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Reaching Across the Aisle of Your Private Jet Does Not Equal an Arms’ Length Transaction
United Development Funding (UDF)

On December 14, 2015, United Development Funding (UDF) management filed a Form 8-K and press release with
management’s rambling response attempting to further Iull investors with the old saw, “they just don't
understand our business.” Management has been misleading investors for years, and its response continues
further down the path of deception. Not only were management’s responses deceptive; in some cases, the
responses were comical. Certain responses have already been debunked on the Harvest Exchange, posted
subsequent to the filing of the Form 8-K. Other hollow responses will be discredited in this post and more will
follow in the coming days, weeks and months.

However, there was at least one material omission from management’s responses — Deficiency Notes — that needs
to be highlighted:

Management failed to discuss the millions of dollars that insiders lost on behalf of public shareholders. The UDF
affiliated companies at issue are generally in the business of non-regulated, non-bank lending. Pre-financial crisis,
the insiders issued loans from public entities (which they managed but DID NOT own) to their own private entities
(which they not only managed but also owned). Management suffered tremendous losses on the loans issued to
their own private entities and have been deceiving new unsuspecting investors regarding the reality of their
“spectacular” track record ever since. The losses that resulted from poor investment decisions by management
eight years ago are still shown as “assets” of the public company. Management calls them “deficiency notes” and
“recourse obligations.” In reality, these are just I-OWE-YOUs that management has never repaid.

Deficiency Notes — “The Check Is In The Mail”, For The Last Eight Years

UDF’s management began deceiving its fund investors essentially from the beginning. United Mortgage Trust
(UMT), a UDF affiliate with public shareholders and UDF-managed entity, provides the earliest example. Pre-dating
the financial crisis, management caused UDF-managed entities to issue loans to insiders, including entities owned
by Hollis Greenlaw and Todd Etter, CEO and Chairman respectively, and these insiders in turn loaned these funds
to third-parties that turned out to not be creditworthy. When these loans went bad during and subsequent to
the financial crisis, the insiders had to foreclose on the collateral which resulted in considerable realized losses to
the insiders and their private entities. To date, these losses have never been recognized by UMT, the public entity.
Historical losses by the insiders’ private entities (573 million in - OWE-YOUs never recognized) and other loans to
insiders (580 million) in their entirety make up for a whopping $153 million, or 84% of UMT's assets.

In an attempt to cover up these losses, management has issued to themselves opaque and official sounding
instruments called unsecured deficiency notes and recourse obligations (“Deficiency Notes”) in the amount of
approximately $73 million bearing interest at a rate of 1.75% (apparently, insiders and management believe,
despite the realized losses, that they are more creditworthy than the U.S. government). This balance remains
unpaid and uncollected for the last 8 years following the financial crisis, despite the non-market interest rate of
1.75%. Why has management not moved to collect on the $73 million Deficieny Note balance? The obvious answer
is because Hollis Greenlaw and his insider friends would be forced to collect on themselves. Give up the private
jets, country clubs, fancy cars and mansions? Nah, “We're Good.”

A Deficiency Note is effectively an IOU that management and insiders have not been able to repay. Here is how
UMT describes them in its latest Form 10-Q for the quarter ended September 30, 2015:

When principal and interest on an underlying loan is due in full, at maturity or otherwise, the
corresponding obligation owed by the originating company to [UMT] is also due in full. If the
i
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borrower or [UMT] forecloses on property securing an underlying loan, or if [UMT] forecloses
on property securing a purchased loan, and the proceeds from the sale are insufficient to pay
the loan in full, the originating company has the option of (1) repaying the outstanding balance
owed to [UMT]) associated with the underlying loan or purchased loan, as the case may be, or (2)
delivering to {UMT] an unsecured deficiency note in the amount of the deficiency.

A Deficiency Note is better defined as a mulligan issued by management to itself. UMT Holdings (UMTH) is the
management entity that ultimately owes a considerable amount of these Deficiency Notes to UDF-managed
entities and is owned by 10 management insiders, including Hollis Greenlaw and Todd Etter who combine to own
60% of UMTH. UMTH is the external manager of all four public UDF affiliated programs, and accordingly, UMTH’s
primary asset is the fee stream from UDF’s public affiliates. Should investors in UDF lose faith in management and
replace them, the external manager does not have any apparent means to repay the Deficiency Notes, which
represent realized but never recognized (or collected) losses. If any reasonable, non-conflicted fiduciary were
appointed to manage UMT, that fiduciary would move swiftly to demand payment and collect on the Deficiency
Notes.

Leading to further questions about management credibility, the interest rates on Deficiency Notes owed by Hollis
Greenlaw and his management crew of insiders (1.75%) are significantly lower than the interest rates on
Deficiency Notes owed by “non-related parties” (14.0%). Does management pretend that insider Deficiency
Notes which bear interest at a rate dramatically below a market rate are arms’ length transactions?

When losses are realized, (i) why is management rewarded with 1.75% interest loans (ii) why is there such a large
disparity in rates between Deficiency Notes owed by insiders (Hollis Greenlaw and Todd Etter, et al.) and
Deficiency Notes owed by “non-related” parties, (iii)why do UDF-managed entities not recognized the losses from
its prior failures, and (iv) why would public shareholders of UDF-managed entities pay a “trust administration fee”
to management as compensation to manage their historical losses?

Collectively, insiders, including Hollis Greenlaw and Todd Etter, CEO and Chairman respectively, owe $153 million
to public shareholders in the form of I-OWE-YOUs and other loans. These obligations show up as “assets” of UDF-
managed entities and account for 84% of total UMT “assets.”
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WHILE A SMALL GROUP OF INSIDERS, INCLUDING CEO HOLLIS GREENLAW, OWE 573
MILLION IN I-OWE-YOUS TO PUBLIC SHAREHOLDERS, WHY IS HE FLYING AROUND IN A
PRIVATE JET?

AND WHY HAS THE CEO OF UDF (HOLLIS GREENLAW) OWNED A PRIVATE JET WITH THE
CEO OF UDF'S LARGEST BORROWER (MEHRDAD MOAYEDI)? THE RELATIONSHIP IS
MUCH DEEPER...

AND APPEARS TO BE IN STARK CONTRAST TO UDF’S DISCLOSURE THAT THERE ARE
NOT “ANY MATERIAL CONFLICTS OF INTEREST BETWEEN OUR EXECUTIVES AND OUR
LARGEST GROUP OF RELATED BORROWERS OR ITS PRINCIPAL.”

3
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THE RELATIONSHIP BETWEEN GREENLAW AND MOAYEDI GOES BEYOND JUST THE
COMMON OWNERSHIP OF A PRIVATE JET AND FAR BEYOND THAT OF A LENDER AND
BORROWER; NUMEROUS OTHER EXAMPLES EXIST. MANAGEMENT MUST HAVE A
DIFFERENT DEFINITION OF “MATERIAL” THAN SHAREHOLDERS.
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Other Management Responses Discredited

Management’s response disclosed for the first time that the largest borrower for UDF ill, UDF IV, and UDF V is one
and the same, Merhdad Moayedi and his affiliated entities doing business as Centurion American (“Centurion”).
Why was this information not disclosed previously? Management’s response detailed exactly the contention
made in the Harvest Exchange post (http:/shvsbig/11QPULr). However, rather than address the pertinent
questions, management deceptively tried to make it seem like it had already disclosed to each shareholder group
(UDF I, UDF IV and UDF V) that the largest borrower of each was also the largest borrower of all three companies.
Management had never disciosed this at any time in UDF’s history. Period. Should a shareholder of UDF IV be
required to read UDF il and UDF V’s financial disclosures in order to learn material omitted facts about the
lending relationship between its largest borrower and its affiliates. Management did not address the

consequences of this revelation: the existence of an inherent default risk across the funds associated with this
concentration in a single borrower.

How does management justify the inherent default risk across the funds created by the lack of lending diversity?
According to management, UDF “concentrate[s] [its] lending to seasoned and accomplished builders and
developers. [UDF’s] largest group of related borrowers represents one of the largest single-family developers in
North Texas.” Management would have investors believe that its largest borrower, Centurion, is a “seasoned
and accomplished” developer. If so, why does a “seasoned and accomplished” developer borrow capital to
finance residential development at 13% interest? Considering the $585 million of debt owed to UDF by
Centurion / Mehrdad Moayedi, UDF’s largest individual borrower, this high interest rate results in approximately
$75 million in contractually obligated annual interest expense. Actual, seasoned and accomplished developers
in Dallas-Fort Worth (one of the hottest sub-markets in the country) finance developments with a combination
of debt with interest rates below 5% and equity — equity which Centurion does not appear to have.

Management asserts that the posts on Harvest Exchange “clearly demonstrate a lack of understanding of the
residential development project life cycle.” It appears that management demonstrates “a lack of understanding”
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of the credit quality of real estate developers that borrower at 13% as a primary financing source. Mezzanine
financing, while utilized in real estate, is rarely a primary source of project finance — except for UDF’s largest
borrower, Centurion, who happens to borrow at 13% mezzanine levels — as a primary source of project finance.

Management acknowledges that Centurion does not actually pay cash interest in many cases, which helps
explain how Centurion funds the 13% interest cost: “[m]ost of our loans allow for interest accrual, which causes
the loan balance to increase. Some projects may start development right away[.]” Most loans accrue larger and
larger balances. Management fails to address the consequence of this statement. If it is accruing non-cash
interest income on a material number of loans, how is it financing the distributions required in order to maintain
its taxable status as a REIT related to that non-cash current income? Everybody understands the negative carry
nature of real estate development and the concepts of interest reserves and non-cash interest accrual; UDF is
recognizing non-cash income and having to fund distributions by sourcing new capital, given the income is by
definition, not cash. Management fails to explain how the unit economics can possibly work given the significant
time mismatch between income “earned” vs. cash interest generated.

And how does management assess and justify the accrued balances of the loans? Well, management
“evaluate(s] each loan and its underlying collateral or business purpose on a quarterly basis.” See background on
insider Deficiency Notes and management’s accounting treatment thereof. Despite the poor track record,
management defended the business model and its ability to accrue interest (and accurately mark) loans up to
much larger and larger accrued balances. Management deceptively characterizes the practice of transferring
loans with years of accrued interest from fund to fund and providing liquidity from one to another as the
“advantage of investing in projects previously underwritten and actively monitored by UDF.” Management omits
any mention of the 10-15% in broker fees and origination fees in order for the “next UDF investors” to investin
“existing UDF loans,” capital which was already subjected to the 10-15% in fees. Management further fails to
explain how it could possibly justify the friction of incurring such high fees multiple times if a loan could really
stand on its own and service itself. Hollis Greenlaw and his management crew prey on mom and pop investors
by using the complexity of hundreds of entities to obscure the fact that they raise capital from new funds in
order to pay off old funds.

Unfortunately for UDF investors, there are a material number of instances in which management has used funds
from the next fund to acquire “accrued-up”(i.e. UNPAID) loans from a prior fund, including cases in which loans
issued by UDF to Centurion are collateralized by land that has never been developed (for years, not quarters).
One example, Shahan Prairie, has already been made publicly available: (Bbttp:; /bust.co/11QPYLG). This
UNDEVELOPED land has been owned by Centurion and financed by various UDF funds for over 10 years. In their

response, management did not refute this balance sheet paralyzing fact, butinstead made the preposterious
claim that it was all part of “the lifecycle of a single-family residential development, from land acquisition and
development to the sale of finished lots to homebuilders.” This claim is pure comedy — there is simply no
development. As evidenced by the photographs from November 2015, Shahan Prairie continues to consist of
undeveloped land and, by its own admission, has not generated any revenue in the past 10 years.
Management provides no explanation (because it cannot) as to how it makes economic sense to finance this
project at a 13% interest rate for 10 years without ever generating any income. No sane developer would
seriously argue that a 10-year development life cycle for undeveloped land that has not generated any income —
all the while accruing interest at 13% — makes any sense whatsoever. Well, that’s what UDF’s management
ife cycle” includes a lot of bobbing and weaving, about
everything except roads, utilities, houses, people, and cash generated. Visit Shahan Prairie. See for yourself.

Ml

would have shareholders believe. The 10-year



Reaching Across the Aisle of Your Private Jet Does Not Equal an Arms’ Length Transaction
United Development Funding (UDF)

Shahan Prairie is just one example of many to come. Loans to Centurion regularly (i) do not generate any cash
(principal or interest), (ii) are extended without any extension fees (try that one with a bank), and (iii) accrue
larger and larger balances (year after year). All while the land remains undeveloped for years (some now
approaching a decade). Are investors (and the authorities) really going to believe that loans that behave in
this manner are arm’s length?

Management’s so-called response includes a partial explanation that “[b]ecause extensions are a normal part of
our business, we generally do not charge an extension fee.” Extensions are also a normal part of bank lending.
When a bank grants an extension, it typically does so for a fee.

The old saying “if you owe the bank $100 that's your problem. If you owe the bank $100 million, that's the
bank's problem” probably best sums up the relationship between UDF and Centurion. Shareholders (and the
authorities) have to ask themselves whether loans to Centurion behave this way because they are, in fact, not
arm’s length transactions? Or is it because Centurion owes a mountain of debt to UDF ($585 million) that
Centurion cannot repay? Oris it because Moayedi co-owned a private jet with UDF’s CEO Hollis Greenlaw? Or is
it because Moayedi and Greenlaw have other financial relationships?

Stay tuned. Additional detail is in the appendix.

MORE RESPONSES TO COME WHILE OTHER DETAILED RESPONSES TO MANAGEMENT CAN BE VIEWED AT:
(hitp://hivst.coATOPXX e / hip://hesLco/U1Q Q2 KN).
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To submit a tip to the SEC’s Office of the Whistleblower: https://www.sec.gov/about/offices/owb/owle-
tips.shimil.

SEC Office of the Whistleblower
100 F Street NE

Mall Stop 5553

Washington, DC 20549

Fax: (703) 813-9322
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APPENDIX | — DETAIL ON DEFICIENCY NOTES, RELATED PARTY

The financial table included below is the balance sheet for UMT Holdings (UMTH) for the period ended
December 31, 2014 which was attached as Exhibit 99.1 to UMT’s Form 10-K for the period ended December 31,
2014. The hole in UMTH’s balance sheet is primarily due to the deficiency note owed to UMTH which is classified
as “Notes payable — related parties”.
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Below is an organization chart that shows how UMTH fits into the complex web of affiliates.
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Below is a disclosure from UDF IV's 10-K filed for the period ended December 31, 2014 that shows exactly who

owns UMTH, notice the insiders.

b UMT Services serves as the general partner and owns 0.1% of the limited patnership antemss i UMT
Holdimes, LB "UMT lleldings™). The remainiag 99 9% ol the limied pamnenhup interests 0 UMT
Heldings are held as follows as of December 21, 2014 M. Liter (30.00%), Mr. Greenlaw (30.00%),
Craig A, Pettit {5.00%), Timothy 1. Kopacka (4.84%) Muhael Ko Wilson (741%1, Chstine A, GodTin
(1.95%), Cara D. Obed (4.82%), William L. Lowe (1.06%), Ben L Wissink (10 09%) and Melissa |

Younghlood (4 83%)
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Below is UMT's disclosure on what a deficiency note actually is: a realized loss. This disclosure is sourced from
UMT’s Form 10-Q for the quarter ended September 30, 2015:

5. Drficiency Notes — Related Party and Non Related Party

The Company has made [oans in the nurmal course of business to neliated parties and non-related paries, the proceeils from
which have been used 0 onginate underying luans that are pledged to the Company as secunty for such obiigations. When
principal and mnterest on an underying foan is due m full, at matunty or otherwise, the comesponding obligation vwed by
the orginating company to the Company s also due in fudl If the borosver or the Company foreclosed on propedy securing
an undedving loan, or if the Company loreclosed on propeds secunng a purchased Toan, and the proveeds Gom the sale wene
insufficient 1o pay the lvan n fult, the enpinating company had the option of (1 repaymg the outstanding balance vwel ta
the Company assaciated with the undetly ing loan or purchased loan, as the case may e, or (2 hdehiveang to the Company an
unsecured deficiency note in the amount of the deficiency .

As of Septermber 30, 2015, the Compuny bad two deficiency notes with non-celated parties towaling approximately
$3,236,000. One pote in the amount of approstmately $1,703,000 bears intencst ata rate of 14% per annum The sweeond note
n the amount of approximately $1,533.000 had a reserve of approximately $1.204 000, The Company duoes nut acerue
interest on this second note as the underly ing collalerml value approximates the nute balance, net of reserves.

As of December 31, 2014, the Company had two delicienry notes with nonclated parties waling of approximately
$3,258 000. One nole in the amount of approximare |y $1 725 N0N bears sntesesd a1 a rate of 14% per anoum. The second note
w the amount of spproxumiately $1,533.000 had a resenve of approxamately $59 1,0, The Company does not accrue ntecest
on this secomd note as the underlying collateral value approximates the note balance, net of reserves
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As ol December 11, 2007, UMTH Lending Company. LI (“UMTHLC™) issued to the Company a variable amount
pronussony note in the amount of $5.100,000 to evidence it deficiency oblizations o the Company. The inwal poncipal
amount of the note was approximately 31,845,000, The principal balance as of December 31, 2014 was approximatety
$26,740,000. Lifective January |, 2015, UMT entered into a Joaa modification apnrement (*Agceement™) with UMTII in
which the UMTIHLC indebtedness s evidenced by two notes — Note | which bears interestat the rate of [.75% and Note 1
which bears interest at the rute of 2.70%. Doth notes mature on December 31,2017, Under the terms of the modidication
agreement the lollowing amounts were rolled 1nto the moddied UMTHLC Defiviency Note: 1) accrued nterest of
approximately $3,.333.000, {1) the prncipal batunce and related accrued interest of the UMTHLC Secured Line of Credu
Prumussory Note of approxtmately $11,376,000. As of September 30, 2015, the total outstanding principal balance of the
modified UMTIILC Deliciency Nutes was approximately $41,347.000. From December 31, 2007 through September 30,
2015 the Company has received approxomately $41.930,000 i agpregate poncipal and interest payments under the
UMTHLC Promissory Note. Please see Note 4 ahove for additiond) informativn reganding the A greement.

On a quanely basts, the Company conducts a review of the undedying boaowers and thind panty guacantors in onder o
assexs their ability to perfaom theic obligations under the terms of the Deficieney Notes based on updated fve vear forecasts
of future cash ows of the underlying borrowens and guamntors. Such abihity 1o perform is principally dependem upon the
bormswer s and obligor's abihity o real e cash flows bom distnbutions decived from the pledped collateral sulficient 10 meet
their respective cunent operalional needs, as well a8 to provide bquidity 1o fund the debt service rRguirements under the
Company's notes. Such review includes, but 18 not Limited 10 the following related 0 the guanantor: analyzing current
financial statements and operaling results, analyzing pryjected fulure operting results and validating the assumptions used
to generale such projections, lorecasting [uture cash Jows and assessing the adequacy of these cash flows 1o service the
Campany s notes, conduching discussions with and obtaining representations frorn the guamntors” management with respect
e their current and projected operating results. Based an such reviews, the Company has voncluded thad the puaranstor has
the ability o perform under their jepayment obligations and tha the Delficieocy Note balance is fully redlizable ovec their
temms Accondingly, the Company bas not recorded any reserves on these foans.
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Reaching Across the Aisle of Your Private Jet Does Not Equal an Arms’ Length Transaction
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UMTH owns 99.9% of UMTH Lending Company, L.P. (UMTHLC) which directly faces UMT which is why the
deficiency note is consolidated in UMTH’s financial statements.

U oited Marteage Trasi Related Party Relationships

Company

Afliligtion

(Gavernance

COw pership

UMT Ueldings, L.P. ("VMTH"™)

UMTU Lending Company, L.P ("UMTIILC")

96 9% awner of aur
barrower, UMTILEC and
our Kvisor, IMTIHGS
Barower

UMT Senvices, Inc.
seryes as Genenal
Partner

UMT Services, Inc.
serves as Generl

10 Limited Panners

99 9% owned by
L'MTII

Parinur

Below is a complex web of other affiliated relationships involving UMTH and UMT that further question
management’s credibility. Note that UMT is owed a revolving line of credit by UDF | and note that UDF Ill owns
an equity interest in four affiliates owned by insiders: RAFC, SCMI, CRC, and WFI. Also note that these four
entities all owe “recourse obligations” to UMT. What is a “recourse obligation”? It is the same thing as a
“deficiency note,” a realized loss that was not recognized by UMT. And why does UDF Ilf own equity in entities
that are unable to repay “recourse obligations” to UMT?

Affiliate Relanenships
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Reaching Across the Aisle of Your Private Jet Does Not Equal an Arms’ Length Transaction
United Development Funding (UDF)

APPENDIX Il - EXAMPLES OF LOAN PATTERNS FOR CENTURION

“A ROLLING LOAN GATHERS NO LOSS.”

The tables below were created by reviewing up to twelve SEC filings for each individual UDF IV loans (Forms 10-
Q and Forms 10-K). The information in the tables below is sourced directly from UDF IV tabular disclosures.
Unfortunately, UDF IV does not make it this easy to see the trends and to see exactly what is happening from
period to period. A typical investor of UDF (retail moms and pops) is not proficient in reviewing SEC filings and

combing through numerous different filings to understand what is happening which is partly why the issues with
UDF are hard to recognize.

Each loan detailed below is owed by UDF's largest group of related borrowers. The following eleven loans
account for an outstanding balance of $166 million at September 30, 2015, according to UDF IV's Form 10-Q,
representing 26% of the outstanding balance of all UDF IV loans and 40% of all loans issued to UDF IV's largest
borrower. While significantly more loans also demonstrate irregularities, this sample set is representative of
loans to this developer. As discussed previously, loans to this developer regularly (i) do not generate any cash
(principal orinterest), (ii) are extended without fees, and (iii) accrue larger and larger balances. All while, in
numerous instances, land remains undeveloped for years, in numerous instances.

Quts@miine Lash Heceials
Ently Dale Socurly  Fululers ___Byange 20154 HDIAD 2013A 20LIA
CTYGT Alpna Rarch 13/31/2012 2nd Lien 10,960,159 ¥ ¥ 3 3
CT¥'GV Alpha Ranch 5/31/2013  2nd uien i 512,275,621 5 5
CT ST Apna Rarch 53072013 2nd Lien 1.122 acres 3 253373 3
{TWGT Alpha Ranch 4/10/2011  2ndLien 1112 acres 5 L r
LT GY Alpnz Ranch 12/31/¢013  Znd iien 4 £, 09 b
LT GY Alpha Panch 3/31/2014  2nd Lizn S 1,647,152 1 4
CTMGT Alpia Ranch 6/30/2012  ind di=r 3.076 pap=r Juis S 1494R 798 7/31/14
CTMGT Alpha Ranch 9/30/1014 tien 3.026 paper lots 3172423083 10711714
{TMGT Aipna Rarih 17/51/2014  Ind Li=n 3,020 paper iors 3 18,101,263 1€/31715
CIMGT Alpha Ranch 8/31/10i5 2rdiien 3026 paper lows 5 18.344.045
CTMGT &lpha Ranch 6/30/201S  irddtien 3,026 paper lars » 19.18%1,73n $
{TMGT Alphz Aarkh 9/30f2015  2rd lion 3,020 papiar los > 21757 338 5

Quistanding Lash Hecelpre

Euviy __Date  Security Collaiera: Rapaner Mannity Dnaie 20054 J014A  AMSA iR
One Windsor Hitlu L P 12/31/2012  2nd Lies 1983 B{re  Afransg 3 €ores " 148,328.202 3015 4 %
QOne Windsor Hillz L P 2nd Lien 15337 dcres across 3 roe; 5 18,595 487 5/9/15 £ § =05
re Windsar Hills 2P 6/30/2013  2ndd Linr 1549 A A eane 320,037 367 ija/1s $ 5 5
One Windsar Hills LI 9/30/2013  2nd Lizn 1.583 utres rotes 5 20.791,892 5/9/15 - ]
One Windnes Hills P 14/31/2015  Ind Lien 1.990 serey 3rons 4 nodars § 2328122 S/8f15 $
Ono Winduor Hills 1% 3/314,20.4  2nd Lien 1,920 aeres atross 3 rales S 25426487 5/9/15 s
Gne Windsor Hills LR 6/30:2014  2nd lien 1952 acren acrassd rales 5 25471 ROA 5815 $ . . s
Ore Windsor 1lils LP,  8/10,;2014  2nd Lien 1957 acres across 4 1 ates S 2751 5/9/15 5 L) & « 3
Onn Winda o Hills L0 1,f11/7014  nd Lisn 1,954 acres acrnss 4 rotes S 27 R8G50 578215 < - - 5 « 9
Qne Win isor Hills L P. 2015 2nd Lien 1954 acres across - 5 82:1889 5/9:15 L
One Wirasar Hitls L 1 h/JUI35  ¢nd Lien 1,954 acres acrass 4 ristes 5 30,43 382 319716 § S
QOne Wirdsa His & 1 4/30,2015  2nd Lien 1,954 scies S A0 MaM R IAL 1
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Quisterding Caoli Receipts
Enity Collanarat Buloicr _ Mauclty Do 20154 2014A 20137 20124
CTMGY Granbury 12/31/2012 52 acu. s 7,124,551 5/21713 3 & L3 3
CTNGT Grarbury 2/31/i013 13- lien B3 aetes $  736ams 8021413 EY 5 S 5
LTMGT Granbury G/20/1013  is:lien 552 acas S 8450985 /21714 § =5 ¥ §
CINGT Granbury 9/30/2013  isiiien S5 aces 2 5872308 521714 LY + S « &
CTMGT Granbury 123172013 is:lLien 5582 aces 3 9290497 /2114 5 - - & 3
ZTMGT Granbury 3/31/2014 ls:Llen 352 ac'es $ 45510523 3721414 s 4 & 5
IMGT Granbury 6/30/2014  isu2nd lien 9,231 Faparlots, 1541 Acras § 0 12.213,029 5721015 $ - H - &
CTMGI Granbury $/50/2054  )st/Ind tien 3,231 Paper lots, 1541 Acres § 12,323,336 5/21/15 $ ~ § S | v$ .
CTMGT Granbury 123172014 1sei7nd tien 2,004 Acren $ 17200 296 RNV LY 5 + k < % S
CTMGT Granbury 5/31/2015  isti2nd tien 2094 Acres $ 14016035 3724/15 ] 3 « $ L
{TNGT Granbury /3072015 Istf2nd Lizn 2044 Acies § Lbeisnd sfafie 3 -8 ] -5
CIMGT Granbury 9/30/201y  1u/ind itz LIWA Adres $ 1493083 5/21/15 $ 5 - % = 5
Dutstanding = . tash Kecetls R
Enrry Date eV Colaem! Balonce Mutwity flale 20157 20147 10114 20L2A
CTRIGE Montalcina 12/21/2012  Ind Lizp 473 agr30 $ 23,531,488 12013114 § 7 £ <
CTMGT Montalcine 3/31/2013  2nd tien 478 Acres $ 74,05 284 12/13/14 3 $ % 4
CTMGT Monlalona 6/3/23  UInd Lizn 478 arras L PR UK S 1212714 E <5 L 5
CTMGT Monualcino 9/30/20i3  2nd 474 Acres § h220516 12/13/14 5 & 5
CTMGT Muritaleing /817218 274 ! 41 Finishad Lots, 120 Pupes et 3 30231437 12/13/14 -] 5 5 5
CTMIGT Mantalcinn 3/31/2014  Ind Li=n 3R Finicrad Lns, 120 Paperlat & 3L RIBAI? 12/13/14 H s 5
CIMGT Mantalcire 671072014 274 Li=n 14 linisred Lats, 129 Paperlor § 86,276 12713114 & 4 5 3
CIMGE Montalcing Y/30f:2014  inaLien 38 bIrISRed Lot LS Paperlor ¥ 25 241924 141314 » - | 3 ]
CTMGT Mantalcir 2 12/31/2014  2nd Lian 33Finished Lots 125Paperles § 28ZE354 6/13/15 H 4 -3
CTMGT Monlaluinge 3/31/2015  20d Lier S0 Finished tow, 125 Paper Lee $ 28,594,520 6/12715 5 v 5 Y L |
CIMGT Montalcir o 6/30/2015  Lodov JAFInileU |tz 125 Paperins § 28500229 171745 3 5 & 1
CTNMGT Momalcira 9/30/201%  2hc 1 24 Finished Lots, 125 Maperiot §  28,323188 12/12/15 % & 5 &
Quistandlng Cash Recelpls
Entity Dyl Seirity Coltalesal __ Baknce _Wabdity vk 70194 JOUA 20134 201JA
<FNGY A=gatta 11/31/2012  Ind tien 316 aties 3 1478285 10/25/15 ] 5 i
CTMGT Regarta 3/31/M13  2nd tien 346 acrex 4 3,784917 1072515 3 S 3 5
CTMGT Regatta 6/30/2050  Indiicn 346 a0IES 1 4,604,430 10/25/15 5 =5 s | &
CTMGT Regatta 9/°0/2043 T Liwn 346 aci 5 4,698,100 10/25/15 5 5 3 s
CTMGT Regatta 12/31/2003  Ind Lien 3ib atres S 532001 10/25/15 5 =5 5 s
CUMUGT Reganta af31FN4 Ind leen 445 acres 5 54349 1074571 ' 5 « i H
CTMGT Hegatta 6/20/2014  2nd Li2n 1B70 PaparLots 5 449964/9 10/25/1 t] S H
CTMGT Repatta 6f30/2004  nd Lien 1R70 Pabri tols. " 5600 134 10/25/15 3 * 5
CrMGT Regatta 12/31/2014  2nd Lien 1870 Paper Lats 5 6.399 633 10/25/15 5 5 $
CIMGT aegatta 2/AYIMSs  Indlien 1H70 Paper iote 4 832412 10/25/15 4 s Y 5
CIMGT Acgatta 6/30/2015  2nd Lice 1870 PaperLots 5 9962473 10/25/1% 4 4 5 $
CIMGT fegatte 9/20/2015  2nd Lien 1870 Paper Lots F10,00b,50Y 10/25/14 » 1 5 Y
utstanding
Enrity Date Secrity  Collateral Balance  Motudty Date 20154 2014A 20134 20124
CIMGT Aegana il 120 2m2 Inidlicn Sl6 acen S 3,447,599 10/25/1S $ 5 5
CTMGT Regoun I 8/21£2040  Ind ticr I16 sues S 6617292 10/25/15 $ 3 5 5
CIMGT Regaaa if 6/20/20:3  st/ind Llen 10,97 acres +516 ades 3 b, 03 143 WSt 5 @ S + &
CIMGT Regatta il 9/30/20:13  ‘st/indLien 1097 acres ¢ 516 awes 5% 6606692 10/25/15 5 5 - 8
CIMGT Regatta 11 12/5172013  Izt/ind Lien 1097 acres + 516 acres 5 7694714 10/25/15 Y 5 5 - 5
CTMGT Regalta i 3/31/2014  syZad Lien 10,97 acies « S16 armes S L76RT13 0725715 5 4 S -5 =
CTMGT Negatta 1 6/70/2014  ist/ind Lien 1097 acres + 516 acres 5 7,851,031 10/25/15 b 1 4 - 8
CIMGT Pegaua it 9/2)/2014 ist/inoLien 10,97 acrer + 31b acres 3 £ 900,610 10/25/15 5 S 5 S
CTMGT Reegatta If 12/3112004  isyindlien  10.97 ocres + 31n acres 5 8954,283 10725415 L1 5 5 )
CIMGT Regatta il 44317 int/ond Lien 1097 acres + 516 acres & 9,050 282 10/25/15 5 ] - 5
CIRGT Regalla B 6/30/2015  Lugjind Lien 1097 acres + 516 acies 5 9122156 10/25/15 & 5 1 i §
CIMGT Regatta It 9/36/2015  isy2nd lien  1D97? acres » Sibaces S 2%i722M 10/25/15 5 - 5 « §
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Chitsm e Cash Receipis L
Ef. 1y __bsie Security Collateral Balarie Meturity Date 20154 20148 2D1IA 20024
CTMGT Williamsuuig, LS 13/91/200%  1setien 244 atres $ 3916158 243715 nfz nje Wao S
CTMGT Williamsburg, LLC 3/31/2013  1stlien 244 auies $  4a150:4 247415 nja njfa % s
(TMGT Willlamsourgy, LT 6/30/2013 157 lisn 234 arres 4 4,315,014 2/T1s nfa nfa &
CTMGT Willlomsburg, LLS 9/30/2013  1sclicn 244 acecs 5 425014 257515 néa nfa 5 ¥
CT*AG1 Willinmshurg, LLE 12013 1sclien M aies § 2427905 2478 nf= nfa % ]
CTMCTWIltiomsburg. LLE 2731/201%  1s: licn 244 acras $ 4267651 247715 nfa 4 5 5
CTMGT Willinmsteg LI¢ 6/30/7014 157 lien BU3 paper lots % 4967653 ¥ 5 4
CTMGT Williamsburg, LLT 9/30/2014  1stlizn 203 paper lots 3 ASBBIIL 5 s 5
CTMGT Williamsourg, [ L7 15/31/2014  1stli=n BO3 paoer low i 4,080,209 1 3 k-3
CTMGT Wilbamsourg, LLS 3/31/2015  iztlien 803 paper Icts % 5.626,045 (Y |4 5 s &
CTMGT Willlsmsburg, LLT 6302015 stlien 802 paper lits ¥ 5,636,045 21417 ] £ § 5
CIMGT Williamsbourg. LLT 9/30/2M5  1stlien 807 paper lots ¥ 9,636,045 piplav & 5 3 ]
Crabslodirg Lash B piots
Enwy, . Dale Seurity Cn'latzcal Bl Modirey Oy 20158 0148 0M3A WA
CTMGT Williamshurg 18 7L-2 12/31/2013  lerilen : 215,138 W03 13 L 3 3 =
CTMGT Willlomsbarg 18 7L-2 S33/2014 Istlien F1FAT an e 5 2157268 10/31/16 5 i 3 ~i=
CTMGT v/illiameburg 18 52 £/30/2014  lstlien 141 paper lats § 2162518 10/31/16 5 4 g
CTMGT VAlillamsburg 185L-2 9/30/2014  Istll=n 141 paoer lots & Lwlam /2106 F 4 4 ~fa
CTMGT Vsilllamsoig 18 72 12/91/2010  Ltlien 141 waper oty 4 2482355 10/31/15 3 ] H 12
CTMGT Williwmsh g 18 FL-2 £/21/2015 1stlicn 141 pap-rlots 5 3611119 10/31/16 5 4 s nfa
CIMGT Willvantating b kel 6/20/015  1stlien 131 pap=r 1ts i a.0p4,736 10/31,1% 5 £ ] L] nfa
CIMGT Villiambe g YA FLD 4/S0/2015  istlien 141 paper lots 5 3mMA07M 10/51/16 & 4 % - nfa
Quiriarding — Lorsts Rarearicaly —
Entirg L Dule  Securty _ Coliateral o _Bilawe  MdaurigyPatr 20153 2014A _ 2048A 20124
CTMGT Frisea 122 4 6/20/2013  2rd Lizn 350 Papar Lats 3 2/28/14 3 5 3 s
CTMGE Frivem 120 .0 4f3/1012  2nd Li2n 350 Aapar Lors K 2J2R/14 3 LY » & n/a
CTMGT Fricu 122 LLC 12/31/2011  2nd Lien 950 Paper Lais ER O] 428014 H $ 3 n/a
CTMGT Friseo 122 UC 5/31/201¢  2nd Lien 950 %aper Low §  1.018579 2/28/19 3 3 $ nfa
CTMGT Frisco 132 6/30/201¢  ZndLivn 350 2upur buls $ 1366505 2/28/15 & 4 $ nu
CTMGT Frisee 122, LLC 9;24/201¢  2nd Licn 330 Paper Lots $: 351150 2/28/15 13 < & nfa
GVl FRineo 1d) it 1203120ma Ind lien 370 vape" Lors s ¢.316,235 2/28/15 i R nja
NG e w and Lien 330 Paper iots 5 48960 54301 3 -$ b n/a
CTMIGT Filsce 122 LLC 0/10/2015  2nd Llen 350 pape’ Lo 1 5565,803 5/30/15 5 i 5 a3
CTMGT Fiiuw 122 LG 9s50/7015  2nd Lien 330 Papre Luis 4 s /s008a 249116 . L] CI 4 i
ananding Cash Recripte
faly __Date  seasiy __ Collateral Balanis Manciy Date 20158 J0L4A  2DU3A 20124
18 Faper Lot Participation 12/31/2012  Equity Pleaga 432 acres $ 10519563 1/28/13 -3 3 H $
TR Papar Lot Participation 4/31/2013  fquity Pladge 471 acres L 10532663 1/13/14 S |3 5 5 -
TR Fapar Let Participatian 6/30/2017  :quiryPiedar 4,18 - & W,N/9.0M6 172410 $ A
TR Paper Lut Partinipation 9/50/201S  Fyuity Pludge 472 avrer 3 12862510 1/23i14 -4 3 5 5
TR Pap=r Lot Pai titipatiun 12/31/2013  Equity Pleage 472 acres, 10 finished lots $ 12617401 1/23/14 5 §719.432 S '
TR Paper Lot Participatian 3/31/2014  Equity Pledge 472 aorar, 10 finishad lots $ 1,815 485 1/28/15 s & 5719432 S
TA Pape=r Lct Participation 6/4072014  Equity Pledga 472 acies, 10 finisnead lots & 1z104712 1/28/18 i 3 S71e431 §
TH PAO3r Lt Participarion Qe Enuity Pladg= 371 aceas, Y mished dots & 14370986 1/28/15 11 s S$719.432 %
TR Papar Lot Pamlcipacion 12/31/2018  EquityPle2g2 <01 acr2s 10finished ot 5 15,013983 1/28/16 3 - % 3710432 $
Ti Paper Lot Participation 3/31/2015  iquityPlecg= 4Diacres, 10 finished tots $ 10,2996 1/28/1G 5 5 3719432 S -
TA Pap=r Lot Participation 6/30/2015  Fquiry Pleag 201 atirs, 10 finished (ars $ 15 SRLAAR /28116 $ 5 710432 5
TR Paper Let Participation 9/30/2G1F  Equity Mccge A0L acics, 1D finishad lots $  17.762,45% 1/28/16 s 5 19432 §
Outstardma Cath Mecessitn
Cnthy __ Date _ Security Coliaters! Malanee Mawity Date 20154 2144 13A 20024
CTVGT Frontier 8D, LL.C 9/50/201> 288 popzr fots S 6552835 9/5/14 5 5. 5 nfa
(TN GT Frantier 80, LiC 12/31/2013 188 pap=r lots S 7691 192 a/614 3 5 5 . 0f3
C(TVGT Franti=r 80, LLC 3/31/2014  istiien 258 paper lats S 3267315 3/614 5 i 3 rin
CTVGT Franrar B, 114 hfiujana  tarlien .K8 pap=rlors LI (V) 9/6/14 4 » b Al cfa
CING1 Frontser 80, LI 9/30/201¢  Ind Lier iB# paper lows $ 1452679 2/18/17 § [ 1 bl
CTN'GT Frontiar 80, LLC 13/91/2014  2nd Lier BK papuer oy, $ 12961679 418/17 & ’ [ IS ~la
CTVGT Frontier 80, LLC 33172015 2nd Lisr 288 paper lots S 13,472,679 2/18/17 s 5 L] fa
CIMUL Frontier B, LLC 6/30/2015 Indlier 1Bl paper lots 4 1231399 18717 2 4 [V nfa
CIMGT Frontier 80, LLC @/10/2015  2nd Lien 18R paper lots & 15,608,611 2/18/17 s s a s nfa
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Buffington Involuntary Bankruptcy Petition Overview
United Development Funding (UDF)

Attached is the involuntary bankruptcy petition filed in the United States Bankruptcy Court for the
Western District of Texas (W.D. Texas 15-11548-hcm) by UDF Ill related to UDF Ill and UDF IV’s, second
largest “non-affiliated” borrower, a private real-estate developer based in Austin, Texas, whose principal
executive is Thomas Buffington (“Buffington”). Buffington accounts for 25% of the outstanding loans
issued by UDF Il and 11% of the outstandingloansissued by UDF IV, and accordingly Buffington is material
to both UDF Ill and UDF IV.

On November 30, 2015, UDF Ill, as the petitioning creditor, filed an involuntary bankruptcy petition listing
Lennar Buffington Stonewall Ranch, L.P. as the debtor, an affiliate and entity controlled by Buffington.
The amount of the claim is $106.5 million, which represents approximately 25% of UDF Ill’s total assets.

It does not appear that UDF Il has sufficiently reserved against the Buffington Loans given that (i) only
$5.3 million of allowances for loan losses on “loans individually evaluated for impairment” had been
accrued as of the Form 10-Q filed for the quarter ended September 30, 2015, and (ii) only $36.0 million of
loans were classified as level 2 loans which indicates “full collectability of loans [is] more likely than not,
but not probable” as opposed to level 1 which indicates “full collectability of loans |...| is considered
probable”. Either a housing crisis hit the greater Austin-Round Rock MSA following the filing of the Form
10-Q on November 16, 2015, or there appear to be issues with financial disclosures.

In a Form 8-K filed with the SEC on December 14, 2015, management feebly attempts to reassure its
investors stating “[o]n November 30, 2015, UDF Il filed an involuntary bankruptcy petition against a
borrower that owns one specific development project in order to protect UDF IIl's collateral position after
an approximately $3 million senior lender posted the property for foreclosure. The value of the projectis
significantly greater than the amount of debt owed to the senior lender” and the involuntary bankruptcy
filing by UDF Ill was “a strategic move.”

This “explanation” rings hollow. Management has essentially admitted that its second largest “non-
affiliated” borrower (Buffington) cannot meet its financial obligations. More telling is management’s
glaring omission — management does not claim that the value of the project is greater than the amount
of debt owed to both senior lender and UDF Ili. As the junior lender, UDF has the right, but not the
obligation, to cure the default of the senior loan to protect its second lien. Based on UDF IlI's Form 10-Q,
UDF Ill only had $136,488 of cash at September 30, 2015, and could not cure the default with its cash
position.

Therein lies the problem: if UDF IllI's borrower (Buffington) is insolvent and the junior lender (UDF Ill) lacks
the liquidity to cure the third-party senior lender’s loan in default, UDF |II's collateral enters bankruptcy,
typically, or is foreclosed upon.

To make matters worse, management provided another misleading response as to why it has failed to
timely pay its debts. Management states that “[w]hile negotiating a modification to its line of credit from
aregional bank, UDF Ill requested an extension of a scheduled principal payment. The payment was made
subsequent to September 30, 2015.” Management would have investors believe that the continual
pattern of UDF IlIi’s inability to pay a quarterly amortization payment is actually just a standard loan
modification.

However, in almost every form 10-Q filed since the issuance of the loan to UDF Il in March 2014, there
is a disclosure about UDF IllI’s inability to pay (see citations below). UDF III’s inability to pay its debt in a
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Buffington Involuntary Bankruptcy Petition Overview
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timely manner also helps explain (i) why UDF Il was not in a position to cure the default by Buffington on
a third-party senior loan and (ii) why UDF Il was forced to resort to file the attached involuntary
bankruptcy petition included on the next page.

Sourced from UDF Il SEC Disclosures:

THE LOAN THAT UDF Il CONTINUALLY FAILS TO PAY ON TIME WAS ISSUED BY LEGACY TEXAS ON
MARCH 21, 2014, AND THE LATE PAYMENTS BEGAN IN JUNE 2014.

June 30, 2014 - Form 10-Q

“The Partnership obtained a waiver from LegacyTexas for the late payment in July 2014 of the June 2014
required principal payment and will resume making the quarterly principal payments in accordance with
the terms of the Term Loan in September 2014.”

hitp:// www.sec.gov/Archivesfedegar/data/1335732/000114420414049898/v385101 10g.htm

September 30, 2014 - Form 10-Q

“The Partnership obtained an extension from LegacyTexas for the September 2014 required principal
payment to December 21, 2014 and will resume making the quarterly principal payments in accordance
with the terms of the Term Loan at that time”
http://www.sec.gav/Archives/edpar/data/1335732/000114420414068688/v393078 10q.htm

March 31, 2015 - Form 10-Q

“LegacyTexas waived any default in connection with the late payment of the required principal payment
on March 21, 2015.”
http://www.sec.gov/Archives/edgar/data/1335732/000114420415031333/v409242 10q.htm

June 30, 2015 - Form 10-Q

“LegacyTexas extended the due date of the June 21, 2015 quarterly principal payment to September 10,
2015.”
http://www.sec.gov/Archives/edgar/data/1335732/000114420415065839/v423461 10q.htm

September 30, 2015 - Form 10-Q

“The Partnership has requested an extension of the September 10, 2015 required quarterly principal
payment to January 1, 2016, and LegacyTexas is considering the request. The Term Loan is not in
default.”

http://www.sec.gov/Archives/edgar/data/1335732/000114420415065839/v423461 10g.htm
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Buffington Involuntary Bankruptcy Petition Overview
United Development Funding (UDF)

To submit a tip to the SEC’s Office of the Whistleblower: https://www.sec.gov/about/offices/owb/owb-
tips.shtml.

SEC Office of the Whistleblower
100 F Street NE

Mail Stop 5553

Washington, DC 20549

Fax: (703) 813-9322
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Westem District of Texas

UNITED STATES BANKRUPTCY COURT

INVOLUNTARY
PETITION

IN R ¢ Name ol Debtor U Individual - Tast, Fiest, Noddle)

Lennar Buffington Stonewall Ranch, L.P.

ALL OTHER NAN
{Include mamie dymaiden, and trade nanies,)

=S used by debtar in the fast § years

Last Dour digits of Soetal-Seewrity or other Individual™s Tax-1.1. No.Complete EIN
(I more than one, state all »

STREL T ADDRESS OF DEBTOR (No. and street. citv, state, and zip coded
8601 Ranch Road 2222

Building I, Suite 150, Austin TX

COUNTY O RESIDENCET OR PRINCIE N PLACEF OF BUSINESS
Austin

78730

71 Cont:

NEATEING ADDRESS OF DEBTOR (IF ditterent from strect address)

Z1P CODE

1 OCATION (_)}.' PRINCIP )
land in Williamson County, Texas

ASSETS OF BUSINESS DEBTOR (1t difterent 1rom previously fled addresses)

CHAPTER OF BANKRUPLCY CODE GNDER WHICH PETTHON IS FILED

Chapter 7 3 Chapter 11

INFORNIATION REGARDING DERBTOR 1Check :lpplil‘:lblc boxes)

Nature of Dehits
(Chieck one box.)

Type of Debtor
(FForm of Organization)

cheek ihis box and stale type ol entiny below,)

Nature of Business
(Check one box.i
Heallh Care Business

7 1 Individusal vIneludes Joint Debror)
Potitioners belieye: Sigle Asset Real Estate as delined in
O Comporabion (Includes LLC and LLP) S e '
L (el ! L ULNLCL § 10165 1)(H)
g i1 Pactnership Vol
O Debts are primarily consimer debis v tadn rship _ Railroad
O Dehts are primarily business debis S0 Other (Hdehtor s not ane of the abov e entities, Stochbroker
SINS Are f CSN Dy

Commadhity Broker
Clearmny Hank
Other

VENLE

O Debtor s been doniciled or has had a residence. principal
place ol business. or primcipal assets m the District for [N
days immediately preceding the date ol thag petdionor 1o
wlonger pairt o such 180 davs than in any other District.

3 A bunkruptey vase concerminy debtor’s alhiliane | seneral
partner ar partnership s pondimg m this District

FITING FEE (Check one box)
0O Full Filing Fee attached

O Petitioner is a child support creditor or its veprescntanve. and the form
specificd in ¥ 3046 1) ol the Bankiuptey Relonu Act ot 1994 1s attachied.

i putitioncr, amd i e

%
Mo

1)l

Al s pmort crediiar o repradantanive it

Sthe foem speeified o S 200 af the Sanfapioy o e o

PENDING BANKRUPTOY CASE FLLED BY OR AGAINST ANV PARTNER
OR AFFILIATE OF THIS DEBTOR (Report imlonnalion tor any additional cases on attached sheets,)

States Code,

2, The debtor is a person agamst whom an order Tor reliel miay be entered under ftde T ol the United

3. 1 T The debtor s generally not paying such debtor’s debts as they become dae. unless sue hdlohts ane
e subjeet of a bona fide dispute as o Habiliey of amaount:
or
bo o Within 120 days preceding the [ifing of this petition. a custodian. other than a trustee receiver, or

apent appemted or authorized (o take charge of less than substantrally all ol the properly of'the
dehtor for the purpose of cnforcing a lien against such property. was appomted or took possession.

Nime al"Deblon Casc Number | Date
None
Relationship District Judge
ALLEGATIONN
(Check applicahle boxes) COURTUSE ON1Y
1. Petoner €s) are ¢ligible to tile this perthon pursuant to 11 TS.C. 8 303 (h),
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Lennar Buffington Ston

R 5 (Official form 3)(1207)  Page 2 Name of Debtor

Case No.

TRANSFER OF CLAIN
i Cheek this box if there has been a transfcr ol any claim agains( the debtor by or (o any petitioncr, Attach all documents that
evidence the transfer and any stalements that are required nnder Bankrupicy Rule 1003(a).

REQUEST FOR RELIEF
Petitionerts) request that an order for reliel be entered azainst the debtor under the chapter ol tidde 11, United States Code. specitied i his
pelition. Ilany pelittoner 1s a loreign representative appointed m a foreign proceeding. a certilied copy ol the order of the court granting
recognition is atlached.

Petitionerts: declare nnder penalty of perjury that (he foregomg s true and
correct according o Uie best ol their Knowledge. information. and beliel.

, /s/ Ben Wissink

\wmlurc ol Petitioner or Rc‘prmenmh\m (State title)

Ben Wissink, President UMTH Land 11/30/2015
Namg of Allormey Firg ({1 any)

Nanic of I'euln-mr Dalc Signed
UMTH Land 6860 N. Dallas Pkwy., Suite 200, Plano, TX 75024

Addiess
214-220-2402

I'clephone No

< Is/ Richard W. Ward

Stenature ol Atlomey

Richard W. Ward

11/30/2015
Date

Ben Wissink, President.
Development, LT general partner ol
United Development Fundmng 1L 1D
1307 Municipal Way. Suite 21
Grapevie, TN o031

Name & Mailing
Address ol (ndividual
Stgning i Represenlative

Capacity
N_ . X
Sienature of Petinoner or Representative (State title) Signatute of Attorney Date
Name ol Petitioner Nate Sigued Name ol Atlornev Firm (107 any )
Name & Mailing Address -
Address of Tndividuul
Signing 1 Representatn e Telephone No,
Capacuty
X N
Stznature ol Pelitioner or Representative State (itle) Signature ol Allomey Dale
Name of Petitioner Dale Signed Name of Altomey Finm (L any )
Name & Mailing Address
Address of Tndividual B
Stgming in Represenfative Telephone No.
Capacny
PETITIONING CREDITORS
Name and Address of Detitioner Nature of Clum Amount ol Claim
United Development Funding Ill, LP, address listed above) | Secured Loan 106539986

Name and Addiess of Peutioner Nature of Claun Amount ol Clann

Name and Address of Peqtioner Nature ol Claim Amount of Claum

Tolal Amount ol Pcutioners”
Claums

Note; [ there are more Wan three peationers. stach additional sheets with the statement wider
penally ol perury. cach petiuoner’s signature under the statement and the nume of attorney

and petthoning credior intomation in the format above.

1 continnation sheets attached



Buffington Lawsuit Overview
United Development Funding (UDF)

Attached is the lawsuit filed in Travis County, Texas (Hanna/Magee [.P. #1 v. BHM Highpointe Ltd., et al. Cause
No. D-1-GN-15-004985), related to UDF Ill and UDF IV’s, second largest “non-affiliated” borrower, a private real-
estate developer based in Austin, Texas, whose principal executive is Thomas Buffington (“Buffington”).
Buffington affiliates account for approximately 11% of the outstanding loan balance of UDF IV according to
financial disclosures in the Form 10-Q for the quarter ended September 30, 2015. UDF Iil's Form 10-Q for the
quarter ended September 30, 2015 states that “Buffington Land, Ltd., an unaffiliated Texas limited partnership,
which comprises approximately 25% of the outstanding balance of our portfolio, including additional loans to
its affiliated entities”, and accordingly Buffington is material to both UDF Il and UDF IV. (emphasis added)

The plaintiff, a third-party development partner of Buffington, was retained by Buffington to “manage the
development.” While there are numerous troublesome allegations included in the attached lawsuit, there are
two allegations that are particularly troublesome for UDF Il and specifically UDF IV, which has filed financial
statements with the SEC stating that “full collectability of loans [...] is considered probable” with regard to 100%
of their loans.

First, the lawsuit alleges that “[i]n at least one instance, such distribution took the form of BHM Highpointe
making a distribution of approximately $1,800,000 to Buffington Land characterized as a ‘loan.” At the time of
such ‘loan,” Buffington Land had no ability to repay any loan from BHM Highpointe and failed to do so.”

Second, the lawsuit alleges that “BHM Highpointe transferred to Buffington Land certain valuable property
and/or property rights, either with the actual intent to hinder, delay or defraud Plaintiff, and/or in return for less

than reasonably equivalent value at a time during which BHM Highpointe was insolvent or was rendered
insolvent by the transfer.”

Itis noteworthy that the plaintiff is a development partner of Buffington and, as such, has no apparent economic
incentive to claim that BHM Highpointe is insolvent. The payment owed to the plaintiff would likely be
dependent on the solvency of BHM Highpointe and Buffington.

UDF IV is owed loans by (i) Buffington Land, LTD (which allegedly has “no ability to repay any loan from BHM
Highpointe”), (ii) BHM Highpointe, LTD (which allegedly “was insolvent or rendered insolvent by the transfer [to
Buffington Land]”), and (iii)) BHM HP 5.3, LLC, an entity to which BHM High Pointe is a member and BHM
Highpointe MGMT is the manager.

Management filed a Form 8-K on December 14, 2015 confirming that “UDF IV has been named in an action
involving a contract developer (plaintiff) and a UDF borrower (defendant) relating to their development
agreement.” It goes on to claim that, “UDF IV does not have any contractual or other relationship with the
plaintiff. UDF IV was served with the petition on November 10, 2015. UDF IV is not a party to the development
agreement and believes the claims against it are without merit and baseless.”

Setting aside the plaintiff’s allegations of impropriety against UDF management, management failed to address
the allegations of the insolvency of entities affiliated with Buffington, its second largest “non-affiliated”
borrower. These entities have outstanding past due balances owed to UDF IV. Further, management does not
explain how this reconciles with the misleading statements in UDF IV’s SEC filings that, for 100% of loans, “full
collectability of loans [...] is considered probable.”
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Buffington Lawsuit Overview
United Development Funding (UDF)

To submit a tip to the SEC’s Office of the Whistleblower: https://www.sec.pov/about/offices/owb/owb-
tips.shtmi,

SEC Office of the Whistleblower
100 F Street NE

Mail Stop 5553

Washington, DC 20549

Fax: (703) 813-9322
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Valva L. Price
District Clerk

CAUSE NO.

-1-GN-15- Travis County
D D-1-GN-15-004985

Connie Jefferson

HANNA/MAGEE L.P. #1,
Plaintift,

IN THE DISTRICT COURT OF

—
N

TRAVIS COUNTY, TEXAS

BHM HIGHPOINTE LTD., BHM
HIGHPOINTE MANAGEMENY, LELC,
BUFFINGTON [LAND GROUP, LTD.,
UNITED DEVELLOPMENT FUNDING 1V,
THOMAS BUFFINGTON and
PATRICK STARLEY,

Delendants,

345TH

L SO A7 K A T ST L L g A L T A

JUDICTAL DISTRICT

PLAINTIFF’S ORIGINAL PETITION
COMES NOW, Hanna/Magee L.P, #1 (“Plaintift”), and files this its Original Petition
complaining of BIIM Highpointe Ltd., BHM Highpointe Management, 1.T € Bulfington [ and,
Group Ltd., United Devclopment Funding IV, Thomas Bulfington and Patrick Starley

(“Delendants™) and in support of their complaint would respectfully show the Court the

following:
1. Discovery
1. Plainti{f intends to conduct discovery in this case under Level 2 of Texas RULE

OF CIVIL PROCEDLRE 1904,

II. Parties

2. The Plawtifl is & limited pactnership registered 1o do business in the State of
Texas.
3. Dotendant BIIM [Highpointe Ltd. (“BHM Hizhpointe™ or “BHM”) is a limited

partnership registered to do business in the State of Texas, and may be served with a citation

through CT Corporation, 1999 Bryan St., Suite 900, Dallas, TX 75201-3136.

TOE A0S 40529 i3 Fage |



4. Defendant BHM Highpointe Management [L1L.C (the “BHM Genceral Partner”) is a
limited liability company registered Lo do business in the State of Texas, and is the gencral
partner of Defendant BHM Highpointe) and may be served with a citation through CT
Corporation, 1999 Bryan St.. Suite 900, Dallas, TX 75201-3136.

5. Defendant Buffington Land Group, Ltd. ("Buflingion Land”) is a limited
partnership regisiered to do business in the State of Texas. Defendant Builington Land may be
scrved with citation through CT Corporation, 1999 Bryau St., Suite 900, Dallas, TX 75201-3136.

6. United Development Funding IV (“*UDF”) 1s 2 Maryland investment trust doing
business in Texas. [t may be served with process by serving its regislered agent, Corporation
Service Company d/b/a CSC - Lawyers Incorporating Service Company, at 211 Fast 7th Street,
Suite 620, Austin, Texas 78701,

7. Thomas Bullington (“Buffington”} is an individual resident of Travis County,
Texas, who may be served at 3600 N. Capital of Texas Hwy, B-170, Austin, TX 78746-3314,

8. Patrick Starley (“Starley™) is an individual resident of fravis County, Texas, who
may be served at 4720 Rockelifl Rd., Unit 5. Austin, TX 7§746-1254.

. Jurisdiclion and Venue

9. This Court has jurisdiction over the subject matter complained ol in this Petition
because the amounts at issue exceed the minimal junsdictional limits of this Court.  Venue is
proper in this Court pursuant to §15.001, et seq. of the TEXAS Civi, PRACTICE AN REMEDIES
CooE, inasmuch as all ol lhe cvents and property giving risc to the claims alleged occurred in
Travis County, Texas and becausc one of the Defendants has its principal oificc and place of
business or residence in Travis County, Texas. Plaintiff claims monetary damages in excess of

$1,000,000.
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1V. Facts

10. On or about December 24, 2008, Plaintiff and BHM Highpointe entered into a
contract (the “Development Agreement”) for the manageraent and development of real property
located in the city ol Dripping Springs. Texas. {(the “Development”),  The Devclopment
Agreement provided that BHM Highpointe was retaining PlaimtidT to manage the development,
construction and marketing for the Highpointe residential subdivision, approval of which had
previously been abtained from the City of Dripping Springs (the “Project™). In return for
performing the varieus obligations spelled out in the Development Agreement, BHM Highpointe
agreed to pay Plaintitf a “Profits Intcrest™ equal 1o 20% of the “Net Profits” from the Project.
The Net Profits was calculated by subtracting all Project Expenses (rom the “gross revenues
actually collected by ar on behalf of [BHM Highpointe] fiom ihe Project,”

L} In addition to the above payment terms, the BHM Highpointe agreed to do and
refrain from doing cectain things with respect (o the Project including:

a. Agrecing that BHM Highpotnic would not make changes to the Project business

plan that would reduce projected Net Profits from the Project by more than ten pereent

without discussing it with Plaicti(f, and “If any revised Cash I'low Analysis projects Net

Profits of less than nincty percent (90%) of the Net Prolits projected in the immediately

preceding Cash Flow Analysis (a “Major Reduction”), Owner [BHM Uighpointe] may in

gouod faith modify the project business plan se as (o meet Owner’s debt obligatious and/or
protect Owner’s investment or reflect the projections ol Owner, while maintaining the

Net Prolits projected in the immedialely preceding Cash Flow Analysis to the extent

Owner determincs to be possible.”

7051-4\00540529.001 Page 3



'} Agrceing thal “in no cvent will any fee or similar payment to sny person or entity

having an owncrship intercst in the project constitutc Project Expenscs™ for the purposcs

ol calculating the Profits Interest;

(o Agrceing that “before BIIM makes any distributions to [BHM’s partrers| other

than Tax Distributions. BHM will lirst pay 1o Plaintff the amount o the Pro[its Interest

that the Plaintilt would have received if Plaintitt had reecived a concurrent and
proportionite payment of the Profits Interest at the time of the Tax Distributions {lhe

“Reconciliation Amount.”

12, Despite Plaintift continuing 10 expend cfforls on bebalf of BHM and the Project
and performing its obligation thereunder, BHM Highpointe hreached these provisions of the
Development Agreement by at least (ailing to make any Piolut [nferest distibutions (o Plaintiff,
despite making distributions o its partners. In at least one instance. such distribution took the
form of BHM Highpointe making a distribution of approximately $1,800.000 (o Buflington Land
characterized as a “loan”. At the time of such “loan”, Buflfington Land had no abilily lo rcpay
any loan trom BHM Ilighpointe, and failed to do so.

13. BIiM Highpointc failed to provide any, much less proper, notice of any rcduction
of Net Profits in accordance with the Development Agreement. Specifically BHM Highpointe
failed to imform Plaintiff that it had assigned, for uo consideration, various assets of BHM
Highpointe, which were nceessary and intrinsic to obtaining any Net Profits, to Buflington Land
for no consideration.

4. On information and beliei on or afler November, 2011 BHM transferred to
Defendant BufTington [.and the right to reccive MUD and other reimbursement rights relating to

the Project and generated from the development ot the Project (the “Reimbursements™).  Such
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transfer to Buffinglon Land was done for no cousideration and BHM Highpointe reccived
nothing of value in connection with such lransfer. The transler ot these valuable assels was
actively concealed (rom Plaintiff' by BHM Highpointe, Buffirgton and Starley. In lact, on
numerous occasions BHM Highpointe actively misrepresented the status of the ownership of the
Reimbursements. Contemporancous with the assignment of the Reimbursements to Buftington
Land. Buftington [.and used the Reimburscrienlts assigned by BHM Highpointe to obtain a loan
from MUD Reimbursecment Finance LLC securcd by the Reimbursements and other assets.
Upon information and belief and at the specific insistence of UDF, Buffington Land used the
proceeds of such loan to pay UDF in excess of 35,000,000 aguinst loans made by UDF (o
Buffington Land which were guaranteed by each of Bulfinglon and Starley. Upon information
and belicl, the assignment of the Reimbursements by BHM Highpointe to Buitington Land and
the subscquent payment ot obligations owed by Butlington Land io JDF was done with actual
intent to hinder, delay and deflraud Plainti(f and for the benefit of each of Buffington Land,
Buftington, Stariey and UDF, and to prevent Plaintiff from being paid the Net Profits it was
entitled lo and were conlemplated under the Development Agreement and the operative Cash
Flow Analysis.  After the assignment of the Reimbursements, Buflington Land received in
excess of $35,000,000 in connection with the Reimbursements that had been assigned. None of
such funds have been paid to BHM Highpointe as was intended in the Cash Flow Anpalysis under

the Development Agreemeni.
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V. Causes of Action

A Breach of Contract

15, Plainti{{ incorporates paragraphs 1-14 hercot. The acts of BHM Highpointe, as
described hercin, coustitute breach of contract for which Plaintif now sues. BHM Highpointe
Munagement LLLC, as the general partner of BHM Highpoinie, 15 fully liable for such claim.

16, The Development Agreement obligates BHM Highpointe to make paynients to
Plaintift and to make distributions to Plaintift in accordance with the terins ot the Development
Agreement. Additionally. the Development Agreement prohibits BHM Highpainte from making
distributions of Net Profits without making distributions to Plaintitf. Plaintiff has performed
cach and all of its obligations under the Development Agreement and all conditions precedent to
the recovery of Plaintift’s dumages as requested herein have oceurred.  Morcover, he
Development Agreement prohibited BHM Highpointe (rom changing the Cash Flow Analysis
without discussion with Plaintiff and then, only in “goad (aith Lo protect *Owner’s' investment.
The assignment of the Reimbursements did not constitute a change for the purposc of protecting
BHM Highpainte’s investment, butl rather (o benciit Raffington Land, Buftington, Starley and
LIDE.

17, As a result of BHM’s brcach ot the Pevelopment Agreement, Plaintiff has
sutfered injury in the form of actual and consequential damages, for which Plaintiff now sues.
Additionally, Plaintiff secks the recovery of its rcasonable costs and attorneys’ [ces incurred

pursuant to the terms of the Development Agreement and applicable Texas law,

B. Tortious Interference With Existing Contract
16, PlaintifCincorporates paragraphs 1-17 as if tully sct forth herein. The actions of

cach of Buttingtor: l.and, UDF, Buffington and Starley, as described hereinabove. constitute

tortious interference with the Development Agreement. On information and belief, cach of

7051400510529 001 Page 6



Buffington Land, UDF, Butfington and Starley actively solicited BHM Highpointe to assign the
Recimbursements and use proceeds from the pledge of the Reimbursements to benetit cach of
Buffington Land, UDF, Siarley and Buffington, and to prevent the use of the Reimbursements
and the procecds thercol” [rom being paid to Plaintiif a¢ part of the Net Profits of the
Development Agreement. Such actions by UDF, Bultington, Stariey and Buftington Land werc
donc intentionally and willfully for their own benelit and were the proximate cause of BHM
Highpointe's breach of contract as described hercin and damages to Plaintiff, The actions of
UDF, Starley, Buffinglon and Buflingion [.and were aclively concealed [rom Plaintiff and the
claim asserted is subject to the “discovery rule™ as a result of such concealment.

C. Texas Fraudulent Transfer Act

19. laintifT incorporates paragraphs 1-18 as il fully set lorth herein. The wransfer of
the Reimbursements [rom BHM Highpoinie to Buitington and of the proceeds of the use of the
Reimbursements to UDF are (raudulent tran. sferspursuant to Section 24,001 el seq. of the
TEXAS BUSINESS AND COMMERCE COpt (ar whici 'laintiff now sues. Additionally, to the cxtent
that such proceeds were used by Buffington Land to pay indebtedness owed by Buftington Land
to UDF and guarantced by each of Buffington and Starley, such transfer was for the benefit of
UDF, Starley and Bullington.

20. Upon information and belicl, BHM Fighpointe transferred to Bulfington Land
certain valuable property and/or property rights, cither with the actual inient to hinder, dclay or
defraud Plaintifl, and/or in return tor less than rcasonably cquivalent value at a time during
which BHM Flighpointc was insolvent or was rendered insolvent by the transler. The valuable
property and/or property rights or the procceds of such rights were subsequently transferred to

UDF, without consideration and {or no value t» BHM Highpointe.  Accordingly, Buflington

7051-4\00540529.001 Page 7



Land and UDF arc jointly and scverally liable with BHM Highpomte to Plaintif{ for the value of
such transfers, up to an amount necessary to compensate Plaintiff in full, pursuant to §24.001 et
seq. of the TENAS BUSINISS & COMMERCE CODE, On information and beliel, Buffington Land
and UDF did not rcceive the property and property rights in good faith or for a reasonably
equivalent value, and Buffington land ard UDF had knowledge that Plaintiff was a creditor of
BHM Highpointe. Plaintiff hereby secks the recovery of the proceeds of such transfer pursuant
to Section 24.008 and 24.009 of the Texas BuSINESS & COMMERCE CODLE,
VL Eraad

21, Additionally or alicrnatively, on various occasions on or atler November 2011,
Plaintiff discussed the status of the Development with Buffingtlon and BHM Highpointe
representatives. Starley, Bulfington and BHM Highpointe specitically discussed the status of the
Devclopment and the income that was going (o be gencrated out of the asscts. Tn such
conversations, alter the assignment of the Keimbursements o Buftington Land, BIM
Highpointe, Starley and Buffington represenicd to Plainti{[ that the Reimbursements were part of
projected Nei Cash Flow,  Additionally, when Plaintiff became aware that Reimburscments
should have been received, Plainlifl inquired about them and was told that the Reimbursements
had or would be appliad against the debt owed to UDF by BHM I[lighpotute, and to the cxtent
that such debt reduction was not being reflecied, they would “toke care of it and clear itup”. At
the tinie that such representations wers made, BHM Highpointe, Starley and Buflington were
aware that the Reimbursements had besn assigned to Buftington Land. The representations
madc by Buflington, Starley and BHM Highpointe, as rcflected above, were malerial, were false,
were made to Plaintifi so that Plaintiff would rely upon them i coutinuing to perform work on

the Project and in compliance with the Development Agreement, and were relicd upon by
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Plaintiff in cortinuing to perform under the Development Agreement despite BHM Highpointe's
breach, and resulted in damages to Plaintiff for which Plaintitt now sucs.
Vii. Attorney Feey
22. Due to the Defendants’ conduct, Plaint{t has been forced to tetain the
undersigned counsel to bring and prosecute this case. Plaintiff is catitled to, and hereby makes

claim for, its’ rcasonablc and neccssary attorucys’ fees and litigation costs incurred in this cause.

23. Plaintiff is entitled to ils atiorneys’ fees under Article VI of the Development
Agreement,
24, Additionally and altcmatively, Plaintift is entitled (o its attorneys’ fees under

Chapter 38 of the TeXAS CIVIL PRACTICES AND RuMEDIES CODE. See TEX. C1v. PRAC. & REM.
Cont § 38.001(8) and Section 24.013 ot the TEXAS BugiNEss & COMMERCE CODE.
25, All conditions precedent to recovery of the clainss asserted herein have occurred.
PRAYER

PlaintilT requests that Delendants be served with ciiation and directed to appear and
answer, and that on final trial, Plaintiff be awarded the following rclicf:

. Judgment against the Defendants BHM Highpointe and BHM Highpointe
Management LLC for breach of conltract und for actual damages including but not limited to all
Net Profits, that should have been paid to Plaintitf under the Devetopment Agreement and all
other amounts due and owing thereunder plus lost protits:

o Judgment against UDF, Starley, Buffington, Buffington Land for tortious

interference with contract and all damages thereunder;
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