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PART |

FINANCIAL INFORMATION
Item 1. Financial Statements.

IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)
Condensed Consolidated Balance Sheets
(In thousands, except share data)

December 31, September 30,
2010 2011
(unaudited)
ASSETS

Cash and Cash Equivalents $ 831 $ 27,670
Mortgage Loans Held for Sale, Net 123,200 107,469
Accrued Interest Receivable 8,074 6,559
Other Receivables 4,981 4,451
Real Estate Acquired through Foreclosure Held for Sale 31,830 28,133
Real Estate Held for Development 57,642 64,840
Deferred Financing Costs, Net 447 6,127
Other Assets 1,468 3,169
Property and Equipment, Net 1,462 1,098

Total Assets $ 229,935 $ 249,516

LIABILITIES

Accounts Payable and Accrued Expenses $ 5,285 $ 4149
Accrued Property Taxes 4,606 5,704
Dividends Payable - 506
Notes Payable to Bank 16,458 6,710
Accrued Interest Payable 106 2,732
Liabilities of Assets Held for Sale 1,934 2,979
Tenant Deposits and Funds Held For Others 183 703
Convertible Notes Payable - 40,111
Exit Fee Payable - 10,448

Total Liabilities 28,572 74,042
Commitments and Contingent Liabilities

STOCKHOLDERS' EQUITY

Common stock, $.01 par value; 200,000,000 shares authorized;

16,809,766 and 16,873,880 shares outstanding at December 31, 2010

and at September 30, 2011, respectively 168 169
Preferred stock, $.01 par value; 100,000,000 shares authorized;

none outstanding - -
Paid-in Capital 726,750 726,100
Accumulated Deficit (525,555) (550,795)
Total Stockholders' Equity 201,363 175,474

Total Liabilities and Stockholders' Equity $ 229,935 $ 249,516

The accompanying notes are an integral part of these statements



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)
Unaudited Condensed Consolidated Statements of Operations
(In thousands, except share and per share data)

Three Months Ended September 30 Nine Months Ended Se pte mber 30

2010 2011 2010 2011
REVENUE:
Mortgage Loan Income, Net $ 156 $ 322 $ 1,112 $ 988
Rental Income 410 442 1,243 1,381
Investment and Other Income 274 184 427 483
Total Revenue 840 948 2,782 2,852
COSTS AND EXPENSES:
Property Taxes for Real Estate Owned 849 749 2,209 2,323
Other Operating Expenses for Real Estate Owned 674 1,032 1,863 2,693
Professional Fees 1,832 1,990 4587 4,652
Default and Related Expenses 174 345 533 863
General and Administrative Expenses 1,559 1,846 1,876 7,681
Organizational Costs - - - 300
Offering Costs 6,150 - 6,150 209
Interest Expense 562 3,436 1,403 5,704
Depreciation and Amortization Expense 380 450 1,012 1,359
Loss (Gain) on Disposal of Assets 112 58 1,112 (221)
Total Operating Expenses 12,292 9,906 20,745 25,563
Provision for Credit Losses 6,830 4,000 34,380 1,000
Impairment of Real Estate Owned 2,236 - 13,221 1,529
Total Provision and Impairment Charges 9,066 4,000 47,601 2,529
Total Costs and Expenses 21,358 13,906 68,346 28,092
LOSS BEFORE INCOME TAXES (20,518) (12,958) (65,564) (25,240)
Provision for Income Taxes - - - -
NET LOSS $ (20,518) $ (12,958) $ (65564 % (25,240)
Net Loss per Share $ (1.22) $ (0.77) $ (401) 3% (1.50)
Weighted Average Common Shares Outstanding 16,809,766 16,873,880 16,366,355 16,842,626

The accompanying notes are an integral part of these statements



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)
Unaudited Condensed Consolidated Statement of Stockholders’ Equity
Nine Months Ended September 30, 2011
(Dollars in thousands)

Total
Common Stock Accumulated Stockholders'

Shares Amount Paid-in Capital Deficit Equity
Balances at December 31, 2010 16,809,766  $ 168 $ 726,750 $ (5625555) $ 201,363
Stock-Based Compensation 64,114 1 362 - 363
Dividends Declared - - (1,012) - (1,012)
Net Loss - Nine Months Ended September 30, 2011 - - - (25,240) (25,240)
Balances at September 30, 2011 16,873,880 169 726,100 (550,795) 175474

The accompanying notes are an integral part of these statements

IMH FINANCIAL CORPORATION



(formerly known as IMH Secured Loan Fund, LLC)
Unaudited Condensed Consolidated Statements of Cash Flows
Nine Months Ended September 30, 2011
(In thousands)

Nine Months Ended September 30,
2010 2011

CASH FLOWS - OPERATING ACTIVITIES
Net Loss $ (65564) $ (25,240)
Adjustments to reconcile net loss to net
cash used in operating activities:

Provision for Credit Losses 34,380 1,000
Impairment of Real Estate Owned 13,221 1,529
Stock-Based Compensation - 1,396
Loss (Gain) on Disposal of Assets 1,112 (221)
Amortization of Deferred Financing Costs - 1,061
Depreciation and Amortization Expense 1,012 1,359
Imputed Interest on Notes Payable 392 392
Increase (decrease) in cash resulting from changes in:
Due from/to Related Parties (1,008) -
Accrued Interest Receivable 1,093 (1,475)
Other Receivables 192 52
Other Assets (1,419) (1,701)
Accounts Payable and Accrued BExpenses 5,450 (1,136)
Accrued Interest Payable 75 3,185
Accrued Property Taxes (810) 174)
Liabilities of Assets Held for Sale (1,370) 1,045
Tenant Deposits and Funds Held for Others (19) 520
Total adjustments 52,301 6,832
Net cash used in operating activities (13,263) (18,408)
CASHFLOWS - INVESTING ACTIVITIES
Proceeds from Sale/Recovery of Real Estate Owned 5,346 6,803
Proceeds from Sale of Loans - 5,039
Acquisition of Manager, Net of Cash Acquired (3,299) -
Purchases of Property and Equipment (14) @
Mortgage Loan Fundings and Protective Advances (4,535) (3,340)
Mortgage Loan Repayments 9,825 5,801
Investment in Real Estate Owned (694) (629)
Net cash provided by (used in) investing activities 6,629 13,667

CASH FLOWS - FINANCING ACTIVITIES

Proceeds from Notes Payable 14,827 1,500
Proceeds from Convertible Notes Payable - 50,000
Repayments of Notes Payable (2,841) (11,640)
Repayments of Borrowings from Manager (1,608) -
Payments on Notes payable to Stockholders (101) -
Payments on Note Payable to Lessor (26) -
Dividends Paid - (506)
Debt Issuance Costs - (7,774)
Net cash provided by financing activities 10,251 31,580
NET INCREASE IN CASH AND CASH EQUIVALENTS 3,617 26,839
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 963 831
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 4,580 $ 27,670
SUPPLEMENTAL CASH FLOW INFORMATION
Interest paid $ 658 $ 1,028
Real Estate Acquired Through Foreclosure $ 21,854 $ 12,064

The accompanying notes are an integral part of these statements



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 1- BUSINESS, BASIS OF PRESENTATION AND LIQUIDITY

IMH Financial Corporation, or the Company, a corporation incorporated under the laws of the State of Delaware,
was formed from the conversion of IMH Secured Loan Fund, LLC, or the Fund, a Delaware limited liability
company, on June 18, 2010. The conversion was effected following a consent solicitation process pursuant to which
approval was obtained from a majority of the members of the Fund to effect a series of transactions referred to as the
Conversion Transactions, which involved (i) the conversion of the Fund from a Delaware limited liability company
into a Delaware corporation named IMH Financial Corporation, and (ii) the acquisition by us of all of the
outstanding shares of the manager of the Fund, Investors Mortgage Holdings Inc., or the Manager, as well as all of
the outstanding membership interests of a related entity, IMH Holdings, LLC, or Holdings, on June 18, 2010.

We are a real estate finance company based in the southwest United States with over a decade of experience in
various and diverse facets of the real estate lending and investment process, including origination, acquisition,
underwriting, documentation, servicing, construction, enforcement, marketing and disposition. Our investment focus
includes the intent to expand our business model to include purchasing of or investing in commercial and other
mortgage loans, individually or in pools, generally at a discount. As market conditions and our financial resources
permit, we also expect to return to originating mortgage loans collateralized by real property located anywhere in the
United States. Further, we also intend to pursue, in an opportunistic manner, other real estate investments, including,
among other things, participation interests in loans, B-Notes, whole and bridge loans, commercial or residential
mortgage backed securities, equity or other ownership interests in entities that are the direct or indirect owners of
real property, and direct or indirect investments in real property, such as those that may be obtained in a joint
venture or by acquiring the securities of other entities which own real property.

Basis of Presentation

The accompanying unaudited, condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America for interim financial information and with
the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by accounting principles generally accepted in the United States of America for a
complete set of financial statements. In the opinion of management, all adjustments considered necessary for a fair
presentation of the results for the periods presented have been made. Operating results for the nine months ended
September 30, 2011 are not necessarily indicative of the results that may be expected for the fiscal year ending
December 31, 2011. These condensed consolidated financial statements should be read in conjunction with our
consolidated financial statements and notes thereto included in our annual report on Form 10-K for the fiscal year
ended December 31, 2010.

The accompanying condensed consolidated financial statements include the accounts of IMH Financial Corporation
and the following wholly-owned operating subsidiaries: Investor’s Mortgage Holdings, Inc., an Arizona corporation
licensed as a mortgage banker by the state of Arizona, IMH Holdings, LLC, a Delaware limited liability company,
and various other wholly-owned subsidiaries established in connection with the acquisition of real estate either
through foreclosure or purchase. In addition, during the nine months ended September 30, 2011, we formed a new
wholly-owned subsidiary, INFINET Financial Group, LLC (Infinet), to undertake an exploratory business venture to
capitalize on our extensive network of broker-dealer relationships. All significant intercompany accounts and
transactions have been eliminated in consolidation.

Use of Estimates

We have made a number of estimates and assumptions with respect to reporting of assets and liabilities and the
disclosure of contingencies at the date of the condensed consolidated financial statements and the reported amounts



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 1- BUSINESS, BASIS OF PRESENTATION AND LIQUIDITY - (continued)

of income and expenses during the reporting period, in accordance with GAAP. Accordingly actual results could
differ from those estimates. Such estimates primarily include valuation allowance for loans held for sale, valuation
estimates for real estate owned and accretable amount and timing of interest revenue for loans purchased at a
discount.

Reclassifications

Certain 2010 amounts have been reclassified to conform to the 2011 financial statement presentation.
Ligquidity

As of September 30, 2011, our accumulated deficit aggregated $550.8 million primarily as a result of provisions for
credit losses and impairment charges relating to the change in the fair value of the collateral securing our loan
portfolio and the fair value of real estate owned assets primarily acquired through foreclosure in prior years, as well
as on-going net operating losses in recent periods resulting from the lack of income-producing assets. As a result of
the erosion of the U.S. and global real estate and credit markets, we continue to experience loan defaults and
foreclosures on our mortgage loans. In addition, we have found it necessary to modify certain loans, which have
resulted in extended maturities of two years or longer and we believe may need to modify additional loans in an
effort to, among other things, protect our collateral.

Our liquidity plan has included obtaining additional financing, selling whole loans or participating interests in loans
and selling certain of our real estate owned assets. As more fully described in Note 6, in June 2011, we entered into
and closed funding of a $50.0 million senior secured convertible loan with NWRA Ventures I, LLC (“NW Capital”).
The loan provided us with working capital and funding for our general business needs.

In addition, as of September 30, 2011, our entire loan portfolio with an aggregate carrying value of $107.5 million is
held for sale. In addition, as of September 30, 2011, real estate owned (“REQ”) projects with a carrying value
totaling $28.1 million were being actively marketed for sale. During the nine months ended September 30, 2011, we
sold certain REO and experienced other recoveries of $6.8 million in cash and sold certain loans generating $5.0
million in cash. We also received $5.8 million in loan paydowns during the nine months ended September 30, 2011.
At September 30, 2011, we had cash and cash equivalents of $27.7 million.

While we were successful in securing $50.0 million from the NW Capital loan to provide adequate funding for
working capital purposes, there is no assurance that we will be successful in selling existing real estate assets in a
timely manner or in obtaining additional financing, if needed, to sufficiently fund future operations or to implement
our investment strategy. Our failure to generate sustainable earning assets may have a further adverse effect on our
business, results of operations and financial position.

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES

Our significant accounting policies are disclosed in our previously filed Annual Report on Form 10-K for the fiscal
year ended December 31, 2010. During the nine months ended September 30, 2011, there have been no material
changes in our significant accounting policies. The following significant accounting policy is considered to have
become more material in presentation as a result of the NW Capital loan.

Deferred Financing Costs
Deferred financing costs are capitalized direct costs incurred to obtain financing and are amortized over the term of

the related debt using the effective interest method. Upon the extinguishment of the related debt, any unamortized
capitalized debt financing costs will be immediately charged to expense.



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES - continued
Recent Accounting Pronouncements

Changes to accounting principles generally accepted in the United States of America (U.S. GAAP) are established
by the Financial Accounting Standards Board (FASB) in the form of accounting standards updates (ASUs) to the
FASB’s Accounting Standards Codification.

We consider the applicability and impact of all ASUs. ASUs not listed below were assessed and determined to be
either not applicable or are expected to have minimal impact on our consolidated financial position and results of
operations.

In April 2011, the FASB issued ASU No. 2011-02, “Receivables (Topic 310): A Creditor’s Determination of
Whether a Restructuring is a Troubled Debt Restructuring.” ASU No. 2011-02 clarifies the accounting principles
applied to loan modifications and addresses the recording of an impairment loss. This guidance is effective for the
interim and annual periods beginning on or after June 15, 2011. Given that the majority of our loan portfolio is
currently in default and the credit quality of several of our borrowers has deteriorated, we anticipate that any loan
restructurings or modifications of existing loans will be treated as a troubled debt restructuring. However, we do not
expect this guidance will have a material impact on our current accounting or disclosures as the majority of loans are
in non-accrual status and are reported at the fair value of the underlying collateral.

In May 2011, the FASB issued ASU No. 2011-04, “Fair Value Measurement (Topic 820): Amendments to Achieve
Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and International Financial
Reporting Standards.” ASU No. 2011-04 provides a consistent definition of fair value to ensure that the fair value
measurement and disclosure requirements are similar between U.S. GAAP and International Financial Reporting
Standards. Some of the amendments clarify the Board’s intent about the application of existing fair value
measurement requirements. Other amendments change a particular principle or requirement for measuring fair value
or for disclosing information about fair value measurements. ASU No. 2011-04 is effective for interim and annual
periods beginning after December 15, 2011. We are currently evaluating the impact that the adoption will have on
our consolidated financial statements in fiscal 2012.

In June 2011, the FASB issued ASU No.2011-05, “Comprehensive Income (Topic 220): Presentation of
Comprehensive Income.” ASU No. 2011-05 eliminates the option to present the components of other
comprehensive income as part of the statement of stockholders’ equity. It requires an entity to present the total of
comprehensive income, the components of net income, and the components of other comprehensive income either in
a single continuous statement of comprehensive income or in two separate but consecutive statements. Regardless of
whether one or two statements are presented, an entity is required to show reclassification adjustments on the face of
the financial statements for items that are reclassified from other comprehensive income to net income. ASU
No. 2011-05 is to be applied retrospectively and is effective for fiscal years, and interim periods within those years,
beginning after December 15, 2011. We do not believe our adoption of the new guidance in the first quarter of
fiscal 2012 will have a significant impact on our consolidated financial position, results of operations or cash flows.

NOTE 3 - MORTGAGE LOANS, LOAN PARTICIPATIONS AND LOAN SALES
Lien Priority

Except in limited circumstances, our mortgage loans are collateralized by first deeds of trust (mortgages) on real
property and generally include a personal guarantee by the principals of the borrower and, often times, the loans are
secured by additional collateral. However, as of September 30, 2011, there were outstanding third-party loans
totaling $19.8 million secured by a portion of our collateral that were superior to our lien position on two of our
loans with outstanding principal balances totaling $122.3 million.



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 3 - MORTGAGE LOANS, LOAN PARTICIPATIONS AND LOAN SALES - (continued)

During the nine months ended September 30, 2011, we paid off one of the senior liens in the amount of $1.6 million,
which was treated as a protective advance under the loan.

Given the non-performing status of the majority of the loan portfolio, there has been limited loan activity during the
nine months ended September 30, 2011. A roll-forward of loan activity during the nine months ended September
30, 2011 is as follows (in thousands):

Principal Valuation Carrying
Outstanding Allowance Value

Balances - December 31, 2010 $ 417,340 $ (294,1400 $ 123,200
Additions:

Principal fundings - cash 3,340 - 3,340

Principal fundings - asset sale financing 7,953 - 7,953

(Provision for) recovery of credit losses - (1,000) (1,000)
Reductions:

Principal repayments (5,801) - (5,801)

Principal reduction - loan sales (48,077) 36,949 (11,128)

Foreclosures/transfers to Real Estate Owned (83,783) 74,688 (9,095)
Balances - September 30, 2011 $ 290,972 $ (183503) $ 107,469

As of September 30, 2011, we had six performing loans with an average outstanding balance of $1.5 million and a
weighted average interest rate of 10.1%. The valuation allowance transferred to real estate owned is treated as a
charge-off at the time of foreclosure. As of December 31, 2010 and September 30, 2011, the valuation allowance
represented 70.5% and 63.1%, respectively of the total outstanding loan principal balances.

Loan Maturities and Loans in Default

The outstanding principal balances of our mortgage loans, net of the valuation allowance as of September 30, 2011,
have scheduled maturity dates within the next several quarters, as follows (dollars in thousands) :

Quarter Amount Percent  #
Matured $ 151,837  52.2% 16
Q42011 36,751 12.6% 4
Q12012 2,719 0.9% 2
Q22012 1,250 0.4% 1
Q32012 93,282  32.1% 2
Q32013 4,932 1.7% 3
Q12014 201 01% 1
Total 290,972 1000% 29
Less: Valuation Allowance (183,503)
Net Carrying Value $ 107,469
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IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 3 - MORTGAGE LOANS, LOAN PARTICIPATIONS AND LOAN SALES - (continued)

Given the non-performing status of the majority of the loan portfolio, the sustained depression of real estate values
and lack of available takeout financing, we do not expect the payoffs to materialize in the respective quarters. We
may find it necessary to modify, extend or sell such loans in order to protect our collateral, maximize our return or
generate additional liquidity.

Loans in Default
We continue to experience loan defaults as a result of depressed real estate market conditions and lack of takeout
financing in the marketplace. A summary and roll-forward of activity of loans in default through September 30,

2011 is as follows (dollars in thousands):

Carrying Value  # of Loans

Balances - December 31,2010 $ 113,493 28
Additions:

Loans added to default - non accrual 3,763 4
Additional loan fundings 3,089 -
Allowance adjustment 613 -
Reductions :

Loans removed from default - due to sale (11,612) ®3)
Loans removed fromdefault - foreclosure (9,095) (6)
Carrying value reduced (due to additional payments) (1,506) -
Balances - September 30, 2011 $ 98,745 23

During the nine months ended September 30, 2011, we foreclosed on six loans with net carrying values of $9.1
million. We are currently exercising enforcement action which we believe could lead to foreclosure upon 16 of the
23 loans in default at September 30, 2011. With respect to the loans upon which we are exercising enforcement
action, we expect to complete the foreclosure process on the majority of such loans over the next six to nine months
depending on actions taken by the borrower in our enforcement (such as bankruptcy).

At September 30, 2011, all of our 23 loans in default were in non-accrual status. Total contractual interest due for
fiscal 2011 under the loans classified in non-accrual status was $22.1 million; of which $6.4 million is included in
the $6.6 million of accrued interest receivable on the consolidated balance sheet and $15.7 million has not been
recognized as income by us.

Excluding loans whose maturity has not been reached as of September 30, 2011, loans in default were past their
scheduled maturities between 92 days and 3.5 years as of September 30, 2011. Borrower concentrations and
geographic concentrations of loans in default, related loan classifications and end-user categories have not materially
changed since December 31, 2010 and any such changes are primarily a result of foreclosures.

Impaired Loans

The following table presents required disclosures under GAAP for loans that meet the definition for impaired loans:

11



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 3 - MORTGAGE LOANS, LOAN PARTICIPATIONS AND LOAN SALES - (continued)

As of and Year As of and Nine Months
Ended December 31, Ended September 30,
2010 2011

(in thousands)
Loans in Default - Impairment Status:

Impaired loans in default $ 346,790 $ 222,823
Non-impaired loans in default 60,638 59,268
Total loans in default $ 407,428 $ 282,091

Valuation Allowance on Impaired Loans

Impaired loans in default $ 346,790 $ 222,823
Less: Allowance for credit loss / valuation allowance (293,935) (183,346)
Net carrying value of impaired loans $ 52,855 $ 39,477
Average investment for impaired loans during period held $ 337,057 $ 217,679

No interest income was recognized on a cash or accrual basis during the periods reflected in the preceding table for
the impaired loans.

NOTE 4 - REAL ESTATE OWNED (REO)

REO assets consist primarily of properties acquired as a result of foreclosure and are reported as either held for
development or held for sale, depending on whether we plan to develop such assets prior to selling them or instead
sell them immediately. REO assets held for sale are reported at the lower of cost or fair value, less estimated costs
to sell the property. REO assets held for development are reported at lower of cost or estimated realizable value.

A roll-forward of REO from December 31, 2010 to September 30, 2011 is as follows (dollars in thousands):

Held for # of Held for # of Total Net

Development Projects Sale Projects Carrying Value
Balances - December 31, 2010 $ 57,642 15 $ 31,830 24 $ 89,472
Additions:
Loan principal transferred - - 9,095 6 9,095
Interest and other receivables transferred - - 3,008 - 3,008
Capital costs additions 353 - 276 - 629
Reductions :
Sales (626) 1) (5,183) (5) (5,809)
Recoveries (330) - (573) - (903)
Depreciation (990) - - - (990)
Impairment - - (1,529) - (1,529)
Transfers 8,791 3 (8,791) (3) -
Balances - September 30, 2011 $ 64,840 17 $ 28,133 22 $ 92,973

During the nine months ended September 30, 2011, we foreclosed on six loans and took title to the underlying
collateral with net carrying values totaling $9.1 million as of September 30, 2011.

During the nine months ended September 30, 2011, we sold or collected recoveries for certain REO assets totaling

$6.8 million, resulting in a net gain on disposal of $0.2 million. The nature and extent of future costs REO held for
development depends on the level of development undertaken, the number of additional foreclosures and other

12



IMH FINANCIAL CORPORATION
(formerly known as IMH Secured Loan Fund, LLC)

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011

NOTE 4 - REAL ESTATE OWNED (REO) - continued

factors. While our assets are generally available for sale, we continue to evaluate various alternatives for the ultimate
disposition of these investments, including partial or complete development of the properties prior to sale or disposal
of the properties on an as-is basis.

NOTE 5 - FAIR VALUE
Valuation Allowance and Fair Value Measurement of Loans and Real Estate Held for Sale

Our valuation analysis processes and procedures are disclosed in our previously filed Annual Report on Form 10-K
for the fiscal year ended December 31, 2010. We perform a valuation analysis of our loans not less frequently than
on a quarterly basis. Evaluating the collectability of a real estate loan is a matter of judgment. We evaluate our real
estate loans for impairment on an individual loan basis, except for loans that are cross-collateralized within the same
borrowing groups for which we perform both an individual loan evaluation as well as a consolidated loan
evaluation. In addition to this analysis, we also complete an analysis of our loans as a whole to assess our exposure
for loans made in various reporting periods and in terms of geographic diversity. We consider all relevant
circumstances to determine if, and the extent to which, a valuation allowance is required.

Impairment for our collateral dependent loans is measured at the balance sheet date based on the then fair value of
the collateral in relation to contractual amounts due under the terms of the applicable loan if foreclosure is probable.
Substantially all of our loans are deemed to be collateral dependent.

REO assets that are classified as held for sale are measured at the lower of carrying amount or fair value, less cost to
sell. REO assets that are classified as held for development are considered “held and used” and are evaluated for
impairment when circumstances indicate that the carrying amount exceeds the sum of the undiscounted net cash
flows expected to result from the development and eventual disposition of the asset. If an asset is considered
impaired, an impairment loss is recognized for the difference between the asset’s carrying amount and its fair value,
less cost to sell. If we elect to change the disposition strategy for our real estate held for development, and such
assets were deemed to be held for sale, we would likely record additional impairment charges, and the amounts
could be significant. See our audited financial statements in our previously filed Annual Report on Form 10-K for
the year ended December 31, 2010 for a detailed description of the summary of the procedures performed and
assumptions utilized in connection with our impairment analysis of real estate owned assets as of and for the year
ended December 31, 2010.

While certain markets in which our assets are located have experienced some improvement in sales activity and
valuation, overall pricing in recent transactions does not appear to be improving in the short-term and has
deteriorated further in certain markets, particularly in fringe area markets. The updated information and our analysis
of the collateral indicated on-going weak market conditions, excess residential inventory, continued high levels of
unemployment, limited job growth and corresponding depressed real estate values, consistent with such indications
provided since December 31, 2010. The extended recession has reduced the number and credit quality of potential
buyers for real estate assets, including new homes, and increased the likelihood that additional supply may weigh
down the market in the form of foreclosures. Also, while interest rates remain low, which provides a basis for
growth, purchase money financing remains difficult to secure and economic conditions have remained at
deteriorated levels. As such, housing demand and real estate in general is expected to remain weak over the short-
term and will likely not begin to improve until the economy strengthens and the housing market shows signs of
recovery. In addition, one of our larger loans secured by a hospitality asset experienced a significant decrease in
operating performance during the period ended September 30, 2011. However, based on our analysis, since this is
our only loan secured by a hospitality asset, we do not believe the decline in related value should extend nor should
be extrapolated to our other real estate assets.
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NOTE 5 - FAIR VALUE - (continued)

As a result of the significant and on-going disruptions in the real estate market and volatility in real estate values, we
generally engage independent third-party valuation firms and other consultants to assist with our analysis of fair
value of the collateral supporting our loans and real estate owned. These independent third-party valuation firms
provide periodic complete valuation reports for the majority of our loans and real estate owned. In subsequent
periods, we often obtain a letter from the third-party valuation firms and/or perform other in-house analysis using
available market participant data to determine whether there is a material diminution in the fair value indications
from the previously reported values.

The following is a summary of the procedures performed in connection with our fair value analysis of loans and
REO assets as of and for the nine months ended September 30, 2011:

1.

We reviewed the status of each of our loans to ascertain the likelihood that we will collect all amounts due
under the terms of the loans at maturity based on current real estate and credit market conditions.

We reviewed the status and disposition strategy of each of our REO assets to determine whether such assets
continue to be properly classified as held for sale or held for development as of the reporting date.

For the period ended September 30, 2011, we engaged third party valuation specialists to provide complete
valuations for certain selected loans and REO assets. Assets selected for complete valuation generally
consisted of larger assets, those for which foreclosure is impending or was recently completed, and assets
whose value might be impaired based on recent market participant activity or other value indicators. Other
valuation updates obtained for specific assets were provided in the form of “negative assurance” letters
indicating that there had been no material diminution in the fair value indications for the properties from
the previous valuation date and through the period ended September 30, 2011.

In addition, for projects for which we have received a bona fide written third-party offer to buy our loan or
REO asset, or the borrower has received a bona fide written third-party offer to buy the related project, we
generally utilized the offer amount in cases where we have had earnest negotiations to sell such assets at
the price point utilized (whether or not the offer was above or below the low end of the valuation range
provided by the independent valuation firms). Such offers are only considered if we deem the offer to be
valid, reasonable and negotiable, and we believe the offeror has the financial wherewithal to execute the
transaction.

In evaluating the balance of the portfolio not covered by valuation reports, negative assurance letters or
existing offers, we considered the current status of the project, our direct knowledge of local market
activity affecting the project, as well as other market indicators obtained through our asset management
group and various third parties to determine whether there were any indications of a material increase or
decrease in the value of the underlying collateral since the last complete valuation for such assets.

Following is a table summarizing the method used by management in estimating fair value for the period ended
September 30, 2011:

% of Carrying Value
Mortgage Loans Real Estate

Basis for Valuation Held for Sale, Net  Held for Sale
Third party valuations / negative assurance 5% 11%
Third party offers 9% 37%
Management analysis 16% 52%
Total portfolio 100% 100%
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NOTE 5 - FAIR VALUE - (continued)

A summary of the results and key assumptions that we utilized, as supported by the independent valuation firms to
derive fair value, is as follows:

e For the projects that included either unentitled or entitled raw land lacking any vertical or horizontal
improvements, given the current distressed state of the real estate and credit markets, the development
approach was deemed to be unsupportable because market participant data was insufficient or other
assumptions were not readily available from the valuation firm’s market research; the “highest and best
use” standard in these instances required such property to be classified as “held for investment” purposes
until market conditions provide observable development activity to support a valuation model for the
development of the planned site. As a result, the valuation firms used a sales comparison approach using
available data to determine fair value.

e For the projects containing partially or fully developed lots, the development approach was generally
utilized, with assumptions made for pricing trends, absorption projections, holding costs, and the relative
risk given these assumptions. Annual discount rates utilized by the valuation firms ranged from 10.5% to
30%. The assumptions were based on currently observable available market data.

e For operating properties, the income approach, using the direct capitalization and discounted cash flow
methods was used by the valuation firms. The anticipated future cash flows and a reversionary value were
discounted to the net present value at a chosen yield rate. The assumptions were based on currently
observable available market data.

As of September 30, 2011 and December 31, 2010, the highest and best use for the majority of real estate held for
sale and for collateral subject to third-party valuation was deemed to be held for investment. Following is a table
summarizing the valuation methodology used in determining fair value for the period ended September 30, 2011:

% of Carrying Value
Mortgage Loans Real Estate

Valuation Methodology Held for Sale, Net  Held for Sale
Comparable sales (as-is) 34% 63%
Development approach 10% -
Income capitalization approach 47% -
Third party offers 9% 37%

Total portfolio 100% 100%

In the event of a change in circumstances from the prior period valuation, we updated our assessment of certain
loans and obtained certain updated valuations as a result of the change in circumstances. Additionally, we obtained
updated third-party offers and considered other changes to the status of underlying collateral, as applicable.

September 30, 2011 Selection of Single Best Estimate of Value for Loans

In determining the single best estimate of value for the September 30, 2011 valuation analysis, in our judgment,
recent market participant information and other economic data points generally have not changed significantly since
December 31, 2010.

As a result of the ongoing challenges related to the residential real estate marketplace, the likely buyer of such real
estate tends to be an investor seeking to acquire lots at heavily discounted prices, with the intent of holding such
property for an intermediate to long-term period, speculating on the rebound of the housing market and eventual
need for newly constructed housing. The valuation reports and other data points observed generally provide a range
of values for the real estate valued rather than a single point estimate because of variances in the potential value
indicated from the available sources of market participant information. The selection of a value from within a range
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NOTE 5 - FAIR VALUE - (continued)

of values depends upon specific market conditions for each property valued and its stage of entitlement or
development. In addition to third-party valuation reports and negative assurance letters obtained, we utilized
recently received bona fide purchase offers from independent third-party market participants when such offers are
considered valid. In selecting the single best estimate of value, we considered the information in the valuation
reports, credible purchase offers received, as well as multiple observable and unobservable inputs as described
below.

In addition to analyzing local market conditions in areas where our real estate assets are located, we also consider
national and local market information, trends and other data to further support our asset values. A summary of
selected real estate and general economy-related published market participant observations which influenced
management’s current assessment of market status and trends follows:

e According to a Bloomberg news article in September 2011, US home builders’ confidence declined to 14 in
September 2011, after rising from 13 in June 2011 to 15 in August 2011. The National Association of
Home Builders Market Index is a seasonally-adjusted index based on a monthly survey of home builders of
single-family detached homes and is comprised of three survey components: present sales, six month sales
expectations and traffic of prospective buyers. The index results range between 1 and 100, with 1 being the
worst and 100 being the best.

e According to the press release regarding the Federal Reserve’s September 2011 meeting, investment in
nonresidential structures is still weak and the housing sector continues to be depressed. The Federal
Reserve’s September 2011 report stated that while business expenditures for the commercial real estate
markets moved up in recent months, outlays were still at very low levels and continued to be constrained by
high vacancy rates and tight credit conditions for construction loans. However, delinquency rate for
securitized commercial real estate loans held by banks decreased in recent months.

e  The International Monetary Fund (IMF) in the September 2011 World Economic Outlook cut its US growth
forecast for 2011 from 2.5% to 1.5% and is projecting the growth forecast for 2012 to be 1.8%. The cut in
the growth forecast was due to unemployment which is likely to stay high for some time and may well
exhibit more weakness in the coming months. Concerns about income prospects are particularly elevated
in the United States, where an extraordinarily large loss of jobs has added to an ongoing trend decline in the
pace of employment creation. Additionally, house prices show no signs of stabilizing in key crisis-hit
economies. A large overhang of unsold properties with underwater mortgages continues to present a major
downside risk to consumption in the United States.

We believe the above observable inputs combined with other observable and unobservable inputs and management’s
specific knowledge related to marketing activity surrounding the underlying real estate assets have generally
resulted in the utilization of values at the lower end of the valuation range. Management’s confidence in the ability
to sell existing assets at a price above the low end of the range continues to be tempered by the continuing difficult
market conditions. As a result, in our judgment, for each of our real estate assets not supported by recent bona fide
independent third-party purchase offers or those assets which were supported by specific circumstances in using a
basis other than the low end value, several economic indicators, market participant data and other third party sources
referenced provide evidence that the breadth and depth of the real estate and economic downturn has continued to be
wider and deeper than previously estimated. Accordingly, with the exception of specific assets, management
generally considered the low end of the range to be most representative of fair value, less cost to sell, based on
current market conditions at September 30, 2011, consistent with prior reporting periods. Management continues to
monitor both macro and micro-economic conditions through the date of filing of its quarterly financial statements to
determine the impact of any significant changes that may have a material impact on the fair value of our real estate
assets.
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For the valuation ranges on the underlying loan collateral for the 29 loans as of September 30, 2011, we used the
high end of the third-party valuation range for three assets whose locations were geographically desirable whose
economic outlook is positive and whose value was supported by recent comparable transactions. We used the mid-
point value for one asset in determining impairment losses based on the entitlement status and quality of the
collateral and financial strength of the related borrowers. Due to the uncertainty in market conditions noted above,
we utilized the low end value for 18 assets whose geographic location, entitlement status and long-term development
plan made such assets, in management’s opinion, less desirable and marketable to market participants. For the
remaining seven loans, our estimate of fair value was based on current bona fide offers or actual transactions with
independent third-party market participants to sell the real estate assets which may have closed subsequent to
September 30, 2011.

Based on the results of our evaluation and analysis, while some loans experienced declines in fair value, other loans
improved in fair value resulting in a net increase in the valuation allowance as of September 30, 2011. Based on our
analysis, we recorded provisions for credit losses of $4.0 million and $6.8 million for the three months ended
September 30, 2011 and 2010, respectively. For the nine months ended September 30, 2011 and 2010, we recorded
provisions for credit losses, net of recoveries, of $1.0 million and $34.4 million, respectively. As of September 30,
2011, the valuation allowance totaled $183.5 million, representing 63.1% of the total outstanding loan principal
balances. As of December, 2010, the allowance for credit loss totaled $294.1 million, representing 70.5% of the total
loan portfolio principal balances. The reduction in the overall allowance is primarily attributed to the transfer of the
allowance associated with loans on which we foreclosed during the period. With the existing valuation allowance
recorded as of September 30, 2011, we believe that, as of that date, the fair value of the underlying collateral of our
loans is adequate in relation to the net carrying value of loan principal and accrued interest and that no additional
valuation allowance is considered necessary.

In addition, during the three months ended September 30, 2010, we recorded impairment charges of $2.2 million
relating to the impairment in value of real estate owned and none during the three months ended September 30,
2011. During the nine months ended September 30, 2011 and 2010, we recorded impairment charges of $1.5 million
and $13.2 million, respectively.

While the above results reflect management’s assessment of the fair value of our real estate assets as of September
30, 2011 and December 31, 2010 based on currently available data, we will continue to evaluate our loans and real
estate assets in the remaining quarter of 2011 and beyond to determine the adequacy and appropriateness of the
valuation allowance. Depending on market conditions, such updates may yield materially different values and
potentially increase or decrease the valuation allowance for loans or impairment charges for REO assets.

Valuation Categories

Except for mortgage loans and REO held for sale which are measured at fair value on a non-recurring basis for
purposes of determining valuation with respect to our valuation allowance and impairment charges, none of our
other assets or liabilities are measured at fair value on a recurring or non-recurring basis. The following table
presents the categories for which net mortgage loans and REO held for sale are measured at fair value based upon
the lowest level of significant input to the valuations as of December 31, 2010 and September 30, 2011, respectively
(in thousands):
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December 31, 2010 September 30, 2011
Significant Significant
Other Significant Other Significant
Observable Unobservable Observable Unobservable
Inputs Inputs Inputs Inputs
Description: (Level 2) (Level 3) Total (Level 2) (Level 3) Total
Net Mortgage Loans:
Pre-entitled Land:
Held for Investment $ - $ 1,405 $ 1,405 $ - $ 1,402 $ 1,402
Processing Entitlements - 16,363 16,363 - 18,470 18,470
- 17,768 17,768 - 19,872 19,872
Entitled Land:
Held for Investment - 6,425 6,425 - 2,201 2,201
Infrastructure under Construction - 11,612 11,612 - 12,034 12,034
Improved and Held for Vertical Construction - 5,549 5,549 5,010 - 5,010
- 23,586 23,586 5,010 14,235 19,245
Construction & Existing Structures:
New Structure - Construction in-process 964 15,550 16,514 - 10,733 10,733
Existing Structure Held for Investment 3,737 4,480 8,217 381 3,249 3,630
Existing Structure - Improvements - 57,115 57,115 2,424 51,565 53,989
4,701 77,145 81,846 2,805 65,547 68,352
Total Mortgage Loans $ 4,701 $ 118,499 $ 123,200 $ 7815 $ 99,654 $ 107,469
Total Real Estate Held for Sale $ 4,065 $ 27,765 $ 31,830 $ 10,292 $ 17,841 $ 28,133

Note: There are no mortgage loans or REO held for sale that were measured at fair value using Level 1 inputs.

The table presented below summarizes the change in balance sheet carrying values associated with the mortgage
loans and REO held for sale measured using significant unobservable inputs (Level 3) during the nine months ended
September 30, 2011 (in thousands):

Mortgage Real Estate Held

Loans, net for Sale, net
Balances, December 31, 2010 $ 118,499 $ 27,765
Mortgage Loan Fundings/Capital Additions 2,997 276
Mortgage Loan Repayments (5,801) -
Transfers to REO/ from Loans (8,752) 8,158
Asset sales/recoveries (3,174) (2,355)
Transfers into (out of) level 3 (3,115) (14,474)
Included in earnings:
Recovery of (provision for) credit losses (1,000) -
Impairment of (recovery of) Real Estate Owned - (1,529)
Balances, September 30, 2011 $ 99,654 $ 17,841
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A roll-forward of notes payable and related obligations from December 31, 2010 to September 30, 2011 is as
follows, in thousands:

Beginning balance - December 31, 2010 $ 16,458
Additions:
Convertible Notes Payable 40,111
Exit Fee Payable 10,448
Bank Notes 1,500
Accretion of discount 392
Reductions:
Repayment - Bank Notes (11,640)
Ending balance - September 30, 2011 $ 57,269

Interest expense for the nine months ended September 30, 2011 and 2010 was $5.7 million and $1.4 million,
respectively.

Convertible Notes Payable/Exit Fee Payable

On June 7, 2011, we entered into and closed funding of a $50.0 million senior secured convertible loan with NW
Capital. The loan matures on June 6, 2016 and bears interest at a rate of 17% per year. The lender has elected to
defer all interest due through December 7, 2011 and 5% of the interest accrued from December 8, 2011 to December
31, 2011. Thereafter, the lender, at its sole option, may make an annual election to defer a portion of interest due
representing 5% of the total accrued interest amount, with the balance (12%) payable in cash. Deferred interest shall
be capitalized and added to the outstanding loan balance on a quarterly basis. Interest is payable quarterly in arrears
beginning on January 1, 2012, and thereafter each April, July, October and January during the term of the loan.

In addition, we are required to pay an exit fee (“Exit Fee”) at maturity equal to 15% of the then outstanding
principal, unpaid accrued and deferred interest and other amounts owed under the loan agreement. The Exit Fee is
considered fully earned under the terms of the loan agreement and has been recorded as a liability with an offsetting
amount reflected as a discount to the convertible note payable. The Exit Fee and discount of $10.4 million was
estimated assuming the lender elects its annual interest deferral option over the term of the loan. This amount is
being amortized to interest expense over the term of the loan using the effective interest method. The loan is
severally, but not jointly, guaranteed by substantially all of our existing and future subsidiaries, subject to certain
exceptions and releases, and is secured by a security interest in substantially all of our assets. The loan may not be
prepaid prior to December 7, 2014 and is subject to substantial prepayment fees and premiums. At the time of
prepayment, if any, we would also be required to buy back all of the common shares then held by NW Capital or its
affiliates which were acquired from our former CEO or from any tender offer by NW Capital at a purchase price
equal to the greater of (a) NW Capital’s original purchase price and (b) the original purchase price plus 50% of the
excess book value over the original purchase price.

The proceeds from the loan may be used: for working capital and funding our other general business needs; for
certain obligations with respect to our real property owned, and, as applicable, the development, redevelopment and
construction with respect to certain of such properties; for certain obligations with respect to, and to enforce certain
rights under, the collateral for our loans; to originate and acquire mortgage loans or other investments; to pay costs
and expenses incurred in connection with the convertible loan; and such other purposes as may be approved by NW
Capital in its discretion.
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Conversion Feature

The loan is convertible into IMH Financial Corporation Series A preferred stock at any time prior to maturity at an
initial conversion rate of 104.3 shares of our Series A preferred stock per $1,000 principal amount of the loan,
subject to adjustment. The Series A preferred stock has a liquidation preference per share of the greater of () 115%
of the $9.58 per share original price, plus all accumulated, accrued and unpaid dividends (whether or not declared),
if any, to and including the date fixed for payment, without interest; and (b) the amount that a share of Series A
preferred stock would have been entitled to if it had been converted into common stock immediately prior to the
liquidation event or deemed liquidation event. Each share of Series A preferred stock is ultimately convertible into
one share of our common stock. The initial conversion price represents a 20% discount to the net book value per
share of common stock on a GAAP basis as reported in our audited financial statements as of December 31, 2010.

Dividends on the Series A preferred stock will accrue from the issue date at the rate of 17% of the issue price per
year, compounded quarterly in arrears. A portion of the dividends on the Series A preferred stock (generally 5% per
annum) is payable in additional shares of stock. Generally, no dividend may be paid on the common stock during
any fiscal year unless all accrued dividends on the Series A preferred stock have been paid in full. However, the
lender has agreed to allow the payment of dividends to common stockholders for the first eight quarters following
the loan closing in an annual amount of up to 1% of the net book value of the Company’s common stock as of the
immediately preceding December 31. All issued and outstanding shares of Series A preferred stock will
automatically convert into common stock upon closing of the sale of shares of common stock to the public at a price
equal to or greater than 2.5 times the $9.58 conversion price in a firm commitment underwritten public offering and
listing of the common stock on a national securities exchange within three years of the date of the loan resulting in at
least $250 million of gross proceeds.

Mandatory Redemption

We are obligated to redeem all outstanding shares of Series A preferred stock on the fifth anniversary of the loan
date in cash, at a price equal to 115% of the original purchase price, plus all accrued and unpaid dividends (whether
or not earned or declared), if any, to and including the date fixed for redemption, without interest.

In addition, the Series A preferred stock has certain redemption features in the event of default or the occurrence of
certain other events.

Restrictive Covenants

The loan agreement also contains certain restrictive covenants which require NW Capital’s consent as a condition to
our taking certain actions. The restrictive covenants relate to our ability to sell or encumber our assets, issue
additional indebtedness, restructure or modify our ownership structure, settle litigation over $10.5 million and other
operational matters.

Deferred Financing Costs

In connection with the NW Capital closing, we incurred approximately $8.0 million of debt issuance costs which is
included in deferred financing costs, net of accumulated amortization, on the accompanying condensed consolidated
balance sheet at September 30, 2011. These costs include legal, consulting and accounting fees, costs associated
with due-diligence analysis and the issuance of common stock to an outside consultant directly associated with
securing the $50.0 million in financing. These costs are being amortized over the term of the loan using the
effective interest method.
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Other Notes Payable Activity

Also during the nine months ended September 30, 2011, we obtained a $1.5 million note payable to a bank dated
January 13, 2011, secured by certain finished residential lots owned with a carrying value of $1.0 million and a note
receivable with a principal balance of $41.7 million. This note bears annual interest at 12% and matures January
2012. This loan was paid in full in June 2011 using proceeds from the NW Capital loan.

In addition, we repaid in full a $7.5 million note secured by one of our REO assets in July 2011 utilizing the funds
held in escrow at June 30, 2011 from the proceeds of the NW Capital loan.

NOTE 7 — SHARES, SHARE-BASED COMPENSATION AND EARNINGS PER SHARE

Shares of Common Stock, Class B Common Stock, Class C Common Stock and Class D Common Stock share
proportionately in our earnings and losses. There are no shares of the Class D common stock outstanding.

The following table summarizes outstanding common shares as of September 30, 2011:

Common Stock

Common Class B-1 Class B-2 Class B-3 Class B-4 Class C  Total Shares

Balances at December 31, 2010 - 3,811,342 3,811,342 7,721,055 627,579 838,448 16,809,766
Share Awards Granted 50,000 - - 14,114 - - 64,114
Balances at September 30, 2011 50,000 3,811,342 3,811,342 7,735,169 627,579 838,448 16,873,880

Resignation of Chief Executive Officer and Sale of Stock

In connection with the NW Capital loan, effective June 7, 2011, Shane C. Albers, our CEO and founder, resigned
from his position pursuant to the terms of a Separation Agreement and General Release (“Separation Agreement”).
William Meris, our President, has also assumed the role of CEO.

Pursuant to the terms of the Separation Agreement between Mr. Albers and us, dated as of April 20, 2011, Mr.
Albers received severance of a lump-sum cash payment of $550,000. In addition, a separate one-time payment of
$550,000 was paid for our continued use of the mortgage banker’s license, for which Mr. Albers is the responsible
person under applicable law, until the earlier of one year or such time as we have procured a successor responsible
person under the license. Mr. Albers also received $20,000 per month for full time transitional consulting services
for an initial three month term, which was terminated upon expiration of the initial term. Mr. Albers also received
reimbursement for up to $170,000, payable in equal portions for 12 months, in respect of ongoing assistant services
provided to him by our former Senior Vice-President of Loan Administration, and an additional $50,000 for
reimbursement by us of legal, accounting and other expenses incurred by Mr. Albers in connection with the
Separation Agreement. Finally, we have agreed to pay certain health and dental premiums and other benefits of Mr.
Albers for one year following his separation. All amounts paid or payable under this arrangement have been
expensed by us.

In connection with Mr. Albers’ resignation, we consented to the transfer of all of Mr. Albers’ holdings in the
Company to an affiliate of NW Capital. As a result, the affiliate acquired 1,423 shares of Class B-1 common stock,
1,423 shares of Class B-2 common stock, 2,849 shares of Class B-3 common stock and 313,789 shares of Class B-4
common stock for $8.02 per share. Pursuant to the terms of the Separation Agreement, we deemed Mr. Albers’
resignation/separation to be “without cause”, and therefore the shares of Class B-4 common stock previously owned
by Mr. Albers were no longer subject to the restrictions upon transfer applicable to Class B-4 common stock, but
remain subject to all of the restrictions applicable to Class B-3 common stock as well as the additional dividend and
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liquidation subordination applicable to Class B-4 common stock. The amount by which the NW Capital affiliate
paid in excess of the fair value of the common stock purchased resulted in our recording $1.2 million in current
compensation expense in accordance with GAAP with the offsetting amount to be reported as a reduction in the
associated debt’s interest expense over its corresponding term of five years using the effective interest method.

Share-Based Compensation

During the nine months ended September 30, 2011, our Board of Directors approved the grants of 14,114 shares of
Class B-3 common shares to an employee and 50,000 common shares to a consultant in connection with the closing
of the NW Capital loan. The weighted average fair value of the awards as of the grant dates was $3.95 per share and
was determined based upon a valuation analysis performed by an independent consultant. There were no
contingencies with respect to the issuance of these common shares. Compensation expense related to the issuance of
the common stock to the employee in the amount of $47,000 was recognized during the nine months ended
September 30, 2011, and the fair value of the common stock related to the consultant in the amount of $0.2 million
was capitalized to deferred financing costs.

On July 1, 2011, we granted 800,000 stock options to our executives, certain employees and certain consultants
under our 2010 Stock Option Plan. As of September 30, 2011, there are 400,000 shares available for future grants.
We accounted for the issuance of such options in accordance with ASC 718 - “Compensation — Stock
Compensation.”

Stock options are reported based on the fair value of a share of the common stock as determined by an independent
consultant as our stock is not traded on an open exchange. The options have a contractual term of ten years. Certain
stock option grants vest ratably on the first, second and third anniversaries of the date of grant, while other stock
options vest ratably on a monthly basis over three years from the date of grant.

The fair value of each stock option award was estimated on the date of grant using the Black-Scholes valuation
model. For employee options, we used the simplified method to estimate the period of time that options granted are
expected to be outstanding. Expected volatility is based on the historical volatility of our peer companies’ stock for
the length of time corresponding to the expected term of the option. The expected dividend yield is based on our
historical and projected dividend payments. The risk-free interest rate is based on the U.S. treasury yield curve on
the grant date for the expected term of the option. The following weighted-average assumptions were used in
calculating the fair value of stock options granted as of and for the period ended September 30, 2011, using the
Black-Scholes valuation model:

Weighted

Average
BExpected term of options (in years) 6.9
BExpected volatility factor 90%
BExpected dividend yield 2.7%
Risk-free interest rate 2.2%

A summary of stock option activity as of and for the period ended September 30, 2011, is presented below:
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NOTE 7 — SHARES AND SHARE-BASED COMPENSATION - continued

Remaining  Aggregate
Contractual Intrinsic
Exercise Price Term (*) Value
Shares Per Share (*) (in years) (in millions)

Outstanding at December 31, 2010 - $ - - $ -
Granted 800,000 $ 9.58 9.75 $ -
Bxercised - $ - - $ -
Forfeited or expired - $ - - $ -
Outstanding at September 30, 2011 800,000
BExercisable at September 30, 2011 22,000

*Weighted-average

The weighted-average grant date fair value of options granted during the period ended September 30, 2011 was
$2.51 per option for those options vesting annually and $2.47 for those options that vest monthly. Approximately
22,000 options vested and none were exercised during the nine months ended September 30, 2011. For options
granted to non-employees, the options were deemed to have a fair value price of $2.33, a term of 10 years and
volatility of 75%.

Net stock-based compensation expense relating to these options was $0.1 million for the three and nine month
periods ended September 30, 2011, respectively, and there were no awards issued during the year ended 2010. We
did not receive any cash from option exercises during the nine month periods ended September 30, 2011 or 2010.

As of September 30, 2011, there was approximately $1.9 million of unrecognized compensation cost related to non-
vested stock option compensation arrangements granted under the 2010 Stock Option Plan that is expected to be
recognized as a charge to earnings over a weighted-average period of 3.0 years.

Net Loss Per Share

Basic net loss per common share is computed by dividing net loss available to common shareholders by the
weighted average number of common shares outstanding during the period before giving effect to stock options or,
convertible securities outstanding, which are considered to be dilutive common stock equivalents. Diluted net loss
per common share is calculated based on the weighted average number of common and potentially dilutive shares
outstanding during the period after giving effect to convertible preferred stock and stock options. Due to the losses
for the nine months ended September 30, 2011 and 2010, basic and diluted loss per common share were the same, as
the effect of potentially dilutive securities would have been anti-dilutive. At September 30, 2011, the only
potentially dilutive securities, not included in the diluted loss per share calculation, consist of vested stock options
and the NW Capital convertible note payable which is convertible into shares of 5,219,207 shares of Series A
Preferred Stock (subject to increase upon NW Capital’s deferral of accrued interest), which are ultimately
convertible into the same number of shares of our common stock. There were no other potentially dilutive securities
at September 30, 2010.
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NOTE 8 - COMMITMENTS AND CONTINGENCIES
Loans-In-Process

Undisbursed loans-in-process and interest reserves generally represent the unaccompanied portion of construction
loans pending completion of additional construction, and interest reserves for all or part of the loans’ terms.

NOTE 8 - COMMITMENTS AND CONTINGENCIES - continued
Such amounts are included in mortgage loans held for sale as reflected on the accompanying consolidated balance

sheet. A roll-forward of the undisbursed loans-in-process and interest reserve balances from December 31, 2010 to
September 30, 2011 is as follows (in thousands):

Beginning balance, December 31, 2010 $ 11,468
Decrease in unfunded interest reserves (non-cash) (2,854)
Decrease in construction/operations commitments (2,067)
Increase in reserve for protective advances (1,268)
Decrease in real estate taxes (23)

Ending balance, September 30, 2011 $ 5256

Of the remaining balance of undisbursed loans-in-process and interest reserves, approximately $2.1 million is
expected to be funded in cash within the next twelve months and $3.2 million represents non-cash interest reserves.

Contractual Agreements

ITH Partners, LLC

We entered into an amended and restated consulting agreement with ITH Partners, LLC (“ITH Partners”) dated
April 20, 2011, in which we have engaged ITH Partners to provide various consulting services. Services to be
provided by ITH Partners include assisting us with strategic and business development matters, performing diligence
on, and analytical work with respect to, our loan portfolio and prospective asset purchases and sales; advising us
with respect to the work of our valuation consultants and related issues; and interfacing with various parties on our
behalf, advising us with respect to liquidity strategies including debt and equity financing alternatives; advising us
regarding the selection of an independent board of directors and committees thereof; advising us with respect to
liability insurance and directors and officers insurance; and other advice to us from time to time as requested by us.

The initial term of the consulting agreement is four years and is automatically renewable for three more years unless
terminated by the affirmative vote of 70% of the board of directors and with 60 days notice prior to renewal. The
consulting services agreement is otherwise terminable by us for cause, as defined in the agreement, with 10 business
days notice to ITH Partners. The total annual base consulting fee equals $0.8 million plus various other fees, as
described below, based on certain milestones achieved or other occurrences. During the nine months ended
September 30, 2011, we incurred $0.5 million expense under this arrangement, which is included in professional
fees in the accompanying statement of operations.

Special Payments. In accordance with our consulting agreement, ITH Partners received a one-time fee of $1.9

million in connection with the $50 million debt financing secured in the NW Capital loan closing. This amount is
included in deferred financing costs and is being amortized over the term of the loan.
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Equity Securities. In accordance with the consulting agreement, we made a one-time issuance to ITH Partners of
50,000 shares of our common stock in connection with the NW Capital loan closing. The fair value of the stock
issuance was recorded as a component of deferred financing costs and is being amortized over the term of the loan.

Stock Options. Additionally, on July 1, 2011, ITH was granted options to purchase 150,000 shares of our common
stock within 10 years of the grant date at an exercise price per share of $9.58, the conversion price of the NW
Capital convertible loan, with vesting to occur in equal monthly installments over a 36 month period beginning
August 2011. Approximately $20,000 was recorded under this provision during the nine months ended September
30, 2011 which is included in professional fees in the accompanying consolidated statement of operations.

Legacy Asset Performance Fee. ITH Partners is entitled to a legacy asset performance fee equal to 3% of the
positive difference derived by subtracting (i) 110% of our December 31, 2010 valuation mark (the “Base Mark™) of
any asset then owned by us from the (ii) the gross sales proceeds, if any, from sales of any legacy asset (on a legacy
asset by asset basis without any offset for losses realized on any individual asset sales). We recorded $41,000 of fees
under this provision during the nine months ended September 30, 2011 which is included in loss/(gain) on disposal
of assets in the accompanying statement of operations.

Strategic Advisory Fee. If during the term, we enter into purchase or sale transactions pursuant to which ITH
Partners advised us, we have agreed to pay ITH Partners a transaction fee in an amount equal to the greater of (i)
$0.5 million or (ii) 3% of the aggregate fair market value of any securities issued and/or any cash paid or received,
plus the amount of any indebtedness assumed, directly or indirectly, in connection with a definitive purchase or sale
transactions agreement. No amounts were recorded under this provision during the nine months ended September
30, 2011.

Product Origination Fee. We have agreed to pay ITH Partners a product origination fee in consideration for ITH
Partners’ origination of new products for Infinet in an amount of not less than $100,000 for each new product which
generates more than $25 million of gross invested capital. No amounts were recorded under this provision during
the nine months ended September 30, 2011.

Payments Upon Non-Renewal, Termination Without Cause or Constructive Termination Without Cause. In the
event of non-renewal of the consulting agreement or termination without cause, ITH Partners will be entitled to (i) a
lump sum payment equal to two times the average annual base consulting fees in the year of the event and the prior
two years, and (ii) accelerated vesting of all outstanding equity awards. No amounts were recorded under this
provision during the nine months ended September 30, 2011.

Juniper Capital Partners, LLC

We entered into a separate consulting agreement with Juniper Capital Partners, LLC (“Juniper Capital”), an affiliate
of NW Capital, dated June 7, 2011, pursuant to which we engaged Juniper Capital to perform a variety of consulting
services to us and Infinet. Services to be provided include assisting us with strategic and business development
matters. With respect to Infinet, Juniper Capital’s services include assisting Infinet with strategic and business
development matters, advising Infinet with respect to the formation, structuring, business planning and capitalization
of various special purpose entities, and advising Infinet with respect to leveraging our relationships to access market
opportunities, as well as strategic partnering opportunities with us. The initial term of the consulting agreement is
four years and is automatically renewable for three more years unless terminated by the affirmative vote of 70% of
the board of directors and with 90 days notice. The consulting services agreement is otherwise terminable by us for
cause, as defined in the agreement, with 60 business days notice to Juniper Capital. The annual consulting fee
expense under this agreement is $0.3 million. During the nine months ended September 30, 2011, we incurred $0.1
million under this agreement, which is included in professional fees in the accompanying statement of operations.
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New World Realty Advisors, LLC

During the nine months ended September 30, 2011, New World Realty Advisors, LLC (“NWRA”) earned $0.9
million under our consulting agreement, which is included in professional fees in the consolidated statement of
operations. Amounts paid to our prior asset management consultants during the nine months ended September 30,
2010 totaled $1.0 million, respectively, which are included in professional fees in the accompanying consolidated
statement of operations. In addition, under the terms of the consulting agreement, NWRA is entitled to a Legacy
Asset Fee equal to 10% of the positive difference derived by subtracting (i) 110% of our Base Mark of any asset
then owned by us from the (ii) the gross sales proceeds, if any, from sales of any legacy asset (on a legacy asset by
asset basis without any offset for losses realized on any individual asset sales). We recorded $0.1 million expense
under this provision during the nine months ended September 30, 2011, which is included in professional fees in the
accompanying statement of operations.

Employment Agreements

A condition to closing and funding of the NW Capital loan was that William Meris, our President and CEO, and
Steven Darak, our Chief Financial Officer, enter into employment agreements with us effective upon the funding
and closing of the NW Capital loan.

Terms of Meris Employment Agreement.

The employment contract has a three-year term and is automatically renewable for successive one-year terms unless
given 90 days notice. The annual base salary is $0.3 million for his role as our President and CEO and $0.3 million
in his role as Chief Executive Officer of Infinet plus annual cash target bonus equal to 100% of Mr. Meris’ Infinet
base salary based on the attainment of certain specified goals. Other equity and compensation benefits under Mr.
Meris’ employment agreement include (i) a grant of 150,000 options to purchase shares of our common stock within
10 years of the grant date at an exercise price per share equal to $9.58, the conversion price of the NW Capital
convertible loan, with vesting to occur in equal monthly installments over a 36 month period, and (ii) additional
potential equity awards from Infinet to be determined. Mr. Meris was granted 150,000 stock options on July 1,
2011. In connection with non-renewal of his agreement, certain terminations without cause and disability, Mr. Meris
will be entitled to (1) a lump sum payment of up to two times the sum of his covered average annual compensation
for the most recent three years (depending on the reason for non-renewal), and (2) acceleration of vesting of then-
outstanding unvested equity awards.

Terms of Darak Employment Agreement.

The employment contract has a two-year term which is automatically renewable for successive one-year terms
unless given at least 90 days notice. The annual base salary is $0.2 million in his capacity as our Chief Financial
Officer and $0.1 million as Chief Financial Officer of Infinet plus an annual cash target bonus equal to 100% of his
base salary based on the attainment of certain specified goals and objectives, of which at least $0.1 million has been
guaranteed for the year ending December 31, 2011. Other equity and compensation benefits under Mr. Darak’s
employment agreement include (i) a grant of 60,000 options to purchase shares of our common stock within 10
years of the grant date at an exercise price per share equal to $9.58, the conversion price of the NW Capital
convertible loan, with vesting to occur in equal monthly installments over a 36 month period, and (ii) additional
potential equity awards in Infinet to be determined. Mr. Darak was granted 60,000 stock options on July 1, 2011. In
connection with non-renewal of his agreement, termination without cause or disability, Mr. Darak will be entitled to
(1) a lump sum payment of up to two times the sum of his covered average annual compensation for the most recent
three years (depending on the reason for non-renewal), and (2) acceleration of vesting of then-outstanding unvested
equity awards would become fully vested.
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Legal Matters

We may be a party to litigation as the plaintiff or defendant in the ordinary course of business in connection with
loans that go into default, or for other reasons, including, without limitation, potential claims or judicial actions
relating to the Conversion Transactions. While various asserted and unasserted claims exist, resolution of these
matters cannot be predicted with certainty at this time.

As we previously reported, various disputes have arisen relating to the consent solicitation/prospectus used in
connection with seeking member approval of the Conversion Transactions. Three proposed class action lawsuits
were subsequently filed in the Delaware Court of Chancery (on May 26, 2010, June 15, 2010 and June 17, 2010)
against us and certain affiliated individuals and entities. The May 26 and June 15, 2010 lawsuits contain similar
allegations, claiming, in general, that fiduciary duties owed to Fund members and to the Fund were breached
because, among other things, the Conversion Transactions were unfair to Fund members, constituted self-dealing
and because the information provided about the Conversion Transactions and related disclosures were false and
misleading. The June 17, 2010 lawsuit focuses on whether the Conversion Transactions constitute a “roll up”
transaction under the Fund’s operating agreement, and seeks damages for breach of the operating agreement. We
and our affiliated co-defendants dispute these claims and intend to continue vigorously defending ourselves in these
actions.

As we previously reported, an action also was filed on June 14, 2010 in the Delaware Court of Chancery against us
and certain affiliated individuals and entities by Fund members Ronald Tucek and Cliff Ratliff and LGM Capital
Partners, LLC (also known as The Committee to Protect IMH Secured Loan Fund, LLC). This lawsuit claims that
certain fiduciary duties owed to Fund members and to the Fund were breached because, among other things, the
Conversion Transactions were unfair to Fund members, constituted self-dealing and because information provided
about the Conversion Transactions and related disclosures were false and misleading. Plaintiffs have sought
monetary damages and equitable relief. As previously reported, the Court denied Plaintiffs’ request to enjoin the
Conversion Transactions, have an independent advisor appointed on behalf of Fund members, remove the Manager
or obtain access to contact information for Fund members and certain broker-dealers. We and our affiliated co-
defendants dispute the claims made in this lawsuit and intend to continue vigorously defending ourselves in this
action.

As previously reported, the parties in the four above-referenced actions have agreed to consolidate the four actions
for all purposes. The Delaware Court of Chancery ordered that a consolidated complaint be filed, to be followed by
consolidated discovery, and designated the plaintiffs’ counsel from the May 26, 2010 and June 17, 2010 lawsuits as
co-lead plaintiffs’” counsel. The consolidated class action complaint was filed on December 17, 2010. After
Defendants filed a motion to dismiss that complaint, the Chancery Court ordered Plaintiffs to file an amended
complaint. On July 15, 2011, Plaintiffs filed a new verified complaint entitled “Amended and Supplemental
Consolidated Class Action Complaint” (“ACC”). On August 29, 2011, Defendants filed a Motion to Dismiss in Part
the ACC. Plaintiffs filed their brief in opposition on September 28, 2011 and Defendants filed their reply brief on
November 2, 2011. Oral argument on our motion to dismiss is scheduled to take place on February 13, 2012. The
consolidated action is in its early stages and it is not possible to estimate at this time the range of exposure, if any,
the consolidated action presents. However, we and our affiliated co-defendants dispute the claims in this lawsuit and
intend to continue vigorously defending ourselves in that litigation.

As previously reported, on December 29, 2010, an action was filed in the Superior Court of Arizona, Maricopa
County, by purported Fund members David Kurtz, David L. Kurtz, P.C., Lee Holland, William Kurtz, and Suzanne
Sullivan against us and certain affiliated individuals and entities. The plaintiffs made numerous allegations against
the defendants in that action, including allegations that fiduciary duties owed to Fund members and to the Fund were
breached because the Conversion Transactions were unfair to Fund members, constituted self-dealing, and because
information provided about the Conversion Transactions and related disclosures were false and misleading. In
addition, the plaintiffs alleged that the Fund wrongfully rejected the defendants’ books and records requests,
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defamed David Kurtz, and wrongfully brought a civil action related to the Conversion Transactions. The plaintiffs
seek the return of their original investments in the Fund, damages for defamation and invasion of privacy, punitive
damages, and their attorneys’ fees and costs. Defendants filed a motion to stay this lawsuit in favor of the
consolidated action pending in Delaware. As previously reported, the Court granted defendants’ motion to stay and
stayed this action pending the outcome of the above-referenced consolidated action pending in the Delaware Court
of Chancery. Plaintiffs’ motion for reconsideration of the Court’s denial of their motion to stay was denied by the
Court on September 19, 2011, reaffirming the stay of this case pending the outcome of the Delaware litigation. We
dispute plaintiffs’ allegations and we intend to defend ourselves vigorously against these claims if this action is
recommenced.

On September 29, 2011, an action was filed in the 268™ Judicial District Court of Fort Bend County, Texas by
Atrium Medical Centers LP, against us and affiliated named entities. The plaintiff is a tenant in one of our rental
properties and alleges loss of profit and cost of delay in performance concerning certain maintenance and repairs at
the rental property. The plaintiff is seeking damages of $13 million to $25 million. However, we do not believe that
the plaintiff’s claim against us or our affiliates has any merit and we are vigorously defending against this action.
The trial date for this action is scheduled for March 2012.

Regulatory Compliance

On June 8, 2010, we received a copy of a formal order of investigation from the SEC dated May 19, 2010
authorizing an investigation into possible violations of the federal securities laws. As previously reported, the
Company has received subpoenas requesting that we produce certain documents and information. We are
cooperating fully with the SEC investigation. The Company cannot predict the scope, timing, or outcome of the SEC
investigation at this time.

We believe that we have always been, and currently are, in compliance with all regulations that materially affect us
and our operations, and that we have acted in accordance with our operating agreement prior to its termination as a
result of the Conversion Transactions. However, there can be no guarantee that this is the case or that the above-
described or other matters will be resolved favorably, or that we or our affiliates may not incur additional significant
legal and other defense costs, damage or settlement payments, regulatory fines, or limitations or prohibitions relating
to our or our affiliates” business activities, any of which could harm our operations.

We are subject to oversight by various state and federal regulatory authorities, including, but not limited to, the
Arizona Corporation Commission, or ACC, the Arizona Department of Revenue, the Arizona Department of
Financial Institutions (Banking), the SEC and the Internal Revenue Service, or IRS. Our income tax returns have not
been examined by taxing authorities and all statutorily open years remain subject to examination.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with our Management’s Discussion and Analysis of
Financial Condition and Results of Operations and the audited financial statements and accompanying notes as of
and for the year ended December 31, 2010 included in our previously filed Annual Report on Form 10-K (“Form
10-K”), and with the unaudited condensed consolidated financial statements and accompanying notes included in
this Quarterly Report on Form 10-Q (“Form 10-Q”). Undue reliance should not be placed upon historical financial
statements since they are not indicative of expected results of operations or financial condition for any future
periods.

Forward-Looking Statements

This Form 10-Q contains forward-looking statements which relate to expectations, beliefs, projections, future plans
and strategies, anticipated events or trends and similar expressions concerning matters that are not historical facts. In
some cases, you can identify forward looking statements by terms such as “anticipate,” “believe,” “could,”
“estimate,” “expect,” “intend,” “likely,” “may,” “will,” “plan,” “potential,” “should” and “would” or the negative of

these terms or other comparable terminology.

The forward-looking statements are based on our beliefs, assumptions and expectations of our future performance.
These beliefs, assumptions and expectations can change, and actual results and events may differ materially, as a
result of many possible events or factors, not all of which are known to us or are within our control. A detailed
discussion of risks and uncertainties that could cause actual results and events to differ materially from such
forward-looking statements is included in our previously filed Annual Report on Form 10-K and in our previously
filed Form 10-Qs for the quarters ended March 31, and June 30, 2011.

o With the closing of the NW Capital $50 million convertible debt transaction in June 2011, NW Capital has
substantial approval rights over our business and, upon conversion of the loan, will control a substantial
equity interest in us, and, accordingly, will have substantial influence over us and may not necessarily act in
the best interest of all stockholders;

e The decline in economic conditions and disruptions to markets may not improve for the foreseeable future,
which could cause us to suffer continuing operating losses, adversely affect our liquidity and create other
business problems for us;

e We are subject to the risk that, despite recent actions and proposals by the U.S. government and
governments around the world, the economy and real estate and other markets will not improve, which could
continue to harm our ability to sell or dispose of the assets we own and the ability of our borrowers to pay
obligations under, or repay our commercial mortgage loans on maturity or obtain permanent take-out
financing in a timely manner, on reasonable terms, or at all, which would further impair our liquidity and
operating results;

e The suspension of certain of our activities resulting from current market conditions and our liquidity status
may persist for an extended period of time, and we may not resume historical levels of activities, or at all;

e While we have secured financing to fund working capital requirements, if our liquidity continues to dissipate
and we are unable to meet our obligations, we may be forced to sell certain of our assets for a price at or
below the current carrying value of the assets, which could result in a loss to us or we may seek other
available alternative strategies. Despite management’s efforts, there is no assurance that we will be
successful in selling real estate assets in a timely manner to sufficiently fund operations or obtaining
additional financing if needed, and if available, there are no assurances that the financing will be at
commercially acceptable terms;

e Various disputes have arisen regarding the June 18, 2010 transactions by which we became an internally
managed real estate finance company (the “Conversion Transactions”) and we are a named defendant in
three class-action proceedings and a separate suit initiated by two members of the Fund. Additionally, the
SEC has notified us that it is conducting an investigation related to us. We cannot predict when or how these
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matters will be resolved and we could be subject to significant money damages, which could harm our
business and results of operations;

e We are subject to risks generally associated with the lending to, and ownership of, real estate-related assets,
including changing economic conditions, environmental risks, unforeseen statutory and regulatory changes,
the cost of and ability to obtain insurance and risks related to developing and leasing of properties;

o Real estate assets we acquire in foreclosure or through other means are generally non-earning assets. In the
event of foreclosure of a loan, we are responsible for the payment of past due property taxes, a liability not
currently recorded, but reflected in our asset valuation, which approximates $4.6 million as of September 30,
2011. Moreover, the ultimate disposition of such assets may not occur for an extended period of time or at
prices we seek, which would further harm our liquidity;

o As a commercial real estate mortgage lender, we are subject to a variety of external forces that could harm
our operations and results, including, without limitation, fluctuations in interest rates, fluctuations in
economic conditions (which are exacerbated by our limited geographic diversity), environmental risks,
unforeseen statutory and regulatory changes, the cost of and ability to obtain insurance, risks related to
developing and leasing of properties and the effect that regulators or bankruptcy courts could have on our
operations and rights as a secured commercial real estate mortgage lender; and

e Our commercial real estate mortgage loans, which are not guaranteed by any government agency, are risky
and are not sold on any well established secondary market, and the underwriting standards that we
previously utilized may not be sufficient to protect stockholders from our borrowers’ loan defaults or to
ensure that sufficient collateral, including collateral pledged by guarantors, will exist to protect our
stockholders from any such defaults in the context of the continued market stress currently applicable in the
real estate sector.

Except to the extent required by law, we undertake no obligation to update or revise publicly any forward-looking
statements, whether as a result of new information, future events or otherwise. In light of these risks, uncertainties
and assumptions, the events described by our forward-looking statements might not occur. We qualify any and all of
our forward-looking statements by these cautionary factors. Please keep this cautionary note in mind as you read this
Form 10-Q and the documents incorporated by reference into this Form 10-Q.

Overview of the Business

We are a real estate finance company based in the southwest United States with over 13 years of experience in
various and diverse facets of the real estate lending and investment process, including origination, acquisition,
underwriting, documentation, servicing, construction, enforcement, development, marketing, and disposition. We
have historically focused on the origination of senior short-term commercial bridge loans with maturities of 12 to 36
months. However, to the extent we are able to generate excess liquidity from asset sales or from the issuance of debt
or equity capital, we expect our future focus will be in the acquisition and origination of mortgage loans, mezzanine
loans, other debt instruments and equity and preferred equity interests or investments, including high yield, short-
term, senior secured commercial real estate mortgage loans. Our target transaction size is typically the maximum
investment size of community banks, but below the minimum investment threshold of larger financial institutions.
However, our investment initiatives are dependent on our successful liquidating of assets or obtaining debt or equity
financing to generate liquidity. In June 2011, we secured $50 million in financing from the NW Capital convertible
loan closing to provide for working capital, general corporate needs and potentially investment purposes. We
believe that the funding from the NW Capital loan coupled with proceeds from the anticipated sales of existing
assets will allow us to realize our investment strategy.

Through our traditional credit analysis coupled with advanced property valuation techniques used by developers, we
have acquired or originated real estate assets as of September 30, 2011 with an original investment basis of $600.3
million and a current carrying value of $200.4 million consisting of commercial real estate mortgage loans with a
carrying value of $107.5 million and owned property with a carrying value of $92.9 million. The decline in the
carrying value of our real estate assets is reflective of the deterioration of the commercial real estate lending market
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and the sustained decline in pricing of residential and commercial real estate in the last two to three years together
with the continuing downturn in the residential and commercial real estate and capital markets and general economy.

We intend to continue the process of disposing of a significant portion of our existing loans and real estate assets, or
REO assets, individually or in bulk, and to reinvest the net proceeds from such dispositions, along with excess
proceeds available from the NW Capital loan and other financing sought, in our target assets. We intend to diversify
our assets further across asset classes, and expect the diversification of our portfolio to continue to evolve to address
market opportunities, including consideration of factors such as asset class, borrower group, geography, transaction
size and investment terms. Once real estate conditions improve, and the availability of permanent financing returns,
we believe our experience, industry knowledge and comprehensive underwriting process will allow us to implement
our investment strategy in target assets.

Formation of New Subsidiary

During the nine months ended September 30, 2011, we formed a new wholly-owned subsidiary, Infinet, to
undertake an exploratory business venture to capitalize on our extensive network of broker-dealer relationships. As
of September 30, 2011, this entity has not commenced significant operations.

Selected Financial Data

The following table presents select financial and operating data for the periods indicated. The summary financial

data was derived from our audited and unaudited financial statements and other financial records for the periods
indicated. All dollar amounts are expressed in thousands, except share and per unit data.

31



As of and for (Unaudited) (Unaudited)
the Year Ended As of and for the Three As of and for the Nine
December 31, Months Ended September 30, Months Ended September 30,
2010 2010 2011 2010 2011
Summary balance sheet items
Cash and cash equivalents $ 831 $ 4,580 $ 27,670 $ 4,580 $ 27,670
Mortgage loan principal outstanding 417,340 505,519 290,972 505,519 290,972
Valuation allowance (294,140) (349,518) (183,503) (349,518) (183,503)
Mortgage loans held for sale, net of valuation allowance 123,200 156,001 107,469 156,001 107,469
Real estate held for development, net 57,642 71,259 64,840 71,259 64,840
Real estate held for sale, net 31,830 38,047 28,133 38,047 28,133
Total assets 229,935 281,045 249,516 281,045 249,516
Notes payable 16,458 16,963 6,710 16,963 6,710
Convertible notes and exit fee payable - - 50,559 - 50,559
Total liabilities 28,572 28,090 74,042 28,090 74,042
Total stockholders' equity $ 201,363 $ 252,955 $ 175,474 $ 252,955 $ 175,474
Summary income statement
Mortgage loan income $ 1,454 $ 156 $ 322 $ 1,112 $ 988
Total revenue 3,756 840 948 2,782 2,852
Operating expenses 24,415 12,292 9,906 20,745 25,563
Provision for (recovery of) credit losses 47,454 6,830 4,000 34,380 1,000
Impairment of real estate owned 46,856 2,236 - 13,221 1,529
Total costs and expenses 120,796 21,358 13,906 68,346 28,092
Net loss $ (117,040) $ (20,518) $ (12,958) $ (65,564) $ (25,240)
Earnings/Distributions per share data
Net loss per share $ (7.05) $ (1.22) $ (0.77) $ (4.01) $ (1.50)
Loan related items
Note balances originated $ 3,537 $ 3,314 $ 4,500 $ 3,314 $ 7,953
Number of notes originated 4 3 1 3 3
Average note balance originated $ 1 $ 1,105 $ 4,500 $ 1,105 $ 2,651
Number of loans outstanding 38 43 29 43 29
Average loan carrying value $ 3,242 $ 3,628 $ 3,706 $ 3,628 $ 3,706
% of portfolio principal — fixed interest rate 54.0% 55.5% 53.1% 55.5% 53.1%
% of portfolio principal — variable interest rate 46.0% 44.5% 46.9% 44.5% 46.9%
Weighted average interest rate — all loans 11.16% 11.3% 10.8% 11.3% 10.8%
Principal balance % by state:
Arizona 67.7% 62.8% 78.0% 62.8% 78.0%
California 22.4% 26.0% 13.0% 26.0% 13.0%
Texas 0.0% 0.0% 0.0% 0.0% 0.0%
Idaho 1.3% 42% 1.6% 4.2% 1.6%
Other 8.6% 7.0% 7.4% 7.0% 7.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0%
Credit Quality
Extension fees included in mortgage loan principal $ 16,930 $ 17,096 $ 14,797 $ 17,096 $ 13,068
Interest payments over 30 days delinquent 4,999 6,767 4,460 6,767 4,460
Principal balance of loans past scheduled maturity 280,322 31 151,837 31 151,837
Carrying Value of loans in non accrual status 113,493 347,233 103,668 347,233 103,668
Valuation allowance (294,140) (334,881) (183,503) (334,881) (183,503)
Valuation allowance as % of loan principal outstanding 70.5% 68.2% 63.1% 68.2% 63.1%
Net Charge-offs $ 83,742 $ 21,467 $ 42,445 $ 29,927 $ 111,637
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(in thousands) Years ended December 31, September 30,

2009 2010 2011
Average Balance Sheets*

Cash and cash equivalents $ 7,719 $ 2,753 $ 15,466
Mortgage loan principal outstanding 584,552 497,869 348,017
Valuation allowance (306,712) (326,187) (232,470)
Mortgage loans, net 277,840 171,682 115,547
Real estate owned, net 79,292 105,754 93,052
Other assets 18,884 17,406 18,891

Total assets $ 383,735 $ 297,596 $ 242,956
Total liabilities 9,517 23,861 52,551
Total stockholders' equity 374,218 273,735 190,405

Total liabilities and owners' equity $ 383,735 $ 297,596 $ 242,956

* The average balance sheets were computed using the quarterly average balances during each period presented.

Nine Months Enck

(in thousands) Years ended December 31, September 30,
2009 2010 2011

Analysis of Mortgage Loan Income by Loan Classification

Pre-entitled Land:

Held for Investment $ 60 $ - $ -
Processing Entitlements 6,977 86 244
Entitled Land:
Held for Investment 2,385 173 98
Infrastructure under Construction 2,163 326 35
Improved and Held for vertical Construction 1,384 - -
Construction and Existing Structures:
New Structure - Construction in process 1,058 501 157
Existing Structure Held for Investment 1,201 38 293
Existing Structure- Improvements 6,111 330 161
Total Mortgage Loan Income $ 21,339 $ 1,454 $ 988
December 31, September 30,
2009 2010 2011

Mortgage Loan Principal Balances by Loan Classification
Pre-entitled Land:

Held for Investment $ 13,834 $ 6,100 $ 6,100
Processing Entitlements 185,608 139,452 76,898
Entitled Land:
Held for Investment 101,942 73,462 21,182
Infrastructure under Construction 69,839 55,532 56,584
Improved and Held for vertical Construction 47,227 26,096 26,160
Construction and Existing Structures:
New Structure - Construction in process 46,325 46,808 45,372
Existing Structure Held for Investment 23,640 12,775 3,882
Existing Structure- Improvements 56,033 57,115 54,794
Total Mortgage Loan Balances $ 544,448 $ 417,340 $ 290,972
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December 31, September 30,
(in thousands) 2009 2010 2011

Average Mortgage Loan Principal Balances by Loan Classification***
Pre-entitled Land:

Held for Investment $ 12,478 $ 12,773 $ 6,100
Processing Entitlements 193,261 175,364 109,812
Entitled Land:
Held for Investment 116,521 86,465 40,796
Infrastructure under Construction 66,399 64,437 55,908
Improved and Held for vertical Construction 47,909 40,336 26,124
Construction and Existing Structures:
New Structure - Construction in process 40,329 46,496 45,881
Existing Structure Held for Investment 26,394 14,613 7,851
Existing Structure- Improvements 81,260 57,384 55,544
Total Average Mortgage Loan Balances $ 584,551 $ 497,868 $ 348,016

*** Amounts were computed using the quarterly average balances for each of the periods presented

December 31, September 30,
2009 2010 2011
Average Interest Rate by Loan Classification****
Pre-entitled Land:
Held for Investment 12.2% 14.3% 6.8%
Processing Entitlements 11.5% 10.9% 10.1%
Entitled Land:
Held for Investment 12.5% 12.6% 11.7%
Infrastructure under Construction 11.6% 11.2% 10.8%
Improved and Held for vertical Construction 12.1% 13.0% 12.4%
Construction and Existing Structures:
New Structure - Construction in process 12.7% 12.5% 10.0%
Existing Structure Held for Investment 12.6% 14.5% 12.0%
Existing Structure- Improvements 12.4% 13.7% 13.1%
Total Owerall Awerage Interest Rate 12.2% 13.0% 10.9%

****Average Interest Rate by Loan Classification were computed by taking an average balance over the trailing 5 quai

Average Yield***** 2009 2010 2011
Pre-entitled Land:
Held for Investment 0.5% 0.0% 0.0%
Processing Entitlements 3.6% 0.0% 0.2%
Entitled Land:
Held for Investment 1.9% 0.2% 0.2%
Infrastructure under Construction 3.6% 0.5% 0.1%
Improved and Held for vertical Construction 2.9% 0.0% 0.0%
Construction and Existing Structures:
New Structure - Construction in process 2.7% 1.1% 0.3%
Existing Structure Held for Investment 4.6% 0.3% 3.7%
Existing Structure- Improvements 8.9% 0.6% 0.3%
Owerall Awerage Yield 3.7% 0.3% 0.6%

***x* Average Yield is computed using Mortgage Loan Income by Loan Classification as a percent of Average Mortgag
Balances by Loan Classification
Note: Overall Average Yields have decreased due to loans being placed in non-accrual status

Return on Equity and Assets Ratio 2009 2010 2011
Return on assets (19.4%) (39.3%) (10.4%)
Return on equity (19.9%) (42.8%) (13.3%)
Dividend payout ratio N/A 0.0% N/A
Equity to assets ratio 97.5% 92.0% 78.4%
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(in Thousands)

Allocation of Valuation Allowance by Loan Classification
Pre-entitled Land:
Held for Investment
Processing Entitlements
Entitled Land:
Held for Investment
Infrastructure Under Construction
Improved and Held for Vertical Construction
Construction & Existing Structures:
New Structure - Construction In-Process
Existing Structure Held for Investment
Existing Structure - Improvements
Allowance for Loan Loss/ Valuation Allowance

Rollforward of Valuation Allowance by Loan Classifications

Balance at the beginning of period

Additions to Valuation Allowance
Pre-entitled Land:
Held for Investment
Processing Entitlements
Entitled Land:
Held for Investment
Infrastructure Under Construction
Improved and Held for Vertical Construction
Construction & Existing Structures:
New Structure - Construction In-Process
Existing Structure Held for Investment
Existing Structure - Improvements
Total provision for credit losses

Charge-Offs:
Pre-entitled Land:
Held for Investment
Processing Entitlements
Entitled Land:
Held for Investment
Infrastructure Under Construction
Improved and Held for Vertical Construction
Construction & Existing Structures:
New Structure - Construction In-Process
Existing Structure Held for Investment
Existing Structure - Improvements
Total Charge-Offs
Recoveries
Total Recoveries

Net Charge-Offs

Net Change in Valuation Allowance
Other changes to Valuation Allowance
Balance at end of period

Ratio of net charge-offs during the period to average
loans outstanding during the period

December 31, September 30,
2007 2008 2009 2010 2011
$ - $ (3242) $ (9623) $ (4695 $ (4,698)
(1,900) (122,266) (134,742) (123,090) (58,428)
- (79,279) (80,750) (67,038) (18,981)
- (24,863) (39,441) (43,920) (44,550)
- (38,522) (28,696) (20,547) (21,150)
- (28,547) (30,106) (30,293) (34,639)
- (2,954) (7,070) (4,557) (252)
- (637) - - (805)
$ (1,900) $(300,310) $ (330,428) $  (294,140) $  (183,503)
$ - $ (1,900) $ (300,310) $ (330,428) $  (294,140)
$ - $ (3242) $ (6381) $ (2,096) $ -
(1,900) (120,366) (24,851) (24,647) -
- (79,279) (9,851) (7,279) -
- (24,863) (11,990) (3,185) -
- (38,522) 801 (629) -
- (26,137) (3,218) (7,736) -
- (2,954) (4,116) (1,831) -
- (637) (19,693) (51) -
$ (1,900) $(296,000) $ (79,299) $ (47,454) % -
$ - $ - $ - $ 7,024 % 3)
- - 12,375 36,300 67,663
- - 8,380 20,992 48,057
- - (2,588) (1,295) (630)
- - 9,025 8,778 (603)
- - 1,659 7,548 (4,347)
- - - 4,344 4,305
- - 20,330 51 (805)
$ - $ - $ 49181 $ 83,742 3% 113,637
- - - - (3,000)
$ - $ - 49,181  $ 83,742 % 110,637
$ (1,900) $ (296,000) (30,118) $ 36,288 % 110,637
- (2,410) - - -
$ (1,900) $(300,310) $ (330,428) $  (294,140) $  (183,503)
0.0% 0.0% 8.4% 16.8% 32.1%
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December 31, September 30,

(in Thousands) 2007 2008 2009 2010 2011

Scheduled Maturities - One year or less
Pre-entitled Land:

Held for Investment $ - $ 7178 $ 13834 % 6,100 $ 6,100
Processing Entitlements 203,166 195,168 185,609 139,451 72,398
Entitled Land:
Held for Investment 135,060 89,786 101,942 73,462 21,182
Infrastructure under Construction 60,037 57,908 27,953 55,532 56,584
Improved and Held for vertical Construction 14,800 13,904 47,227 26,096 26,160
Construction and Existing Structures:
New Structure - Construction in process 70,864 43,814 12,653 5,330 45,371
Existing Structure Held for Investment 26,870 37,482 23,641 10,391 3,250
Existing Structure- Improvements - 97,777 - 3,932 54,794
Total Scheduled Maturities - One year or less $510,797  $543,017 $412859 $ 320294 $ 285,839

Scheduled Maturities - One to five years
Pre-entitled Land:
Held for Investment $ - $ - -
Processing Entitlements - 5,735 - - 4,500
Entitled Land:
Held for Investment - 24,520 - 1 -
Infrastructure under Construction - - 41,886 - -
Improved and Held for vertical Construction - 40,582 - - -
Construction and Existing Structures:
New Structure - Construction in process - - 33,670 41,478 -
Existing Structure Held for Investment - - - 2,384 633
Existing Structure- Improvements - - 56,033 53,183 -

Total Scheduled Maturities - One to five years - 70,837 131,589 97,046 5,133

Total Loan Principal $510,797  $613,854 $544448 $ 417340 $ 290,972

Scheduled Maturities - One to Five Years by Interest Type December 31, September 30,

Fixed Interest Rates 2007 2008 2009 2010 2011

Pre-entitled Land:
Held for Investment $ - $ - -
Processing Entitlements - 1,929 - - 4,500
Entitled Land:
Held for Investment - 3,500
Infrastructure under Construction - -
Improved and Held for vertical Construction - 10,461
Construction and Existing Structures:
New Structure - Construction in process - - 32,054 41,478 -
Existing Structure Held for Investment - - - 2,000 633
Existing Structure- Improvements - 56,033 53,183

41,884 - -

Total Scheduled Maturities - Fixed interest rate - 15,890 129,971 96,661 5,133

Variable Interest Rates
Pre-entitled Land:
Held for Investment - -
Processing Entitlements - 3,807 - - -

Entitled Land: - -
Held for Investment - 21,020 - - -
Infrastructure under Construction - - - - -
Improved and Held for vertical Construction - 30,120 - - -

Construction and Existing Structures: - -
New Structure - Construction in process - - 1,618 - -
Existing Structure Held for Investment - - - 384 -
Existing Structure- Improvements - - - - -

Total Scheduled Maturities - Variable interest rate - 54,947 1,618 384 -
Total Loan Principal due One to Five Years $ - $ 70,837 $131589 $ 97,045 % 5,133
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December 31, September 30,

2007 2008 2009 2010 2011
Performing Loans
Pre-entitled Land:
Held for Investment $ - $ - $ - $ - $ -
Processing Entitlements 119,175 146,460 - - 4,500
Entitled Land:
Held for Investment 135,060 37,146 - 1,201 -
Infrastructure under Construction 44,557 40,653 7,645 - -
Improved and Held for vertical Construction 14,800 35,102 - - -
Construction and Existing Structures:
New Structure - Construction in process 45,087 6,694 4,805 2,395 719
Existing Structure Held for Investment 18,620 23,393 - 2,384 3,662
Existing Structure- Improvements - 97,777 - 3,932 -
Total Performing Loans $ 37729 $ 387225 % 12450 $ 9912 $ 8,881
Loans in Default - Non-Accrual
Pre-entitled Land:
Held for Investment $ - $ - $ 13,834 $ 6,100 $ 6,100
Processing Entitlements 64,743 46,636 185,608 139,451 72,398
Entitled Land:
Held for Investment - 3,300 101,942 72,261 21,182
Infrastructure under Construction - 17,255 62,194 55,532 56,584
Improved and Held for vertical Construction - 14,632 40,051 26,096 26,158
Construction and Existing Structures:
New Structure - Construction in process 2,253 13,800 39,102 44,414 44,653
Existing Structure Held for Investment 8,250 - 23,640 10,391 222
Existing Structure- Improvements - - 56,033 53,183 54,794
Total Loans in Default - Non-Accrual $ 75,246 $ 95623 $ 522404 $ 407,428  $ 282,091
Loans in Default - Other
Pre-entitled Land:
Held for Investment $ N $ 7178  $ - $ - $ N
Processing Entitlements 19,247 7,806 - - -
Entitled Land:
Held for Investment - 73,861 - - -
Infrastructure under Construction 15,480 - - - -
Improved and Held for vertical Construction - 4,752 7,176 - -
Construction and Existing Structures:
New Structure - Construction in process 23,525 23,320 2,418 - -
Existing Structure Held for Investment - 14,089 - - -
Existing Structure- Improvements - - - - -
Total Loans in Default - Other 58,252 131,006 9,594 - -
Total Loans in Default $ 133498 $ 226629 $ 531,998 $ 407,428  $ 282,091
rr
Total Loan Principal $ 510797 $ 613854 $ 544448 $ 417340 $ 290,972
Loans in Default by Basis for Default
Loans past maturity date, or other
Pre-entitled Land:
Held for Investment $ - $ 7178  $ 13834 % 6,100 $ 6,100
Processing Entitlements 83,990 52,791 181,801 139,451 72,398
Entitled Land:
Held for Investment - 73,714 80,922 72,261 21,182
Infrastructure under Construction 15,480 17,255 20,308 24,762 56,584
Improved and Held for vertical Construction - 8,923 17,106 26,096 26,158
Construction and Existing Structures:
New Structure - Construction in process 25,778 36,246 9,522 1,261 44,653
Existing Structure Held for Investment 8,250 14,089 23,641 10,391 222
Existing Structure- Improvements - - - - 54,794
Total past maturity date $ 133,498 $ 210,196 $ 347,134 $ 280,322 $ 282,091
Loans past due on interest
Pre-entitled Land:
Held for Investment $ - $ - $ - $ - $ -
Processing Entitlements - 1,650 3,807 - -
Entitled Land:
Held for Investment - 3,447 21,020 - -
Infrastructure under Construction - - 41,886 30,770 -
Improved and Held for vertical Construction - 10,461 30,120 - -
Construction and Existing Structures:
New Structure - Construction in process - 875 31,998 43,153 -
Existing Structure Held for Investment - - - - -
Existing Structure- Improvements - - 56,033 53,183 -
Total past due on interest - 16,433 184,864 127,106 -
Total loans in default by basis of default $ 133498 $ 226629 $ 531,998 $ 407,428  $ 282,091
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Nine Months September 30,

Nine Months September 30,

Pre-entitled Land:
Held for Investment $
Processing Entitlements

Entitled Land:
Held for Investment
Infrastructure under Construction
Improved and Held for vertical Construction

Construction and Existing Structures:
New Structure - Construction in process
Existing Structure Held for Investment
Existing Structure- Improvements

2010 Compared to 2009 2011 Compared to 2010
Increase (Decrease) due to Increase (Decrease) due to
Volume Rate Net Volume Rate Net
376 $ (436) $ (60) $ (578) $ 578 3 -
(910) (5,966) $ (6,876) (5,594) 5768 $ 174
(3,339) 1,006 $ (2,333) (6,364) 6435 $ 71
363 (1,956) $ (1,593) (1,406) 1126 $ (280)
(559) (615) $ (1,174) (2,133) 2133 % -
622 (841) $ (219) 299 (654) $ (355)
(1,604) 585 $ (1,019) (1,454) 1,747  $ 293
(4,466) (1,404 $ (5,870) (49) 22 $ (27)
(9517) $ (9627) $ (19,244) $ (17279 $ 17155 % (124)

Total change in mortgage loan income $

Changes in mortgage loan interest income are attributed to either a change in average balance (volume change) or
changes in average rate (rate change) for mortgage loans on which interest is earned. Volume change is calculated as
change in volume times the previous rate, while rate change is change in average rates times the previous volume.
The rate/volume change, change in rate times change in volume, is allocated between volume and rate change at the

ratio each bears to the absolute value of their total.
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Results of Operations for the Three and Nine Months Ended September 30, 2010 and 2011

(dollars in thousands)

Three Months Ended September 30, Nine Months Ended September 30,
Revenues 2010 2011  $Change % Change 2010 2011 $ Change % Change
Mortgage Loan Income $ 156 $ 322 $ 166 106.4% $1,112 $ 988 $ (124) (11.2%)
Rental Income 410 442 32 7.8% 1,243 1,381 138 11.1%
Investment and Other Income 274 184 (90) (32.8%) 427 483 56 13.1%
Total Revenue $ 840 $ 948 $ 108 12.9% $ 2,782 $ 2,852 $ 70 2.5%

Mortgage Loan Income.

During the nine months ended September 30, 2011 and 2010, income from mortgage loans was $1.0 million and
$1.1 million, respectively, a decrease of $0.1 million, or 11.2%. During the three months ended September 30, 2011
and 2010, income from mortgage loans was $0.3 million and $0.2 million, respectively, an increase of $0.1 million,
or 106.4%. The year-over-year decrease in mortgage loan income for the nine month period is attributable to the
decrease in the income-earning portion of our loan portfolio. While the total loan portfolio was $490.9 million at
September 30, 2010, as compared to $291.0 million at September 30, 2011, the income-earning asset balance
decreased from $10.3 million to $8.9 million for the same periods, respectively. Additionally, the average portfolio
interest rate (including performing and non-performing loans) was 11.27% per annum at September 30, 2010, as
compared to 10.8% per annum at September 30, 2011. As of September 30, 2011, all 23 portfolio loans in default
were in non-accrual status, as compared to 36 out of 43 loans at September 30, 2010. As such, in the absence of
acquiring or originating new loans, we anticipate a further decrease in mortgage income and for mortgage income to
remain at minimal levels in future periods until such time that we are able to re-commence lending activities. The
increase in the year over year three month period is attributed to an increase in interest and an exit fee on a loan.

During the nine months ended September 30, 2011, in connection with the sale of certain loans and REO assets, we
financed three new loans with an aggregate principal balance of $8.0 million and a weighted average interest rate of
10.9%.

Rental Income.

During the nine months ended September 30, 2011, we recognized rental income of $1.4 million and $1.2 million in
the corresponding period in 2010, an increase of $0.1 million or 11.1%. During the three months ended September
30, 2011 and 2010, rental income was relatively flat at $0.4 million. Rental income resulted from an operating
medical office building that we own. The increase in rental income is due to late fees and new tenant rents as well
as increases in parking and utilities for our rental property tenants.

Investment and Other Income.

During the nine months ended September 30, 2011, investment income was $0.5 million, an increase of $0.1 million
from $0.4 million for the nine months ended September 30, 2010 or 13.1%. During the three months ended
September 30, 2011 and 2010, investment income was $0.2 million and $0.3 million, respectively, a decrease of
$0.1 million or 32.8%. The year over year net increase in investment and other income is primarily attributable to
interest earned on a certain note receivable from a tenant for tenant improvements made on one of our operating
properties. The decrease in the year over year three month period is attributed to a decrease in interest income
related to a paydown in the principal balance on the tenant improvement note as well as reductions in origination
fees and sublease income for 2011.
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Expenses (dollars in thousands)

Three Months Ended September 30, Nine Months Ended September 30,
BExpenses: 2010 2011 $ Change % Change 2010 2011 $ Change % Change
Property Taxes for REO $ 849 $ 749 $ (100) (11.8%) $ 2,209 $ 2323 $ 114 5.2%
Other Operating BExpenses for REO 674 1,032 358 53.1% 1,863 2,693 830 44.6%
Professional Fees 1,832 1,990 158 8.6% 4,587 4,652 65 1.4%
Default and Related Expenses 174 345 171 98.3% 533 863 330 61.9%
General and Administrative Expenses 1,559 1,846 287 18.4% 1,876 7,681 5,805 309.4%
Organizational Costs - - - N/A - 300 300 (100.0%)
Offering Costs 6,150 - (6,150) (100.0%) 6,150 209 (5,941) (96.6%)
Interest Expense 562 3,436 2,874 511.4% 1,403 5,704 4,301 306.6%
Depreciation and Amortization Expense 380 450 70 18.4% 1,012 1,359 347 34.3%
Loss (Gain) on Disposal of Assets 112 58 (54) (48.2%) 1,112 (221) (1,333) (119.9%)
Provision for Credit Losses 6,830 4,000 (2,830) (41.4%) 34,380 1,000 (33,380) (97.1%)
Impairment / (Recovery) of REO 2,236 - (2,236) (100.0%) 13,221 1,529 (11,692) (88.4%)
Total Costs and Expenses $ 21,358 $ 13906 $ (7.452) (34.9%) $ 68,346 $ 28,092 $ (40,254) (58.9%)

Property Taxes for REO.

During the nine months ended September 30, 2011 and 2010, property tax expense was $2.3 million and $2.2
million, respectively, an increase of $0.1 million or 5.2%. During the three months ended September 30, 2011 and
2010, property taxes were $0.7 million and $0.8 million, respectively, a decrease of $0.1 million or 11.8%. The year
over year increase for the nine month period increase in property taxes is attributable to the increasing number of
properties acquired through foreclosure. We expect such costs and expenses to increase as we continue to exercise
remedies on loans in default and to decrease as we dispose of real estate owned. The year over year decrease for the
three month period is attributed to a property tax penalty that was paid in 2010 for one of our REO properties
acquired in 2009.

Other Operating Expenses for REO.

During the nine months ended September 30, 2011 and 2010, other operating expenses for REO assets were $2.7
million and $1.9 million, respectively, an increase of $0.8 million or 44.6%. During the three months ended
September 30, 2011 and 2010, operating expenses for REO assets were $1.0 million and $0.7 million, respectively,
an increase of $0.3 million or 53.1%. The increase in other operating expenses for REO assets for the nine and three
month periods is attributable to the increasing number of REO assets acquired through foreclosures, 39 and 34
properties at September 30, 2011 and 2010, respectively. Such expenses include home owner association dues,
utilities, repairs and maintenance attributable to such properties. We expect such costs and expenses to increase as
we continue to exercise remedies on loans in default and to decrease as we dispose of real estate owned.

Professional Fees.

During the nine months ended September 30, 2011 and 2010, professional fees were $4.7 million and $4.6 million,
respectively, an increase of $0.1 million or 1.4%. During the three months ended September 30, 2011 and 2010,
professional fees $2.0 million and $1.8 million, respectively, an increase of $0.2 million or 8.6%. The increase in
these costs for the nine and three month periods is primarily attributed to the increases in consulting and accounting
fees which are offset by legal fees. The legal fees reduction is attributed to the employment of one of our legal
consultants.

Default and Related Expenses.

During the nine months ended September 30, 2011 and 2010, default and related expenses were $0.9 million and
$0.5 million, respectively, an increase of $0.3 million or 61.9%. During the three months ended September 30, 2011
and 2010, default and related expenses were $0.4 million and $0.2 million, respectively, an increase of $0.2 million
or 98.3%. Default and related expenses increased for the nine and three month periods due to the increased number
of defaults and foreclosures experienced by us in 2011 as compared to 2010 and our enforcement against related
guarantors.
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General and Administrative Expenses.

During the nine months ended September 30, 2011 and 2010, general and administrative expenses totaled $7.7
million and $1.9 million, respectively, an increase of $5.8 million. During the three months ended September 30,
2011 and 2010, general and administrative expenses totaled $1.9 million and $1.6 million, respectively, an increase
of $0.3 million or 18.4%. Following the acquisition of the Manager effective June 18, 2010, we became responsible
for various general and administrative expenses previously incurred by the Manager, including, but not limited to
rents, salaries, and other operational costs. The expenses for 2011 reflect a full nine months of expenses while the
2010 expenses only reflect the period between June 18, 2010 and September 30, 2010. In addition, a portion of the
increase in general and administrative costs during the nine months ended September 30, 2011 is attributed to non-
recurring expenses recorded in connection with the separation of our former CEO, including payments made or
payable by us totaling $1.2 million under the terms of his separation agreement, as well as a charge of $1.2 million
for the excess of the amount paid by an affiliate of NW Capital for the purchase of the common shares owned by the
former CEO over the deemed fair value of the stock as determined by an independent valuation firm which is
recorded as compensation expense.

Also, general and administrative expense the period ended September 30, 2011 includes compensation expense of
approximately $47,000 recorded for the issuance of common stock to an employee and $0.1 million relating to the
settlement of certain litigation. Finally, we also incurred $0.8 million in operating costs relating to Infinet which is
expected to be $0.3 million per month.

Organizational Costs.

During the nine months ended September 30, 2011, we incurred organizational costs of $0.3 million relating to the
start up of Infinet, an exploratory business venture and our wholly-owned subsidiary. No such costs were incurred
during the nine and three months ended September 30, 2010 or the three months ended September 30, 2011.

Offering Costs.

During the nine months ended September 30, 2011 and 2010, we wrote-off offering costs incurred totaling $0.2
million and $6.2 million, respectively, relating to our potential initial public offering. Because the consummation of
any prospective initial public offering is not probable in the near term, we have expensed all such costs until we
have a definitive timeline established for any prospective initial public offering. Prior to the three months ended
September 30, 2010 such costs had been capitalized as prepaid offering costs until they were written off during the
quarter ended September 30, 2010.

Interest Expense.

Interest expense includes interest incurred in connection with the NW Capital loan, loan participations issued to
third parties, borrowings from the Manager and borrowings from various banks. During the nine months ended
September 30, 2011, interest expense was $5.7 million as compared to $1.4 million for the nine months ended
September 30, 2010, an increase of $4.3 million. During the three months ended September 30, 2011, interest
expense was $3.4 million as compared to $0.6 million for the three months ended September 30, 2010, an increase
of $2.9 million. The increase in interest expense for the three and nine months ended September 30, 2011 is
attributed to interest incurred on the $50.0 million NW Capital loan as well as the amortization of the related
deferred financing costs.

Depreciation and Amortization Expense.

During the nine months ended September 30, 2011 and 2010, depreciation and amortization expenses were $1.4
million and $1.0 million, respectively, an increase of $0.3 million or 34.3%. During the three months ended
September 30, 2011 and 2010, depreciation and amortization expenses were $0.5 million and $0.4 million,
respectively, an increase of $0.1 million or 18.4%. The nine and three month period increases are attributed to
depreciation taken on fixed assets acquired in connection with the acquisition of the Manager which is included for
the full year of 2011.
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Loss (Gain) on Disposal of Assets.

During the nine months ended September 30, 2011, we recognized a net gain of approximately $0.2 million, while
during this same period in 2010, we recognized a loss of $1.1 million from the sale of loan and REO assets. During
the three months ended September 30, 2011 and 2010, we recognized a net loss in each period of approximately
$0.1 million from the sale of loan and REO assets.

Provisions for (Recovery of) Credit Losses.

Asset values have generally continued to remain depressed in many areas where we have a security interest in
collateral securing our loans as of September 30, 2011. Based on the valuation analysis performed on our loan
portfolio during the nine months ended September 30, 2011 and 2010, we recorded provisions for credit losses, net
of recoveries, of $1.0 million and $34.4 million, respectively. We recorded a provision for credit losses of $4.0
million and $6.8 million for the three month periods ended September 30, 2011 and 2010.

Impairment of REO.

Asset values have continued to remain depressed in many areas where we hold real estate as of September 30, 2011.
For real estate owned assets, we performed an analysis to determine the extent of the impairment in the valuation for
such assets. Based on our analysis, during the nine months ended September 30, 2011 and 2010, we recorded
impairment charges in the amount of $1.5 million and $13.2 million, respectively. For the three month period ended
September 30, 2010, we recorded impairment charges of $2.2 million, and none for the three months ended
September 30, 2011.

Changes in the Loan Portfolio Profile
Average Loan Size

Except for the origination of three loans totaling $8.0 million relating to the partial financing of the sale of a loan
and two REO residential assets, no new loans were originated during the nine months ended September 30,
2011. At December 31, 2010, the average principal balance for our loans was $11.0 million, as compared to $10.0
million at September 30, 2011. The decrease in average note balance is a result of the foreclosure of certain loans
during the nine months ended September 30, 2011.

Geographic Diversification

Our mortgage loans consist of loans where the primary collateral is located in Arizona, California, ldaho, New
Mexico and Utah. We have stopped funding new loans and, as a result of this and other factors, our ability to
geographically diversify our loan portfolio is significantly impaired. The change in the geographic diversification of
our loans is primarily attributed to the foreclosure and transfer of such loans to REO assets. There has been no other
material change in our geographical diversification or concentrations since December 31, 2010.

In connection with our on-going business strategy, we expect to continue to focus investing primarily in the United
States southwest, but we have made loans outside of the southwest in the past and may further diversify
geographically if attractive opportunities arise.

Interest Rate Information

We invest in both fixed and variable interest rate loans. As of September 30, 2011, we held 29 loans, 10 of which
were variable rate loans and 19 of which were fixed rate loans. Twenty-three of these loans are non-performing
loans for financial reporting purposes (although not all such loans are necessarily in technical default under the loan
terms), for which we are actively pursuing enforcement on the loans as well as judgments against personal
guarantors of such loans, when applicable.
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o Fixed Interest Rate: At September 30, 2011, 53.1% of our portfolio consisted of fixed rate loans (by
principal balance), as compared with 54.0% at December 31, 2010. The average interest rate on fixed rate
loans as of September 30, 2011 and December 31, 2010 was 8.53% and 9.51%, respectively.

e Variable Interest Rate: All variable interest rate loans are indexed to the Prime rate with interest rate
floors. At December 31, 2010 and September 30, 2011, the Prime rate was 3.25% per annum, respectively.
As of December 31, 2010 and September 30, 2011, the weighted average contractual interest rates on our
variable rate loans (including loans in non-accrual status) was Prime plus 9.85% and Prime plus 10.13%,
respectively. At September 30, 2011, 46.9% of our portfolio consisted of variable rate loans, as compared
to 46.0% at December 31, 2010. The weighted average interest rate on variable rate loans was 13.38% per
annum and 13.10% per annum at September 30, 2011 and December 31, 2010, respectively.

Changes in the number and mix of fixed and variable rate loans in the portfolio and the weighted average interest
rates for each category is primarily attributed to foreclosures of such loans during the nine months ended September
30, 2011.

While a substantial portion of our loans are in default or in non-accrual status, a summary of outstanding principal
balances on our portfolio loans (including non-accrual loans), net of the valuation allowance, as of December 31,
2010 and September 30, 2011, respectively, provided by the contractual loan terms for fixed and variable interest
rates is as follows (in thousands except percentages and unit data):

December 31, 2010 September 30, 2011
Fixed Variable Total Fixed Variable Total
Rate Rate Loan Rate Rate Loan
Loans Loans Portfolio Loans Loans Portfolio
Total Principal Outstanding $ 225,204 $ 192136 $ 417,340 $ 154,387 $ 136585 $ 290,972
Less Valuation Allowance (294,140) (183,503)
Net Principal Outstanding $ 123,200 $ 107,469
% Total Principal 54.0% 46.0% 100.0% 53.1% 46.9% 100.0%
Weighted Average Rate 9.51% 13.10% 11.16% 8.53% 13.38% 10.81%
Number of Loans 21 17 38 19 10 29
Average Principal Balance $ 10,724 $ 11,302 $ 10,983 $ 8,126 $ 13,659 $ 10,034

As of September 30, 2011, the valuation allowance totaled $183.5 million representing 63.1% of the total loan
principal balances. As of December 31, 2010, the valuation allowance totaled $294.1 million, representing 70.5% of
the total loan portfolio principal balances.

Concentration by Category based on Collateral’s Development Status

With our suspension of the funding of new loans, the concentration of our current portfolio loans by development
status and expected end-use of the underlying collateral has not changed materially, and is not expect to change
materially, from December 31, 2010 to September 30, 2011 or in future periods until we begin making new
mortgage and other real estate investments. Changes in classifications are primarily a result of foreclosures of
certain loans, unless loans are modified and additional loan amounts advanced to allow a borrower’s project to
progress to the next phase of the project’s development.

We intend to continue the process of disposing of a significant portion of our existing assets, individually or in bulk,
and to utilize the proceeds for operating purposes or, to the extent excess funds are available, to reinvest the
proceeds from such dispositions, along with excess proceeds from the NW Capital loan and any other financing in
our target investment assets.
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Borrower and Borrower Group Concentrations

Our investment policy provides that no single loan should exceed 10% of the total of all outstanding loans and that
aggregate loans outstanding to one borrower or borrower group should not exceed 20% of the total of all outstanding
loans. Following the origination of a loan, however, a single loan or the aggregate loans outstanding to a borrower or
borrower group may exceed those thresholds as a result of changes in the size and composition of our overall
portfolio.

As of September 30, 2011 and December 31, 2010, there was one borrower whose outstanding principal totaled
$70.7 million and $69.1 million, which was approximately 24.3% and 16.6%, respectively, of our total mortgage
loan principal balance outstanding and is classified as pre-entitled land — processing entitlements. In addition, there
was one borrowing group whose aggregate outstanding principal aggregated $93.3 million and $94.7 million,
respectively, representing approximately 32.1% and 22.7%, respectively, of our total mortgage loan principal
balance outstanding at September 30, 2011 and December 31, 2010, respectively, which at September 30, 2011
consisted of a $51.6 million loan classified as construction and existing structures — improvements and a $41.7
million loan classified as entitled land — infrastructure under construction. Finally, there was an additional borrowing
group whose outstanding principal aggregated $25.7 million and $42.6 million, representing 8.8% and 10.2%,
respectively, of our total mortgage loan principal balance outstanding at September 30, 2011 and December 31,
2010, respectively, which consisted of multiple loans classified as pre-entitled or entitled land. Each of these loans
was in non-accrual status as of September 30, 2011 and December 31, 2010 due to the shortfall in the combined
current fair value of the underlying collateral for such loans, and we recognized no mortgage interest income for
these loans during the nine and three months ended September 30, 2011. However, two other loans from one
borrower group, which have principal balances totaling $1.2 million at September 30, 2011, accounted for
approximately 10.0% of total mortgage loan income during the nine months ended September 30, 2011.
Additionally, three other loans with outstanding principal balances of $11.2 million at September 30, 2011,
accounted for approximately 27.6% of the total mortgage income during the nine months ended September 30, 2011.

Loan Maturities and Loans in Defaults

The following table summarizes the near term scheduled maturities of our mortgage loans as of September 30, 2011,
net of the valuation allowance (in thousands except percentages and unit data):

September 30, 2011
(in thousands, except percentage and unit data)

Quarter Amount Percent  #
Matured $ 151,837 52.2% 16
Q42011 36,751 12.6% 4
Q12012 2,719 0.9% 2
Q22012 1,250 0.4% 1
Q32012 93,282  32.1% 2
Q32013 4,932 1.7% 3
Q12014 201 0.1% 1l
Total 290,972 _100.0% 29
Less: Valuation Allowance (183,503)
Net Carrying Value $ 107,469

From time to time, we may extend a mortgage loan’s maturity date in the normal course of business. In this regard,
we have modified certain loans, extending maturity dates in some cases to two or more years, and we expect that we
will modify additional loans in the future in an effort to seek to preserve our collateral. Accordingly, repayment
dates of the loans may vary from their currently scheduled maturity date. If the maturity date of a loan is not
extended, we classify and report the loan as matured. Given the current real estate market and lack of available
takeout financing, we do not expect the payoffs to materialize in the respective quarters.
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Loan Modifications

During the nine months ended September 30, 2011, we modified one loan in the amount of $1.0 million to extend
the maturity date by 12 months. There was no change in interest rate or forgiveness of principal or interest. Also,
we received approximately $0.3 million in a principal paydown in connection with the extension.

The following table provides a summary of loan modifications for our portfolio as of September 30, 2011 (dollars in
thousands):

September 30, 2011

Amount
(in thousands) % #
Loans Not M odified and Currently Matured $ 151,837 52% 16
Loans Modified to Extend Maturity 103,599 36% 10
Original Maturity Date Not Reached 35,536 12% 3
Total Loan Principal $ 290,972 100% 29

Real Estate Held for Development or Sale

A discussion and summary of REO held for development or sale as of December 31, 2010 and September 30, 2011,
respectively, is presented in Note 4 of the accompanying financial statements under the heading entitled “Real
Estate Owned (REO)”.

During the nine months ended September 30, 2011, we foreclosed on eight loans with a carrying value of $9.1
million. In addition, we sold certain REO assets and experienced other recoveries of $6.8 million in cash.

Important Relationships Between Capital Resources and Results of Operations
Mortgage Loan Sales

We are actively marketing our loans for sale. During the nine months ended September 30, 2011, we sold four loans
generating $5.0 million in cash. We recognized a gain of $0.2 million from the sale of these loans. No loans were
sold during the nine months ended September 30, 2010.

Summary of Existing Loans in Default

A discussion of our real existing loans in default and summaries of the geographic and loan classification
concentrations of loans in default, net of the valuation allowance, as of December 31, 2010 and September 30, 2011,
respectively, is presented in Note 3 of the accompanying financial statements under the heading entitled “Loans in
Default.”

Valuation Allowance and Fair Value Measurement

A discussion of our valuation allowance, fair value measurement, valuation categories and summaries of the
procedures performed in connection with our fair value analysis as of September 30, 2011, is presented in Note 5 of
the accompanying financial statements. We recorded provisions for credit losses, net of recoveries, of $1.0 million
and $34.4 million during the nine months ended September 30, 2011 and 2010, respectively.

The provision for credit losses for the nine month period ended September 30, 2011 was primarily the result of a
significant decrease in the operating performance of a hospitality asset that serves as collateral under one of our
larger loans. However, based on our analysis, since this is our only loan secured by a hospitality asset, we do not
believe the decline in related value should extend nor should be extrapolated to our other real estate assets.
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The decrease in value in this asset was offset by an increase in the value of collateral for a separate loan resulting in
a net $1.0 million charge for the nine months ended September 30, 2011. The increased collateral value for this loan
was based on the value of additional land added to the collateral base coupled with management’s assessment to
move the primary collateral to the high end of the valuation range as a result of increased market participant activity
indicating an improved value.

In addition, as a result of our analysis, we recorded $1.5 million in impairment charges for our REO assets during
the nine months ended September 30, 2011 and $13.2 million for the nine months ended September 30, 2010. As of
December 31, 2010 and September 30, 2011, 93% of REO assets were valued on an “as is” basis while 7% were
valued on an “as developed” basis.

Trends in Interest Income and Effective Yield

At December 31, 2010 and September 30, 2011, our loans had a weighted average note rate of 11.16% per annum
and 10.81% per annum, respectively. For the income on these yields to be fully realized, all loans must be
“performing” and accrued interest income must be deemed to be collectible. At December 31, 2010, 30 of the 38
loans in default were in non-accrual status and had outstanding principal balances totaling $407.4 million. At
September 30, 2011, all 23 loans in default were in non-accrual status and had outstanding principal balances
totaling $282.1 million. At December 31, 2010 and September 30, 2011, accrued interest income totaled $8.1
million and $6.6 million, respectively, and the cumulative note rate interest earned but not accrued totaled
approximately $82.7 million and $68.1 million, respectively. At September 30, 2011, we have, or expect to,
commence enforcement action on 16 of the 23 loans in default, which will likely result in foreclosure.

Alternatively, we may continue to modify our loans, which may result in an extended term of maturity on such loans
of two years or longer and, in some cases, accept an interest rate reflective of current market rates, which are lower
than in prior periods. Accordingly, we believe that net interest income, as a percent of the total loans (the combined
total of both accrual and non-accrual loans), will remain at minimal levels until we re-commence lending activities
at a meaningful level.

Leverage to Enhance Yields

On June 7, 2011, we entered into a $50 million convertible loan agreement for the purpose of providing working
capital and funding our other general business needs. The loan matures on June 6, 2016 and bears interest at a rate of
17% per year plus a 15% EXxit Fee due at maturity (effective rate of approximately 22.5%). This loan is secured by
substantially all of our existing and future subsidiaries and a security interest in most of our assets. We also are
required to deposit cash receipts into a cash management account for disbursement pursuant to the terms of a budget
agreed to by us and NW Capital and to otherwise pay certain amounts owed under the loan. See Note 6 “Debt and
Notes Payable” of the accompanying financial statements for further discussion of this transaction.

In addition to debt that existed at December 31, 2010, during the nine months ended September 30, 2011, we
secured financing from a bank in the amount of $1.5 million for the purpose of funding working capital needs. This
loan was paid in full as of June 30, 2011 using proceeds from the NW Capital loan.

We may deem it beneficial, if not necessary, to employ additional leverage in the future.

Off-Balance Sheet Arrangements

For certain loans, upon their initial funding, a reserve for future interest payments is deposited into a controlled
disbursement account in the name of the borrower for our benefit. These accounts, which are held in the name of the
borrowers, are not included in the accompanying consolidated balance sheets. As of December 31, 2010 and

September 30, 2011, there was $0.1 million and zero outstanding, respectively. We did not have any other off-
balance sheet arrangements.
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Contractual Obligations

Our outstanding notes payable, the lease obligations on the space applicable to our headquarters, the contingent
liability to broker-dealers, funding commitments to borrowers and certain contractual obligations to consultants as of
September 30, 2011, as described elsewhere in this Form 10-Q and in previously filed annual report on Form 10-K,
reflect our contractual obligations as of such dates.

There has been no other material change to our contractual obligations other than our loan with New World Capital
as described in Note 6 “Debt and Notes Payable”. The loan matures on June 6, 2016. In addition, interest payments
associated with the loan over the next five years are expected to range from $5.4 million to $7.7 million per year.
This assumes NW Capital will elect to defer 5% of the 17% contractual interest payable per year in accordance with
the terms of the agreement.

In addition, we anticipate commencing a $10.0 million rights offering to raise additional capital and to provide the
option for existing stockholders to purchase convertible notes with substantially similar economic term to the $50.0
million convertible loan we recently entered into with NW Capital.

Liquidity and Capital Resources
Going Concern Basis Presentation and Liquidity

Our financial statements have been prepared on a going concern basis, which contemplates the realization of assets
and the discharge of liabilities in the normal course of business for the foreseeable future.

Due to unprecedented dislocations in the real estate and capital markets, we have incurred a significant reduction in
loan payoffs from borrowers and an increase in loan defaults, non-performing loans and REO assets, resulting in a
substantial reduction in our cash flows. We have taken a number of measures to provide liquidity, including, among
other things, engaging in efforts to sell whole loans and participate interests in our loans, to dispose of certain real
estate and to evaluate and seek debt or equity financing alternatives.

On June 7, 2011, we entered into a $50 million convertible loan agreement for the purpose of providing working
capital and funding our other general business needs. We believe this debt financing will allow us the time and
resources necessary to meet liquidity requirements and dispose of assets in a reasonable manner and on terms more
favorable to us. However, the dislocations and uncertainty in the economy, and in the real estate, credit, and other
markets, have created an extremely challenging environment that will likely continue for the foreseeable future.

We believe that the $50 million in financing coupled with proceeds from the sale of our real estate assets will be
sufficient to fund future operations and to implement our investment strategy. However, there is no assurance that
we will be successful in selling existing real estate assets in a timely manner for this purpose. If we are unable to
implement our investment strategy and generate sustainable earning assets, we may not have sufficient liquidity over
the long term which may have a further adverse effect on our business, results of operations and financial position.

Requirements for Liquidity

We require liquidity and capital resources for various financial needs, including acquiring and originating our target
assets, as well as for costs, expenses and general working capital needs, including, maintenance and development
costs for REO assets, general and administrative operating costs, management fees and loan enforcement costs,
interest expense on participations and loans, repayment of principal on borrowings, payment of property taxes and
other liabilities and costs.

We expect our primary sources of liquidity over the next twelve months to consist of the net proceeds from the NW
Capital convertible loan and proceeds from the disposition of a portion of our existing assets. We anticipate
redeploying these proceeds to acquire our target assets, which are intended to be assets that generate periodic
liquidity from current investment earnings, as well as cash flows from dispositions of these assets through sale and
loan participations. In addition to the disposition of our existing portfolio of REO assets, we expect to address our
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liquidity needs by periodically accessing the capital markets, lines of credit and credit facilities or pursuing other
available alternatives which may become available to us.

Our requirements for liquidity and capital resources are described in more detail in our Annual Report on Form 10-
K for the year ended December 31, 2010. There have been no material changes to our requirements for liquidity
from those described in our previously filed annual report on Form 10-K as of and for the year ended December 31,
2010, except as discussed below.

Acquisition of Target Assets

We intend to use liquidity in excess of operating requirements for the acquisition of our target assets. We anticipate
that we will invest in target assets in the next twelve months. However, the level of target assets we are able to
acquire will depend on the amount of available liquidity to make such investments.

Loan Fundings and Investments

We require liquidity to fund loans made to our borrowers. Estimated future commitments for construction or
development costs and for interest are included in mortgage loans held for sale in the accompanying consolidated
balance sheets. A summary of the undisbursed loans-in-process and interest reserves balances as of December 31,
2010 and September 30, 2011, is presented in Note 8 of the accompanying financial statements under the heading
entitled “Loans-in-Process.”

While the contractual amount of unfunded loans-in-process and interest reserves totaled $30.2 million at September
30, 2011, we estimate that we will fund approximately $5.3 million subsequent to September 30, 2011. Of the $5.3
million expected to be funded, $3.2 relates to unfunded interest reserves on two loans (which is a non-cash
commitment), $0.4 million relates to anticipated borrower construction or operating costs and $1.7 million relates to
tax related reserves. The difference of $24.9 million, which is not expected to be funded, relates to loans that are in
default, loans that have been modified to lower the funding amount and loans whose funding is contingent on
various project milestones, many of which have not been met and are not expected to be met given current economic
conditions. Accordingly, the amounts not expected to be funded are not reflected as funding obligations in the
accompanying consolidated balance sheets. With available cash and cash equivalents of $27.7 million at September
30, 2011, scheduled loan payoffs, the suspension of new loan request funding, additional debt financing secured, and
other available sources of liquidity, including potential loan participations, loan sales or sales of REO assets, we
expect to meet our obligation to fund these undisbursed amounts in the normal course of business. See Note 1 in the
accompanying consolidated financial statements for discussion of our liquidity.

Maintenance and Development Costs for Real Estate Owned

We require liquidity to pay costs and fees to preserve and protect the real estate we own. Real estate owned consists
primarily of properties acquired as a result of foreclosure or purchase. At December 31, 2010 and September 30,
2011, our REO assets comprised of 39 properties, respectively, acquired through foreclosure or purchase, with
carrying values of $89.5 million and $92.5 million, respectively. Costs related to the development or improvement
of the assets are capitalized and costs relating to holding the assets are charged to expense. Cash outlays for
capitalized development costs totaled $0.6 million and $0.7 million during the nine months ended September 30,
2011 and 2010. In addition, costs related to holding and maintaining such properties, which are expensed and
included in property taxes and other operating expenses for REO assets in the accompanying consolidated statement
of operations, totaled approximately $5.0 million and $4.1 million during the nine months ended September 30,
2011 and 2010, respectively. The nature and extent of future costs for the development of REOs depends on the
level of development undertaken, the amount of available liquidity, the number of additional foreclosures and other
factors.
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Debt Service

We also require liquidity to pay interest expense on our borrowings. In June 2011, we entered into a $50 million
convertible loan agreement with NW Capital for the purpose of providing working capital and funding our other
general business needs. See Note 6 of the accompanying financial statements under the heading entitled
“Convertible Notes Payable / Exit Fee Payable” for further discussion of this transaction. Based on our existing
indebtedness, we expect to pay approximately $5.4 million over the next twelve months in cash interest payments.
A summary of the notes payable as of December 31, 2010 and September 30, 2011 is presented in Note 6 of the
accompanying financial statements.

Repayment of Borrowings

Based on the terms of our current indebtedness, we expect to repay principal of $2.1 million over the next twelve
months. We repaid in full an outstanding loan on one of our properties in the amount of $7.5 million in July 2011.

Dividend to Stockholders

We expect to pay quarterly distributions to our common stockholders not to exceed an annual amount of 1% of our
book value as of the previous December 31 per share (currently approximately $0.03 per share per quarter or $0.12
per share annually) over the next eight quarters. We commenced payment of the first such distribution in July 2011,
and declared a second dividend payment as of September 30, 2011. The declaration and amount of any such future
dividends will be subject to the availability of legally distributable funds, the discretion of our board of directors and
restrictions to pay dividends under the NW Capital loan agreement. We expect such dividends to be $1.5 million
over the next twelve months.

Sources of Liquidity

There have been no material changes to our sources of liquidity from those described in our previously filed annual
report on Form 10-K as of and for the year ended December 31, 2010, except as discussed below.

NW Convertible Debt

In June 2011, we entered into a $50 million convertible loan agreement with NW Capital for the purpose of
providing working capital and funding our other general business needs. Our net proceeds from the loan were $42.2
million. These proceeds were deposited into three accounts, an operating account, a trust account and an escrow
account. The operating account is funded with three months of operating funds on a rolling basis based on a budget
submitted to NW Capital. Funds are transferred from the trust account to the operating account based on budget
submissions to NW Capital and their approval of the use of the funds. The escrow account was used to place
proceeds for repayment for certain indebtedness in July 2011.

Investment Income

We expect to generate investment income from the acquisition of target assets. However, the actual investment
income depends on the timing and amount of funds available for investment.
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Cash Flows

Cash Provided by (Used In) Operating Activities.

Cash used in operating activities was $18.4 million for the nine months ended September 30, 2011 as compared to
$13.3 million for the nine months ended September 30, 2010. Cash used in operating activities includes the cash
generated from interest and other mortgage income from our loan portfolio, offset by amounts paid for property
taxes and other operating costs for REO assets, professional fees, general and administrative expenses and other
expenses, as well as, interest on notes payable. The increase in cash used in operating activities from 2011 to 2010 is
attributed to the decrease in the income-earning assets in our real estate portfolio and resulting mortgage income as
well as the payment of recurring operating expenses, outstanding accounts payable and accrued expenses of $1.1
million and prepaid and other assets of $1.7 million.

Cash Provided By Investing Activities.

Net cash provided by investing activities was $13.7 million for the nine months ended September 30, 2011 as
compared to $6.6 million for the nine months ended September 30, 2010. The increase in net cash provided by
investing activities is primarily due to the sale and recoveries of REO assets and loans totaling $11.8 million and the
receipt of mortgage loan payments totaling $5.8 million during the nine months ended September 30, 2011. These
amounts were offset by mortgage fundings of $3.3 million and capital outlays of REO of $0.6 million.

Cash Provided by Financing Activities.

Net cash provided by financing activities was $31.6 million for the nine months ended September 30, 2011 and
$10.3 million for the nine months ended September 30, 2010. The increase is primarily due to the receipt of
proceeds from the NW Capital convertible loan net of related debt issuance costs.

Critical Accounting Policies

Our critical accounting policies are disclosed in our previously filed Annual Report on Form 10-K for the fiscal year
ended December 31, 2010. As of September 30, 2011, there has been no significant change in our critical
accounting policies from December 31, 2010. The following policy is considered to have become more material in
presentation as a result of the NW Capital loan.

Deferred financing costs are capitalized direct costs incurred to obtain financing and are amortized over the term of
the related debt using the effective interest method. Upon the extinguishment of the related debt, any unamortized
capitalized debt financing costs are immediately charged to expense.

Recent Accounting Pronouncements

For information regarding recent accounting pronouncements that are applicable to us, see Note 2 to our unaudited
consolidated financial statements included with this Form 10-Q.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Our quantitative and qualitative disclosures about market risk are disclosed in our previously filed Annual Report on
Form 10-K for the year ended December 31, 2010. As of September 30, 2011, there has been no significant changes
in our market risks from those disclosed in our Annual Report on Form 10-K for the year ended December 31, 2010.

Interest Rate Risk

Because over 96.9% of the principal balances of our loans are in non-accrual status as of September 30, 2011,
changes in weighted average interest rates for our loan portfolio have little impact on interest income.

The following table contains information about our mortgage loan principal balances as of September 30, 2011,
presented separately for fixed and variable rates and the calendar quarters in which such mortgage investments
mature (in thousands).

Loan Rates: Matured Q42011 Q12012 Q2 2012 Q32012 Q32013 Q12014 Total
(in thousands)
Variable $ 132637 $ 3229 $ 719 $ - $ - $ - $ - $ 136,585
Fixed 19,200 33,522 2,000 1,250 93,282 4,932 201 154,387
$ 151837 $ 36751 $ 2719 $ 1250 $ 93282 $ 4932 $ 201 290,972
Less: Valuation Allowance (183,503)
Net Carrying Value $ 107,469

As of September 30, 2011, we had cash and cash equivalents totaling $27.7 million (or 11.1% of total assets), all of
which were held in bank accounts or highly liquid money market accounts or short-term certificates of deposit. We
have historically targeted 3% - 5% of our assets to be held in such accounts as a working capital reserve. However,
our actual deployment in the future may vary depending on a variety of factors, including our future business
strategies, the timing and amount of debt or capital raised and the amount of investments made. We believe that
these financial assets do not give rise to significant interest rate risk due to their short-term nature.
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Item 4. Controls and Procedures
Controls and Procedures

Our management has evaluated, with the participation of the Chief Executive Officer and Chief Financial Officer,
the effectiveness of our disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e)
under the Exchange Act), as of the end of the period covered by this Form 10-Q.

Based on this evaluation, the Chief Executive Officer and Chief Financial Officer have concluded that our disclosure
controls and procedures were effective as of the period ended September 30, 2011 to ensure that information
required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in SEC rules and forms and is accumulated and
communicated to management, including our principal executive officer and principal financial officer, as
appropriate to allow timely decisions regarding required disclosure.

Changes to Internal Control over Financial Reporting

There was no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) during our fiscal quarter ended September 30, 2011 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

In designing and evaluating our disclosure controls and procedures and internal control over financial reporting,
management recognizes that any controls and procedures, no matter how well designed and operated, can provide
only reasonable assurance of achieving the desired control objectives, and management necessarily is required to
apply its judgment in designing and evaluating the controls and procedures. We regularly review and document our
disclosure controls and procedures, and is in the process of refining our internal control over financial reporting, and
may from time to time make appropriate changes aimed at enhancing their effectiveness and ensure that our systems
evolve with our business.
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PART II
OTHER INFORMATION
Item 1. Legal Proceedings.

We may be a party to litigation as the plaintiff or defendant in the ordinary course of business in connection with
loans that go into default, or for other reasons, including, without limitation, potential claims or judicial actions
relating to the Conversion Transactions. While various asserted and unasserted claims exist, resolution of these
matters cannot be predicted with certainty at this time and, we believe, based upon currently available information,
that the final outcome of such matters will not have a material adverse effect, if any, on our results of operations or
financial condition.

As we previously reported, various disputes have arisen relating to the consent solicitation/prospectus used in
connection with seeking member approval of the Conversion Transactions. Three proposed class action lawsuits
were subsequently filed in the Delaware Court of Chancery (on May 26, 2010, June 15, 2010 and June 17, 2010)
against us and certain affiliated individuals and entities. The May 26 and June 15, 2010 lawsuits contain similar
allegations, claiming, in general, that fiduciary duties owed to Fund members and to the Fund were breached
because, among other things, the Conversion Transactions were unfair to Fund members, constituted self-dealing
and because the information provided about the Conversion Transactions and related disclosures were false and
misleading. The June 17, 2010 lawsuit focuses on whether the Conversion Transactions constitute a “roll up”
transaction under the Fund’s operating agreement, and seeks damages for breach of the operating agreement. We
and our affiliated co-defendants dispute these claims and intend to continue vigorously defending ourselves in these
actions.

As we previously reported, an action also was filed on June 14, 2010 in the Delaware Court of Chancery against us
and certain affiliated individuals and entities by Fund members Ronald Tucek and Cliff Ratliff and LGM Capital
Partners, LLC (also known as The Committee to Protect IMH Secured Loan Fund, LLC). This lawsuit claims that
certain fiduciary duties owed to Fund members and to the Fund were breached because, among other things, the
Conversion Transactions were unfair to Fund members, constituted self-dealing and because information provided
about the Conversion Transactions and related disclosures were false and misleading. Plaintiffs have sought
monetary damages and equitable relief. As previously reported, the Court denied Plaintiffs’ request to enjoin the
Conversion Transactions, have an independent advisor appointed on behalf of Fund members, remove the Manager
or obtain access to contact information for Fund members and certain broker-dealers. We and our affiliated co-
defendants dispute the claims made in this lawsuit and intend to continue vigorously defending ourselves in this
action.

As previously reported, the parties in the four above-referenced actions have agreed to consolidate the four actions
for all purposes. The Delaware Court of Chancery ordered that a consolidated complaint be filed, to be followed by
consolidated discovery, and designated the plaintiffs’ counsel from the May 26, 2010 and June 17, 2010 lawsuits as
co-lead plaintiffs’ counsel. The consolidated class action complaint was filed on December 17, 2010. After
Defendants filed a motion to dismiss that complaint, the Chancery Court ordered Plaintiffs to file an amended
complaint. On July 15, 2011, Plaintiffs filed a new verified complaint entitled “Amended and Supplemental
Consolidated Class Action Complaint” (“ACC”). On August 29, 2011, Defendants filed a Motion to Dismiss in Part
the ACC. Plaintiffs filed their brief in opposition on September 28, 2011 and Defendants filed their reply brief on
November 2, 2011. Oral argument on our motion to dismiss is scheduled to take place on February 13, 2012. The
consolidated action is in its early stages and it is not possible to estimate at this time the range of exposure, if any,
the consolidated action presents. However, we and our affiliated co-defendants dispute the claims in this lawsuit and
intend to continue vigorously defending ourselves in that litigation.

As previously reported, on December 29, 2010, an action was filed in the Superior Court of Arizona, Maricopa
County, by purported Fund members David Kurtz, David L. Kurtz, P.C., Lee Holland, William Kurtz, and Suzanne
Sullivan against us and certain affiliated individuals and entities. The plaintiffs made numerous allegations against
the defendants in that action, including allegations that fiduciary duties owed to Fund members and to the Fund were
breached because the Conversion Transactions were unfair to Fund members, constituted self-dealing, and because
information provided about the Conversion Transactions and related disclosures were false and misleading. In
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addition, the plaintiffs alleged that the Fund wrongfully rejected the defendants’ books and records requests,
defamed David Kurtz, and wrongfully brought a civil action related to the Conversion Transactions. The plaintiffs
seek the return of their original investments in the Fund, damages for defamation and invasion of privacy, punitive
damages, and their attorneys’ fees and costs. Defendants filed a motion to stay this lawsuit in favor of the
consolidated action pending in Delaware. As previously reported, the Court granted defendants’ motion to stay and
stayed this action pending the outcome of the above-referenced consolidated action pending in the Delaware Court
of Chancery. Plaintiffs’ motion for reconsideration of the Court’s denial of their motion to stay was denied by the
Court on September 19, 2011, reaffirming the stay of this case pending the outcome of the Delaware litigation. We
dispute plaintiffs’ allegations and we intend to defend ourselves vigorously against these claims if this action is
recommenced.

On September 29, 2011, an action was filed in the 268™ Judicial District Court of Fort Bend County, Texas by
Atrium Medical Centers LP, against us and affiliated named entities. The plaintiff is a tenant in one of our rental
properties and alleges loss of profit and cost of delay in performance concerning certain maintenance and repairs at
the rental property. The plaintiff is seeking damages of $13 million to $25 million. However, we do not believe that
the plaintiff’s claim against us or our affiliates has any merit and we are vigorously defending against this action.
The trial date for this action is scheduled for March 2012.

On June 8, 2010, we received a copy of a formal order of investigation from the SEC dated May 19, 2010
authorizing an investigation into possible violations of the federal securities laws. As previously reported, the
Company has received subpoenas requesting that we produce certain documents and information. We are
cooperating fully with the SEC investigation. The Company cannot predict the scope, timing, or outcome of the SEC
investigation at this time.

We believe that we have always been, and currently are in compliance with all regulations that materially affect us
and our operations, and that we have acted in accordance with our operating agreement prior to its termination as a
result of the Conversion Transactions. However, there can be no guarantee that this is the case or that the above-
described or other matters will be resolved favorably, or that we or our affiliates may not incur additional significant
legal and other defense costs, damage or settlement payments, regulatory fines, or limitations or prohibitions relating
to our or our affiliates” business activities, any of which could harm our operations.
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Item 1A. Risk Factors.

In addition to the other information set forth in this Form 10-Q, you should carefully consider the factors discussed
in Item 1A, “Risk Factors,” in our previously filed Form 10-K, which could materially affect our business, financial
condition or results of operations. The risks described in our Form 10-K and our Forms 10-Q for the first two
quarters of 2011 are not the only risks we face. Additional risks and uncertainties not currently known to us or that
we currently deem to be immaterial also may materially adversely affect our business, financial condition or
operating results.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

ITH Consulting was granted 50,000 shares of common stock in connection with the placement of the senior
convertible loan with NW Capital in June 2011. We relied on the exemption provided in Section 4(2) of the
Securities Act of 1933 for the issuance of stock to ITH Consulting. Additionally, an employee was granted 14,114
shares of B-3 common stock during the nine months ended September 30, 2011.

Item 3. Defaults Upon Senior Securities.

Not applicable

Item 4. (Removed and Reserved)
Not applicable

Item 5. Other Information.

Not applicable

Item 6. Exhibits
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Exhibit

No. Description

31.1* Certification of Chief Executive Officer of IMH Financial Corporation pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

31.2* Certification of Chief Financial Officer of IMH Financial Corporation pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

32.1* Certification of Chief Executive Officer and the Chief Financial Officer of IMH Financial Corporation
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101.INS XBRL Instance Document

101.SCH  XBRL Taxonomy Extension Schema Document

101.CAL  Taxonomy Extension Calculation Linkbase Document

101.DEF  XBRL Taxonomy Extension Definition Linkbase Document

101.LAB  XBRL Taxonomy Extension Label Linkbase Document

101.PRE = XBRL Taxonomy Extension Presentation Linkbase Document

* Filed herewith
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SIGNATURES

In accordance with the requirements of the Securities Exchange Act of 1934, the registrant has caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

Date: November 21, 2011 IMH FINANCIAL CORPORATION

By:  /s/ Steven Darak

Steven Darak

Chief Financial Officer

(Principal Financial and Accounting Officer and
Duly Authorized Officer)
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31.1* Certification of Chief Executive Officer of IMH Financial Corporation pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

31.2* Certification of Chief Financial Officer of IMH Financial Corporation pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

32.1* Certification of Chief Executive Officer and the Chief Financial Officer of IMH Financial Corporation
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

101.INS XBRL Instance Document

101.SCH  XBRL Taxonomy Extension Schema Document

101.CAL  Taxonomy Extension Calculation Linkbase Document

101.DEF  XBRL Taxonomy Extension Definition Linkbase Document

101.LAB  XBRL Taxonomy Extension Label Linkbase Document

101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document

* Filed herewith
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Exhibit 31.1
CERTIFICATION

I, William Meris, certify that:

1. | have reviewed this Quarterly Report on Form 10-Q for the quarter ended September 30, 2011 of IMH
Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

d)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a)

b)

all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: November 21, 2011

/s/ William Meris

William Meris
Chief Executive Officer,
IMH Financial Corporation
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EXHIBIT 31-2

CERTIFICATION

I, Steven Darak, certify that:

1. | have reviewed this Quarterly Report on Form 10-Q for the quarter ended September 30, 2011 of IMH
Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

b)

d)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: November 21, 2011 /s/ Steven Darak

Steven Darak
Chief Financial Officer,
IMH Financial Corporation
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EXHIBIT 32.1

Certification Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Quarterly Report of IMH Financial Corporation (the “Company”) on Form 10-Q for the
period ending September 30, 2011 as filed with the Securities and Exchange Commission on the date hereof (the
“Report”), we, the undersigned, each hereby certify, to the best of our knowledge, that:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act
of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Company.

IMH Financial Corporation

By: /s/ William Meris

William Meris
Chief Executive Officer

By: /s/ Steven Darak
Steven Darak
Chief Financial Officer

Dated: November 21, 2011
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