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Merrill & Thoman, LLP 9449 Priority Way West Drive, Suite 130

Certified Public Accountants Indianapolis, Indiana 46240
Phone: (317) 705-2070

Fax: (317) 705-2069

Independent Auditors' Report

To the Board of Directors
Partners In Housing Development Corporation
Indianapolis, Indiana

We have audited the accompanying consolidated statement of
financial position of Partners In Housing Development Corporation and
subsidiaries as of December 31, 2010 and the related consolidated statements
of activities and cash flows for the year then ended. These financial statements
are the responsibility of the Company's management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards for
financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the consolidated financial position of Partners In
Housing Development Corporation and subsidiaries as of December 31, 2010,
and the consolidated results of their activities and their cash flows for the year
then ended in conformity with accounting principles generally accepted in the
United States of America.

In accordance with Government Auditing Standards, we have also
issued a report dated September 14, 2011 on our consideration of Partners In
Housing Development Corporation's internal control over financial reporting
and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements and other matters. The purpose of that report is
to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing
Standards and important for assessing the results of our audit.

September 14, 2011 J
W‘”"” e
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION

AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

DECEMBER 31, 2010

ASSETS

Real estate investments:
Land
Buildings
Equipment

Allowance for depreciation

Cash and cash equivalents

Operating reserves (Note 6)

Other restricted reserves and deposits (Note 6)
Tenant receivables

Accounts receivable — grants (Note 14)
Unamortized costs and other assets, net of
accumulated amortization of $180,574

LIABILITIES AND NET ASSETS

Liabilities:
Mortgage loans payable (Note 3)
Other notes payable (Note 3)
Accounts payable and accrued expenses
Accrued development costs (Note 14)
Accrued interest (Note 3)
Deposit and other liabilities

Minority interests in operating partnerships (Note 5)
Commitments and contingencies (Notes 3 and 4)

Unrestricted net assets

See notes to consolidated financial statements.
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$ 880,842
15,641,560
1,073,807
17,596,209
( 5,608,599)
11,987,610
83,802
140,871
632,228
86,134
165,829

33,511

$13,129,985

$ 4,608,430
22,000
75,833

165,829
481,907
66,719
5,420,718

2,665,201

5,044,066

$13,129,985




PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF ACTIVITIES
YEAR ENDED DECEMBER 31, 2010

Income:
Real estate operations:
Rental and other revenue $ 2,221,548
Real estate operating expenses _[(2,204.846)
Net operating income from real estate operations 16,702
Contributions and grants 3,652,072
Interest income and other 2,329
3,671,103
Expenses:
General and administrative 739,174
Supportive services 402,816
Interest 306,118
Depreciation and amortization 618.303
2,066,411
Change in net assets from operations before minority
interests in operating partnerships 1,604,692
Minority interests in operating partnerships 207,326
Change in net assets from operations 1,812,018
Unrestricted net assets, beginning 3,232,048
Unrestricted net assets, ending $ 5,044,066

See notes to consolidated financial statements.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION

AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

YEAR ENDED DECEMBER 31, 2010

Operating activities:
Change in net assets from operations

Adjustments to reconcile change in net assets from
operations to net cash provided by operating activities:

Depreciation and amortization

Minority interests

Changes in operating assets and liabilities:
Accounts receivable and prepaid expenses
Account payable and accrued expenses
Deposit and other liabilities

Net cash provided by operating activities
Investing activities:
Net change in restricted reserves and deposits
Development expenditures and other additions
to property and equipment
Net cash used in investing activities
Financing activities:
Principal payments on mortgage loans and other notes
payable

Net change in cash and cash equivalents
Cash, balance at beginning of year

Cash, balance at end of year

Supplemental disclosure:
Interest paid

See notes to consolidated financial statements.
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$ 1,812,018

618,303
( 207,326)

( 256,338)
(  67,736)
1,027

1,899,948

(29,037
(1.419,881)

(1,448,918)

( 1,035,515)

( 584,485)
668,287

3 83,802
$__ 268,436
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2010

Organization and summary of significant accounting policies:
Organization:

Partners In Housing Development Corporation ('Partners or the
Company"} was formed as a nonprofit organization pursuant to
Internal Revenue Code Section 501(c)(3) to sponsor, develop and own
affordable housing for persons with special needs with operations
beginning in January, 1995,

The Company is the sole shareholder of the general partner in five

limited partnerships (Burton Apartments, L.P., Blue Triangle, L.P.,
Mozingo Place, L.P., Colonial Park, L.P. and Guerin Place, L.P.), each of
which owns one apartment community as its principal asset. As the
sole general partner, the Company has full, exclusive and complete
responsibility and discretion in the management and control of each of
the partnerships.

Control is demonstrated by the ability of the general partner to manage
day-to-day operations without the consent of the limited partners and
the inability of the limited partners to replace the general partner.
Interests held by limited partners in the real estate partnerships are
reflected as minority interests in operating partnerships. Effective
January 1, 2010, the Company purchased the minority (limited
partner) interests in the Guerin Place limited partnership. In addition,
effective April 15, 2011, the Company purchased the minority (limited
partner) interests in the Burton Apartments, L.P. and is pursuing the
purchase of the Blue Triangle, L.P. minority interests.

The residential rental properties owned and controlled by the Company

are managed under agreements with the Company. The agreements
provide for management fees based on gross rental collections.

The Company purchased Linwood Manor Apartments and Gladstone

Apartments in 2005, Mapleton Park Apartments in 2007, Crown
Pointe Apartments in 2008 and the Orleans and St. George
Apartments in 2009. All of the properties are located in Indianapolis,
Indiana. The Company has actively been completing the planned
renovation of each community.

The following is a summary of significant accounting policies followed in
the preparation of these financial statements:

Financial statement presentation:

The financial statements are in conformity with the provisions required
by the Not-for-Profit Entities Presentation of Financial Statements
topic of the FASB Accounting Standards Codification (ASC) 958-205.
This statement established standards for external financial reporting
for Not-for-Profit Organizations.

The Not-for-Profit Entities Presentation of Financial Statements topic of
the FASB Accounting Standards Codification primarily affects the
display of the financial statements and requires that the amounts for
each of three classes of net assets - unrestricted, temporarily
restricted and permanently restricted - be displayed in an aggregate
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

1. Organization and summary of significant accounting policies (continued):

Financial statement presentation (continued):
statement of financial position and the amounts of change in each of
those classes of net assets be displayed in a statement of changes in
net assets. All assets held by the Company at December 31, 2010 are
classified as unrestricted.

The Company has received various grant and other funding awards
that require certain affordability restrictions on the related properties.
Given the nature of the Company’s purpose and missions,
management does not consider the terms and conditions of the
various grant agreements to be more restrictive than the covenants of
the Company. As such, the Company has not reflected these
amounts as restricted net assets.

Principles of consolidation:

The accompanying consolidated financial statements include the
accounts of the Company, and its controlled subsidiaries, including
the operating partnerships controlled by the Company. All significant
intercompany balances and transactions have been eliminated in
consolidation.

Not-for-profit status:
The Company is a not-for-profit organization as described in Section
501(c)(3) of the Internal Revenue Code. As such, the organization is
not subject to federal and state income taxes.

Public support and revenue:

Annual campaign contributions are generally available for unrestricted
use in the related campaign year unless specifically restricted by the
donor. Promises to give are recognized when the promise becomes, in
substance, unconditional. Unconditional promises to give due in the
next year are reflected as current promises to give and are recorded at
their net realizable value. Unconditional promises to give due in
subsequent years are reflected as long-term promises to give and are
recorded at the present value of their net realizable value, using risk-
free interest rates applicable to the years in which the promises are
received to discount the amounts. An allowance for uncollectible
promises is provided based on management’s evaluation of potential
uncollectible promises receivable at year end.

Grants and other contributions of cash and other assets are reported
as temporarily restricted support if they are received with donor
stipulations that limit the use of the donated assets. When a donor
restriction expires, that is, when a stipulated time restriction ends or
purpose restriction is accomplished, temporarily restricted net assets
are reclassified to unrestricted net assets and reported in the
statement of activities as net assets released from restrictions.
Contributions received with donor-imposed restrictions that are met in
the same year in which the contributions are received are classified as
unrestricted contributions.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

Organization and summary of significant accounting policies (continued):

Public support and revenue (continued):

During the year ended December 31, 2010, the value of contributed
services meeting the requirements for recognition in the financial
statements was not material and has not been recorded. In addition,
many individuals volunteer their time and perform a variety of tasks
that assist the Organization at the residents’ facilities, but these
services do not meet the criteria for recognition as contributed
services.

Tenant receivable and bad debt policy:

Tenant rent charges for the current month are due on the first of the
month. Tenants who are evicted or move-out are charged with
damages or cleaning fees, if applicable. Tenant receivables consist of
amounts due for rental income, security deposit or the charges for
damages and cleaning fees. The Company does not accrue interest on
the tenant receivable balances.

Tenant receivables are charged to bad debt expense when they are
determined to be uncollectible based upon a periodic review of the
accounts by management. Accounting principles generally accepted in
the United States of America require that the allowance method be
used to recognize bad debts; however, the effect of using the direct
write-off method is not material to the financial statements for the year
ended December 31, 2010.

Fundraising costs:
Fundraising costs are expensed as incurred. Total costs incurred and
expensed in 2010 were $75,544.

Property taxes:
Property taxes are expensed in the year of the lien on the property such
that twelve months of expense is charged to operations during each
year.

Property and equipment:

Property and equipment are stated at cost or estimated value at time of
contribution. Depreciation is computed by the straight-line method
over the estimated useful lives of the assets. Improvements are
capitalized, while expenditures for maintenance and repairs are
charged to expense as incurred. Certain property has been restated at
net realizable value which is less than the carrying amount.

The Company is subject to the provisions of the Impairment or Disposal
of Long-Lived Assets topic of the FASB Accounting Standards
Codification (ASC) 360-10-35. Impairment or Disposal of Long-Lived
Assets has no retroactive impact on the Company’s financial
statements. The standard requires impairment losses to be recorded
on long-lived assets when indicators of impairment are present and
the undiscounted cash flows estimated to be generated by those assets
(excluding interest) are less than the carrying amount of the assets.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

Organization and summary of significant accounting policies (continued):

Property and equipment (continued):
In such cases, the carrying value of assets to be held and used are
adjusted to their estimated fair value and assets held for sale are
adjusted to their estimated fair value less selling expenses. No
impairment losses were recognized during the year ended December
31, 2010.

Unamortized costs:

The costs incurred to organize the Partnerships in the total amount of
$169,378 were amortized on a straight-line basis over five years.
Financing costs in the amount of $15,200 are being amortized over the
term of the related debt financing.

Cash and cash equivalents:
For purposes of the statement of cash flows, the Company considers all
highly liquid debt instruments purchased with a maturity of three
months or less to be cash equivalents.

Use of estimates:

The preparation of financial statements requires management to make
estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could
differ from those estimates.

Accounting for Uncertainty in Income Taxes:

The Company adopted the Income Taxes topic of the FASB Accounting
Standards Codification (ASC) 740, which provides guidance for how
uncertain income tax positions should be recognized, measured,
presented and disclosed in the financial statements. The Company is
required to evaluate the income tax positions taken or expected to be
taken to determine whether the positions are “more-likely-than-not” to
be sustained upon examination by the applicable tax authority. The
Company has determined that the application of Income Taxes
standard does not impact the operations of the Company and that no
provision for income tax is required in the Company’s financial
statements. There has been no interest or penalties recognized in the
financial statements for the year ended December 31, 2010. As of
December 31, 2010, the Federal and Indiana State income tax returns
for the years ended December 31, 2008 through 2010 remain open.

Fair value:

The Company adopted the Fair Value Measurement topic of the FASB
Accounting Standards Codification (ASC) 820 which provides guidance
for assets and liabilities which are required to be measured at fair
value and requires expanded disclosure for fair value measurement.
The standard applies whenever other standards require or permit
assets or liabilities to be measured at fair value and does not require
any new fair value measurements. The implementation of Fair Value
Measurement did not have a material impact on the Company’s
financial statements for the year ended December 31, 2010.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

1. Organization and summary of significant accounting policies (continued):
Fair value (continued):
The standard establishes a fair value hierarchy based on three levels:

Level 1 - Quoted prices in active markets for identical assets or
liabilities

Level 2 - Quoted prices for similar assets or liabilities in active
markets

Level 3 — Unobservable inputs for the asset or liability based on the
best available information

Affordable housing projects operate in a heavily regulated environment
which typically includes restrictions such as land use restrictions, rent
restrictions, government subsidies in the form of rental assistance
through either rent subsidy or tenant vouchers, subsidized mortgage
interest rates, and restrictions on selling or transferring the projects.

A summary of the methods and significant assumptions used to
estimate the fair values of financial instruments is as follows:

Short-term financial instruments — The fair value of short-term
financial instruments, including cash and cash equivalents,
accounts receivable, accounts payable and accrued liabilities
approximate the carrying value in the accompanying financial
statements due to the short maturity of such instruments.

Long-term liabilities — The fair value of long-term liabilities
approximates the carrying value in the accompanying financial
statements based on current borrowing rates.

2. Related Party Transactions:

The Company is the sole shareholder of the General Partner of the Burton
Apartments, L.P., the Blue Triangle, L.P., Mozingo Place, L.P., and
Colonial Park, L.P. which were formed to develop and own affordable
housing. As General Partner and developer, Partners has various
transactions with such Partnerships.

The Partnerships entered into development agreements with the Company
to provide services relating to the supervision of the development of each
of the Communities. For such services, the Company has earned
development fees based upon a percentage of the related development
costs.

Applicable inter-company transactions are eliminated upon consolidation.
3. Financing:

Revolving Note:

The Company entered into a revolving note agreement with Fifth Third
Bank in the amount of $200,000 with a balance of $22,000 as of
December 31, 2010. The note was fully repaid on January 22, 2011
upon maturity.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

3. Financing (continued):

The revolving note agreement provided, among other things, for the
following:
a. interest at a floating rate per annum equal to the Prime Rate
plus 0.5%; and
b. monthly payments of interest only until the maturity date.

On January 28, 2011, the Company entered into a revolving draw loan

agreement with the National Bank of Indianapolis. The agreement
provides for a maximum note amount of $500,000, interest at 5% per
annum and a maturity date of January 27, 2012,

Linwood Manor Apartments;

Bank Loans:

In connection with the acquisition and renovation of Linwood Manor
Apartments, the Company entered into loan agreements with the
National Bank of Indianapolis in the original amounts of $490,000
and $140,000. The loan agreements provided for an interest rate of
5% per annum and interest only payment until maturity.

As of December 31, 2009, the loans had a combined outstanding
balance of $541,743 and were fully repaid on April 12, 2010.

On April 12, 2010, the Company entered into a loan agreement with
the National Bank of Indianapolis in the original amount of
$265,000. The loan agreement provides, among other things, for
the following:

a. an interest rate of 7% per annum;
b. monthly principal and interest payments of $2,070; and
c. a maturity date of April 12, 2015.

Future annual principal payments are estimated as follows:

2011 $ 6,766
2012 7,255
2013 7,779
2014 8,342
2015 230,780

$ 260,922

Gladstone Apartments:
Bank Loan:

On January 9, 2007, the Company entered into a loan agreement
with the National Bank of Indianapolis (NBI loan) in the original
amount of $730,000.

The loan agreement provides, among other things, for the following:

a. an interest rate of 7.55% per annum;
b. monthly principal and interest payments of $5,952; and
c. a maturity date of January 9, 2012.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

3. Financing (continued):
Future annual principal payments on the NBI loan are estimated as

follows:
2011 $ 22,671
2012 634,721
$ 657,392

Mapleton Park Apartments:

Merchants Bank Loan:

On March 25, 2008, the Company entered into a loan agreement with
Merchants Bank of Indiana in the amount of $200,000. The
Merchants Bank loan agreement provides among other things, for
the following:

a. an interest rate of 8.25% per annum;
b. monthly principal and interest payments of $1,503; and
c. a maturity date of March 1, 2023.

The principal payments on the Merchants Bank loan for the next five
years and thereafter are estimated as follows:

2011 $ 2,034
2012 2,209
2013 2,348
2014 2,525
2015 2,715
Thereafter 184,223

$ 196,054

Crown Pointe Apartments:

Bank Loan:

On October 13, 2009, the Company entered into a loan agreement
with the National Bank of Indianapolis (NBI loan) in the original
amount of $55,000. The loan agreement provides among other
things, for the following:

a. an interest rate of 7.130% per annum;
b. monthly principal and interest payments of $645; and
c. a maturity date of March 1, 2019.

The principal payments on the loan for the next five years and
thereafter are estimated as follows:

2011 $ 4,287
2012 4.603
2013 4,942
2014 5,306
2015 5,693
Thereafter 25,588

$ 50:419
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

3. Financing (continued):

St. George Apartments:

Seller note payable:

In connection with the acquisition of St. George Apartments, the
Company entered into a promissory note agreement in the amount
of $600,000 with the seller of the project. The note bore interest at
the Wall Street Journal published prime rate of interest plus .50%
per annum, but not less than 4.50%. The note provided for
monthly payments of interest only and was fully repaid on February
17, 2010.

The Orleans Apartments:

Bank Loan:

On December 30, 2009, in connection with the acquisition of the
Orleans Apartments, the Company entered into a loan agreement
with the National Bank of Indianapolis in the original amount of
$1,200,000. The loan agreement provides, among other things, for
the following:

a. an interest rate of 5% per annum through January 27, 2011
and 5.50% beginning January 28, 2011;

b. monthly payments of interest only until maturity; and

c. a maturity date of January 31, 2012.

Burton Apartments, L.P.:

Bank Loan:

On August 24, 1995, Burton Apartments, L.P. entered into a loan
agreement with Fifth Third Bank in the original loan amount of
$125,000. The loan agreement provides, among other things, for
the following:

a. an interest rate of 5% per annum;
b. monthly principal and interest payments of $736; and
c. a maturity date of May 1, 2021.

The principal payments for the next five years and thereafter are
estimated as follows:

2011 $ 5,363
2012 5,634
2013 5,919
2014 6,218
2015 6,533
Thereafter 42.422

$ 72,089

HOME Loan:

Burton Apartments, L.P. has entered into a loan agreement with the
City of Indianapolis in connection with certain funds received by the
City of Indianapolis from HUD pursuant to the Home Investment
Partnerships Program (HOME). Such agreement provided for loan
proceeds to the Partnership in the total amount of $225,000.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

3. Financing (continued):

The HOME loan agreement provides, among other things, for the
following:
a. arepayment portion of $156,000;
b. an interest rate of 6.56% per annum on the repayment portion;
c. a term of eighteen (18) years through June 30, 2014; and
d. quarterly payments of interest only from available cash flow.

Unpaid interest in the amount of $148,393 has accrued on the
HOME loan as of December 31, 2010. Also, see Note 15 -
subsequent events.

Blue Triangle, L.P.:

HOME Loan:
Blue Triangle, L.P. obtained a HOME loan from the City of
Indianapolis, Indiana in the amount of $300,000. The HOME loan
provides, among other things, for the following:

a repayment portion in the total amount of $300,000;

a term of eighteen (18) years through January 8, 2016;

an interest rate of 6.13% per annum; and

payments of principal and interest from available cash flow or to
the extent unpaid upon sale or refinancing of the Community.

Unpaid interest in the amount of $220,680 has accrued on the HOME
loan as of December 31, 2010.

PNC Bank (f/k/a National City Bank) Mortgage Loan:
The mortgage loan agreement provides, among other things, for the
following:

peop

a. an original loan amount of $347,989;

b.a maturity date of December 25, 2013;

c. an interest rate of 7.18% per annum; and

d. monthly principal and interest payments of $4,250.

Future annual principal payments on the PNC Bank mortgage loan
are estimated as follows:

2011 & 30,964
2012 33,261
2013 228,841

293,066

Mozingo Place, L.P.:

Bank Loan:

On June 25, 2002, Mozingo Place, L.P. entered into a loan agreement
with Regions Bank (f/k/a Union Planters Bank) for a loan in the
original amount of $180,000.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

3. Financing (continued):
Mozingo Place, L.P. (continued):

The loan agreement provides, among other things, for the following:

a. an interest rate of 8.54% per annum (through June 25, 2012);
b. monthly principal and interest payments of $1,350; and
c. a maturity date of July 1, 2027.

The principal payments for the next five years and thereafter are
estimated as follows:

2011 3 2,854
2012 3,108
2013 3,384
2014 3,667
2015 3,973
Thereafter 140,989

$ 157975

Colonial Park, L.P:

Mortgage loan:
On December 5, 2003, Colonial Park, L.P. entered into a loan
agreement with Regions Bank in the original lcan amount of
$1,200,000. The loan agreement provides, among other things, for
the following:

a. an initial interest rate of 5.65% per annum (through
December 5, 2008);

b. an adjusted rate of 4.564% per annum beginning
December 5, 2008;

c. the interest rate shall be adjusted every 60 months based
upon the LIBOR plus 2%;

d. monthly principal and interest payments of $8,129
{(beginning December 5, 2008);

e. the monthly principal and interest payments shall be
adjusted every 60 months based upon the interest rate
and a twenty year amortization period; and

f. a maturity date of December 5, 2023.

The principal payments on the mortgage loan for the next five years
and thereafter are estimated as follows:

2011 $ 54,869
2012 57,426
2013 60,102
2014 62,903
2015 65,719
Thereafter 661,551

$ 962,570
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

3. Financing (continued):
Guerin Place, L.P.:

HOME Loan:
Guerin Place, L.P. obtained a HOME loan from the City of
Indianapolis, Indiana in the amount of $301,943. The HOME
loan provides, among other things, for the following:

a. a maturity date of May 1, 2026;

b. an interest rate of 3% per annum; and

c. payments of principal and interest from available cash flow
or to the extent unpaid upon sale or refinancing of the
Community.

Unpaid interest in the amount of $112,834 has accrued on the
HOME loan as of December 31, 2010. Also, see Note 15 -
subsequent events.

Aggregate maturities:

The combined aggregate principal payments on the mortgage loans of
the Company (and subsidiaries) for the next five years and
thereafter are estimated as follows:

2011 $ 129,808
2012 1,948,217
2013 313,315
2014 244,961
2015 315,413
Thereafter 1,656,716

$ 4.608,430

4. Commitments and contingencies:

General Partner Obligations:

Management has determined that Blue Triangle Apartments will require
HVAC system and fire panel capital expenditures in the near future.
The total cost of such expenditures has been estimated to range from
$80,000 (for repairs) to $350,000 (for replacements). Currently, Blue
Triangle, L.P. does not have the financial resources to fund such capital
needs and anticipates relying upon advances from the Company.

As the general partner of limited partnerships which develop and own
affordable housing, the Company has various ongoing guarantee and
fiduciary responsibilities. @ The total potential amount of related
guarantees cannot be reasonably estimated; however, the Company is
not aware of any expected or currently pending obligations other than
as disclosed above.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

4. Commitments and contingencies (continued):

Grant Agreements:

The Company has received various grant funds from the City of
Indianapolis and the Indiana Housing & Community Development
Authority pursuant to certain HUD sponsored and other programs and
has received grant funds from the U.S. Department of Veterans Affairs.
The related grant agreements have ongoing compliance requirements
including affordability restrictions, cost allocations and matching
funds.

Defined contribution plan:
The Company has a defined contribution plan and matches eligible
employee contributions at 3%. The total matching expense for 2010
was $11,994.

Concentrations of risk:

The Company’s operations are concentrated in the affordable housing
market. In addition, the Company operates in a heavily regulated
environment. The operations of the Company are subject to the
administrative directives, rules and regulations of federal, state and
local regulatory agencies. Such administrative directives, rules and
regulations are subject to change by an act of Congress or an
administrative change. Such changes may occur with little notice or
inadequate funding to pay for the related cost, including the additional
administrative burden, if any, to comply with a change. In addition,
given the nature of the Company’s operations, liquidity difficulties may
arise from time to time requiring the reliance on additional borrowings
or fund-raising activities to meet its recurring obligations.

The Company deposits its cash in financial institutions. At times,
deposits may exceed federally insured limits. The Company has not
experienced any losses in such accounts.

5. Capital contributions and allocations of operating partnerships

Limited Partner capital contributions in the total amount of $10,123,078
(net of related costs) have been received by the operating partnerships as
of December 31, 2010.

The Partnership agreements provide for a reduction of -capital
contributions by the limited partners if the historic rehabilitation and the
annual low income housing tax credits to be allocated to the limited
partners are less than certain projected amounts. Based upon the
development costs incurred and the leasing of apartment units to
qualifying tenants, the resulting credits to be allocated to the limited
partners are expected to exceed such thresholds. As such, there has
been no reduction in capital contributions as of December 31, 2010.

Allocations of annual income (loss), tax credits and cash flow from
operations of the Partnerships range from 99% to 99.99% for the Limited
Partners (minority interests) and .01% to 1% for the General Partner (the
Company). Cash flow from operations is first used to repay loans and
deferred development fees due the General Partner.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

6. Restricted deposits and reserves:

The Partnership agreements of Blue Triangle, L.P., Mozingo Place, L.P. and
Colonial Park, L.P. require operating reserves which were funded from
the final installments of capital contributions. During 2010, net deposits
of $31,447 were made to the operating reserves.

Other restricted deposits and reserves include required reserves for
development or replacement of property and tenant security deposits.

7. Shelter Plus Care Program:

The Company has entered into agreements with the City of Indianapolis to
provide project-based rental assistance pursuant to the Shelter Plus Care
Program which requires the Company to provide supportive permanent
housing for certain special needs persons. During 2010, the Company
recognized income of $496,848 related to the Shelter Plus Care Program
for rental assistance. The Company must meet certain compliance
requirements including ongoing affordability restrictions (see Note 10).

8. The Home Investment Partnerships Program:

The Company has entered into grant agreements with the City of
Indianapolis in connection with certain funds received from HUD
pursuant to the Home Investment Partnerships Program (HOME).
During 2010, the Company recognized income of $144,829 related to the
HOME Program for project renovations. The Company must meet certain
compliance requirements including ongoing affordability restrictions (see
Note 10j).

9. The Community Development Block Grant Program:

The Company has entered into grant agreements with the City of
Indianapolis in connection with certain funds received by the City of
Indianapolis from HUD pursuant to the Community Development Block
Grant (CDBG) Program. During 2010, the Company recognized total
income of $384,573 related to the CDBG Program for project renovations.
The Company must meet certain compliance requirements including
ongoing affordability restrictions (see Note 10).

10. Land use restriction agreements:

As discussed in Note 5, the Partnerships qualify for low income housing
tax credits pursuant to Internal Revenue Code Section 42. In connection
with the low income tax credits, the Partnerships were required to enter
into Land Use Restriction Agreements which provide for 100% of the
apartment units to be rented to persons with income equal to or less
than 50% of the median income of Marion County, Indiana. In addition,
the Agreements provide, among other things, for the tenant portion of the
rents for such restricted units to be equal to or less than 30% of such
maximum income limits.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

10. Land use restriction agreements (continued):

In addition, as discussed in other notes to the financial statements, the
Company and subsidiaries have been awarded certain funds in
connection with various programs that require ongoing affordability
restrictions. Such restrictions are consistent with the requirements as
set forth above for the low income housing tax credits.

11. VA Homeless Domiciliary Program:

Blue Triangle, L.P. entered into a Master Lease Agreement with the U.S.
Department of Veterans Affairs in connection with the Homeless
Domiciliary Residential Rehabilitation and Treatment Program (VA
Homeless Domiciliary Program). The agreement is for an initial term of
10 years beginning September 15, 2008 and provides, among other
things, for the rental of 50 units at an annual rental rate of $328,778
(adjusted annually based upon the Consumer Price Index) and a renewal
option for 5 additional years.

12. Indianapolis Housing Trust Fund:

The Company has entered into a grant agreement with the City of
Indianapolis in connection with certain funds received from the City of
Indianapolis Housing Trust Fund. The Company received $497,660 in
2010 from the Housing Trust Fund in connection with the renovation of
St. George Apartments and Guerin Place Apartments and for the
development of a local land bank.

13. Affordable Housing Program:

On August 26, 2009, the Company received direct subsidy grants in
connection with the Federal Home Loan Bank Affordable Housing
Program (AHP) for the rencvation of Crown Pointe Apartments and St.
George Apartments in the amounts of $665,200 and $550,000,
respectively all of which had been received as of December 31, 2010. In
addition, on February 1, 2010, the Company received an AHP direct
subsidy grant in the amount of $750,000 in connection with the
renovation of Linwood Manor Apartments of which $604,375 had been
received as of December 31, 2010. During 2010, the Company
recognized total income of $1,544,269 related to the AHP Program for
project renovations.

The AHP Program required the Company to enter into fifteen year
restricted-use agreements whereby units of each project are set-aside for
low and moderate income persons. Noncompliance with the restricted-
use agreements could result in the required repayment of the direct
subsidy grants.
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED DECEMBER 31, 2010

14. Promises to give:

As of December 31, 2010, the Company had received funding awards
pursuant to various grant programs in the total amount of $942,179 for
funding project renovations. In addition, as of December 31, 2010,
$165,829 of such awards had, in substance, become unconditional and
recorded as receivable for related costs incurred. No present value
discounts or allowances for uncollectible promises were recorded at
December 31, 2010 as such receivable amounts were all collected in
early 2011 as expected.

15. Subsequent events:

Events that occur after the balance sheet date but before the financial
statements were available to be issued must be evaluated for recognition
or disclosure. The effects of subsequent events that provide evidence
about conditions that existed at the balance sheet date are recognized in
the accompanying financial statements. Subsequent events which
provide evidence about conditions that existed after the balance sheet
date, require disclosure in the accompanying notes. Management
evaluated the activity of the Company through September 14, 2011 (the
date the financial statements were available to be issued) and concluded
that no subsequent events have occurred that would require recognition
in the financial statements. However, the following paragraphs describe
subsequent events that Management concluded should be disclosed.

On February 24, 2011, the Company received notification of a reservation
award for an allocation of low income housing tax credits for the
proposed acquisition and rehabilitation of Burton Apartments. As part of
the application process, an “as is” appraisal was obtained and reflected a
fair market value of $420,000. The proposed transaction is contingent
upon many factors included debt and equity financing.

The Company has been pursuing conversions (to grants) or cancellation of
the HOME loans on Burton Apartments and Guerin Place Apartments in
connection with the acquisition of the minority interests. The Company
received releases of the mortgage agreements on May 5, 2011, Any
income (or loss) relative to the planned tax credit development of Burton
Apartments and cancellation of indebtedness on Burton Apartments and
Guerin Place Apartments will be reflected upon final resolution and
consummation of such transactions.

Effective Febru 1, 2011, the Company received an additional award in
the amount of $340,000 pursuant to the CDBG Program relative to the
renovation of St. George Apartments.
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Merrill & Thoman, LLP 9449 Priority Way West Drive, Suite 130

Certified Public Accountants Indianapolis, Indiana 46240
Phone: (317) 705-2070

Fax: (317) 705-2069

Independent Auditors' Report on Schedule of
Expenditures of Federal Awards

Board of Directors
Partners In Housing Development Corporation
Indianapolis, Indiana

We have audited the financial statements of Partners In Housing
Development Corporation for the year ended December 31, 2010, and have
issued our report thereon dated September 14, 2011. These financial
statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on the financial statements based on our
audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and Government Auditing
Standards, issued by the Comptroller General of the United States. Those
standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

Our audit was made for the purpose of forming an opinion on the
financial statements of Partners In Housing Development Corporation taken as
a whole. The accompanying Schedule of Expenditures of Federal Awards is
presented for purposes of additional analysis as required by the U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations and is not a required part of the basic financial
statements. Such information is the responsibility of management and was
derived from and relates directly to the underlying auditing procedures applied
in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the financial statements as a whole.

September 14, 2011 <
W/ eef?
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED DECEMBER 31, 2010

Federal
Federal Grantor/Pass-through CFDA
Grantor/Program Title Number

Major
Program Expenditures

Federal

U.S. Department of Housing and
Urban Development/City of Indianapolis:

Home Investment Partnerships Program 14.239
Shelter Plus Care 14.238

Community Development Block Grant -
Disaster Relief 14.225

U.S. Department of Veterans Affairs:

VA Homeless Veterans Providers Grant
and Per Diem Program 64.024

Total

NOTE A - BASIS OF PRESENTATION

No

Yes

Yes

No

$ 144,829
496,848

384,573

369,834
$ 1.396,084

The accompanying schedule of expenditures of federal awards includes the
federal grant activity of Partners In Housing Development Corporation and is
presented on the accrual basis of accounting. The information in this schedule
is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Therefore,
some amounts presented in this schedule may differ from amounts presented

in, or used in the preparation of, the basic financial statements.
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Merrill & Thoman, LLP 9449 Priority Way West Drive, Suite 130

Certified Public Accountants Indianapolis, Indiana 46240
Phone: (317) 705-2070
Fax: (317) 705-2069

Independent Auditors' Report on Compliance With Requirements
That Could Have a Direct and Material Effect on Each Major Program and

Internal Control Over Compliance in Accordance
With OMB Circular A-133

Board of Directors
Partners In Housing Development Corporation
Indianapolis, Indiana

Compliance

We have audited the compliance of Partners In Housing Development
Corporation with the types of compliance requirements described in the
U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the
year ended December 31, 2010. Partners In Housing Development
Corporation's major federal programs are identified in the Schedule of
Expenditures of Federal Awards. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal
programs is the responsibility of Partners In Housing Development
Corporation's management. Our responsibility is to express an opinion on
Partners In Housing Development Corporation's compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing
standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform
the audit to obtain reasonable assurance about whether noncompliance with
the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about Partners In Housing Development
Corporation's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on Partners In Housing Development
Corporation's compliance with those requirements.

In our opinion, Partners In Housing Development Corporation
complied, in all material respects, with the requirements referred to above that
could have a direct and material effect on each of its major federal programs for
the vear ended December 31, 2010.
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Internal Control Over Compliance

The management of the entity is responsible for establishing and
maintaining effective internal control over compliance with requirements of
laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the entity’s internal control
over compliance with the requirements that could have a direct and material
effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not
express an opinion on the effectiveness of the entity’s internal control over
compliance.

A deficiency in internal control over compliance exists when the
design or operation of a control over compliance does not allow management or
employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in
internal control over compliance is a deficiency, or combination of deficiencies,
in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the
limited purpose described in the first paragraph of this section and was not
designed to identify all deficiencies in internal control over compliance that
might be deficiencies, significant deficiencies or material weaknesses. We did
not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the Board
of Directors, management, others within the entity and federal awarding

agencies and pass-through entities and is not intended to be and should not be
used by anyone other than these specified parties.

September 14, 2011 M ol
'
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. 9449 Priority Way West Drive, Suite 130
Merrill & Thoman’ LLP Indianapolis, Indiana 46240

Certified Public Accountants Phone: (317) 705-2070
Fax: (317) 705-2069

Independent Auditors' Report on Internal Control Over
Financial Reporting and on Compliance and
Other Matters based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Board of Directors
Partners In Housing Development Corporation
Indianapolis, Indiana

We have audited the financial statements of Partners In Housing
Development Corporation (the Organization) as of and for the year ended
December 31, 2010 and have issued our report thereon dated September 14,
2011. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Management of the entity is responsible for establishing and
maintaining effective internal control over financial reporting. In planning and
performing our audit of the financial statements, we considered the entity’s
internal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the entity’s
internal control over financial reporting.

A deficiency in internal control over financial reporting exists when
the design or operation of a control does not allow management or employees,
in the normal course of performing their assigned functions, to prevent or
detect and correct misstatements of the entity’s financial statements on a
timely basis. A material weakness over financial reporting is a deficiency, or
combination of deficiencies in internal control over financial reporting, such
that there is a reasonable possibility that a material misstatement of the
entity's financial statements will not be prevented, or detected and corrected,
on a timely basis.

Qur consideration of internal control over financial reporting was for
the limited purposes described in the preceding paragraph and would not
necessarily identify all deficiencies in internal control over financial reporting
that might be deficiencies, significant deficiencies or material weaknesses. We
did not identify any deficiencies in internal control over financial reporting that
we consider to be material weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Partners In
Hcusing Development Corporation's financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grants, noncompliance with which could have
a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions
was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance that
are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Board
of Directors, management and federal awarding agencies and pass-through
entities and is not intended to be and should not be used by anyone other than
these specified parties.

September 14, 2011
’ tef
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PARTNERS IN HOUSING DEVELOPMENT CORPORATION
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED DECEMBER 31, 2010

Section I - Summary of Auditors’ Results:

Financial Statements:
Type of auditors' report issued: unqualified

Internal control over financial reporting:
» Material weakness(es) identified? yes _X no
« Significant deficiency(s) identified
that are not considered to be
material weaknesses? yes X none
reported
Noncompliance material to financial
statements noted? yes X_no

Federal Awards:

Internal control over major programs:
» Material weakness(es) identified? yes X no
+ Significant deficiency(s} identified
that are not considered to be

material weaknesses? yes X none
reported
Type of auditors’ report issued on compliance for major programs:
unqualified

Any audit findings disclosed that are
required to be reported in accordance
with section 510(a) of Circular A-133? yes X no

Identification of major programs:

U.S. Department of Housing and Urban Development — Shelter Plus Care

U.S. Department of Housing and Urban Development — CDBG

Dollar threshold used to distinguish

between type A and type B programs: $ 300,000
Auditee qualified as low risk auditee? X yes __ no

Section II - Financial Statement Findings:
None.

Section III - Federal Awards and Questioned Costs:
None.
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Merrill & Thoman LLP 9449 Priority Way West Drive, Suite 130
i ‘ 2 Indianapolis, Indiana 46240
Certified Public Accountants Phone: (317) 705-2070

Fax: (317) 705-2069

Independent Auditors’ Report on Accompanying Information

To the Board of Directors
Partners In Housing Development Corporation
Indianapolis, Indiana

We conducted our audit to form an opinion on the basic financial
statements of Partners In Housing Development Corporation and subsidiaries
taken as a whole. The accompanying supplementary information on pages 28
and 31 is presented for purposes of additional analysis and is not a required
part of the basic financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying
auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the
financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally
accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a
whole.

September 14, 2011 ¢
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