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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
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Commission File Number: 001-11981

MUNICIPAL MORTGAGE & EQUITY, LLC
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incorporation or organization)

621 E. Pratt Street, Suite 300 21202-3140
Baltimore, Maryland (Zip Code)
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(443) 263-2900
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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was

required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. b Yes o No
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Forward-Looking Information

This Quarterly Report on Form 10-Q contains forward-looking statements, which involve certain risks and
uncertainties. Assumptions contained in various portions of this Quarterly Report on Form 10-Q involve judgments
with respect to, among other things, future economic market conditions and future business decisions, all of which are
difficult or impossible to predict accurately and many of which are beyond the control of the Company. Although the
Company believes that the assumptions underlying the forward-looking information included herein are reasonable,
any of the assumptions could be inaccurate. Therefore, there can be no assurance that such forward-looking
information will prove to be accurate. In light of the significant uncertainties inherent in forward-looking information,
the inclusion of such information should not be regarded as a representation by the Company or any other person that
the objectives and plans of the Company will be achieved.
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Item 1. Financial Statements.

MUNICIPAL MORTGAGE & EQUITY, LLC
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

(unaudited)

ASSETS

Investment in tax-exempt bonds and interests in bond securitizations, net
(Note 3)

Investment in taxable bonds, net (Note 3)

Loans receivable, net (Note 4)

Loans receivable held for sale (Note 4)

Investment in partnerships (Note 5)

Investments in derivative financial instruments (Note 6)
Cash and cash equivalents

Interest receivable

Restricted assets (Note 7)

Other assets

Land, building and equipment, net

Mortgage servicing rights, net

Goodwill

Other intangibles

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY
Notes payable (Note 8)

Mortgage notes payable (Note 8)

Short-term debt (Note 8)

Long-term debt (Note 8)

Subordinate debentures (Note 9)

Preferred shares subject to mandatory redemption

Tax credit equity guarantee liability (Note 10)
Investments in derivative financial instruments (Note 6)
Accounts payable and accrued expenses

Interest payable

Unearned revenue and other liabilities

Total liabilities

Commitments and contingencies (Note 11)

Minority interest in subsidiary companies

March 31,
2005

$ 1,353,049
9,015
637,525
13,753
758,313
4,368
57,805
18,380
89,940
69,819
179,143
13,035
109,483
23,854

$ 3,337,482

$ 740,292
128,679
488,048
182,760
134,000
168,000
200,843

2,949
14,714
17,607
88,139

2,166,031

377,550

December 31,
2004

$ 1,275,748
9,205
593,968
27,766
827,273
3,102
92,881
18,368
72,805
66,040
182,773
11,349
106,609
22,443

$ 3,310,330

$ 880,224
132,237
413,157
164,014

84,000
168,000
186,778

4,923

35,003

19,266

74,176

2,161,778

404,586
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Preferred shareholders equity in a subsidiary company, liquidation
preference of $73,000 at March 31, 2005 and December 31, 2004,
respectively 71,031 71,031

Shareholders equity:

Common shares, par value $0 (42,046,099 shares authorized, including
37,955,251 shares issued and outstanding, and 63,196 deferred shares at
March 31, 2005 and 39,471,099 shares authorized, including 35,179,884
shares issued and outstanding, and 58,114 deferred shares at December 31,

2004) 738,619 681,227

Less common shares held in treasury at cost (181,015 and 124,715 shares at

March 31, 2005 and December 31, 2004, respectively) (3,926) (2,615)
Less unearned compensation (deferred shares) (6,571) (4,145)
Accumulated other comprehensive loss (5,252) (1,532)
Total shareholders equity 722,870 672,935

Total liabilities and shareholders equity $ 3,337,482 $ 3,310,330

The accompanying notes are an integral part of these financial statements.
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MUNICIPAL MORTGAGE & EQUITY, LLC

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except share and per share data)
(unaudited)

INCOME:

Interest income

Interest on bonds and interests in bond securitizations
Interest on loans

Interest on short-term investments

Total interest income

Fee income

Syndication fees

Origination and brokerage fees
Guarantee fees

Asset management and advisory fees
Loan servicing fees

Other income

Total fee income
Net rental income

Total income

EXPENSES:

Interest expense

Interest expense on debentures and preferred shares (Note 9)
Salaries and benefits

General and administrative

Professional fees

Depreciation and amortization

Total expenses

Net (loss) gain on sale of loans

Net gain on sale of tax-exempt investments

Net gain on sale of investments in tax credit equity partnerships
Net gain (loss) on derivatives

Impairments and valuation allowances

For the three months ended
March 31,
2005 2004

$ 23,085 $ 19,502

11,946 10,721
487 807
35,518 31,030
4,608 3,751
435 917
2,936 1,853
5,686 6,166
1,222 1,119
1,376 1,347
16,263 15,153
6,572
58,353 46,183
17,117 13,904
5,231 3,046
17,849 15,584
9,170 3,698
1,878 1,494
3,794 1,939
55,039 39,665
(286) 680
914 192
841 2,435
2,888 (3,425)
(812) (300)
6,859 6,100

8
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Income before income tax benefit, net income allocable to minority interest, net
losses from equity investments in partnerships, and camulative effect of a change
in accounting principle

Income tax benefit 1,216 2,510
Net income allocable to minority interest 38,882 105
Net losses from equity investments in partnerships (44,726) (10,511)
Income (loss) before cumulative effect of a change in accounting principle 2,231 (1,796)
Cumulative effect of a change in accounting principle 520
Net income (loss) $ 2231 $ (1,276)

The accompanying notes are an integral part of these financial statements.
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MUNICIPAL MORTGAGE & EQUITY, LLC
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (continued)
(in thousands, except share and per share data)

(unaudited)
Basic earnings per common share:
Earnings before cumulative effect of a change in accounting principle $ 006 $ (0.06)
Cumulative effect of a change in accounting principle 0.02
Basic earnings per common share $ 006 $ (0.04)
Weighted average common shares outstanding 36,888,128 33,301,337
Diluted earnings per common share:
Earnings before cumulative effect of a change in accounting principle $ 006 $ (0.06)
Cumulative effect of a change in accounting principle 0.02
Diluted earnings per common share $ 006 $ (0.04)
Weighted average common shares outstanding 37,349,192 33,301,337

The accompanying notes are an integral part of these financial statements.

4
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MUNICIPAL MORTGAGE & EQUITY, LLC
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

(unaudited)
For the three months ended
March 31,
2005 2004

Net income (loss) $ 2,231 $ (1,276)
Other comprehensive loss:

Unrealized gains (losses) on investments:

Unrealized holding losses arising during the period (2,806) (4,204)
Reclassification adjustment for gains included in net income (loss) 914) (192)
Other comprehensive loss (3,720) (4,396)
Comprehensive loss $ (1,489 $ (5,672

The accompanying notes are an integral part of these financial statements.

5
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MUNICIPAL MORTGAGE & EQUITY, LLC
CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS EQUITY

(in thousands, except share data)

(unaudited)
Accumulated
Other
Common Treasury Unearned Comprehensive
Shares Shares Compensation Loss Total

Balance, January 1, 2005 $681,227 $ (2,615 $ 4,145) $ (1,532) $672,935
Net income 2,231 2,231
Unrealized gains on investments, net of
reclassifications (3,720) (3,720)
Distributions (16,636) (16,636)
Purchase of treasury shares (1,311) (1,311)
Options exercised 185 185
Issuance of common shares 64,927 64,927
Deferred shares issued under the
Non-Employee Directors Share Plans 148 148
Deferred share grants 6,577 (6,577)
Amortization of deferred compensation 4,151 4,151
Net tax expense from exercise of options
and vesting of deferred shares 40) (40)
Balance, March 31, 2005 $738,619 $ (3,926) $ 6,571) $ (5,252) $722,870

Common Treasury
SHARE ACTIVITY: Shares Shares
Balance, January 1, 2005 35,113,283 124,715
Options exercised 11,000
Purchase of treasury shares (56,300) 56,300
Issuance of common shares 2,575,000
Issuance of common shares under employee share incentive plans 189,367
Deferred shares issued under the Non-Employee Directors Share Plans 5,082
Balance, March 31, 2005 37,837,432 181,015

The accompanying notes are an integral part of these financial statements.

6
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MUNICIPAL MORTGAGE & EQUITY, LLC
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by operating

activities:

Income allocated to subsidiary preferred shareholders

Cumulative effect of a change in accounting principle

Net holding gains on trading securities

Impairments and valuation allowances related to investments
Amortization of guarantee liability

Net gain on sales

Loss from investments in partnerships

Minority interest income

Net amortization of premiums, discounts and fees on investments
Depreciation, accretion and amortization

Deferred income taxes

Deferred share compensation expense

Common and deferred shares issued under the Non-Employee Directors
Net change in assets and liabilities:

Increase in interest receivable

Increase in other assets

Decrease in accounts payable, accrued expenses and other liabilities
(Increase) decrease in loans held for sale

Net cash (used in) provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of bonds and interests in bond securitizations
Loan originations

Acquisition of MRC

Purchases of property and equipment

Net investment in restricted assets

Principal payments received

Proceeds from the sale of investments

Distributions received from investments in partnerships
Net investments in partnerships

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowings from credit facilities

Share Plans

For the three months ended

$

March 31,

2005

2,231

950

(3,240)
812
(2,099)
(1,469)
44,726
(39,832)
(1,972)
4,419
(1,429)
4,151
148

(12)
(842)
(17,300)
(6,631)

(17,389)

(129,465)
(104,700)
(9,612)
(3,913)
(17,321)
82,851
49,755
4,358
(99,303)

(227,350)

194,142

$

2004

(1,276)

(520)
2,355
300
(1,075)
(3,307)
10,511
(105)
(106)
2,936

777
56

(947)

(22,434)

(8,097)
32,168

11,236
(67,000)
(90,504)

(419)
9,190
47,465
8,168
1,887
16,936

(74,277)

280,438

13
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Repayment of credit facilities

Proceeds from tax credit syndication investors
Proceeds from short-term debt

Repayment of short-term debt

Proceeds from long-term debt

Repayment of long-term debt

Purchase of treasury shares

Issuance of common shares

Proceeds from stock options exercised
Distributions to common shares

Distributions to preferred shareholders in a subsidiary company

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these financial statements.

7

(288,973)
114,447
132,010
(57,119)

69,077
(331)
(1,311)

64,927

185
(16,636)
(755)

209,663

(35,076)
92,881

$ 57,805

(267,711)
2,364
2,495

1,140
(4,438)

52,466
758
(14,770)

52,742

(10,299)
50,826

$ 40,527

14



Edgar Filing: MUNICIPAL MORTGAGE & EQUITY LLC - Form 10-Q

MUNICIPAL MORTGAGE & EQUITY, LLC
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(unaudited)

For the three months ended

March 31,

2005 2004
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Interest paid $ 23,307 $ 24,492
Income taxes paid $ 467 $ 1,146
Non-cash activity resulting from consolidation of VIEs under FIN 46:
Investment in partnerships $ 144,496 $ 1,382,800
Restricted assets 186 133,107
Other assets 209
Land, building and equipment, net 5,256
Notes payable 44,816 208,655
Mortgage notes payable 4,109
Accounts payable, accrued expenses and other liabilities 3,394 32,138
Minority interest in subsidiary companies 97,828 1,274,533

Accumulated other comprehensive income

The accompanying notes are an integral part of these financial statements.

8
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MUNICIPAL MORTGAGE & EQUITY, LLC
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1 BASIS OF PRESENTATION

Municipal Mortgage & Equity, LLC ( MuniMae and, together with its subsidiaries, the Company ) provides debt and
equity financing to developers of multifamily housing and other real estate investments. The Company invests in
tax-exempt bonds, or interests in bonds, issued by state and local governments or their agencies or authorities to
finance multifamily housing developments. These tax-exempt bonds are not general obligations of state and local
governments, or the agencies or authorities that issue the bonds. The multifamily housing developments, as well as the
rents paid by the tenants, typically secure these investments. The Company also invests in other housing-related debt
and equity investments, including equity investments in real estate operating partnerships; tax-exempt bonds, or
interests in bonds, secured by student housing or assisted living developments; and tax-exempt bonds issued by
community development districts to finance the development of community infrastructure supporting single-family
housing, mixed use and commercial developments and secured by specific payments or assessments pledged by the
local improvement district that issues the bonds ( CDD bonds ). Interest income derived from the majority of the
Company s bond investments is exempt income for Federal income tax purposes. Real estate finance activities include
the origination of, investment in and servicing of investments in multifamily housing, both for the Company s own
account and on behalf of third parties. These activities generate income that is includable for Federal income tax
purposes. The Company is also a tax credit syndicator. As a syndicator, the Company acquires and transfers to
investors interests in partnerships that receive and distribute to investors low-income housing tax credits. The
Company earns syndication fees on the placement of these interests with investors. The Company also earns fees for
providing guarantees on certain tax credit equity funds and for managing the low-income housing tax credit equity
funds it has syndicated.

MuniMae was organized in 1996 as a Delaware limited liability company. As a limited liability company, the
Company combines many of the limited liability, governance and management characteristics of a corporation with
the pass-through income features of a partnership. Since MuniMae is classified as a partnership for Federal income tax
purposes, MuniMae is not itself subject to Federal and, in most cases, state and local income taxes. Instead, each
shareholder must include his or her distributive share of MuniMae s income, deductions and credits on the
shareholder s income tax return. Most of the Company s real estate finance and tax credit syndication activities are
conducted through subsidiaries classified as corporations for Federal income tax purposes. These corporations do not
have the pass-through income features of a partnership.

The condensed consolidated financial statements include the accounts of MuniMae, its wholly owned subsidiaries, its
majority owned subsidiaries and variable interest entities ( VIEs ) where management determined that the Company
was the primary beneficiary of the VIE. All significant intercompany balances and transactions have been eliminated.

The results of consolidated operations for the three-month period ended March 31, 2005 are not necessarily indicative
of the results to be expected for the full year. The operating results from the Company s tax credit equity syndication
business are expected to fluctuate based on seasonal patterns. The Company anticipates that its highest revenues from
the tax credit business will occur in the third and fourth quarters. In addition, seasonality in tax-exempt bond
originations is expected to result in higher volume in the second half of 2005.

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with the
rules and regulations of the Securities and Exchange Commission (the SEC ) and in the opinion of management
contain all adjustments (consisting of only normal recurring accruals) necessary to present a fair statement of the
results for the periods presented. These results have been determined on the basis of accounting principles and policies

16
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discussed in Note 1 to the Company s Annual Report on Form 10-K for the year ended December 31, 2004 (the
Company s 2004 Form 10-K ). Certain information and footnote disclosures normally included in financial statements
presented in accordance with generally accepted accounting principles in the United

9
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States of America ( GAAP ) have been condensed or omitted. The accompanying financial statements should be read in
conjunction with the financial statements and notes thereto included in the Company s 2004 Form 10-K. Certain 2004
amounts have been reclassified to conform to the 2005 presentation with no effect on previously reported net income

or shareholders equity.

10
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New Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting
Standards ( SFAS ) No. 123R, Share-Based Payment, a revision of SFAS No. 123, Accounting for Stock-Based
Compensation and superseding APB Opinion No. 25, Accounting for Stock Issued to Employees ( FAS 123R ). FAS
123R requires the Company to expense grants made under the share option and employee share purchase plan

programs. The cost will be recognized over the vesting period of the applicable share option or other share-based

payment. In April 2005, the Securities and Exchange Commission approved a new rule that, for public companies,

delays the effective date of SFAS 123R such that the Company must adopt it no later than January 1, 2006. Upon

adoption of FAS 123R, amounts previously disclosed under SFAS No. 123 will be recorded in the consolidated

income statement. The Company is continuing to evaluate the impact of this standard.

Share-Based Employee Compensation

The Company accounts for both the non-employee director share plans and the employee share incentive plans under
the recognition and measurement principles of Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees. No options were issued pursuant to the plans and, accordingly, no compensation expense was
recognized for options issued under the plans for the three months ended March 31, 2005 and 2004. SFAS No. 148,
Accounting for Stock-Based Compensation-Transition and Disclosure ( FAS 148 ), requires the Company to make
certain disclosures as if the compensation expense for the Company s plans had been determined based on the fair
value on the date of grant for awards under those plans. The estimated fair values of options previously awarded were
de minimis and would have no impact on the earnings per share calculation for the three months ended March 31,
2005 and 2004.

NOTE 2 ACQUISITIONS

On February 18, 2005, the Company purchased MONY Realty Capital, Inc. ( MRC ) from AXA Financial, Inc. ( AXA )
for a total purchase cost of $10.5 million, comprised of cash paid to AXA of $8.5 million, transaction costs of
approximately $1.1 million and liabilities assumed of approximately $0.9 million. The Company has accounted for

this acquisition as a purchase and has allocated the purchase cost to tangible and identified intangible assets based on

their fair values. The excess purchase cost over the fair values of these assets has been recorded as goodwill. The

Company allocated approximately $2.9 million to tangible assets (primarily investments in partnerships, and

receivables), $4.8 million to identifiable intangibles (primarily management advisory contracts and mortgage

servicing rights) and approximately $2.8 million to goodwill. These purchase allocations could be revised in the future
when finalization of pre- and post-acquisition activities with AXA is complete.

Additionally, as part of the purchase agreement, the Company committed to invest $25.0 million in a real estate
partnership in which MRC is already a general partner. This interest was acquired by the Company upon its
acquisition of MRC. The Company is required to invest the remainder of the $25.0 million commitment on or prior to
the third anniversary of the closing date. As of the filing date, the Company had funded $5.4 million of its
commitment.

NOTE 3 INVESTMENT IN TAX-EXEMPT BONDS, TAXABLE BONDS AND INTERESTS IN BOND
SECURITIZATIONS

The Company originates for its own account and for others investments in tax-exempt bonds. Tax-exempt bonds are
issued by state and local government authorities to finance multifamily housing developments or other types of real
estate including land infrastructure development. The multifamily bonds are secured primarily by non-recourse
mortgage loans on affordable and market rate multifamily housing, while the land infrastructure bonds are secured by
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sales tax liens and other assessments on the district.
The Company originates for its own account and for others investments in taxable bonds. Taxable bonds are issued by
state and local government authorities to finance multifamily housing developments or land infrastructure

development. The multifamily bonds are secured primarily by non-recourse mortgage loans on affordable and

11
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market rate housing, while the land infrastructure bonds are secured by sales tax liens and other assessments on the
district.

The Company invests in housing-related securities, including CDD bonds. The Company also invests in tax-exempt
bonds, or interests in bonds, secured by student housing or assisted living developments.

The Company s sources of capital to fund these lending activities include proceeds from equity and debt offerings,
securitizations, loans from warehousing facilities and lines of credit with banks, pension funds and finance companies
and cash on hand. The Company earns interest income from its investment in tax-exempt bonds and taxable bonds.
The Company also earns origination, construction administration and servicing fees through subsidiaries classified as
corporations for Federal income tax purposes, for originating and servicing the bonds.

As of March 31, 2005 and December 31, 2004, the Company held tax-exempt bonds with a fair value of
$1,353.0 million and $1,275.7 million and taxable bonds with a fair value of $9.0 million and $9.2 million,
respectively. The following tables summarize the bonds by type.

12
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(in thousands)

Non-participating tax-exempt bonds
Participating tax-exempt bonds

Subordinate non-participating tax-exempt bonds
Subordinate participating tax-exempt bonds
Interests in securitization trusts

Investment in taxable bonds

Total

(in thousands)

Non-participating tax-exempt bonds
Participating tax-exempt bonds

Subordinate non-participating tax-exempt bonds
Subordinate participating tax-exempt bonds
Interests in securitization trusts

Investment in taxable bonds

Total

Face

Amount
$1,234,165
101,146
6,558
60,530
4,698
9,420

$1,416,517

Face

Amount
$1,154,541
101,234
6,562
60,530
4,698
9,489

$1,337,054

March 31, 2005

Amortized

Cost
$1,210,811
100,502
6,379
35,799
4,687
9,136

$1,367,314

Unrealized
Gain
(Loss)
$ (18,530)
(6,286)
(762)
21,817
(1,368)
(121)

$  (5,250)

December 31, 2004

Amortized

Cost
$1,129,842
100,565
6,383
35,799
4,687
9,205

$1,286,481

Unrealized
Gain
(Loss)
$ (13,085
(5,643)
(752)
18,976
(1,024)

$  (1,528)

Fair

Value
$1,192,281
94,216
5,617
57,616
3,319
9,015

$ 1,362,064

Fair

Value
$1,116,757
94,922
5,631
54,775
3,663
9,205

$1,284,953

During February 2005, the Company purchased $55,000 in residual interests in eleven P-FLOAT trusts. The eleven
trusts hold approximately $68.1 million in tax-exempt bonds and issued approximately $66.7 million in senior
interests to third parties. The company is the primary beneficiary of each variable interest entity or trust and is
therefore required to consolidate all of the securitization trusts.

During the three months ended March 31, 2005, the Company invested in tax-exempt bonds with a face amount of
$129.3 million for $129.5 million. Of the total face amount of $129.3 million, $62.6 million represents the Company s
new primary investments (bonds which the Company originated) and $66.7 million reflects new secondary market
investments (previously issued securities purchased from third parties).

13
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The Company structures some tax-exempt bonds so that the borrower makes draws on the bonds throughout the
construction period ( draw down bonds ). In the year these bonds are originated, the total draws for the year are
reported as new primary investments. The Company originated a face amount of $21.7 million in new draw down
bonds during the three months ended March 31, 2005. The Company also funded an additional $15.7 million of
existing tax-exempt draw down bonds with a face amount of $15.7 million for the three months ended March 31,
2005.

Four tax-exempt bonds with an amortized cost of $44.8 million were repaid during the three months ended March 31,
2005. The Company recognized a gain of $0.8 million on the repayment of these bonds. One tax-exempt bond with an
amortized cost of $4.0 million was sold during the three months ended March 31, 2005, resulting in a gain of

$0.1 million.

In order to facilitate the securitization of certain assets at higher leverage ratios than otherwise would be available to
the Company without the posting of additional collateral, the Company has pledged additional bonds to various pools
that act as collateral for senior interests in certain securitization trusts. From time to time, the Company pledges bonds
as collateral for letters of credit, lines of credit, warehouse lending arrangements, other investments and derivative
agreements. In addition, at times the Company pledges collateral when providing a guarantee in connection with the
syndication of tax credit equity funds. At March 31, 2005 and December 31, 2004, the total carrying amount of the
tax-exempt bonds pledged as collateral was $561.3 million and $537.0 million, respectively.

During the three months ended March 31, 2005, the Company recorded an other than temporary impairment of
$0.3 million on two tax-exempt bond with a face amount of $1.5 million. During the three months ended March 31,
2004, the Company recorded an other than temporary impairment of $0.3 million on two tax-exempt bonds with an
aggregate face amount of $17.8 million.

NOTE 4 LOANS RECEIVABLE

The Company s loans receivable and loans receivable held for sale consist primarily of construction loans, permanent
loans, taxable supplemental loans and other taxable loans. The following table summarizes loans receivable by loan
type at March 31, 2005 and December 31, 2004.

March 31, December 31,

(in thousands) 2005 2004
Loan Type:
Construction loans $ 513,468 $ 503,745
Taxable permanent loans 13,753 27,766
Supplemental loans 76,246 62,079
Other taxable loans 51,043 31,104

654,510 624,694
Allowance for loan losses (3,232) (2,960)
Total $ 651,278 $ 621,734

Note: Supplemental loans include pre-development loans, bridge loans and other loans.
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The Company had loans receivable held for sale of $13.8 million and $27.8 million at March 31, 2005 and

December 31, 2004, respectively. These loans committed for sale are sold to Federal National Mortgage Association

( Fannie Mae ), Government National Mortgage Association ( GNMA ) and third party conduit lenders. Due to the
short time the Company holds these loans, carrying value approximates fair value.

14
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The Company pledges loans as collateral for the Company s notes payable, warehouse lending arrangements and line
of credit borrowings. In addition, in order to facilitate the securitization of certain assets at higher leverage ratios than
otherwise available to the Company without the posting of additional collateral, the Company has pledged additional
taxable loans to a pool that acts as collateral for senior interests in certain securitization trusts and credit enhancement
facilities. At March 31, 2005 and December 31, 2004, the total carrying amount of the loans receivable pledged as
collateral was $558.3 million and $548.0 million, respectively.

NOTE 5 INVESTMENT IN PARTNERSHIPS
The Company s investments in partnerships consist of equity interests in real estate operating partnerships. The

Company s investments in partnerships are accounted for using the equity method. The following table summarizes
investment in partnerships by major category at March 31, 2005 and December 31, 2004:

March 31, December 31,

(in thousands) 2005 2004
Non-guaranteed tax credit equity funds:
Investment in real estate operating partnerships (1) $ 487,907 $ 563,310
Guaranteed tax credit equity funds:
Investment in real estate operating partnerships (2) 144,758 149,078
Investment in real estate operating partnerships  warehousing (3) 58,104 43,873
Investment in CAPREIT (4) 66,758 70,351
Other investments in partnerships 786 661

$ 758,313  $ 827,273

(1)  As aresult of Financial Interpretation No. 46 (Revised) ( FIN 46R ), the Company must include on its balance
sheet investments by certain non-guaranteed tax credit equity funds. These funds invest in limited partnership
interests in real estate operating partnerships ( Project Partnerships ).

(2)  These investments are real estate operating partnerships owned by tax credit equity funds where the Company
provides a guarantee or otherwise has continuing involvement in the underlying assets of the fund. As a result
of the guarantee, the Company includes the assets of the funds in its consolidated balance sheets until such time
as the Company s guarantee expires.

(3) The Company acquires, through limited partnership interests, equity interests which typically represent a 99.0%
interest in properties expected to earn tax credits. When the Company has a sufficient number of such limited
partnership interests and has identified tax credit investors, it transfers those interests to a tax credit equity fund
for the investors benefit. The Company typically owns these partnership interests for three to nine months
before they are transferred to a tax credit equity fund.

(4) The Company makes equity investments in income-producing real estate partnerships in joint ventures with
CAPREIT, Inc. and its affiliates.
15
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NOTE 6 INVESTMENTS IN DERIVATIVE FINANCIAL INSTRUMENTS

At March 31, 2005 and December 31, 2004, the Company s investments in derivative financial instruments consisted
of interest rate swaps, put option contracts and total return swaps.

In March 2005, the Company entered into a contractual arrangement whereby the counterparty to the arrangement will
purchase tax-exempt bonds from the Company or a third party and hold the bonds for a minimum of 30 days. The
Company will have the option to bid for the purchase of the bonds at the time of sale by the counterparty. Regardless
of whether the bonds are purchased by the Company or not, the Company will pay to the counterparty or receive from
the counterparty amounts for any declines or increases in the bonds market value from the date of purchase to the date
of swap termination. The arrangement is considered a derivative and included in the balance of the total return swaps
in the table below. The total maximum notional amount of the swap is $50.0 million, based on the underlying value of
the bonds held by the counterparty. The Company will receive a 1.50% annual fee on the outstanding notional amount
of the swap. During the term of the swap, the Company is required to post collateral equal to the amount by which the
purchase price of the bond or bonds subject to the swap exceeds the quoted market value by more than $1.0 million.
The arrangement has a maturity date of December 31, 2005. As of March 31, 2005, the Company had three swaps
outstanding under this arrangement with a total notional amount of $15.7 million.

The following table provides certain information with respect to the derivative financial instruments held by the
Company at March 31, 2005 and December 31, 2004:

March 31, 2005 December 31, 2004
Notional Fair Value (4) Notional Fair Value (4)
Liabilities Liabilities

(in thousands) Amount Assets ®)) Amount Assets ®))
Interest rate swap agreements (1) $302,890 $4,368 $ (2,949) $286,015 $3,102 $ (4,878)
Total return swaps (2) 38,870 38,200
Put option agreements (3) 80,400 105,610 45)
Total investments in derivative
financial instruments $4368 $ (2,949) $3,102 $ (4,923)

(1)  For the interest rate swap agreements, notional amount represents the total amount of the Company s interest
rate swap contracts ($337,850 as of March 31, 2005 and $320,975 as of December 31, 2004) less the total
amount of the Company s reverse interest rate swap contracts ($34,960 as of March 31, 2005 and December 31,
2004, respectively).

(2)  For the total return swaps, the notional amount represents the total amount of the Company s total return swap
contracts.

(3)  For put option agreements, the notional amount represents the Company s aggregate obligation under the put
option agreements.

(4)  The amounts disclosed represent the net fair values of all the Company s derivatives at the reporting date.

(5) The aggregate negative fair value of the investments is included in liabilities for financial reporting purposes.
The negative fair value of these investments is considered temporary and is not indicative of the future earnings
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on these investments.
NOTE 7 RESTRICTED ASSETS

Restricted assets includes cash and cash equivalents summarized by major category in the table below at March 31,
2005 and December 31, 2004:

16
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March 31, December 31,
(in thousands) 2005 2004
Tax credit equity fund cash (1) $ 64,651 $ 49,069
Margin call deposits (2) 452
Collateral for securitization programs (3) 17,000 17,000
Other cash collateral (4) 8,289 6,284
$ 89,940 $ 72,805

(1)  Under the financing method of accounting for guaranteed tax credit equity funds and due to the consolidation of
certain other funds in accordance with FIN 46R, the Company reports the restricted cash of the funds in the
Company s consolidated balance sheet. The cash is to be used primarily for investments by the consolidated
funds into partnerships and other approved uses as set out in the funds partnership agreements.

(2)  Under the terms of the Company s interest rate swap agreements with counterparties, the Company is required
to maintain cash deposits ( margin call deposits ). The margin call deposit requirements are specific to each
counterparty. The Company must make margin call deposits when the total fair value of the Company s
outstanding swap obligations to any one counterparty is, in most cases, greater than $1.0 million.

(3) In order to facilitate the securitization of certain assets at higher leverage ratios than otherwise available to the
Company without the posting of additional collateral, the Company has pledged additional bonds to a pool that
acts as collateral for senior interests in certain securiziation trusts. From time to time, the Company may also
post cash or cash equivalents to this pool.

(4)  From time to time, the Company may elect to pledge collateral in connection with guarantees, first loss
positions and leases or on behalf of its customers in order to facilitate credit and other collateral requirements.
Collateral posted on behalf of its customers is considered temporary and the Company expects to be fully
reimbursed.

NOTE 8 NOTES PAYABLE AND DEBT

The Company s notes payable consist primarily of notes payable and advances under line of credit arrangements which
are used to: (1) finance lending activities; (2) finance working capital needs; and (3) warehouse real estate operating
partnerships before they are placed into tax credit equity funds. Notes payable also includes factored and mortgage
notes payable reflected on the Company s balance sheet as a result of consolidating certain tax credit equity funds
pursuant to FIN 46R. The factored notes payable are obligations of the limited partners (investors) of the tax-credit
funds and collateralized by the investors subscription receivables. The factored notes payable are non-recourse and not
guaranteed by the Company. The mortgage notes payable are obligations of Project Partnerships, in which the
Company is the general partner, and are non-recourse and not guaranteed by the Company. The Company s short- and
long-term debt relate