and cash equivalents $ 3,290,431
Tax refunds receivable 96,866

Receivables, due from affiliates/related parties
Mortgage servicing fees, RMI VIII 1,029,844
Other 251,540
Prepaid expenses 51,445
Loans, net of discount of $10,451 303,096
Real estate owned (REO) held as investment, net 3,132,247
Advances, RMI IX, syndication costs 1,098,517
Brokerage-related rights, loan originations, net 8,103,930
Investments in affiliates 172,161
Fixed assets, net 40,374
Total assets $ 17,570,451

LIABILITIES AND STOCKHOLDERS' EQUITY

Liabilities

Accrued compensated absences $ 211,532
Accrued liabilities, other 290,225
Due to related parties 91,413
Mortgage notes payable 1,655,462
Loans (formation) from affiliates, net 7,647,379
Deferred income taxes 2,549,000

Total liabilities 12,445,011

Stockholders’ equity
Common stock: 100,000 shares authorized,

1,000 shares issued and outstanding at stated value 4,000
Additional paid-in capital 550,152
Retained earnings 4,571,288

Total stockholders’ equity 5,125,440

Total liabilities and stockholders’ equity 47,570,451

The accompanying notes are an integral part ofdimsolidated balance sheet



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 1 — ORGANIZATION

Redwood Mortgage Corp. (“RMC”), until September 2011, was a wholly-owned subsidiary of The RedwGodup,
Ltd. (“Group”), which was then owned by Michael Burwell (“Burwell”) and the D. Russell Burwell an@arol E.
Burwell 1994 Irrevocable Trust (the “Trust”). Effa@ as of the close of business on September@®I0L,25roup merged
with and into RMC. Immediately prior to and in congtion with that merger, Group issued additioelres of its own
common stock in exchange for all of the outstandihgres of Gymno Corporation (“Gymno”), which atttime were
also owned by Burwell, the Trust and a related Blirfamily trust. As a result of the foregoing shaxchange and the
ensuing merger, Gymno became a wholly-owned surgidif RMC. Gymno then converted to a Califorriraited
liability company.

RMC, Gymno and Burwell are the general partneilRédwood Mortgage Investors VIII (“RMI VIII"). RMCrad Gymno
are the managing members of a Delaware limiteditiabompany, Redwood Mortgage Investors IX, LL&RMI 1X).
Gymno and Burwell are the general partners of fgher affiliated limited partnerships — Redwood Mage Investors
IV, V, VI and VII (“RMI IV, V, VI and VII").

The rights, duties and powers of the general amitdd partners of the partnership’s are governedheylimited
partnership agreement and Sections 15900 et s¢loe @falifornia Corporations Code, and the rigtitgjes and powers
of the members and managers of RMI IX are govelethe operating agreement and the Delaware Lintiteldility
Company Act.

RMC, Burwell and Gymno, as the general partnergeveach entitled to one-third of one percent of ghafits and
losses of RMI VIII. Beginning with calendar year1®) and continuing until January 1, 2020, RMC anan@o each
assigned to Burwell, its one-third of one percehthe profits and losses in RMI VIII, in exchanger fBurwell

assuming the general partners’ equity deficit inIRKIl. Gymno, as general partner of RMI IV, V, \dnd VII, is

entitled to two-thirds of one percent of the pofiind losses of each. RMC and Gymno, as the mapagmbers of
RMI IX, are each entitled to one-half of one petagfithe profits and losses.

RMC, as a real estate broker licensed with theeSthCalifornia, arranges and services loans wéttious maturities for
RMI VI, the four other affiliated limited partnships and RMI IX, all of which were organized tagyage in business as
mortgage lenders for the primary purpose of makiags secured by deeds of trust on California estdte. Mortgage
loans originated for RMI 1X are funded by RMC amen assigned to RMI IX. Mortgage loans originatedRMI VIII
and the other four affiliated partnerships are &ghty the partnership for which the loan was osdtgd. As of September
30, 2011, RMC was servicing a loan portfolio of mpgmately $120,060,000 and total assets of $3ZB0@D (which
includes real estate owned (REO) of $182,050,000)auily for the affiliated limited partnerships@&fRMI IX.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The consolidated balance sheet includes the acofiRMC, Group (at and prior to the merger witk aito RMC), and
RMC'’s wholly-owned subsidiary, Weeks, LLC (“Weeksd) and for the fiscal year ended September 301,2aid
Gymno’s balance sheet as of September 30, 2011sidtiificant intercompany transactions and balaritese been
eliminated in consolidation. RMC and its subsidiari(collectively the “Company”) operate on a fisyahr ending
September 30.

RMC maintains "trust accounts" to service mortgagestments made principally by the aforementiofiee limited
partnerships and RMI IX. The accompanying constdididalance sheet does not include the activifigheotrust cash
accounts maintained by RMC.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Basis of presentation (continued)

The accompanying consolidated balance sheet wgsam@ in conformity with accounting principles geaily
accepted in the United States of America.

Management estimates

The preparation of financial statements in confoymith accounting principles generally acceptethm United States of
America requires management to make estimatessautingtions about the reported amounts of assetéailities, and
disclosures of contingent assets and liabilitiethedates of the financial statements and thertegh amounts of revenues
and expenses during the reported periods. Suahass relate principally to the determination & #llowance for loan
losses, including the valuation of impaired logmgich itself requires determining the fair valuetee collateral), and the
valuation of real estate held as investment, atiigitipn and subsequently. Actual results couldediignificantly from
these estimates.

Collateral fair values are reviewed quarterly ahd protective equity for each loan is computed. used herein,
“protective equity” is the arithmetic differencetiveen the fair value of the collateral, net of aeyior liens, and the loan
balance, where “loan balance” is the sum of thaithprincipal, advances and the recorded inteheseon.

The fair value of the collateral is determined Ixgreise of judgment based on management’s experigrficrmed by

appraisals (by licensed appraisers), brokers’ opindf values, and publicly available information @mmarket

transactions. Historically, it has been rare foredwminations of fair value to be made without sabsal reference to
current market transactions. However, in recentsyedue to the low levels of real estate transasti@nd the rising
number of transactions that are distressed (hat,dre executed by an unwilling seller — often pelted by lenders or
other claimants — and/or executed without broacsxme or with market exposure but with few, if argsulting offers),

more interpretation, judgment and interpolatioméolation within and across property types is iregu

Appraisals of commercial real property generallgsent three approaches to estimating value: 1)ehadmparables or
sales approach; 2) cost to replace and 3) cagithtiash flows or investment approach. These apmesanay or may not
result in a common, single value. The market-coaigas approach may yield several different valugsedding on
certain basic assumptions, such as, determiningebigand best use (which may or may not be theemumuse);
determining the condition (e.g. as-is, when-conggleor for land when-entitled); and determining uihé of value (e.g. as
a series of individual unit sales or as a bulk a#jipn). Further complicating this process alreadiject to judgment,
uncertainty and imprecision are the current lowmgetion volumes in the residential, commercial land markets, and
the variability that has resulted. This exacerb#dtesmprecision in the process, and requires iatdit considerations and
inquiries as to whether the transaction was entetecby a willing seller in a functioning market the transaction was
completed in a distressed market, in which the grédant number of sellers are surrendering prageitt lenders in
partial settlement of debt (as is currently prentelm the residential markets and is occurring misegjuently in
commercial markets) and/or participating in “arramgsales” to achieve partial settlement of debts @daims and to
generate tax advantage. Either way, the preserkemer at historically low transaction volumes witkither potential
buyers nor sellers willing to transact. In certaisset classes the time elapsed between transaetiaiber than
foreclosures — was twelve or more months.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Management estimates (continued)

The uncertainty in the process is exacerbated dyethidency in distressed markets for lesser-qualiperties to transact
while upper echelon properties remain off the mark®r come on and off the market — because thesers often

believe in the intrinsic value of their properti@d the recoverability of that value) and are limgi to accept non-
economic offers from opportunistic — often all cashcquirers taking advantage of distressed markbts accounts for
the ever lower transaction volumes for higher dqualroperties which exacerbate the perception bfaadly declining

market in which each succeeding transaction estasia new low.

Management is acquainted with market participanisvestors, developers, brokers, lenders — thausedul, relevant
secondary sources of data and information regardihgation and valuation variability. These secopdsources may
have familiarity with and perspectives on pendi@gs$actions, successful strategies to optimizeeyalnd the history and
details of specific properties - on and off the ke&ar— that enhance the process and analysis th@rigularly and

principally germane to establishing value in disseml markets and/or property types (such as ladddfdredevelopment
and for units in a condominium conversion). Mukiphputs from different sources often collectivelpvide the best
evidence of fair value. In these cases expectduftags would be considered alongside other relewdarmation.

Cash and cash equivalents

Cash represents cash and short-term, highly lionvelstments with maturities of three months or.I&siodically, the
Company maintains cash balances at financial utigtits in excess of federally insured limits.

Loans, advances and interest income

Loans and advances generally are stated at theduppacipal balance (principal). Management hascidition to pay
amounts (advances) to third parties on behalf ofdveers to protect RMC's interest in the loan. Adees include, but
are not limited to, the payment of interest anaigigal on a senior lien to prevent foreclosure iy $enior lien holder,
property taxes, insurance premiums, and attorney. fadvances generally are stated at the unpa&hbaland accrue
interest until repaid by the borrower.

RMC may on occasion fund a specific loan originatieet of an interest reserve to insure timely egepayments at
the inception (typically for one to two years) betloan. As monthly interest payments become di#C Runds the
payments into the affiliated trust account.

If, based upon current information and events firobable RMC will be unable to collect all amaudtie according to
the contractual terms of the loan agreement; a toagy be designated as impaired. Impaired loansnateded in
management’s periodic analysis of recoverabilitpy Aubsequent payments on impaired loans are dpjplitate fees
and then to reduce first the accrued interest, #tsances, and then unpaid principal balances.

RMC may negotiate and enter into contractual worlamneements with borrowers whose loans are pastritgaor who
are delinquent in making payments which can defelyax alter the loan’s cash flow and delinqueneyust.

Interest is accrued daily based on the principahefloans. An impaired loan continues to accrummg as the loan is
in the process of collection and is consideredetavbll-secured. Loans are placed on non-accrutisséd the earlier of
management’s determination that the primary soafegepayment will come from the foreclosure andsaguent sale
of the collateral securing the loan (which usualtgcurs when a notice of sale is filed) or whenltdsn is no longer
considered well-secured. When a loan is placedamnatcrual status, the accrual of interest is disnaed; however,
previously recorded interest is not reversed. Anloaay return to accrual status when all delinquatdrest and
principal payments become current in accordance thi terms of the loan agreement.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Allowance for loan losses

Loans and the related accrued interest and advaareesinalyzed on a periodic basis for ultimate verability.
Delinquencies are identified and followed as pdrtttee loan system. Delinquencies are determinedkdagon
contractual terms. For impaired loans, a provis®omade for loan losses to adjust the allowancdd@an losses to an
amount considered by management to be adequateduét consideration to collateral values, suchtti@net carrying
amount (unpaid principal balance, plus advancass ptcrued interest less the specific allowancegdsiced to the
present value of future cash flows discounted atidlan’s effective interest rate, or, if a loarc@lateral dependent, to
the estimated fair value of the related collatertl of any senior loans, which would include cdstsell in arriving at
net realizable value if planned disposition of éisset securing a loan is by way of sale.

Loans determined not to be individually impaired grouped by the property type of the underlyinijateral, and for
each loan and for the total by property type, th@ant of protective equity or amount of exposurdots (i.e., the
dollar amount of the deficiency of the fair valuettee underlying collateral to the loan balancegasnputed. Based on
its knowledge of the borrowers and their historigadd expected) performance, and the exposuressods indicated in
the analysis, management estimates an appropesdeve by property type for probable credit losseke portfolio.

Real estate owned (REO) held as investment

REO held as investment includes real estate aahtlireugh purchase or foreclosure not being madkitesale and is
either being operated, such as rental properseseing managed through the development procedading obtaining

appropriate and necessary entitlements, permitscanstruction; or are idle properties awaiting mfareorable market
conditions. REO held as investment is recordedauiaition at the lower of the recorded investmarihe loan, plus any
senior indebtedness, or at the property’s estimaied/alue, less estimated costs to sell, as egiple. After acquisition,
costs incurred relating to the development and avgament of the property are capitalized, whereagscielating to
operating or holding the property are expensedsé&lent to acquisition, management periodicallypaores the carrying
value of real estate to expected undiscounted dutash flows for the purpose of assessing the eeability of the

recorded amounts. If the carrying value exceedsdutindiscounted cash flows, the assets are redacestimated fair
value.

REO held as investment that is being operatedpsegéated on a straight-line basis over the es@thaseful life of the
property once the asset is placed in service.

Brokerage-related rights, loan originations, nébfmation loans

RMC recognized as an asset, (“brokerage-relatédistitpan originations, net”) the right to act las broker in originating
mortgage loans for RMI VIII, the four other affiléa limited partnerships and RMI IX. Such rightsulé in brokerage

commissions to RMC when the loan is funded. Thiainand deferred cost of these rights is basetherpayments for
commissions and fees made to broker-dealers oriflugiRMI VIII, the four other affiliated limited prtnerships or RMI

IX for investments therein. The brokerage-relatgtits are being amortized over the anticipated €&-yperiod brokerage
commissions and fees are expected to be earnedbrbkerage-related rights for RMI 1V, V, and VI lebeen fully

amortized as of September 30, 2011. RMI IX’s offgris ongoing and it may continue until June 8,2QMhless prior to

such date, RMI IX files a new registration statetném which event the offering will continue unthe earlier of the

effective date of the new registration statememecember 5, 2012.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Brokerage-related rights, loan originations, neirfhation loans (continued)

RMC financed the payments of commissions to braleaiers for investments received during the ofteperiod by
borrowing (“the formation loans”) from RMI VIII, # four other affiliated limited partnerships, aniRIX. The
formation loans are non-interest bearing and gpaideequally over an approximate ten-year periotiroencing the
year after the close of an offering. Interest hasrbimputed at the market rate of interest in ¢ffiedhe years the
offerings closed.

If the general partners/managing members are retinand RMC is no longer receiving payments for sewirendered,
the debt on the related formation loan is forgivand would be an offset to any impairment resultoghe asset
recognized for brokerage-related rights.

RMC evaluates the fair value of these rights t@wdeine if the brokerage-related rights have begrairad. Fair value is
determined based on the estimated brokerage femsketflows to be received by RMC over the expe2tegear life of
each partnership offering's underlying loan poidfalt is RMC's experience the underlying loan fmbids increase when
partner/member capital is raised and accumulatethéofirst seven years after receipt of partnersthbers’ capital, and
then will begin to decline gradually over the sujumnt 18 years. If the carrying value of the bragerrelated rights, net
of any expected offset resulting from a reductiothie debt on the formation loans, exceeds thémated fair value, an
allowance for impairment of value is recognized.

Fixed assets

Fixed assets generally are stated at cost. Depigatiand amortization are computed primarily usstigright-line and
accelerated methods over estimated useful livegimgnfrom 3 to 39 years. RMC reviews long-lived etssfor
impairment when circumstances indicate the carnangount of an asset may not be recoverable. Impgairs
recognized if the sum of undiscounted estimatedréutash flows expected to result from the uséhefasset is less
than the carrying value. When an impairment lossoive recognized, the asset's carrying value dsiged to its
estimated fair value.

Income taxes
The Company files its income tax returns on a clidated basis. Income taxes are provided for thiages currently
payable and those deferred. A provision (benebt) ihcome taxes is provided for deferred taxes Itiegufrom

differences in the timing of reporting revenue argense items for financial versus tax purposes.

The Company evaluated its current tax positionstesiconcluded that as of September 30, 2011, dhg&ny does
not have any significant uncertain tax positionsvitiich a reserve would be necessary.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 3 — GENERAL PARTNER, MANAGING MEMBER AND RELAT ED PARTIES

RMC's primary sources of revenue are from: 1) brage commissions on loan originations, 2) mortgsegeicing
fees, 3) loan administrative fees from RMI IX, 4gsat management fees and 5) general partner/magnagmber
interests in profits and losses, each of whicheiscdbed in the partnership agreements for RMI ¥hd the other four
affiliated limited partnerships, and the operatiagreement for RMI IX. Under the partnership and rapeg
agreements, RMC is entitled to reimbursement fetscih incurs on behalf of those entities.

Brokerage-related rights, loan originations, netffation loans

Brokerage-related rights are summarized in theWdhg table at September 30, 2011.

Brokerage-
Related Accumulated Years
Partnership/LLC Rights Amortization Net Remaining
RMI VII 914,413 (882,912) 31,501 3
RMI VI 17,634,435 (10,172,345) 7,462,090 23
RMI I1X 648,782 (38,443) 610,339 25
Total $ 19,197,630 $ (11,093,700) $ 8,103,930

Additions to the brokerage-related rights (RMI 1Xly), net of discount, were $348,583 for the yeaded September
30, 2011.

Amortization expense charged to operations wasA414@6 for the year ended September 30, 2011.
Estimated amortization expense for each of the fiextyears and thereafter is presented in thefadlg table.

Year ending September 30,

2012 $ 941,83:
2013 866,53:
2014 734,61¢
2015 655,29:
2016 579,51.
Thereafter 4,326,14.

$ 8,103,93

RMC has determined no allowance for impairment rggsired against its brokerage-related rights.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 3 — GENERAL PARTNER, MANAGING MEMBER AND RELAT ED PARTIES (continued)

Brokerage-related rights, loan originations, netffation loans (continued)

The formation loans are non-interest bearing arel aing repaid equally over an approximate ten-ymaiod
commencing the year after the close of a partngrstfiering. Interest has been imputed at the maddet of interest in
effect during the offering. The effective interestes range between 3.25% and 7.752%.

The formation loans are due as summarized in thaxfimg table, as of September 30, 2011.

Year ending September 30, RMI VIII RMI IX @ Total
2012 $ 872610 $ 12,192 $ 884,802
2013 1,898,136 70,943 1,969,079
2014 1,674,153 70,943 1,745,096
2015 1,322,500 70,943 1,393,443
2016 1,162,799 70,943 1,233,742
Thereafter 1,569,423 413,468 1,982,891

Total borrowings 8,499,621 709,432 9,209,053
Less discount on imputed interest (1,458)310 (103,364 (1,561,674)
Total loans (formation), net of discount $,041,311 $ 606,068 $ 7,647,379

If the general partners/managing members are retnand RMC is no longer receiving payments for sevirendered,
the debt on the related formation loan is forgivand would be an offset to any impairment resultoghe asset
recognized for brokerage-related rights.

RMC at its sole discretion may make earlier thajuied payments on the loans, and any such prepagraee applied
against the earliest payment due. All prepaymemtseflected in the table above.

(1) The amounts for years 2012 through thereafteibased upon the loan balance at September B0, 20

The following commissions and fees are paid bydwers to RMC.
Brokerage commissions, loan originations

RMC earns brokerage commissions in connection thighreview, selection, evaluation, negotiation awtension of
mortgage loans for the affiliated partnerships &idl 1X, in an amount not to exceed four percenttioé total
partnership or RMI IX assets per year. The loanmissions are paid by the borrowers, and thus, eramexpense of
the partnerships or RMI IX. During 2011, RMC reaavapproximately $179,000 of loan commissions.

Other fees

The agreements for the limited partnerships and RKiprovide for other fees such as loan processexgrow,
mortgage assumption and mortgage extension feeh.f8as are incurred by the borrowers and aretpaRiMC.



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 3 — GENERAL PARTNER, MANAGING MEMBER AND RELAT ED PARTIES (continued)

The following fees are paid by affiliates to RMC.
Mortgage servicing fees

RMC earns loan servicing fees of up to 1.5% anguallthe unpaid principal of the loan portfolio such lesser
amount as is reasonable and customary in the geluigrarea where the property securing the mortgatpeated from
RMI VIII and the four other affiliated partnershiplistorically, RMC charged one percent annuallyd at times
waived additional amounts to improve the partngrshearnings. Such fee waivers were not made ®mpilrpose of
providing the partnerships or RMI I1X with sufficiefunds to satisfy withdrawal requests, nor werehswaivers made
in order to meet any required level of distribuipras the partnerships and RMI IX have no suchiredjdevel of
distributions. RMC does not use any specific cidtén determining the amount of fees, if any, tove&ived. The
decision to waive fees and the amount, if any,@omMaived, is made by RMC in its sole discretionphid mortgage
servicing fees as of September 30, 2011 are appatgly $1,030,000 (of which $240,000 is currenthyaible and the
remaining $790,000 is accrued on impaired loangalple when the loan is paid or at foreclosure).

RMC earns loan servicing fees of up to 0.25% anypdedm RMI IX of the unpaid principal of the logwortfolio or
such lesser amount as is reasonable and customéng geographic area where the property secuni@griortgage is
located.

Loan administrative fees

RMC earns a loan administrative fee in an amounttaumne percent of the principal amount of each hean
originated or acquired by RMC on RMI IX's behalfrfgervices rendered in connection with the selacaod
underwriting of potential loans. Loan administratiees are payable by RMI IX upon the closing ahdaan.

Asset management fees

RMC as a general partner or a managing member eaonthly asset management fees for managing RMI afid
RMI IX’s loan portfolios and operations. RMC earregobroximately $499,000 of asset management fegsgdR011.
Gymno earns asset management fees as a generarpdrRMI 1V, V, VI, VII VIII and IX.

RMC waived approximately $43,000 in asset managérems for RMI IX during 2011. Such fee waivers et

made for the purpose of providing RMI 1X with sgffint funds to satisfy withdrawal requests, norevguch waivers
made in order to meet any required level of distitns, as RMI X has no such required level otribsitions. The
managers do not use any specific criteria in dateng the amount of fees, if any, to be waived. Teeision to waive
fees and the amount, if any, to be waived, is nfgdine managers in their sole discretion.
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 3 — GENERAL PARTNER, MANAGING MEMBER AND RELAT ED PARTIES (continued)

Other fees
During 2011, RMC received $240,000 from Gymno Coation for management services.
RMC'’s interests in profit and losses

RMC, as a general partner of RMI VIII and a managfeRMI 1X, is allocated a portion of the 1% alldizan of profit
and losses per the operating agreements and sbhehagreements as may subsequently be made amemgpnieral
partners or managers. RMC's allocation of prditsl losses was $2,541 for the year ended Septe36b2011.

Reimbursement of expenses

RMC is reimbursed by RMI IV, V, VI, VI, VI, andIX for operating expenses incurred on behalf of the
partnerships/LLC, including without limitation, ammting and audit fees, legal fees and expensesag® and
preparation of reports to limited partners/membansl out-of-pocket general and administrative espenThe decision
to request reimbursement of any qualifying changemade by RMC in its sole discretion. Reimbursgeérating
expenses were approximately $1,087,000 for the pealed September 30, 2011. To the extent some topmera
expenses incurred on behalf of RMI IV, V, VI, V]Il and IX were not charged by RMC, the financgadsition and
results of operations for RMI 1V, V, VI, VII, Viland IX may be different.

Advances to RMI IX, syndication costs

RMC advances certain organizational and offeringemses on behalf of RMI IX. RMI IX is obligated teimburse
RMC for these costs up to an amount equal to 4.68t6ass offering proceeds until RMC has been fraiynbursed.

Syndication cost transactions for the year endgde®aber 30, 2011 are summarized in the followirneta

Balance, October 1 $ 1,144,136
Advances made by RMC 225,580
Repayments received from RMI X (271,199)
Balance, September 30 $ 1,098,517

11



REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 3 — GENERAL PARTNER, MANAGING MEMBER AND RELAT ED PARTIES (continued)

Investments in affiliates

Gymno’s investment in affiliates is presented ia tbllowing table as of September 30, 2011.

Gymno

Investment

Gymno Percent of
Net Assets Investment Net Assets
RMI IV $ 4,178,696 $ 6,198 0.1%%
RMI V 1,712,796 5,067 0.3%
RMI VI 5,019,216 10,269 0.2
RMI VII 6,945,229 8,377 0.1%
RMI VIII 222,649,379 95,423 0.0%
RMI IX, LLC 9,167,441 12,133 0.1%

Total investments $ 249,672,757 $ 137,467

RMC acquired an investment from a limited partmreiRiMI VIII. This investment is accounted for undae equity
method. At September 30, 2011 the recorded valtieeoinvestment was $32,868.

RMC as a manager of RMI IX, has an investment inl Rof $1,826 at September 30, 2011.
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 4 — LOANS

Loans unpaid principal balance (principal)

Loan transactions are summarized in the followatde for the year ended September 30, 2011.

Secured Unsecured
Principal, October 1, 2010 $ 316,067 $ 521,290
Originated for affiliates 5,091,750 —
Assigned to RMI IX (5,091,750) —
Borrower repayments — (3,374)
Foreclosure (160,000) —
Charged off (156,067) (204,369)
Principal, September 30, 2011 $ — $ 313,547

At September 30, 2011, RMC had two unsecured Idans.loan is a demand note with a principal balaric&300,000
and an interest rate of 7.6%. The borrower is n@knonthly payments of interest only. The secona lisaco-owned
with four affiliated partnerships. RMC's portion tife loan, net of a discount of $10,451, is $3,08& borrower is
making monthly payments to 2015.

At September 30, 2010, RMC had a loan securedfiygtarust deed on a single family residence inmtésey County
California, with an interest rate of 10.0%. Therla@as more than 90 past due in interest paymers,invnon-accrual
status, and was designated impaired. RMC'’s carrgimgunt of principal and advances, net of an altm&afor loan
losses of $156,067, was $160,244. In November 2RMXC acquired the property securing the loan thimagleed in
lieu of foreclosure, and in February, 2011 the propwas sold.

Scheduled principal payments

Scheduled principal payment dates of the performingecured loans are summarized in the followitdetas of
September 30, 2011.

Year ending September 30,

2012 $ 3,446
2013 3,446
2014 3,446
2015 3,209
2016 —
Thereafter —
Total 13,547
Less discount (10,451)
Demand note 300,000
Total loans, net of discount $ 303,096

Loans bear interest at rates ranging from zer®%6.1nterest is imputed on loans with no statedritt rate.
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 4 — LOANS (continued)

Matured loans
There were no loans past maturity as of Septenie2(BlL1.
Delinquency

There were no delinquent loans as of SeptembeR@D]. The Company reports delinquency based upenmiost
recent contractual agreement with the borrower.

Loans designated impaired/in non-accrual status

There were no loans designated impaired or cladsifi non-accrual status as of September 30, 2011.

On October 1, 2010, three fully-reserved, impainedecured loans were charged off against the afiogvéor loan losses.
Allowance for loan losses

Allowance for loan losses activity is presentethia following table for the year ended September28Q1.

2011
Secured Unsecured
Balance, October 1, 2010 $ 156,067 $ 204,369
Provision for loan losses — —
Charge-offs, net
Charge-offs (156,067) (204,369)
Recoveries — —
Charge-offs, net (156,067) (204,369)
Balance, September 30 $ — 8 —
Ratio of charge-offs, net during the period to agerloans
outstanding during the period 99% 44%
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 5 — REAL ESTATE OWNED (REO) HELD AS INVESTMENT , NET

REO held as investment, net, had the activity drahges in the impairment reserves summarized ifotleaving table
for the year ended September 30, 2011.

REO Helc
REO Helc Accurrulatec As Investmen
As Investmer Depreciatiol Nel

Balance, October 1, 2010 $ 3,283,959 $ 122,191 $ 3,161,768
Acquisitions — — —
Change in carrying value (5,352) — (5,352)
Depreciation — 24,169 (24,169)
Balance, September 30, 2011 $ 3,278,607 $ 146,360 $ 3,132,247
Number of properties 3 2 3

RMC owns three California properties. Two of thegerties are single-family residences and are def@me single-
family residence is located in San Mateo County tledother is located in Riverside County. The rded investment
in these assets at acquisition was $1,778,607.tfih& property is undeveloped land in San Mateo r@puwith a

recorded investment at acquisition of $1,600,000.

NOTE 6 — FIXED ASSETS

Fixed assets are summarized in the following tab®eptember 30, 2011.

Office equipment $ 258,25t
Computer equipment 70,84¢
Software 31,10¢
Auto 71,29
Leasehold improvements 22,68¢
Total fixed assets 454,19:
Accumulated depreciation and amortization (413,81)
Fixed assets, net $ 40,37
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 7 — MORTGAGE NOTES PAYABLE

Mortgage notes payable activity is summarized enftllowing table for the year ended September28a,1.

Balance, October 1, 2010 $ 1,689,669
Payments (34,207)
Balance, September 30, 2011 $ 1,655,462

As of September 30, 2011, RMC has mortgage notgahba on two of the REO held as investment. One robwed
to an individual with an unpaid principal balandebd61,634 with an interest rate which increasewaty from 4.0%
to 5.0%, is interest only, and matures Februaryd2The other note is owed to three affiliated leditpartnerships with
an unpaid principal balance of $1,193,829, an @derate of 7.0%, amortized for 20 years, and matdanuary 2016.

Future minimum principal payments are summarizethénfollowing table at September 30, 2011.

Year ending September 30,

2012 $ 36,680
2013 500,966
2014 42,175
2015 45,224
2016 1,030,417
Thereafter —
Total mortgage notes payable $ 1,655,462

NOTE 8 — PROFIT-SHARING PLAN

RMC has a defined contribution profit-sharing plahich provides for RMC contributions of 5% of elig wages,
plus any discretionary additional RMC contributions

NOTE 9 — INCOME TAXES

The Company’s estimated net operating loss (“NOt&yry forwards available are approximately $2,880,0or
federal taxes and $2,094,000 for California taX¥ése NOLs can be carried forward twenty years faefal taxes and
twenty years for California taxes and expire atouss times through the year 2031.

Significant components of the Company’s net detbtex liability are summarized in the following tatat September
30, 2011.

Brokerage-related rights, loan originations, net $ 4,140,745
Net operating loss carry forwards (1,164,260)
State deferred taxes (213,584)
Other (213,901)

Net deferred tax liability $ 2,549,000
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 10 — COMMITMENTS AND GUARANTEES

RMC has contracted with an independent serviceshufer computer processing services for the pastiprand RMI
IX accounting functions at approximately $8,337 pemth. The contract is subject to renewal at the &f its term
which is May 31, 2012. RMC receives reimbursemédrat major portion of its computer processing exgsrfsom the
five affiliated limited partnerships and RMI IX.

RMC is a guarantor on a bank loan/line of creditRMI VIII. The partnership’s bank loan/line of clié matured on

June 30, 2010, which maturity date was subsequeanttgnded to October 18, 2010. On October 18, 2€1®),
partnership and the banks entered into an amenutkdeatated loan agreement. The significant temdscanditions in

the amended loan agreement include: 1) an extendedrity date of June 30, 2012; with continuinextuled pay
downs of the loan amount to maturity; 2) an interage of prime plus 1.5% subject to a floor 0of%;03) an annual
facility fee (payable quarterly) of 0.5%; 4) reqadrremittance to the banks of 70% of net procesnts the sale or
refinance of REO and/or net proceeds from loan fisyo excess of $5 million; 5) required remittarafecash balances
in excess of $12 million; 6) restrictions on usecash including no new loans with the exceptiorrefinance of

existing loans, no expenditures in the ordinaryrsewf business to preserve, maintain, repair,perate property in
excess of $1 million without prior written consgsubject to exclusions for funds set aside for REGjects and

servicing of senior liens designated in the loareament), limitations on distributions to electiigited partners of an
amount not to exceed a distribution rate of 2.1¥@ ollateral covenant, and 8) a financial covénan

The secured bank loan balance at September 30,284 $26,750,000, and at November 30, 2011 wa2$21000.

RMC guaranteed two loans issued by four affilidietted partnerships with balances totaling appmagely $318,000 at
September 30, 2011. RMC has guaranteed to covadpi any, incurred by the partnerships relatettiése loans to the
extent such losses exceed the then existing resemgedefined in the agreement, and related callagalue. The two
loans are substantially reserved for in the pastriprioan loss reserves. RMC owns directly $3,0@6, of one of the
loans.

RMC rents its office space under a noncancelabégatipg lease agreement. In 2008, the lease wasdath¢o provide
additional space of approximately 2,300 square deetthe lease was extended until December 31,. 203amended
lease requires monthly payments of $25,644 wittedtannual increases. RMC has two, five year opttorrenew this
lease.

Noncancelable future minimum lease payments urdetdase are as follows as of September 30, 2011.

2012 $ 380,615
2013 396,542
2014 100,148
Thereafter —
Total $ 877,305
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REDWOOD MORTGAGE CORP.
and Subsidiaries
NOTES TO THE CONSOLIDATED BALANCE SHEET
September 30, 2011

NOTE 11 - FAIR VALUE OF FINANCIAL INSTRUMENTS

Accounting principles generally accepted in thetthiStates of America (GAAP) defines fair valuettas exchange
price that would be received for an asset or paidransfer a liability (an exit price) in the pripal or most
advantageous market for the asset or liabilityriroederly transaction between market participantshe measurement
date. The Company determines the fair values ofinencial assets and financial liabilities basedtbe fair value
hierarchy established in GAAP. The standard dessrthree levels of inputs that may be used to medsir value
(Level 1, Level 2 and Level 3). Level 1 inputs gueoted prices (unadjusted) in active markets feniital assets or
liabilities that the Company has the ability to egs at the measurement date. An active marketriarket in which
transactions occur with sufficient frequency anduwte to provide pricing information on an ongoinasis. Level 2
inputs are inputs other than quoted prices thabhservable for the asset or liability, either dilgor indirectly. Level
3 inputs are unobservable inputs for the asseatbility. Unobservable inputs reflect the Compangisn assumptions
about the assumptions market participants wouldrupeicing the asset or liability (including assptions about risk).
Unobservable inputs are developed based on theirifesnation available in the circumstances and rmajude the
Company’s own data.

The Company has no assets or liabilities recordégiravalue on a recurring basis.

The Company had no foreclosures or loans desigmatieaired during the year ended September 30, 2011.

NOTE 12 — SUBSEQUENT EVENTS

The Company has evaluated events through Decen2p@011, the date the balance sheet was availabissuance.
There were no reportable events other than thetglisted in other notes.
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