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Reznick Group. PC.

3 ReanCk 525 N. Tryon Street
= Group Suite 1000

ACCOUNTING - TAX - BUSINESS ADVISORY Charlotte, NC 28202
Tel: (7041 3329100

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors
Crescent Affordable Housing Corporation and Subsidiarics

We have audited thc accompanying consolidated statements of financial position of
Crescent Affordable Housing Corporation and Affiliates (the Company) as of December 31,
2010 and 2009, and the related consolidated statcments of activities and changes in net assets and
cash flows for the years then ended. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is 1o express an opinion on
these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of Crescent Affordable Housing Corporation and
Affihiates as of December 31, 2010 and 2009, and the changes in net assets, and cash flows for
the years then ended, in conformity with accounting principles generally accepled in the United
States of Amcrica.

In accordance with Government Auditing Standards, we have also issued our report dated
June 30, 2011, on our consideration of the Company’s internal control over financial reporting
and on our tests of its compliance with certain provision of laws, regulations, contracts, and grant
agreements and other matters. The purpose ol that report is Lo describe the scope of our testing
of intcrnal control over financial reporting and compliance and the results of that testing, and not
pro provide an opinion on 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
should be considered in assessing the results of our audits.

www.reznickgroup.com
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Our audits were conducted for the purpose of forming an opinion on the basic
consolidated {inancial statements taken as a whole. The supplemental information on pages 26
through 31 is presented for purposes of additional analysis and is not a required part of the basic
consolidated financial statements. Such information has been subjected to the auditing
procedures applied to the basic consolidated financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic consolidated financial statements taken as a

?W W L.

Charlotte, North Carolina
June 30, 2011



Crescent Affordable Housing Corporation and Affiliates

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

December 31, 2010 and 2009

ASSETS

Current Assets
Cash and cash equivalents
Accounts receivable - tenant
Accounts receivable - other
Prepaid expenses

Total Current Assets

Restncted Deposits and Funded Reserves
Resident security deposits
Replacement reserves
Other escrows

Total Restricted Deposits and Funded Reserves

Rental Property
Buildings and improvements
Land improvements
Fumiture, equipment and machinery
Construction in progress

Less accumulated depreciution
Total Rental Property
Other Noncurrent Assets
Loan fees
Tax credit monitoring fees
Prepaid ground lcase
Other assets

Total Other Noncurrent Assets

Total Assets

{continucd)

-5.

2010 2009
$ 8,581,814 $ 12.686,577
39,521 41,092
484.595 479,495
34,829 56,266
9,140,759 13.263.430
31979 28,720
170,321 168,698
2,629,391 2,746,636
2.841,491 2,944,054
33.211,144 33,184,209
4,860,619 4,860,619
880,539 880,539
27.869,522 20,518.379
66.821.824 59,443,746
(5.529,734) (4,239.178)
61.292,090 55.204.568
1.339.657 1,447,308
9,898 10,804
881,907 964,669
271,552 271477
2,503,014 2.694,258
§ 75,777,354  $ 74,106.310




Crescent Affordable Housing Corporation and Affiliates

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION - CONTINUED

December 31, 2010 and 2009

LIABILITIES AND NET ASSETS

Current Liabilities
Accounts payable
Accrued expenses
Asset management fee payable
Due to related parties
Construction note payable to related party
Accrued interest payable to related party

Total Current Liabilities
Deposits and Prepaid Liability
Resident security deposits
Prepaid rent
Total Deposits and Prepaid Liability
Long-Term Liabilitics
Notes payable - related party
Accrued inlerest payable

Total Long-Term Liabilities

Unrestricted Net Asscts, Crescent Affordable Housing Corporation
Unrestricted Net Assets, Noncontrolling Interest

Total Liabilities and Net Assets

2010 2009
S 120,157 8 97,415
547,537 469.665
38,855 23,305
9,020,419 5,676,884
25,344,940 25,344,940
9,337,496 8,577,149
44,409,404 40,189,358
31,717 26,620
1172 5,397
32,889 32,017
37.779.894 37,779.894
4012624 2,501,130
41,792,518 40.281,024
1,934,655 3,663,260
(12,392,112) (10,059,349)
$ 75777354  § 74,106,310

Sce notes to consolidated financial statements

_(]_



Crescent Affordable Housing Corporation and Affiliates

CONSOLIDATED STATEMENTS OF ACTIVITIES

Years ended December 31, 2010 and 2009

Revenucs
Rental income
Vacancies and concessions
Other operating income

Total Revenuc

Opcrating Expenses
Salaries and employee benefits
Repairs and maintenance
Utilities
Property management fee
Property insurance
Miscellaneous operating expenses

Total Operating Expenscs
Net Operating Income (Loss)

Nonoperating Income (Expenses)
Interest income
Intcrest expense
Other financial income (expense)
Miscelianeous othcr income (expense)
Annual fee to affiliate of limited partner
Gain (loss) disposal of assets
Other related party fees and expenscs
Depreciation
Amortization

Total Nonoperating Incomne (Expense)
Change in Net Assets
Attributable to Non-controlling Interest

Change in Net Assets Attributable to Crescent
Affordable Housing Corporation

2010 2009
$ 1455632 % 1.533.804
(143.324) (80.862)
385.760 135,626
1,698,068 1,788,568
329313 445,755
436,165 500,249
228,228 258,094
62.370 101,539
367,623 414,214
576.332 201,420
2,000,031 1,921,271
(301,963) (132,703)
12,064 20,556
(2,252.640) (3.140,580)
(5,094) (2,149)
(52,121) (50,872)
(15,550 (13.661)

- 188,915

(46,951} -

(1.290,556) (1,318,927)
(108,557) (108.257)
(3,759.405) (4.424.975)
(4.061.368) (4.557.678)
(2.332.763) (4.680,499)
$  (1,728,605) § 122,821

See notes to consolidated financial statements
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Crescent Affordable Housing Corporation and A ffiliates
CONSOLIDATED STATEMENTS OF NET ASSETS

Years ended December 31, 2010 and 2009

Unrestricted
Net Assets,
Crescent Unrestricted
Affordab_le Net Assets,
Housing Noncontrolling
Corporation Interest
Balance January 1, 2009 3 13,540,439 5 (5,378.850)
Change in Net Assets 122,821 (4,680,499
Balance December 31, 2009 3,663,260 (10,059,349)
Change in Net Assets (1,728,605) (2,332,763)
Balance December 31, 2010 $ 1,934655 $ (12,392,112)

Sce notes to consolidated [inancial statements

-8



Crescent Affordable Housing Corporation and Affiliates

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES

Change in net asscts

Adjustments to reconcile changes in net assets to net
cash provided (used) by operating activities;

Depreciation
Amortization
Gain on disposal of assets

Changes in asscts and liabilities that provided (used} cash:

Accounts receivable - tenant
Accounts receivable - other

Prepaid expenses

Tenant security deposits, net

Other asscls
Accounts payable
Accrued expensces

Assel management fee payable

Prepaid rent

Accrued interest payable to related party

Net cash provided (used) by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchases of property and equipment

Replacement reserve, net
Other escrows, net

Construction cost payable, net

Net cash provided (used) by investing activities

{continued)

-9

Years ended Decentber 31. 2010 and 2009

2010 2009
(4,061,368) $  (4,557,678)
1,290,556 1,318,927

108,557 108,257
; (188,915)
1.571 (9,968)
(5,100) (270,548)
104,199 718,145
2,038 (20,562)
(75) 50,400
22,742 28,458
77,872 233,363
15,550 13,641
(4,225) (1,988)
2,252,640 2,549,784
(195,043) (28,684)
(7.358.877) (10,340,695)
(1,623) (168.698)
107.245 644,133
- (742,832)
(7,253.255) (10.608,092)




Crescent Affordable Housing Corporation and Affiliates

CONSOQLIDATED STATEMENTS OF CASH FLOWS - CONTINUED

Years ended December 31. 2010 and 2009

CASH FLOWS FROM FINANCING ACTIVITIES
Notes payable - related party
Due to related party

Net cash provided (used) by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end ol year

Supplemental disclosures of cash [low information:
Cash paid for interest

Supplemental disclosure of noncash investing and financing
information:
Interest capitalized

Gaun {loss) on disposal of assets:
Notes payable - related party, net of cash paid of $0 and
$46,304,923 in 2010 and 2009, respectively
Accrued interest payable
Accounts payable
Prepaid ground lease
Development costs

End cash check:

2010

2009

3,343,535

(643,075)
456,529

3,343,535

(186,546)

(4,104.763)

12.686.577

(10,823 ,322)

23,509,899

3.581.814

12,686,577

590,796

19,201

2,043,262

(2,045,311)

(590,796)

(1.608)
379,938
2,068,862

(188,915)

See notes to consolidated financial statements
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Crescent Affordable Housing Corporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2010 and 2009

NOTE 1 - ORGANIZATION AND NATURE OF OPERATIONS

Organization

Crescent  Affordable Housing Corporation (“CAHC”) is a Louisiana not-for-profit
corporation created in December 2003 by the Housing Authority of New Orleans ("HANO™)
for the purpose of providing a financial entity to assist HANO in acquiring, financing,
redeveloping, rehabilitating, and constructing affordable housing. CAHC is the sole member
of Lune d’Or Enterprises, LLC (“Lune d°Or”). a for-profit entity created by HHANO that
serves as the managing member of several for-profit Limited Liability Companies (the
“LLC’s™) that own and operate affordable housing projects developed on properties owned
by HANO. CAHC is also the sole member of Place [)’Genesis, LLC (“Place D’Genesis™): a-
for-profit entity with the purpose to acquire, finance, construct, redevelop and rehabilitate
affordable housing.

CAHC 15 a2 component unit of the Authority under the requirements of Governmental
Accounting Standards Board (GASB) Statcment No. 14, The Financial Reporting Entity.
CAHC is presented as a blended component unit of HANQ as there is a financial
benefit/burden relationship with HANO. HANQO has the ability to influence the operations of
CAHC as its board of dircctors is appointed by HANO and any changes to CAHC's by-laws
tust be approved by HANO,

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of CAHC, Lune
d’Or, and Place D'Genesis. In addition, the balances of Lune d’Or include invesiments in
limited liability companies in which Lune d’Or has a controlling interest and accounts of 3
limited liability companie¢s in which Lune d’Or has a .01 percent interest. These entities are
included in the consolidation according to generally accepted accounting principles which
require that partnership accounts be consolidated for all limited partnerships (or limited
liability companies) which are deemed to be controlled by Lune d’Or. All significant
intercompany transactions have been elimimnated in consolidation. The limited lability
companies included in the consolidation (in the balances of Lunc d’Or) are as follows:

Entity Percentage Ownership
BW Cooper L L1.C 100.00%
Florida Ila, LLC 100.00%
Fischer [, LLC 0.01%
Fischer III, LI.C 0.01%

Guste I [LLC 0.01%

-11 -



Crescent Affordable Housing Corporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

Fischer 1V-3, LLC, Guste IIb, LLC, Impenial I, LLC, Impenal 11, LLC, General Ogden, LLC,
Tchoupitoulas, LLC and Mazant Royal, LLC were dissolved as of December 31, 2009.

There are two additional entitics, CJP Rental I, LLC and St. Bernard Rental 1, LLC, in which
CAHC has a minority interest, which are not controlled by CAHC and do not required
inclusion in the consolidated financial statements.

NOQTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash Equivalenis

For purposes of the statements of cash flows, CAHC considers all cash balances and highly
liquid investments purchased with a maturity of three months or less to be cash equivalents.

Tenant Receivables

Tenant receivables are charged to bad debt cxpense when they are determined to be
uncollectible based on a periodic review of the accounts by management. Accounting
principles generally accepted in the United States of Amenica require that the allowance
method be used to recognize bad debts; however, the effect of using the direct write-off
method is not materially different from the results that would have been obtained under the
allowance method.

Deferred Financing Fees

Financing fees are amortized over the term of the loan using the straight-line method.
Accounting principles generally accepted in the United States of America require that the
effective yield method be used to amortize financing costs; however, the effect of using the
straight-line method 1s not materially different {rom the results that would have been
obtaincd under the effective yield method.

Tax credit monitoring fees are being amortized using the straight-line method aver the
fifteen-year tax credit compliance period.

Amortization expense for the years ended December 31, 2010 and 2009 was $108,557 and
$108,257, respectively.

-12 -



Crescent Affordable Housing Corporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

Estimated amortization expense for each of the ensuing years and thereafter is as follows:

2011 $ 108,557
2012 108,557
2013 108.557
2014 108,557
2015 108,557
Thereafter 806,770

$ 1,349,555

Rental Property

Rental property is recorded at cost. Depreciation of rental property is computed primanly
using the following methods and cstimated useful lives:

Uscful Lives Method
Building 40 years Straight-line
Land and improvements 20 years Declining balance
Furniture and equipment 10 years Declining balance

Impairment of Long-Lived Assets

The Company reviews its rental property for impairment whenever events or changes in
circumstances indicate that the carrying value of an asset may not be recoverable. When
recovery 1s reviewed, if the undiscounted cash flows cstimated to be generated by the
property are less than its carrying amount, management compares the carrying amount of the
property to its fair value in order to determine whether an impairment loss has occurred. The
amount of the impairment loss is equal to the excess of the asset’s carrving value over its
estimated fair value. No impairment loss has been recognized during the years ended

December 31, 2010 and 2009.
Rental Income
Rental income is recognized as rentals become due. Rental payments received in advance are

deferred until earned. All leases between the Company and the tenants of the properties are
operating leascs.

-13-



Crescent Affordable Housing Cortporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

Advertising Costs

The Company’s policy is to expense advertising costs when incurred.
Income Taxes

CAHC has been classified as a publicly supported organization under Intcrnal Revenue Code
Scction 501(c)(3) and not as a private foundation. Therefore, it is generally not subject to
income tax.

Lune d’Or and Place D°Genesis have clecied to be treated as pass-through entities for income
tax purposes and, as such, are nol subject to income taxes. Rather, all items of taxable
income, deductions and tax credits are passed through to CACH. Lune d’Or and Place
D*Genesis® federal tax slatus as pass-through entities is based on their legal status as single-
member limited liability companies. Accordingly, neither entity is required to take any tax
positions in order to qualify as pass-through entitics. Three limited liability companics
included in Lune d’Or are required to file and do file tax returns with the Internal Revenue
Service and other taxing authoritics. Accordingly, these financial statements do not reflect a
provision for incomc taxes and there arc no other tax positions which must be considered for
disclosure.

tJse of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assels and liabilitics and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and ¢xpenses during the reporting period. Actual results could differ
from those estimates.

Fconomic Concentraiions

Lune d"Or has ownership in three entities in which each operates a property in New Orleans,
Louisiana. In addition, BW Cooper, LLC is developing a residential rental property in New
Orleans, Louisiana. Future operations could be affected by changes in economic or other
conditions in that geographical area or by changes in federal low-income housing subsidies
or the demand for such housing,

Unrestricted Net Assets Noncontrolling interest

Interests held by investor members in limited hability companies consolidated into Lune
d'Or are reflected in unrestricted net assets non-controlling interest on the consolidated
financial statements. Noncontrolling interest represents the 99.99 percent share of the

-14-



Crescent Affordable Housing Corporation and Afliliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

underflying negative equity of those limited liability companies, not wholly owned by Lune
d"Or.

NOTE 3 - RESTRICTED CASH
Restricted Cash

A Revolving Line of Credit Loan Agreement between CAHC and Lune d” Or was executed
on January 20, 2003, which provides a $1.300,000 revolving line of credit to Lune d” Or. The
line of credit was established 10 cnable Lune d* Or to guarantee obligations as the managing
member of 3 limited liability companies in which Lunc d°Or is the managing member. As
part ol the agreement, CAHC established a restricted cash account to maintain an amount not
less than $1,300,000. As of December 31. 2010 and 2009, the balance of the restricted funds
account was $554,810 and $553.516, respectively, and was not in compliance with the
agreement.

Pursuant to the construction loan agreements between HANO and Guste I, LLC, Fischer I,
1.1.C and Fischer I, LLC, HANO established a cash collateral account which is used to
deposit the proceeds of the respective construction loans. As of December 31, 2010 and
2009, the balance of the restricted cash was $2,084,581 and $2,193,120, respectively.

The above funds are in a money market account and arc stated at fair value, The fair value of
these instruments is determined using a threc-ticr fair valuc hierarchy. Based on this
hierarchy, fair value is determined using quoted market prices, a Level 1 or an obscrvable
input. At December 31, 2010 and 2009, the fair value approximated the carrying value.

Replacement Reserve

Pursuant to the Operating Agreement, Guste [, L1.C is required 1o make monthly deposits to
a reserve for replacements account for use i funding maintenance and replacement costs.
Requircd monthly deposits are required in the amount of $2.416, increasing annually by the
Consumer Price Index commencing on the completion date.” As of December 31, 2010 and
2009, no amounts had been funded.

Pursuant to the Operating Agreement, Fischer I, LLC shall establish a reserve account for
capital replacements, funded by monthly deposits of $417, increasing annually by the
Consumer Price Index commencing on the completion date. As of December 31, 2010 and
2009, the replacement reserve balance was $45,917 and 845,879, respectively.

Pursuant to the Operating Agreement, Fischer 111, LLC shall establish a reserve account for
capital replacemenis, funded by monthly deposits of $2,416, increasing annually by the
Consumer Price Index commencing on the completion date. As of December 31, 2010 and
2009, the replacement reserve balance was §124,404 and $122.819, respectively.

-15-



Crescent Affordable Housing Corporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

Deccember 31, 2010 and 2009

NOTE 4 - RELATED PARTY TRANSACTIONS

Opecrating Subsidy

Guste I, LLC received rental subsidy from HANO amounting 10 $212,486 and $208,953
during 2010 and 2009, respectively. In addition, the Guste I, LLC received operating subsidy
for expenses paid by HANO on Guste I, LLC’s behalf of $115.503 and $286.526 during the
years ended December 31, 2010 and 2009, respectively, which is included in other operating
income in the statements of activities. Total due from HANO as a result of the operating
subsidy and contract subsidy from HUD was $484,595 and $479,495 at December 31, 2010
and 2009, respectively. Subsequent to year end, Guste I, LLC has received $252,000 from
HANO. The balance is expected to be received in 2011 thus has been classified as a current
assct in the accompanying statement of financial position.

Fischer IlI, LLC received operating subsidy from HANO amounting to $176,730 during
2010. This amount was the allocated insurance premium paid by HANO on Fischer III,

LLC’s behalf and is included in other operating income in the statcment of activities.

Asset Management Fee

Pursuant to the Operaling Agreement, the Invesior Member of Guste I, LLC, Fischer I, LLC
and Fischer 111, LLC shall earn an annual, cumulative fee. The fee is adjusted each year for
the changes in the Consumer Pricc Index. Total fecs earned and payable as of December 31,
2010 and 2009 and for the years then ended is as follows:

2010 2009
Fees Amount Fees Amount
Earned Payable Earned Payable
Guste |, LLC S 5,570 S 11,057 $ 5,487 S 5,487
Fischer I, LLC 4,063 6,563 2,500 2.500
Fischer 111, LL.C 5917 21,235 5,674 15,318

§ 15550 & 38855 § 13661 & 23305

Due to HANO

Duning 2006 through 2010, the Company incurred costs due to HANO. The advances related
to the miscellaneous costs associated with the construction and operations of various
projects. The advances do not bear interest and are to be paid from any remaining mortgage
proceeds, capital contributions, and cash tlow. As of December 31, 2010 and 2009, advances
totaling $8,412,638 and $5,069,103, respectively, is payable to HANO and is included in due
to retated party in the accompanying consolidated statement of financial position.

-16 -



Crescent Affordable Housing Corporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

City Grant Funds due to HANO

The Company received from HANO advances from a City of New Orleans grant in 2008.
During 2009, it was discovered that a portion of the funds were not qualified costs under the
grant and are duc back to HANO. The balance due to HANO at December 31, 2010 and 2009
is $558,901 for both years. The amount is included in due to rclated party and is payable out
of the other escrow deposits.

Management Fees

Fischer 11, LLC incurred management fecs due to FIANO prior to 2009 of which the
outstanding balance of 548,880 remains payable at December 31, 2010 and 2009 and are
included in due to related party in the accompanying consolidated statement of financial
position.

NOTE 5 - CONSTRUCTION NOTES PAYABLE

Guste I, LLC

In December 2003, Guste I, LLC entered into a financing agreement with HANO to use the
proceeds from the issuance of Capital Fund Program Revenuc Bonds for the construction and
development of the Project and payment of bond redemption. The principal amount of the
note was $13,189,372. In January 2005, Guste I, LLC entered into a new financing
agreement in the amount of $10,643,312 with HANOQ. The loan bears interest at 3 percent
with both the unpaid principal and interest duc and payable on February 1, 2007. The due
date was extended through December 31, 2011. The outstanding principal as of
December 31, 2010 and 2009 was $10.634,312 for both years. For the ycars ended
December 31, 2010 and 2009, Guste 1, [L1.C incurred interest in the amount of $319,029 and
51,276,117, respectively. Accrued interest was $2,857,969 and $2,538,940. respectively.

The construction mortgage note will become permanent when the final equity payment is
received from the Investor Member.

Fischer 11, LLC

In December 2003, Fischer 111, LLC entered into a financing agreement with HANO to use
the procceds from the issuance of Capital Fund Program Revenue Bonds for the construction
and development of the Project and payment of bond redemption. The principal amount of
the note was $13,634,195. In January 2005, Fischer IlI, LLC entered into a new financing
agrecment in the amount of $14,710,628 with HANO. The loan bears interest at 3 percent
with both the unpatd principal and interest duc and payable on [cbruary 1, 2007. During
2010, the loan was extended to December 31, 2011. The outstanding principal as of
December 31, 2010 and 2009 was $14,710,628 for both years. For the years ended

-17 -



Crescent Affordable Housing Corporation and Aftiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

December 31, 2010 and 2009, Fischer III, LLC incurred interest in the amount of $441 318
and $1,765,275, respectively. Accrued interest was $6,479,527 and $6,038,209, respectively.

The construction mortgage note will become permanent when the final equity payment is
received from the Investor Member. The conversion of the permanent loan is expected to
close during 2011.

NOTE 6 - NOTES PAYABLE - RELATED PARTY
Notes payable to HANO consists of the following at December 31, 2010 and 2009:

2010 2609

Guste L LLC

In November 2006. a supplemental loan in the
amount of $2,939.498 was obtaincd from HANQ.
The supplemental loan does not bear interest. The
cntire amount of unpaid principal is due and payable
on November 1, 2061. $ 2939498 § 29394908

In January 2003, a construction loan in the amount of
$248,999 was obtained from HANQO. The
construction loan accrues interest at 3 percent with
both the unpaid principal and interest due on January
31, 2060. For the years ended December 31, 2010
and 2009. interest incurrcd interest was $7,470 for
both years. Accrued interest was $44,509 and
$37,039 at December 31, 2010 and 2009
respectively. 248,999 248,999
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Crescent Affordable Housing Corporation and Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

Fischer I, LLC

During 2005, a Capital Funds Note was obtained
from HANO to provide financing for the
development of the Project. During 2007, there was
an addition to the halance of this loan when HANO
reimbursed JPMorgan Chase Bank for an outstanding
construction loan, The loan bears interest at the long
term applicable federal rate. which was 4.68 percent
at the time the loan was funded, and is collateralized
by the Project. All unpaid principal and inlerest is
due on January 31, 2060, and payments on the loan
are to be made from surplus cash. Interest incurred
during the years ended December 31, 2010 and 2009
was 376.158 and $72.753, respectively. Accrued
interest payable as of December 31, 2010 and 2009 is
$279,3960 and $203,238, respectively.

On  Janwary 20, 2005, a Program Income
Construction Mortgage Note was obtained trom
HANO in the amount of $i96.300. The loan was
obtained in connection with the financing of the
acquisition, development, and construction of the
Projects, and bears interest annually at the long term
applicable federal rate, which was 4.76 percent at the
time the loan was funded. The loan is collateralized
by the Project, and the cntire amount of unpaid
principal and interest is due and payable on January
31, 2060. Interest incurred during the years ended
December 31. 2010 and 2009 was $11,731 and
$11.,198, respectively. Accrued interest payable as of
December 31, 2010 and 2009 is $61,883 and
$50,152, respectively.
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Crescent Affordable Housing Corporation and Affihates

NOTES TO CONSOLIDATED FINANCTAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

On November 1, 2006, a Supplemental Loan was
obtained from HANQ in the amount of $130,000.
The toan bears no interest and is collateralized by the
Project. All unpaid principal is due on November 1,
2061, and payments on the loan are to be made from
surplus cash.

On November 16, 2005, an Affordable Housing
Program Loan was obtained from HANO in the
amount of $100,000, to assist with financing the
Project. The loan bears no interest, and is
collateralized by the Project. The loan matures fificen
years from completion of the Project, which occurred
on May 27, 2006. The Affordable Housing Program
Loan is payable from remaining mortgage proceeds,
capital contributions. and available cash flow from
the Project.

Fischer 111, LLL.C

On November 1, 2006, a Supplemental Loan was
obtained with HANO in the amount of $3,064,919.
The loan beurs no interest and is collateralized by the
Project. All unpaid principal ts due on November 1,
2061, and payments on the loan are to be made from
surplus cash.

On November 16, 2003, an Affordable Housing
Program Loan) was obtained HANO, in the amount
of $350,000, to assist the Company in financing the
Projeci. The loan bcars no interest, is collateralized
by the Project. and is payable from remaining
mortgage proceeds, capital contributions, and
available cash flows from the Project. The loan will
be maintained for 15 years from the date of Project
complction.

=20 -

2010 2009
130,000 130,000
100,000 100,000

3,064,919 3,064,919
350,000 350,000



Crescent Affordable Housing Corporation and Affiliates

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

In November 2003, a Program Income Loan was
obtained HANO, in the amount of $344,314. The
loan was obtained in connection with the financing of
the acquisition, development, and construction of the
Project, is collateralized by the Project, and accrues
interest at 0.3 percent. The loan is due January 2,
1060 and payments are to be made from cash flow as
defined by the Operaling Agreement. Interest
incurred during the years cnded December 31, 2010
and 2009 was $1.722 for both years. Accrued intercst
at December 31, 2010 and 2009 as $10.236 and
58,514, respectively.

B. W. Cooper I, LLC

Developer services agreement obtained from HANO
in the maximum onginal amount of $10,926,688.
The note will become due based on certain events
that occur during construction. The note will accrue
interest monthly at a rate of 4.89 percent. Unpaid
principal and accrued interest will be due as close 10
the date the amounts are carned by HANO as
possible; all unpaid principal will be due at maturity
on December 31, 2019. On October 6, 2008 HANO
advanced $20,130.056 to B'W. Cooper I, LLC in
order to fund predevelopment, demolition and
infrastructurc cxpenses for the development of mixed
finance housing. Interest costs of $1,414,413 incurred
during 2009 was expensed. Interest cost ol
$2,043,262 incurred during 2010 was capitalized.
Accrued interest was $3,616,600 and $2,202,187 at
December 31, 2010 and 2009, respectively.

2010 2009
344,314 344,314
28,981,805 28,981,805

$ 37,779,894

$ 37,779,894




Crescent Alfordable Housing Corporation and Affilates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

NOTE 7 - MANAGEMENT AGREEMENT

Guste |, LLC

Guste I, LLC has entered into a management agrcement with Guste Homes Resident
Management Corporation for a monthly management fee equal to $23.50 per each occupied
unit per month. For the years ended December 31, 2010 and 2009, 522,560 and $60,499 was
charged to operations, of which no amounts remain payable. As no management fee was
charged in prior periods, the amounts charged to operations for 2009 were from lease-up
through December 31, 2009.

Fischer I, LLC

Fischer I, LLC entercd into a management agreement with Latter & Blum Property
Management, Inc., in connection with the management of the rental operations of the Project.
The Property Management Fee is calculated in the amount of $30 per occupied unit per
month for which rent is actually received. For the years ended December 31, 2010 and 2009,
56,540 and $6,570, respectively, has been charged to operations and has been paid.

Fischer II1, LLC

Fischer Ill, LLC entered into a management agreement with Latter & Blum Property
Management, Inc., in connection with the management of the rental operations of the Project.
The Property Management Fee is calculated in the amount of $30 per occupied unit per
month for which rent is actually received. For the years ended December 31, 2010 and 2009,
$33,270 and $34,470, respectively, has been charged to operations and has been paid.

NOTE & - CONCENTRATION OF CREDIT RISK

The Cempany maintains it cash and cash equivalents with financial institutions. At times,
these balances may exceed the fcderal nsurance limits; however, the Company has not
expericnced any losses with respect to its bank balances in excess of government provided
insurance. Management believes that no significant concentration of credit risk exists with
respect to these balances at December 31, 2010 and 2009.

NOTE 9 - GROUND LEASE

Guste I, LLC

On December 30, 2003, Guste [, LLC entered into an 89-year ground lease with HANO. In
consideration of a $41,979 lump sum payment from the Company on January 20, 2005, the
payment obligations have been fully satisfied and discharged. As of December 31. 2010 and
2009, the prepaid ground lease was $38,677 and $39,149, respectively.
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Crescent Affordable Housing Corporation and Affiliates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

Fischer I, LLC

Fischer [ LLC entered into a ground lease with HANO. Fischer 1, L1.C is bound by the
responsibilitics and obligations of the ground lease. Under the ground lease, annual rent of
$10 is due and payable for each lease year in advance on the first day of each lease year. The
lease term cnds at the latest to occur of (1) the expiration of the minimum period during
which the Public Housing Units are required by law ta be operated as public housing, (2) 40
years {rom the date the Project becomes available for occupancy, and (3) 89 years. The lease
also has provisions extending the ground lease, but in no event will the lease extend beyond
95 years.

Fischer [TL LLC

On December 30, 2003, Fischer III, LI1.C entered into an 89-year ground leasc (the “Ground
Lease™) with HANO. In consideration of a $41,979 lump sum payment trom Fischer [l on
January 20, 2005, the payment obligations have been fully satisfied and discharged. As of
Dccember 31, 2010 and 2009, the prepaid ground lease was $38,684 and $39,156,
respectively.

B.W. Cooper . LLC

On September 24, 2007, B.W. Cooper [, LLC entered into a 99-year ground lease (the
“Ground Leasc™) with HANO. A payment of $1,050,000 was paid and is being amortized
using the straight-line basis. In addition, an annual rent of $10 is due. As of December 31,
2010 and 2009, the prepaid ground lease was $804,546 and $886,364, respectively.

NOTE 10 - CONTINGENCIES
Tax Credits

For Guste I, LLC, Fischer [, LLC, and Fischer III, LLLC, the low-income housing credits are
contingent on the ability to maintain compliance with applicable sections of Internal Revenue
Code Section 42. Failure to maintain compliance with occupant eligibility, and/or unit gross
rent or to correct non-compliance within a specified time peciod could result in recapture of
previously taken tax crcdits plus interest. In addition, such potential non-compliance may
requirec an adjustment to the contributed capital by the Investor Limited Partner of each
entity.

NOTE 11 - SUBSEQUENT EVENTS

Events that occur alter the balance shect date but before the consolidated 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
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Crescent Affordable Housing Corporation and Affihates
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 31, 2010 and 2009

date are recognized in the accompanying consolidated financial statements. Subsequent
cvents 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 Junc 30, 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 consolidated financial statements or disclosure in the notes to the
consolidated financial statements.

-4 .-
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Crescent Affordable Housing Corporation and Affiliates

CONSOLIDATING STATEMENT OF FINANCIAL POSITION

Deccember 31, 2010
Creseent
Affordable Pluce Lune d'Or
Housing LY Genesis. Enterprises,
Corporation LLC LI.C Fiiminations Talal
Current Assets
Cash and cash equivalents 5 535623 S 25334 5 B.020.857 s - S H581.814
Development program fees receivable 2186110 - - (2.1%6.110) -
Accounts receivable - tenant - - 2521 - 39,521
Accounts receivable - other - - aR4,595 - 384,595
Prepaid expenses - - 34,829 - 34.829
Toral Current Assets 2.721.733 25334 B.579.502 (2.186,110) 9.140.759
Restricled Deposits and Funded Reserves
Residen security deposits . - 31,779 - 31,779
Replacement reserves - - 170,321 - 170,321
Other cscrows 554810 - 2,084,581 - 2.639.391
Total Restricted Neposits and Funded Reserees 554.810 - 3,286,681 - 2.541 491
Rental Property
Buildings and improvemenis - - 33210144 - 33.200H
l.and improvements - 4.860.61% - 4,860,619
Furniture, equipment and machinery - - §30.53% - 880,539
Construction in progress - - 27,869,522 . 27,469,522
- - 60,821,424 - 66,821,824
Less accumulated depreciativn - - (3,520,734) - (5.529,734)
Tutal Rental Property - - G1,292.090 - 61,292 (90
Dither Moncurrent Assels
Loan fees . - - 1.339.657 - 1,339,657
Tux credit monitwring fees - - 9.898 - 9,898
Frepaid ground lease - - 481.907 - BRLYCT
Other assets 631,142 - 271,552 [651.342) 271,552
Total Other Noncurrent Assets 651,342 - 1.503.014 {651.347) 2,503,014
Total Asscts 3 3,927,885 3 25,334 § 74.661,5R7 § (2.837.450) 5 75777354
(continued)
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Cresecent Affordable Housing Corporation and A ffiliates
CONSOLIDATING STATEMENT OFF FINANCIAL POSITION - CONTINUED

December 31, 2010

Crescent
Allordable I!lace Lune 00
Housing [ Genesis, Enterprises,
Corporalion LLC LIC Eliminations ‘Tonal
Current, Liabilites
Accounts payable b 22,393 S 6,734 5 90.525 s - 5 120,157
Avcrued expenses - - M58 - 547,537
Asset management tee payable - - 38.855 - 38.855
Dreveloper fee pavable - - 2,186.110 (2.186.111) -
Due w related parties 467,493 - 8.532.926 - 9,020.419
Caenstruction note pavable w related party - 25344940 - 25.344.940
Accrued mierest payable w related party - - 9.337.49% 9.317.496
Total Current Liabilities 510.39i 6.734 46.078.389 (2186110 $4.409.404
Deposits and Prepaid Lishiliy
Resident security depusis - - T - M
Prepaid rent - - 1.172 - 1.172
Total Deposits and Prepad Lizbilicy - - 32.889 32,889
Long-Term Liabilitees
Notes payable - relued party - - 37.776.894 37.779.894
Accrued interest payable - - 4,012,624 - 4012624
Tutal Long-Term Liabilities - - 41792518 41.792.518
Unrestricted Net Assers. Crescent Aftordable
Housing Corparation 3417494 18,600 (850097} {651.342) 1934 655
Unrestricted Net Azse1s. Noncontrolling Interest - - (12.392.112) - [12.392.112)
Tonal Liabilitivs and Net Assets 5 3927485 S 15334 S 74,661,587 $ (2837452 S 73777354




Crescent Affordable Housing Corporation and Affiliates

CONSOLIDATING STATEMENT OF FINANCIAL POSITION

Current Assets
Cash and cash equivalents
Development program fees receivable
Accounts reczivable - tenant
Accounts receivable - other
Prepard expenses

Total Current Asscts

Restricted Deposits and Funded Reserves
Resident security deposits
Replacement reserves
Other escrows

Total Restricted Deposits and Funded Reserves

Rental Property
Buildings and improvements
Lund improvements
Fumiture, ¢quipment and machinery
Constraction in progress

1.e58 accumulated depreciation
Tetal Rental Property
Other Noncurment Asscts
Luan fecs
Tux credit moniloring fees
Prepaid ground leasc
Other assets

Total Other Nencurrent Asscts

Total Assels

December 31, 2009

Crescent
Affordable Place Lune d'Cr
Housing I¥ Genesis. Enterprises.
Corporation [1C 1LILC Eliminations Total

5 R22102 s 25,204
2,186,110 -

S HLR3%.071

3 .
(2.186.1100

S 12,686,577

41,092

- 41.092

- 479.495 79,495

- 56,2066 36,206

3.008,212 25,304 12.416.024 (2. 186,110 13.263.430
28.720 28.720

- 168,698 - 168,698
353516 2,193.120 - 2,716,636
553516 - 2.3U0.538 - 2.044.054
- - 33.184.204 33.184.209

- 4.860.619 - 4.860.619

- 880,539 880539

- - 20.518.379 20.518.379

- 59443746 59.443.740
- {4.239,178) - §4.239.17%)

- 55,204.5068 55,204,568

- 1,447,308 - 1.447.308

- 10,804 10,504

- 964,069 - Yod, b9
651,342 271477 (651.342) 271,477
651.342 - 2,694.258 [651.342) 2,604,258

$ 4213070 3 25,304

5 72,705,388

5 12.837452)

$ 74,100,310

(continued)
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Crescent Affordable Housing Corporation and A ffiliates

CONSOLIDATING STATEMENT OF FINANCIAL POSITION - CONTINUED

Current Liabilities
Accounts payable
Accrued expenses
Assel management fee payable
Developer fee payable
Due to retated partivs
Construction note payable to related party
Accrued interest payable to related party

Total Current Liatnlities
Deposits and Prepaid Liability
Resident secunty deposits
Prepaid rem
Tokal Deposits and Prepaid Liahility
Long-Term Liabilities
Notes payable - related party
Acerued interest payable
Total Long-Term Liabilities
Unrestrivled Net Assets, Crescent A ffordable
Housing Corparation

Unrestricted Net Asseis, Noncontrolling Interest

Total Liabilities and Net Asscls

December 31, 2009

Crescent
Affordable Place Lune d'Cr
Housing I’ (Genesis, Enterprises,
Corporation LiC LLC Lliminations Tortal
b 21,314 3 6.734 3 69,367 5 - 5 97415
. - 360,665 B 469.663
- - 23.305 - 23,305
- - 286,110 {2.186.110) -
487,493 - 5,189,391 . 5,676,884
- - 25344940 - 25,344,940
- - 8.577.149 §.577.149
50R.807 6.734 41,859,927 (2.186.110) 40,189,358
- 26.620 20,620
- - 5397 - 5,397
- 3207 32017
- 37,779,894 - 37779894
- 2.501,130 - 2,501,130
- - 40.281.024 40,281.024
3704263 18,570 391,769 (651,342) 3002260
- - (10.059.349) - (10,059,349}
$ 4,213,070 5 25,304 3 72,705.388 5 (2.837452) S 74,106310




Crescent Affordable Housing Corporation and A ffiliates
CONSOLIDATING STATEMLENT OF ACTIVITIES

Yecar ended December 31, 2010

Crescent
Affordable Place Lune d'Or
Housing D' Genesis. Enterprises.
Corpuration LLC LLC Eliminations Toral
Revenue
Rental income S - S - S 1455632 S - § 1455632
Vacancies and concessions - - 143,324y . {143,324y
Other aperating inctne - - 385,760 - 385,700
Total Revenue . - 1698068 - 1,098,068
Operating Expenses
Salaries and employet: benefits - - 329.313 - 320313
Repairs and muintenance - - 436,165 - 436.165
Liilities - - 228228 - 228,228
Property manageniznl fee - - 62370 - 02,370
Property insurance - - 367,623 - 367,623
Miscelluneous operating 2xpensus 2BR0067 - 288,265 - 570.332
Tatat Operating Expenses 2RE.U67 - 1,711,904 - 2.000.031
Net Operating Income (1.0ss) {2KB.067) - [13.896) - (301,963)
MNonoperating Income {Expense)
interest income 1,782 30 10,252 - 12,0064
Interest expense . - [2.252.640) - (2,252.040)
Other financial income {eXpense) (743) - {4.350) - {3.094)
Miscellancous other income (espense) 200 - {32.381) - {52,121)
Anmul fee 1o aifiliate of limited partner - - (13,350) - (15,550)
Other related purty fees and expenses (46,951) - (46,951)
Depreciation - - {1,290,556) - {1,290,550)
Amortization - - {108,557) - {108.357)
Totat Nonoperating [nceme (Expense) 1.298 30 {3,760.733) - (3,759.403)
Change in Net Asscts (280.709) 0 (3.774.629) - (2.061,368)
Autributabie 1o Non-contrulling Interest - - {2.332.763) - (2.332.763)
Change in Net Asgers Atributable to Creseent
Adtordabde Housing Corporation 5 (286.769) g 10 8§ (1,441,866) A - § (1.728.605)



http://Expen.se

Crescent Afforduble Housing Corporation and A ffiliutes

CONSOLIDATING STATEMIENT OF ACTIVITIES

Ycar ended December 31, 2009

Crescernit
Aftardahle
Housing Place [} Genesis, Lune d'Or
Caorporation 1ILC Enterprises, LLC Eliminations Total
Revenue
Rental income S 13 1,533,804 - 5 1,532,304
Vacancies and concessions - (¥0.862) - {80,862)
Other aperating income - 335,626 335,626
Toual Revenue - ), 7HH, 561 1,788,568
Operating Expenses
Salaries and emploeyee benefits - - 445,755 - 445,755
Repairs and mainlenance - - 500,249 - 500.249
Unilities - 258,094 258,094
Property managerment foe - 101,539 101,534
Property insurance - - 414,214 - 414,214
Miscellaneous operating expenses 54,108 147,312 - 201,429
Towl Operating Expenses 54.108 1,867,163 - 1,921,271
et Operting Income (Loss) (54.108) - (78,593) {132.703)
Nonoperaing [ncome (Expense)
Interest income 1610 21 18.925 - 20,556
Imerest expense - - {3, 130.580) (3.140.580)
Other financial intome (expense) - - (2.149) (2.149)
Miscellaneous vther income (expense) - - (50.872) (50.872)
Annual e to affiliite of limited partner - . (13.661) (13.661)
Gair (l0ss) on disposal of assets - - LRR.9L3 188915
Depreciation - - (1.318.927) - 11.314,927)
Amortizalion - (10R.257) - {108.257)
Tatal Nonoperating Income (Expense) 1,610 21 (4.426.606) - (4.424.975)
Change in Net Assels [32.498) 21 (4.505,.201) - (1.557.678%)
Aurributahle 1w Non-controlling [nterest - - (4.680.499) - (4680100
Change in Net Assets Atnbutable to Crescent
Alforduble Housing Corporution g {52.40%) 21 S 175,298 3 122,421
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Reznick Group, PC.
525 M. Tryon Street
LEDNO: Suite 1000
ACCOUNTING » TAX 1 BUSINESS ADVISORY Charlotte, NC 28202
Tel; [704) 3329100

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

To the Board of Directors
Crescent Affordable Housing Corporation and Subsidiaries

We have audited the consolidated financial statements of Crescent Affordable Housing
Corporatton and Subsidiaries (the Company) as of and for the year ended December 31, 2010,
and have issued our rcport thereon dated June 30, 2011. We conducted our audit in accordance
with auditing standards generally accepted m the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Compitroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Company’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our opinion on the consolidated financial statements, but not for the purpose of expressing an
opinion on the cffcctliveness of the entity’s internal control over financial reporting. Accordingly,
we do not express an opinion on the effectivencess of the entity’s internal control over financial
reporting.

A deficiency in internal control 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 corrcct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity’s consolidated financial statements will not
be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify alt 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 constder to be material weaknesses, as defined above. However, we identified a
certain deficiency in intemal control over financial reporting, described in the accompanying
schedule of findings and responses as item 2010-01 that we consider to be a significant
deficiency in internal control over financial reporting. A significant deficiency is a deficiency, or
a combination of deficiencies, in internal control that is less severe than a material weakness, yet
important enough to merit attention by those charged with governance.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Company’s consolidated
financial statements are free of material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, 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 but did disclose another matter
that 1s required to be reported under Government Auditing Standards and which is described in
the accompanying schedule of findings and responses as item 2010-1. The Company’s response
to the linding identified in our audit is described in the accompanying schedule of findings and
responses. We did not audit the Company’s response and, accordingly, we express no opinion on
it.

This report is intended solely for the information and use of the members, management,
and others within the Company, and is not intended to be and should not be used by anyone other

than these specified partics.

Charlotte, North Carolina
June 30, 2011



Crescent Affordable Housing Corporation and Affiliates
SCHEDULE OF FINDINGS AND RESPONSES

Years ended December 31, 2010 and 2009

2010-1 INTERNAL CONTROQLS OVER FINANCIAL REPORTING
Condition

The auditor noted instances of poor controls over financial reporting. Among the items noted
were the following:

Accounting standards were not applied to consolidate the financial statements in accordance
with generally accepted accounting principles.

Cause

There has been a lack of management oversight over the financial reporting process.

Recommendation

We recommend that personnel are appointed to oversee the financial reporting process in
order to properly reflect the financial position and results of operations of the Company.

Management Response

The financial reporting responsibilitics of Crescent Affordable Housing Corporation have
been re-assigned to an individual so that the financial statements will be consolidated in
accordance with generally accepted accounting principles.
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Crescent Affordable Housing Corporation and Affiliates
SCHEDULE OF PRIOR YEARS FINDINGS

Year ended December 31, 2010

Finding - Deficiency in [nternai Control over Tinancial Reporting

Deficiency 2009-1. 2008-1 and 2007-1

Accounting standards were not applied to consolidate the financial statements in
accordance with generally accepted accounting principles, which required consolidation of
limited liability companies in which Lune d’Or had controlling interest.

Certain transactions in prior years were not recorded, also resulting in a restatement of
previously issued financial statements,

Status
Partially implemented, sce finding 2010-1.

Deficiency 2009-1, 2008-1 and 2007-04

The financial statements were not filed timely with the State of Louisiana.
Status

Closed.




