Portfolio Mnnager—

Project Name: Project ID No.: Date Received:
Date Reviewed: Marginal Project? Yes/No***Surplus Cash: $

NOTE: IF SURPLUS CASH IS DUE BASED ON AUDITOR’S CALCULATION, EMAIL THE

BORROWER FOR CHECK AMQUNT, NUMBER & DATE PAYMENT WAS SENT.

1. Examine prior year’s financial statement review. Note any outstanding items and follow-up with each.

2. Balance Sheet

.

Does the Cash account appear to be adequate? (Is amount greater than accounts payable (2110) Acid
test Calculation 1100T Current Assets/(2100T Current Liabilities-219] Tenant Deposits)

Is the current Tenant Accounts Receivable amount inconsistently higher in comparison to prior year
audit amounts? (Important to access increases in Tenant Accounts Receivable — Mgmt. should provide a
plan and PM should schedule a Jollow-up discussion in an effort to maintain tenant receivables at a
reasonable level)

Do Accounts 1140 or 1145 have amounts shown? If S0, are they detailed in the audit are they
allowable?

Is the Tenant Security Deposits account underfunded by more than 5%? If yes, note Account Number.
(f underfunded, account 1191 will be less than account 2191)

Is the Accounts Payable an allowable s/c deduction? Is it inconsistently higher than with prior year
amounts? (Accounts payable due in 30 days — request detail A/P ledger- sometimes disputed payables
will remain on the books for too long without being addresses. If concern regarding the A/P balance
arises — review detail for payables over 60 days past due and ask management to explain and provide a
plan for addressing past due obligations. )

In reference to notes, if descriptions and amounts are in the section; are there any that appear to a
related party? If so, are they acceptable? (dccounts on the balance sheet that may indicate related party
transactions 1125, 1140, 1145, 1175, 1515, 2113)

Does Prepaid Revenue appear to be reasonable? (Surplus cash definition includes Prepaid Rents —
Often “other” prepaid items or tenant credits are included in this account. If the amount seems high,
request detail. Prepaid rents should be rent paid in December — Due January (or June due Julv)
depending on FYE.)

Funded Reserves

h.

Are the Reserve and special account balances fully funded? Have annual increases (if applicable)
been applied? (Especially for first audits ~ important to verify that all reseives have been funded
annually,)
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i. Was interest (if required) posted to each of these accounts and are the balances accurate and/or verified
by the lender? (Explained in Audit Review Worksheet) RFR Balance:$ Mo Pymt. §

X12=8§ . Are the reserve and special account balances Sully funded? Was interest posted to

i

each of these accounts and are the balances accurate/verified by lender?

J. Ifapplicable have all withdrawals been approved? (Explained in Audit Review Worksheet)

Fixed Assets

Are there any additions and or changes that need explanations? (Any additions in accounts 1440 — 1490
should be noted in the audi. If not, request explanation of amounts. Additions to1495 are expected each
year)

Mortgage Details

a. Do the mortgage loans appear to be satisfactory? (Verify monthly payments current - last year s surplus
cash payment to Amerinat,)

b. Are the mortgage notes consistent with the documents? (Explained in Audit Review Worksheet)

Profit and Loss Statement
a. Is Gross Rent Potential higher than the rent limits allowed during the audit year?
(Using the “Rental & Credit” tab in the Jactsheet to calculate the yearly contract rent potential using
curvent rents for the property — verify that amounts charged under (5120 Rent Revenue + 5121
Tenant Assistance Payments) do not exceed the yearly contract rent potential, %)

b. Is the current year rent revenue decreasing compared to prior year? (Explained in Audit Review
Worksheet.)

¢. Are Apartment Vacancies more than 10% of Rent Revenue and Tenant Assisted Payments
combined? (4ccount 3220/(5120 Rent Revenue + 5712] Tenant Assistance Payments)

d. Are there any anomalies comparing current year P&L accounts to prior years? (Review
individual line items on the profit and loss — amount showing on the line item when nothing was
posted in prior years — unusual increases and decreases from vear to year — amount not showing
on a line itent when there was an amount in previous years.)

€. Are there expense categories that have increased or decreased more than 15%? (Refer to Profit
and Loss Variance Table in Audit Report)

f. Verify the auditor completed the second part of the P&L adequately. (Explained in Audit Review
ws)
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6. Cash Flow Statement
a. s the Management Fee paid in accordance with the current Management Agreement? (Review
management agreement to determine Mgmt. fee calculation compared to management fee accrual

(account 6320 on P & L). The amount in Account §1200-070 on the Cash Flow statement reflects cash
actually paid for management fees Jor the year:

b. Check the accounts and amounts, including the details to determine if any unauthorized distributions
have been made. (S1200-225 (Entity/Construction Expenses Paid) —- Deferred Developer Fees paid,

$51200-420(Distributions) — Distribution paid. Management Fee: %3
7. Notes
a. Is there a going concem? If so, obtain information about management's plan to mitigate such conditions
or events,

b. Do the notes clearly identify related party transactions? (This may affect surplus cash)

¢. Do the notes identify any issues that may affect the property and/or loans?

8. Auditor Letters

a. Does the auditor note a “separate letter to management™? If so, obtain a copy of the letter to review
and follow up.

9. Findings
a. Are there any findings noted? If so, are there detailed owners replies included? If not, ask.

10. Surplus Cash
a. Review surplus cash calculation for accuracy, and to verify it coincides with the loan document’s
definition as it relates to cash and allowable deductions. If there is a HUD loan in [* position — HUD

allows the following months morigage payment, escrow payment and RFR payment as a deduction in
the surplus cash calculation.

Types of surplus cash for debt repayment, surplus cash for RFR deposit and surplus cash distribution.
Review Deed of Trust Note for surplus cash application. HUD receivable may include
management s expectation on abatement issues. Abatement receivables are not guaranteed and
should not be included in surplus cash calculation.

b. If surplus cash is due, include in follow up questions, a request for payment amount, check number
and datc payment made.

11. Change in “Watch List” designation
Based on the audit review I recommend the project (be added to/remain on/removed from) the



Watch List.
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INDEPENDENT AUDITOR'S REPORT

To the Members of Restoration Gardens, LLC

Report on the Financial Statements

We have audited the accompanying financial statements of
*which comprise the balance sheet as of March 31, 2 , and the related slatements ol tncome, ¢ anges in

members” equity, and cash flows for the year then ended, and the related notes to the financial statements.
Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial siatements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures (o obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's Jjudgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entily's internal control. Accordingly, we express no such opinion. An audit also includes evaluating
the appropriateness of accounting policics used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufTicient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of

s of March 31, 2018, and the results of its operations and its cash flows for the year then
ended in accordanice wath accounting principles generally accepted in the Uniled States of Ameriea,
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Other Marters
Other Information

Our audit was conducted for the purposc of forming an opinion on the financial statements as a whole. The accompanying
supplementary information shown on pages 14 1o 24 is presented for purposes of additional analysis and is not a required
part of the financial statements.

The accompanying supplementary information shown on pages 14 1o 24 is the responsibility of management and was
derived from and relates directly to the underlying accounting and other records used to prepare the financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying accounting and
other records used 1o prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepled in the United States of America. In our opinion, the
accompanying supplementary information shown on pages 14 to 24 is fairly stated, in all materinl respects, in relation to
the financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance wi vernment Aduditing Standards, we have also issued our report dated May 10, 2018 on our
consideration o“ internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report
is solely ta describe the scope of our testing of internal control over financial reporting and compliance and the results of
that testing, and not to provide an opinion on the effectiveness of #s internal control over

financial reporting or on compliance. That report is an integral part of an audit performed 1 accordance with Government
Auditing Standards in considering ﬁnlemal control over financial reporting and compliance.

y
——
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alance Sheet
March 31, 2018

ASSETS

Current Assets
Cash - Operations
Tenant Accounts Receivable
Subsidy Accounts Receivable
Prepaid Expenses
Total Current Assets

Deposits Held in Trust-Funded
Tenants Security Deposits

Restricted Deposits & Funded Reserves
Mortgage Escrow
Cash in Operating Reserve
Cash in Reserve for Replacement
Total Restricted Deposits & Funded Reserves

Property & Equipment
Land
Building & Improvements,,
Furniture, Fixtures & Equipment
Total Property & Equipment
Less: Accumulated Depreciation

Net Property & Equipment

Other Assets
Uulities Deposit

Total Assets

The accompanying notes are an integral part of hese financial statements,

3

2,787
5518
3,831
15,237

27,373

8,099

10,941
100,436
13,047

124,424

134,445
5,189,444
188,484

5,512,373
(1,102,641)

4,409,732

13,635

4,583,263




March 31, 2018

LIABILITIES & MEMBERS' EQUITY

Current Liabilities
Accounts Payable - Operations
Accrued Expenscs
Due To Affiliate
Total Current Liabilities

Deposit and Prepayment Liabilities
Tenant Security Deposits (Contra)

Total Deposit and Prepayment Liabilities

Long-term Liabilities
Mortgage Payable- CDBGR
Mortgage Payable- HOPWA
Mortgage Payable- NSP
Total Long-term Liabilities

Total Liabilities

Members' Equity
Members' Equity

Total Liabilities & Members’ Equity

5 10,490
8,104
6,716

25,310

6,958
6,958

700,000
1,000,000
3,500,000
5,200,000

5,232,268

(649,005)

5 4,583,263

The accompanying notes are an integral part of these financial statements.
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Revenue
Rent, net
Financial

Other

Total Revenue

Expenses
Administrative
Utilities
Operating & Maintenance
Taxes & Insurance
Financial

Depreciation

Total Expenses

Net (Loss)

.

Statement of Income
For the Year Ended March 31, 2018

5 428,290
298

(7,053)

421,535

109,464
69,0835
187,624
50,003
858

150,532

567,566

S (146,031)

The accompanying notes are an integral part of these financial statements.
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Statement of Changes in Members' Equity
For the Year Ended March 31, 2018

Homes Empire Homes
Jor of
America, Inc, Marylend, Inc. Total
Members' Equity, April 1, 2017 5 (360,517) § (142457} § (502,974)
Net (Loss) for the Year Ended March 31, 2018 (74,476) (71,555) (146,031)
Members' Equity, March 31, 2018 s (434,993) § 214012y % (649,005)
Members' Percentage of Loss 51% 49% 100%

The accompanying notes are an integral part of these financial statements.
6



Statement of Cash Flows
For the Year Ended March 31, 2018

Cash Flows From Operating Activities

Rent Receipts by 412,633
Financial 298
Other Operating Receipts 3,076

Total Receipts 416,007
Administrative 87,799
Utilities 62,881
Operating & Maintenance 202,902
Taxes & Insurance 49,699
Financial 858

Total Disbursements 404,139

Net Cash Provided by Operating Activities 11,868

Cash Flows Fram Investing Activities

Deposits to Mortgage Escrow (27,166}
Payments from Mortgage Escrow 20,082
Depaosits to Replacement Reserve (13,047)
Purchase of Fixed Assets (38,315)
Net Cash Used by Investing Activities (49,446)

Cash Flows From Financing Activities

Net payment of Operating Advances from Affiliates (5.236)
Net Cash Used by Financing Activities (5,236)
Net Decrease in Cash (42.814)
Cash in Bank:
Beginning of Year 45,601
End of Year $ 2,787

The accompanying notes are an integral part of these financial statements.
7



Statement of Cash Flows (Cont'd)
For the Year Ended March 31, 2018

Cash Flows from Operating Activities

Net (Loss) 5 (146,031)
Adjustment to Reconcile Net Loss to Net Cash Provided by Operating Activities:
Depreciation 150,532
Loss on Asset Disposal 10,522
Bad Debt 41,198
(Increase) / Decrease in Assets:
Tenant Accounts Receivable (45,497)
Subsidy Accounts Receivable 1,729
Other Receivables 5,502
Prepaid Expenses ' 9,171
Tenant Security Deposits (481)

Increase / {Decrease) in Liabilities:

Accounts Payable - Operations (20,258)

Accrued Expenses 4,205

Tenant Sccurity Deposits 1,276
Net Cash Provided by Operating Activities 5 11,868

The accompanying notes are an integral part of these financial stalements.
8



nancial Statements
March 31, 2018

NOTE 1 - Description of Business and Summary of Significant Accounting Policies

Description of Business

¢ Organization) was formed as a limited liability company under the laws of the State of
Maryland on April 28, 2009, for the purpose of acquiring, owning, developing, constructing, and operating a multifamily
apariment building lor low-income, homeless, and at risk youths aged 18 1o 24 as defined by the

]
_The Project consists of 44 units located in Baltimore, Maryland,
and 1s currently operating under the name of —).

The multi-family apartment building was constructed under various mortgage agreements from governmental agencies
in which repayment of principal and interest is only required if the Project fails to comply with the mortgage and
regulatory agrecmendts.

The Organization has two members, Homes for America, inc. and Empire Homes of Maryland, Inc. Both of these
members are managing members.

The major activities of the Organization arc governed by the operating agreement and the regulatory agreement with
DHCD.

By agreement, the Organization shall have a perpetual existence.

Generally, all profits and losses arc allocated to the members, pro rata in accordance with their percentage interests:
*lnc., 51% and SNSRI [nc., 49%. Cash flow, as defined by the operating
agreement, generally is distributable to the members pro rata in accordance with their percentage interests. Profits and
losses arising from the sale, refinancing, or other disposition of all or substantially all of the Organization’s assets will
be specially allocated based on the respective members’ equity capital account balances, as prioritized in the operating
agreement.  Additionally, the operating agreement provides for other instances in which a special allocation of profits
and losses and distributions may be required.

Basis of Accounting

The Organization uses the accrual method of accounting whereby income is recognized when eamed and expenses are
recognized when incurred.

Use of Estimates

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

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Organization considers all short-term debt securitics purchased with
maturities of three months or less to be cash equivalents. Restricted deposits are not considered cash for the statement
of cash flows.

Accounts Receivable and Bad Debts

Accounts receivable are slated at unpaid balances, less an allowance for doubtful accounts. The Project provides for
losses on tenants and subsidies receivable using the allowance method. The allowance is based on experience, individual
account analysis, and other circumstances. It is the Project’s policy to charge off accounts receivable when management
determines the receivable will not be collected. An allowance for uncollectible accounts is established based on the
results of this analysis,

Accunuilated Other Comprehensive Income

The Organization has no accumulated other comprehensive income as of March 31, 2018. Comprehensive income is
identical to net operating income for the year ended March 31, 2018,



to Financial Statements
March 31, 2018

NOTE 1 - Description of Business and Summary of Significant Accounting Policies (Cont’d)

Reuntal Requirements

The Organization's regulatory agreement with‘requires that the units must be rented to households whose annual
income does not exceed NSP income limits as defined in the agreement. Tenant and unit rents cannot exceed amounts
specified in the agreement without prior il approval.

Rental income is recognized as rentals become due. Rental payments received in advance are deferred until earned.  All
leases between the Organization and tenants of the property are operating leases whose terms range from monthly to a
maximum of one year.

Property and Equipment

Property and equipment is stated at cost and depreciated for book and tax purposes using siraight line and the modified
accelerated cost recovery system, respectively, based on estimated useful lives of seven (7) years for furnishings and
equipment and forty (40) years for buildings and improvements. All of the property and equipment serves as collateral
on the three mortgages payable. Depreciation expense for the year ended March 31, 2018 amounts to $150,532.

Valuation of Long-Lived Assets

The Organization reviews its long-lived asscts whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of long-lived assets is measured by a comparison of the
carrying amount of the asset to future undiscounted net cash flows expected to be gencrated and any estimated proceeds
from the eventual disposition of the assct. If such assets are considered to be impaired, the impairment to be recognized
is measured as the amount by which the carrying amount of the assets exceeds the estimated fair value of the assets. As
of March 31, 2018, the Organization determined that none of its assets were impaired. Assets to be disposed are
reportable at the lower of the carrying amount or fair value, less costs to scll. The Organization has no assets intended
for disposal as of March 31, 2018,

fncome Taxes

The Organization has clected to be treated as a pass-through entity for income tax purposes and, as such, is not subject
to income taxes. Rather, all items of taxable income, deductions, and tax credits are passed through to and are reported
by its owners on their respective income tax returns. The Organization’s federal tax status as a pass-through entity is
based on its legal status as a limited liability company. Accordingly, the Organization is not required to take any tax
positions in order to qualify as a pass-through entity. The Organization is required to file and does file tax returns with
the Intemmal Revenue Service and other taxing authoritics. Accordingly, thése financial statements da not reflect a
provision for income taxes and the Organization has no other tax positions which must be considered for disclosure. The
Organization’s federal tax retums for 2015, 2016 and 2017 are subject to examination by the IRS, generally for three
years after they were filed.

Fair Value of Financial Instruments

The Project’s financial instruments consist principally of cash and cash equivalents, rent receivables, affiliate receivables,
and trade receivables and payables. There are no significant differences between the carrying value and fair value of any
of thesc financial instruments as of March 31, 2018.

Distributions to Owners
Distributions to owners are not allowed while the mortgages are outstanding, unless approved in writing by S,

Audvertising Costs

Non-dircct response advertising costs arc expensed as incurred. There were no direct response advertising costs for the
year ended March 31, 2018,

Subsequent Events

The Organization evaluated for disclosure any subsequent events through May 10, 2018, the date the financial statements
were available to be issued.

10



Notes to Financial Statements
March 31, 2018

NOTE 2 — Accounts Receivable

Accounts Receivable consists of the following at March 31, 2018:

Tenant Rents 8 8,459
Tenant Assistance R 1,598
Vacancy Claims e 522,333
Total Accounts Receivable S 12,290
Less Allowance for Doubtful Accounts {2.941)
Net Accounts Receivable S 9349

NOTE 3 — Restricted Deposits and Reserves

Under the terms o‘ regulatory agreement, the Organization is required to place tenant deposits into a separale
interest-bearing bank account. The balance in this account as of March 31, 2018 was $8,099.

Pursuant to SR requlatory agreement, the Project is required to deposit $1,075 monthly into a reserve for
replacement account to cover future capital expenditures and repairs to and for the Project with an escrow agent. Interest
income for all reserve accounts is credited to the Reserve for Replacement account which totaled $147 for the year ended
March 31, 2018. Withdrawals from this account are only permitted with the prior written approval of i@  here were
no withdrawals from this account during the year ended March 31, 2018. The reserve for replacement account has a
balance of 513,047 as of March 31, 2018.

In addition, surplus cash, as computed annually by the regulatory agreement, is required to be deposited into this account
within 90 days of year end. There was no deposit required in fiscal year 2018 based on the surplus cash calculation for
the year ended March 31, 2018,

by There were no deposits in 2018. Funds in this account may only be disbursed with the prior written approval

The Organization is required to maintain an operating reserve account which is being held by an escrow agent appointed
of‘ The balance in this account as of March 31, 2018 is $100,436. No further funding is required.

Restricted deposits and funded reserves are comprised of the following at March 31, 2018:

Tenant Security Deposits S 8,099
Reserve for Replacement 13,047
Operating Reserve 100,436
Tax & Insurance Escrow 10,941

Total Restricted Funds S 132,523

These funds are held in separate accounts and generally are not available for operating purposes,

11



Notes to Financial Statements
March 31, 2018

NOTE 4 - Mortgages Payable

The Organization rececived a mortgage from Sl® pursuant to the Neighborhood Stabilization Program (NSP) (as set
forth in Section 2031 of the Housing and Economic Recovery Act of 2008), in the amount of $3,500,000. All available
funds have been expended by the Organization as of March 31, 2017. The mortgage is secured by a first deed of trust on
the rental property and matures on Janvary 1, 2051. This is an interest-free loan and repayment of the loan shall be
forgiven if the Project continues to be operated in accordance with the operating agreement and the Project leases 100%
of the units to qualified individuals as defined pursuant to NSP guidelines.

The Organization also received a mortgage from the Baltimore City Mayor and City Council pursuant to the Housing
Opportunitics for Persons with AIDS Act (the “HOPWA Act™) in the amount of $1,000,000. The mortgage is secured
by a second deed of trust on the rental property and matures on January 1, 2021. In the event of a default, interest acerues
on the outstanding principal balance from the date of default at the prime rate as published by The Wall Street Journal,
plus 4 percent. Repayment of the principal and interest shall be forgiven if the Project continues to operate in accordance
with the operating agreement and the Project leases 100% of the units to qualified individuals as defined pursuant to
HOPWA Act guidelines.

The Organization has acquired a mortgage from the SnioiiormGinshisst: and City Council pursuant to the Community
Development Block Grant Recovery (“Mn the amount of 5700,000. The mortgage is secured by a third deed
of trust on the rental property and matures on January 1, 2031. In the event of a default, interest accrues on the outstanding
principal balance from the date of default at the prime rate as published by The Wall Street Joumnal, plus 4 percent.
Repayment of the principal and interest shall be forgiven if the Project continues to operate in accordance with the
operating agreement and the Project complies with the terms of the loan agreement.

The liability of the Organization under the mortgages is limited to the underlying value of the real estate collateral.
Under agreements with the mortgage lenders and g, the Organization is required to make monthly escrow deposits
for taxes, insurance, and replacement of Project assets, and is subject to restrictions as to operating policies, rental charges,

operating expenditures and distributions 1o members.

Principal maturities of long-term mortgages payable for the next ive years are as follows:

March 31,
2019 b 0
2020 0
2021 1,000,000
2022 0
2023 0
Thereafler 4,200,000
TOTAL $.5,200,000

NOTE 5 — Related Party Transactions

The Organization received $6,614 in tcnant assistance payments which passed through AIDS Interfaith Residential
Services, Inc. (AIRS), an affiliated emtity, duning the year ended March 31, 2018. The balance due to AIRS totaled $1,051
at March 31, 2018.

Due to affiliates consists of operating expenses due to _‘ The balance due to Gl

totaled $5,665 at March 31, 2018,



Notes to Financial Statements
March 31, 2018

NOTE 5 - Related Party Transactions (Cont’d)

Per the amended management agreement effective January 1, 2016, the management agent, EHM, earns a noncumulative
fee of 6% of gross tenant rental collections for services rendered with respect to the management and operation of the
project. The agent compensation fee is payable [rom cash flows, as defined in the management agreement. The allowed
management fee for the year ended March 31, 2018 totaled $23,071. The agreement expires December 31, 2018.

In addition, the Minority Member, EHM, charged the Project $128,406 in reimbursable personnel costs and $6,000 in
bookkeeping fees during the year ended March 31, 2018.

AIRS, an affiliate, provides supportive services to the residents of the Project. Services include case management,
residential counseling, and activities coordination. For the year ended March 31, 2018, the total cost of these services
provided but not allocaled to the Project totaled $93,971.

NOTE 6 - Marketing Fee

In September 2010, the Organization entered into an installation and services agreement with a cable company in which
the company will have the right to provide broadband communication services to the premises including voice, internet,
and multi-channel video services in exchange for a fee of $6,600, which equates to a per unit fec of $150. The term of
the agreement was seven years. The entire amount was recorded as deferred service revenue upon receipt of the revenue
and is being recognized as income over seven years on the straight-line basis, The original service agreement expired in
September, 2017 and automatically renewed for a period of two years. The agreement can be terminated at any time by
either party giving 60 days written notice. Thete is no deferred revenue as of March 31, 2018. Revenue recognized under
this agreement for the year ended March 31, 2018 totaled $393.

NOTE 7 — Significant Concentrations

The Project operates 44 units for low-income, homeless, and at-nisk youths aged 18 to 24. The Project’s operations are
concentrated in the multifamily real estate market. In addition, the Project operates in a heavily regulated environment.
The operations of the Project are subject to the administrative directives, rules and regulations for federal, state, and local
regulatory agencies, including, but not limited to, HUD and DHCD. Such administrative directives, rules and regulations
are subject to change by an act of Congress or an administrative change mandated by HUD or<3i®. Such changes
may occur with little notice or inadequate funding to pay for the related cost, including the additional administrative
burden, to comply with a change.

The Project is concentrated in the low-income housing market located in Baltimore City and approximately 83% of rental
income was derived [rfom governmental subsidies during the year ended March 31, 2018.

NOTE 8 - Housing Assistance Payment Contract

The City of Baltimore has contracted with the Organization to make housing assistance payments on behalf of qualified
tenants residing in 43 of 44 units of the Project. This coniract is for a twelve month period and is subject to rencwal on
an annual basis,

NOTE 9 - Surplus Cash

Surplus cash, as defined in the regulatory agreement, shall be deposited into the Reserve for Replacement account within
90 days after the end of cach fiscal year. The Organization was not required to remit a deposit for surplus cash for the
year ended March 31, 2018,
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Supplementary Information Required by
March 31, 2018

Balance Sheet Data

Statement of Income and Expense Dala

Statement of Cash Flows Data

Schedule of Letiers of Credit

Schedule of Mortgages Payable

Schedule of Notes Payable

Schedule of Accounts and Notes Receivable {Other Than From Regular Tenants)
Schedule of Identity of Interest

Schedule of Reserve Funds

Schedulc of Residual Receipts

Schedule of Changes in Fixed Asset Accounts

Computation of Surplus Cash, Distributions and Residual Receipts

Surplus Cash Calculation for the Purpose of Debt Repayment
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CURRENT ASSETS
1120 Cash — Operations
1130 Tenant Accounts Receivable
1135 Subsidy Accounts Receivable
1290 Prepaid Expenscs

1100T Current Assets

DEPOSITS HELD IN TRUST- FUNDED

1191 Tenant Secunity Deposits

1200T Tortal Current Assets

FUNDED RESERVES
1310 Mortgage Escrow Deposils
1320 Replacement Reserve
1365 Operating Reserve
1300 Total Funded Reserves

FIXED ASSETS

1410 Land

1420 Buildings

1460 Fumniture, Fixtures & Equipment
1408T Total Fived Assets

1495 Less: Accumulated Depreciation
1400 Net Fived Assets

OTHER ASSETS
1590 Utilities Deposit
1500T Total Other Assets

1000T TOTAL ASSETS

Balance Sheet Data
March 31, 2058
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5 2,787
5,518
3,831

— 15237

27,373

8,099

35,472

10,941
13,047

100,436

124,424

134,445
5,189,444
188,484
5,512,373

1,102,641
4,409,732

13,635
13,635

5 4583263



e
Statement of Income and Expense Data (Cont.)
For the Year Ended March 31, 2018

TAXES AND INSURANCE EXPENSE

6710 Real Estate Taxes

6711 Payroll Taxes

6720 Property and Liability Insurance (Hazard)

6722 Workmen’s Compensation

6723 Health Insurance and Other Employee Benefits

6790 Miscellancous Taxes, Licenses, Permits, and Insurance
6700T Total Taxes and Insurance Expense

6010T Total Operating Expenses

NOI Net Operating Income (Loss)
FINANCIAL EXPENSES
6890 Miscellancous Financial Expenses

6800T Total Financial Expenses

6000T TOTAL COST BEFORE DEPRECIATION

3060T INCOME BEFORE DEPRECIATION
DEPRECIATION AND AMORTIZATION EXPENSE
6600 Depreciation Expense

TOTAL DEPRECIATION EXPENSE
5060N OPERATING (LOSS)

$1000-010 Total principal payments required under the morigage, even if payments under a
Workout Agreement are less or mote than those required under the morigage.

S$1000-020 Replacement  Reserve deposits required by the Regulatory Agrcement or
Amendments thereto, even if payments may be temporarily suspended or waived.

51000-030 Replacement or Painting reserve releases which are included as expense items
on this Profit and Loss Statement.

51000-040 Project Improvement Reserve Releases under the Flexible Subsidy Program that
is included as expense items on this Profit and Loss Statement.

19

3 8,909
9,634
17,214

500

6,924

6,822

50,003
416,176

5,359

4,501

150,532

150,532

$ (146,031)

5 12,900



Statement of Cash Flows Data
For the Year Ended March 31, 2018

CASH FLOWS FROM OPERATING ACTIVITIES:
51200-010 Rental Receipts
S1200-020 Interest Receipts
$1200-030 Other Operating Receipls
S1200-040 Total Receipts

S1200-050 Administrative

51200-070 Management Fee

51200-0%0 Utilines

$1200-100 Salaries and Wages

§$1200-110 Operating and Maintenance

51200-120 Real Estate Taxes

51200-140 Propeny Insurance

51200-150 Miscellaneous Taxes and Insurance

51200-220 Misceilancous Financial
§1200-230 Tatal Disbutrsements

§1200-240 Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES:
51200-245 Net Withdrawals from the Mortgage Escrow Account
51200-250 Net Deposits to the Reserve for Replacement Account
§1200-330 Net Purchasc of Fixed Assels
81200-350 Net Cash Used by Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES:
51200-450 Net Decrease in Operating Advances from A ffiliates
S1200-460 Net Cash Used by Financing Activities

$1200-470 Net Decrease in Cash and Cash Equivalents
§1200-480 Beginning of Period Cash
S1200T End of Period Cash

Reconcitiation of Net Profit to Net Cash Provided by Operating Activities:

3250 Net Loss

Adjustments to Reconcile Net Loss to Net Cash Pravided by Operating Activities:

6370 Bad Dt

6600 Depreciation

$1200-030 Loss on Asset Disposal

51200-490 Increase in Tenant Accounts Receivable
51200-500 Decrease in Subsidy Accounts Receivable
§1200-500 Decrease in Other Receivables
51200-520 Decrease in Prepaid Expenses

51200-530 Increase in Cash Restricted for Tenant Security Deposits

51200-540 Decrease in Accounts Payable
§1200-560 Increase in Accrued Liabilities
51200-560 Increase in Tenant Sccurity Deposits

§1200-610 Ner Cash Provided by Operating Activities

412,633
298
3.076
416,007

(64,728)
(23,071)
(62.881)
(111,348)
(91,559)
(9.010)
(17,249)
(23.440)
(858)
(404,139)

11,868

1,916
(13,047)
(18,315)
(49,446)

(5.236)
(5,236)

42,814)
45,601

2,787
(146,031)

41,198
150,532
10,522
(45,497)
1,729
5,502
9,171
(481)
(20,258)
4,205
1,276

11,868



Supplementary Information Required by
March 31, 2018

Schedule of Letters of Credit

None

Schedule of Mortpages Payable

Creditors

Terms

Original
Amount

Balance
Due

Maryland Department
of Housing and
Community
Development

Morigage received from DHCD  pursuant  to
Neighbarhood Stabilization Program (NSP) as sel forth
in Section 2031 of the Housing & Economic Recovery
Act of 2008. Mortgape is secured by first deed of trust
on real property containing 43 units located at 3701
Cottage Avenue in Baltimore City and matures on
January 1, 2051. This is an interest free loan and
repayment of the loan shall be forgiven if the project
operates in accordance with the regulalory agreement
and 100% of the units are leased to qualified individuals
as defined pursuant to NSP guidelines.

3,500,000

3,500,000

Mayor and City
Council of Baitimore

Mortgage received from Mayor and City Council of
Baltimore through DHCD pursuant to the Housing
Opportunities for Persons With AIDS Act (HOPWA
Act). The mortgage is secured by a second deed of trust
on real estate located at 3701 Cottage Avenue in
Baltimore City and matures on January 1, 2021, In the
cvent of a default, interest accrues on the outstanding
principal balance from the date of the default at the
prime rate as published in the Wall Street Journal, plus
4 percent. Repayment of the loan shall be forgiven if the
project operates in accordance with the regulatory
agreement and 100% of the units are leased to qualified
individuals as defined pursuant 1o HOPWA Act
guidelines.

1,000,000

1,000,000

| Mayor and City
Council of Baltimore

Martgage received from Mayor and City Council of
Baltimore through DHCD pursuant to the Community
Development Block Grant Recovery. The mortgage is
secured by a third deed of trust on real estate located at
3701 Cottage Avenue in Baltimore City and matures on
January 1, 2031. This is an interest free loan and
repayment of the loan shall be forgiven if the project
operates in accordance with the regulatory agreement
and 100% of the units arc leased 10 qualified individuals
as defined pursuant to NSP guidelines.

700,000

700,000
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Supplementary Information Required
March 31, 2018

Schedule of Notes Pavable i

None

Schedule ol Accounts and Notes Receivable (Other than from Regular Tenants)

None

Schedule of Identity of Interest

AIDS Interfaith Residential Services, Inc.:
Pass-through of rental subsidy 5 6,614

Empires [Homes of Maryland, Inc.:

Payroll and related costs S 128406
Management fee s 23,0Mm
Bookkeeping fee ) 6,000

Schedule of Reserves
Replacement Reserve

of property with approval from The mortgagor is required to deposit a monthly sum of $1,075 to such reserve

In accordance with provisions of the iegulalory Agreement with -) restricted cash must be used for replacement
fund commencing January 1, 2017,

Balance at April 1, 2017 $ 0
Deposits per Regulatory Agreement 12,900
Surplus Cash Required Deposit 0
Interest Eamed 147
Transfer from Operating Reserve 0
Withdrawals 0
Balance at March 31, 2018 s 13,047

Operating Reserve

The Oriinizalion is requited to maintain an operating reserve account which was being held by an escrow agent appointed

b . Funds in this account may only be disbursed with the prior wrilten approval of The balance in this
account as of March 31, 2018 is $100,436. No further funding is required.

Balance at April 1,2017 $ 100,436

Deposits 0

Interest Earned 0

Authorized withdrawals to fund Replacement Rescrve 0

Balance at March 31, 2018 5_ 100,436

All reserve accounts are maintained with AmeriNat.
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Supplementary Information Required by DHCD

March 31, 2018
Schedule of Residual Reccipts
Not applicable to this Project.
Schedule of Changes in Fixed Assets
Equipment
Building & Work In & Furniture
FIXED ASSETS Land Improvements Progress for Project Totals
Balance, 03/31/17 $ 134,445 $ 5,149,888 $ 14,396 $ 187,829 S 5.486,558
Additions 0 52,056 0 655 52,711
Disposals 0 {12,500) (14,396) 0 (26,896)
Balance, 03/31/18 $§ 134,445 § 5,189.444 0 $ 188,484 5 5,512,373
ACCUMULATED
DEPRECIATION
Balance, 03/31/17 ) 0 § 794,299 0 $ 159,788 S 954,087
Depreciation 0 129,512 0 21,020 150,532
Disposals . " 0 (1.978) 0 0 (1978)
Balance, 03/31/18 ) 0 § 921,833 0 § 180,808 [ $ 1,102,641
NET BOOK VALUE $ 134445 $ 4,267,611 0 $ 74676 5 4,409,732

During FY 18 the Organization transferred $14,396 recorded as work in progress at March 31, 2017 for renovations to
units 112 and 217 to Building and Improvements as part of the $52,056 in additions to Buildings and Improvements since
these units were placed back into service on 6/26/17.
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Supplementary Information Required by DHCD

March 31, 2018
Computation of Surplus Cash

1. Cash (accounts 1120 and 1191) S 10,886
2. Subsidy Accounts Receivable 3.831

{a) Total Cash 14,717
Current Oblizations:
3. _Accrued mortgage inlerest payable 0
4.  Delinquent mortgage principal payments 0
5. _ Delinguent deposits to reserve for replacemenis 0
6.  Accounts payable (due within 30 days) 10,490
7. _ Loans and notes payable (duc within 30 days) 0
B.  Deficient tax, insurance, or MIP escrow deposits 0
9. Accrued expenses (nol escrowed) 8,104
10. Prepaid rents 0
11. Tenant security deposits liability 6,958
12.  Other

{b) Less Total Current Obligations 25,552

{c) Surplus Cash §  (10,835)

Computation of Surplus Cash for the Purpose of Debt Repayment

Not Applicable,
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INDEPENDENT AUDITOR’S 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 Members of Restoration Gardens, LLC

We have audited, in accordance with the auditing standards generatly accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issued by the Compiroller General
of the United States, the financial statements o R - ichh comprise the balance sheet as of March
31, 2018, and the related stalements of income and expense, changes in members® equity, and cash flows for the year
then ended, and the related notes to the financial statemecnts, and have issued our report thereon dated May 10, 2018.

Internal Control over Financial Reporting

In planning and performing our audit of the financial stalements, we considered“nlemnl
control over financial reporting (internal control} to determine the audit procedurcs that are appropriate in the

circumstances for the purpose of expressin inio the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of nternal control.  Accordingly, we do not express an
opinion on the effectiveness of C's internal control.

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

Our consideration of intemal control was for the limited pumose described in the first paragraph of this section and was
not designed to identify all deficiencies in internal control that mi ght be material weaknesses or significant deficiencies.
Given these limitations, during our audit we did not identify any deficiencies in internal conirol that we consider 1o be
material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of oblaining reasonable assurance about whether m financial statements are free from
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 Bnancial
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 or other maiters that are required to be reported under Gavernment A uditing Standards.
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Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results
of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on compliance. This

report is an integral part of an audit performed in accordance with Government Auditing Standards in considering the
entity's internal control and compliance. Accordingly, this communication is not suitable for any other purpose.

R D
b ——
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR MAJOR DHCD PROGRAMS
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE CONSOLIDATED
AUDIT GUIDE FOR AUDITS OF HUD PROGRAMS AND THE AUDIT GUIDE ISSUED BY THE

MARYLAND DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT

To the Members of —

Report on Compliance for -Programs

We have audited Restoration Gardens, LLC's compliance with the compliance requirements described in the
Consolidated Audit Guide for Audits of HUD Programs (\he Guide) and the Audit Guide issued by the Maryland

Depart e and Community Development that could have a direct jal effect on *
programs for the year ended March 31, 2018, rogram is a
mortgage received pursuant lo the Neighborhood Stabilization Program (NSP). In accordance with an operating

agreement and NSP guidclines, the program has specific compliance requirements goveming financial reports; fair
housing & non-discrimination; mortgage status, replacement reserve; residual receipts; distributions to owners; equity
skimming; cash receipis; cash disbursements; tenant application, eligibility and recertification; units leased to extremely
low-income families, tenant security deposits; management functions; unanthorized change of ownership/acquisition of
liabilities; and unauthorized loans of project funds.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants applicable
to its DHCD programs.

Auditor’s Respousibility

Our responsibility is to express an opinion on compliance for rogram based on our
audit of the compliance requirements referred to above. We conducted our audit of compliance in accordance with
auditing standards generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States; the Guide: and the
Audit Guide issued by the Maryland Department of Housing and Community Development. Those standards and Guides
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the
compliance requirements referred (o above that could have a direct and material effect on a DHCD program occurred.

An audit includes examining, on a test basis, evidence about ~compliauce with those
requirements and performing such other procedures as we considered necessary in the circumstances.

We belicve that our audit provides a reasonable basis for our opmlon on compliance for cach DHCD program. However,
our audit does nol provide a legal determination of R ompliance.

Opinion on DHCD Program

In our opinion, Restoration Gardens, LLC complied, in all material respects, with the compliance requirements referred
to above that could have a direct and material effect on its DHCD program for the year ended March 31, 2018,
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Other Matters

We noted certain matters that we are required to report to management ol— separate written
communication. These matiers are described in our management letter dated May 10, 2018,

Report on Internal Contrel over Compliance

Management of
compliance with the comphaF

i responsible for establishing and maintaining effective internal controf over
Is referred to above. In planning and performing our audit of compliance,
we considered rmal control over compliance with the requirements that could have a
direct and material effect on its rogram to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for its Moz ram and to test and report on
internal control over compliance in accordance with the Guides, but not for the purpose of expressing an opinion on the
elfectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of

S < 12| control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does
not allow management or employces, in the normal course of performing their assigned functions, to prevent, or detect
and correct, noncompliance with a compliance requirement of a gram on a limely basis. A material weakness
in internal comtrol over compliance is a deficiency, or a combination of deficicncies, in internal control over compliance,
such that there is a reasonable possibility that material noncompliance with a compliance requirement of a
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control
over compliance is a deficiency, or a combination of deficiencics, in internal control over compliance with a compliance
requirement of a ‘gram that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.

Our consideration of inlernal control over compliance was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control over compliance that might be material
weaknesses or significant deficiencies. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, However, material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of inernal

control over compliance and the results of that testing based on the requirements of the Guides. Accordingly, this report
is not suitable for any other purpose.
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Schedule of Findings, Questioned Costs, & Recommendations
March 31, 2018

Our audit disclosed no findings that are required to be reported hercin under the Consolidated Audit Guide for Audits of
HUD Programs and The Guide, issucd by the Maryland Department of Housing & Community Development.



Comments on Audit Resolution Matters
March 31, 2018

There were no findings related to previous HUD and/or DH

CD audits, program reviews, management reviews, or
physical inspections which have not already been addressed.



Schedule of the Status *udifl?indings, Questioned Costs, & Recommendations

March 31, 2018

There were no prior year audit findings and questioned costs.
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Members’ Certilication

We hereby certify that we have examined the accompanying financial statements and supplemental data of Restoration
Gardens, LLC, and, to the best of our knowledge and belief, the same are complete and accurate.

A

Sigriature of Member — Signaiurcwpﬂer

Empire Homes of Maryland, Inc, Homes for America, Inc.
Glewlie C/2B
Date Date

iz



anagement Agent’s Certification

We hereby certify that we have examined the accompanying financial statements and supplemental data of Restoration
Gardens, LLC, and, to the best of our knowledge and belief, the same are complete and accurate.

-§i§nalure of Manageménl Apent's Representative

P/\.(,ry celliguil— + (L&D
Title

AL efé T J? l i
Pdiensy ! Ritles EmpPrne Hones (b MU‘(/ ’

Management Agnt's Name

/28
Date
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INDEPENDENT ACCOUNTANT'S REPORT ON APPLYING AGREED-UPON PROCEDURE

To the Members of Restoration Gardens, LLC

We have pegformed the procedurc dcscnbed in the second paragraph o[ this report, which was agrecd to bym

ﬂ-‘andthc eland.i m ST anT TR ), on whether
ectrofic submission of cerlain information agrees with the related hard copy documents within the audit reporting

%eswnmblc for the accuracy and completeness of the clectronic submission.

The sufficiency of the procedure is solely the responsibility of those parties specified in this report. Consequently, we

make no representation regarding the sufficiency of the procedure described below either for the purpose for which
this report has been requested or for any other purpose.

We compared the electronic submission of the items listed in the “UFRS Rule Information” column with the
corresponding printed documents listed in the *Hard Copy Documents” column. The associated findings from the
performance of our agreed-upon procedure indicate agreement or non-agreement of the electronically submitted
information and hard copy documents as shown in the attached chart.

The agreed-upon procedures engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to altesiation engagements contained
in Government Auditing Standards issued by the Comptroller General of the United Stales, We were not engaged to
and did not conduct an examination or review, the objective which would be the expression of an opinion or
conclusion, tespectively, on whether the electronic submission of the items listed in the “UFRS Rule Infortnation™
column agrees with the related hard copy documents within the audit reporting package. Accordingly, we do not
express an opinion or conclusion. Had we performed additional procedures, other matters might have come to our
attention that would have been reported to you.

We were engaged 1o perform an audit in accordance with the Consolidated Audit Guide for Audits of HUD Programs
and the Andit Guide issued by the Maryland Department of Housing and Community Development for Restoration
Gardens, LLC as of and for the year ended March 31, 2018, and have issued our reports thereon dated May 10, 2018.
The information in the “Hard Copy Documents” column was included within the scope or was a by-product of that
audit. Further, our opinion on the fair presentation of the supplementary information dated May 10, 2018, was
expressed in relation lo the basic financial statements of Restoration Gardens, LLC taken as a whole.

A co

ackage required by the Audit Guide issued by the

, which includes the auditor’s reports, is available in its entirety from

We have not performed any additional auditing procedures since the date of the aforementioned audit reports.
urther, we take no responsibility for the secunty of the information transmitted elecironically to the Maryland
Department of Housing and Community Development portal,



-

The purpose of this report on applying the agreed-upon procedure is solely to describe the procedure performed on
the clectronic submission of the items listed in the *UFRS Rule Information” column and the associqted findings, and
not provide an opinion or conclusion. Accordingly, this report is not suitable for any other purpose.’
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ATTACHMENT TO INDEPENDENT ACCOUNTANT’S REPORT
ON APPLYING AGREED-UPON PROCEDURES

UFRS Rulc Information Hard Copy Document(s) Findings

Balance Sheet, Revenue and Expense and Financial Data Templates (i.c., Supplemental Agrecs

Cash Flow Data (account numbers 1120 to Schedules)

7100T and S1200 series)

Surplus Cash (S3100 series of accounts) Financial Data Templates (i.e., Computation Agrees
of Surplus Cash, Distributions and Residual
Receipts {Annual))

Footnoles (83100 series of accounts) Footnotes to the Audited Basic Financial Agrecs
Statements

Type of Opinion on the Financial Statements | Auditor’s Reports on the Financial Statements Apgrees

and Compliance (account numbers $2100- and Compliance

020, 52300-020)

Type of Opinion on Financial Data Templates | Auditor’s Supplemental Report on Financial Agrees

(i.c., Supplementary Data) (account number Data Templates

52100-100)

Audit Findings Narrative (S2700 series of Schedule of Findings and Questioned Costs Agrees

accounts)
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INDEPENDENT AUDITOR'S REPORT

To the Members of Restoration Gardens, LLC

Report on the Financial Statements

.

We have audited the accompanying financial statements of mm
ﬁwhich comprise the balance sheet as of March 31, 2017, and the related statements of income, changes in
embers” equity, and cash flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Anditor’s Responsibility

Our responsibility is lo express an opinion on these linancial statements based on our audil. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards applicable to
financial audits contained in Govermment Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements arc free from material misstatement,

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements, The procedures sclected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
cfTectiveness of the enlity's internal control. Aecordingly, we express no such opinion. An audit also includes cvaluating
the appropriateness of accounting policies used and the reasonableness of significant accounting cstimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have oblained is sufficient and appropriate to provide a basis for our audit opinion,
Opinion
In our opinion. the finangial statements referred to above present fairly, in all material respects, the financial position of

as of March 31, 2017, and the results of its operations and its cash flows for the year then
cnded in accordance with accounting principles generally accepled in the United States of America.



Other Matters

Other Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole. The accompanying
supplementary information shown on pages 14 to 24 is presented for purposes of additional analysis and is not a required
part of the financial statements.

The accompanying supplementary information shown on pages 14 to 24 is the responsibility of management and was
derived from and relates dircctly to the underlying accounting and other records uscd to prepare the financial statements.
Such information has been subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the underlying accounting and
other records used to prepare the financial statementis or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, the
accompanying supplementary information shown on pages 14 to 24 is fairly stated, in all material respects, in relation to
the financial statements as a whole.

Other Reporting Required by Gavernment Auditing Standards

In accordance with Governmment Auditing Standards, we have also issucd our report dated June 16, 2017 on our

consideration e NURBEEE, intcrmal control over financial reporting and on our tests of its compliance

with certain provisions of laws, regulations, contracts, and grant agrcements and other matters. The purposc of that report

is to describe the scope of our testing of internal control over financial reporting and compliance and the resulls of that

testing, and not to provide an opinion on intcrnal control over financial reporting or on compliance. That report is an

integral pari of an audit performed in accordance with Government Auditing Standards in considering “
internal control over financial reporting and compliance.




Balance Sheet

March 31, 2017
ASSETS
Current Assefs
Cash - Operalions 8 45,601
Tenant Accounts Receivable 1,219
Subsidy Accounts Receivable 5,560
Other Receivables 5,502
Prepaid Expenses 24,408
Total Current Assets 82,290
Deposits Held in Trust-Funded
Tenants Security Deposits T,618
Restricted Deposits & Funded Reserves
Mortgage Escrow 12,857
Cash in Operating Reserve 100,436
Total Restricted Deposits & Funded Reserves 113,293
Property & Equipment
Land 134,445
Building & Improvements 5,149,888
Furniture, Fixtures & Equipment 187,829
Work In Progress 14,396
Total Property & Equipment 5,486,558
Less: Accumuiated Depreciation (934.087)
Net Property & Equipment 4,532,471
Otlher Assets
Utility Deposit 13,635
Total Assets s 4,749,307

The accompanying notes are an inegral part of these financial statements.
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Balance Sheet (Cant.)
March 31, 2017

LIABILITIES & MEMBERS' EQUITY

Current Liabilities
Accounts Payable - Operations
Deferred Marketing Fee
Accrued Expenses
Due To Affiliate

Total Current Liabilities

Deposit and Prepayment Liabilities
Tenant Sccurity Deposits (Contra)

Total Deposit and Prepayment Liabilities

Long-term Liabilities
Mortgage Payable- CDBGR
Mortgage Payable- HOPWA
Mortgage Payable- NSP

Total Long-term Liabilities

Total Liabilities

Members' Equity
Members' Equity

Total Liabilities & Members' Equity

The accompanying notes are an integral part of these financial statements.
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30,748
393
3,506
11,952

46,599

5,682

5,682

700,000
1,000,000
3,500,000
5,200,000

5,252,281

{502,974)

4,749,307




Revenue
Rent, net
Financial

Other

Total Revenue

Expenses
Administrative
Utilities
Operating & Maintenance
Taxes & [nsurance
Financial

Depreciation

Total Expenses

Net (Loss}

Statement of Income
For the Year Ended March 31, 2017

$ 403,664
356

{3,909)

400,111

103,109
59,582
143,962
57407
667

156.018

520,745

3 (120,634)

The accompanying noles are an integral part of these financial statemenis.
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5t nt of Changes in Members' Equity
For the Year Ended March 31, 2017

Homes Empire Homes
Jor of
America, Inc. Maryiand, Inc. Total
Members' Equity, April 1, 2016 3 (298,994) § (83,346) $ {382,340)
Net (Loss) for the Year Ended March 31, 2017 {61,523) (59,111 (120,634)
Members' Equity, March 31, 2017 $ 360,517y § (142457 S (502,974)
Members' Percentage of Loss 51% 49% 100%

The accompanying notes are an integral part of these financial statements.
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Statement of Cash Flows
For the Year Ended March 31, 2017

Cash Flows From Operating Activities

Rent Receipls S 376,419
Financial 356
Other Operaling Receipts 1,275
Total Receipts 378,050
Administrative 84,896
Utilities 70,557
Operating & Maintenance 133,423
Taxes & Insurance 56,493
Financial 667
Total Disbursements 346,036
Net Cash Provided by Operating Activities 32,014
Cash Flows From Investing Activities
Deposits to Mortgage Escrow (27.348)
Payments from Mortgage Escrow 25,815
Deposils to Replacement Reserve (41,867)
Withdrawals from Replacement Reserve 41,867
Withdrawals from Operating Reserve 28,612
Proceeds from the sale of Fixed Assets 34,093
Purchasc of Fixed Asscts (39.512)
Net Cash Provided by Investing Activities 21,660
Cash Flows From Financing Activities
Net Repayment of Operating Advances from Affiliates {9,601)
Net Cash Used by Financing Activities (9,601)
Net Increase in Cash 44,073
Cash in Bank:
Beginning of Year 1,528
End of Year 5 45,601

The accompanying notes are an integral part of these financial statements.
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Statement of Cash Flows (Cont'd)
For the Year Ended March 31, 2017

Cash Flows from Operating Activities

Net (Loss) 5 (120,634
Adjustment to Reconcile Net Loss to Net Cash Provided by Operating Activities:
Depreciation 156,018
Loss on Asset Disposal 6,127
Amortization of Deferred Marketing Fee (943)
Bad Debt 21,814
(Increasc) / Decreasc in Assets:
Tenant Accounts Receivable (14,992)
Subsidy Accounts Receivable (6,928)
Other Receivables (5,502)
Prepaid Expenses (8,611)
Tenant Security Deposils 770

Increase / (Decrease) in Liabilities:

Accounts Payable - Operations - 4410

Accrued Expenscs 1,078

Tenant Security Deposits (593)
Net Cash Provided by Operating Activitics $ 32,014

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



Notes to Financial Statements
March 31, 2017

NOTE ! - Description of Business and Summary of Significant Accounting Policies

Descrinti Business

(the Organization) was formed as a limited liability company under the laws of the State of
Maryland on April 28, 2009, for the purpose of acquiring, owning, developing, constructing, and operating a multifamily
apartment building for low-income, homeless, and at risk youths aged 18 to 24 as defined by the Maryland Department

of Housing and Community Development (DHCD). The Project consists of 44 units located in Baltimore, Maryland,
and is currently operating under the name of]

The multi-family apartment building was constructed under various mortgage agreements from governmental agencies
in which repayment of principal and interest is only required if the Project fails to comply with the mortgage and
regulatory agreements.

The Organization has two members, Homes for America, Inc. and Empire Homes of Maryland, Inc. Both of these
members are managing members.

The major activities of the Organization are governed by the operating agreement and the regulatory agreement with
DHCD.

By agreement, the Organization shall have a perpetual existence.

Generally, all profits and losses are allocated to the members, pro rata in accordance with their percentage intercsts:
Homes for America, Inc., 51% and Empirc Homes of Maryland, Inc., 49%. Cash flow, as defined by the operating
agreement, generally is distributable to the members pro rata in accordance with their percentage interests. Profits and
losses arising from the sale, refinancing, or other disposition of all or substantially all of the Organization's assets will
be specinily allocated based on the respective members' equity capital account balances, as prioritized in the operating
agreement. Additionally, the operating agreement provides for other instances in which a special allocation of profits
and losses and distributions may be required. ‘

Basis of Aceounting

The Organization uses the accrual method of accounting whercby income is recognized when camed and expenses are
recognized when incurred.

Use of Estimates

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

Cash and Cash Equivalents

For purposes of the statement of cash flows, the Organization considers all short-term debt securities purchased with
maturities of three months or less to be cash equivalents. Restricted deposits are not considered cash for the staternent
of cash flows.

Accounts Receivable and Bad Debts

Accounts receivable are stated at unpaid balances, less an allowance for doubtful accounts. The Project provides for
losses on tenants and subsidics receivable using the allowance method. The allowance is based on experience, individual
account analysis, and other circumstances. It is the Project’s policy to charge off accounts receivable when management
determines the receivable will not be collected. An allowance for uncollectible accounts is established based on the
results of this analysis.

Accumulated Other Comprehensive Income

The Organization has no accumulated other comprehensive income as of March 31, 2017. Comprehensive income is
identical to nel operating income for the year ended March 31, 2017,



otes te Financial Statements
March 31, 2017

NOTE 1 - Description aof Business and Summary of Significant Accounting Policies (Cont’d)

Remtal Requirements

The Organization’s regulatory agreement with DHCD requires that the units must be rented to households whose annual
income does not exceed NSP income Limits as defined in the agreement. Tenant and unit rents cannot exceed amounts
specified in the agreement without prior DHCD approval.

Rental income is recognized as rentals become due. Rental payments received in advance are deferred until eamed. Al
leases between the Organization and tenants of the property are operating leases whose terms range from monthly to a
maximum of onc year.

Property and Eguipment

Property and equipment is stated at cost and depreciated for book and tax purposes using straight line and the modified
accelerated cost recovery system, respectively, based on estimated useful lives of seven (7) years for furishings and
equipment and forty (40) years for buildings and improvements. All of the property and equipment serves as cellateral
on the three morigages payable. Depreciation expense for the year ended March 31, 2017 amounts to $156,018.

Valuation of Long-Lived Assels

The Organization reviews its long-lived assets whencver events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of long-lived assets is measured by a comparison of the
carrying amount of the asset to future undiscounted net cash flows expected to be generated and any estimated proceeds
from the eventual disposition of the asset. [f such assets are considered to be impaired, the impairment to be recognized
is measured as the amount by which the carrying amount of the assets exceeds the estimated fair value of the assets. As
of March 31, 2017, the Organization determined that none of its assets were impaired. Assels to be disposed are
reportable at the lower of the carrying amount or fair value, less costs to sell. The Organization has no assets intended
for disposal as of March 31, 2017.

Income Taxes

The Organization has elected to be treated as a pass-through entity for income tax purposes and, as such, is not subject
to income taxes. Rather, all items of taxable income, deductions, and tax credits are passed through to and are reported
by its owners on their respective income tax returns, The Organization’s federal tax slatus as a pass-through entity is
based on its legal status as a limited liability company. Accordingly, the Organization is nol required o take any lax
positions in order to qualify as a pass-through entity. The Organization is required to file and does file tax returns with
the Internal Revenue Service and other taxing authorities. Accordingly, these financial statements do not reflect a
provision for income taxes and the Organization has no other tax positions which must be considered for disclosure. The
Organization’s federal tax returns for 2014, 2015 and 2016 arc subject to cxamination by the IRS, generally for three
years afier they were filed.

Fuair Value of Financial Instruments

The Project’s financial instruments consist principally of cash and cash equivalents, rent receivables, affiliate receivables,
and trade receivables and payables. There are no significant differences between the carrying value and fair value of any
of these financial instruments as of March 31, 2017,

Distributions to Owners
Distributions to owners are not allowed while the morigages are outstanding, unless approved in writing by DHCD.

Advertising Costs

Non-direct response advertising costs are expensed as incurred. There were no direct response advertising costs for the
year ended March 31, 2017,

Subsequent Events

The Organization evaluated for disclosure any subsequent events through June 16, 2017, the date the financial statements
were available to be issued.
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otes to Financial Statements
March 31, 2017

NOTE 2 — Accounts Receivable

Accounts Receivable consists of the following at March 31, 2017:

Tenant Rents S 1,219
Tenant Assistance 2372
Vacancy Claims 3.188
Total Accounts Receivable ) 6,779

All reccivables are deemed fully collectible as of March 31, 2017,

NOTE 3 — Other Receivables

Other Reccivables represents insurance monies receivable as of March 31, 2017 related to loss of rental revenues as a
tesult of two units being vacant due to flood damage.

NOTE 4 — Restricted Deposits and Reserves

Under the terms of DHCD's regulatory agreement, the Organization is required to place tenant deposits into a separale
interest-bearing bank account. The balance in this account as of March 31, 2017 was 57,618.

Pursuant to DHCD's regulatery agreement, the Project is required to deposit $1,075 monthly into a reserve for
replacement account to cover future capital expenditures and repairs to and for the Project with an escrow agent. Interest
income-for all reserve accounts is credited to the Reserve for Replacement account which totaled $355 for the year ended
March 31, 2017. Duc to a shortfall of funds in this account, additional funding of $28,612 was transferred from the
operating reserve during the year ended March 31, 2017. Withdrawals from this account are only permitted with the prior
written approval of DHCD. There were $41,867 in approved withdrawals by DHCD from this account during the year
ended March 31, 2017, The reserve for replacement account has a balance of $0 as of March 31, 2017.

In addition, surplus cash, as computed annually by the regulatory agreement, is required to be deposited into this account
within 90 days of year end. There was no deposit required in fiseal year 2018 based on the surplus cash calculation for
the year ended March 31, 2017.

The Organization is required to maintain an operating reserve account which is being held by an escrow agent appointed
by DHCD. There were no deposits in 2017. The Organization transferred 528,612 from this account to the replacement
reserve to cover a deficit in funding during the year. Funds in this account may only be disbursed with the prior written
approval of DHCD. The balance in this account as of March 31, 2017 is $100,436. No further funding is required.

Restricted deposits and funded reserves are comprised of the following at March 31, 2017:

Tenant Security Deposits $ 7,618
Reserve for Replacement 0
Operating Reserve 100,436
Tax & Insurance Escrow 12,857

Total Restricted Funds 5__120911

These lunds are held in separate accounts and gencrally are nol avatlable for operating purposes.



Notes to Financial Statements
March 31, 2017

NOTE S — Mortgages Payable

The Organization received a mortgage from DHCD pursuant to the Neighborhood Stabilization Program (NSP) (as set
forth in Section 2031 of the Housing and Economic Recovery Act of 2008), in the amount of $3,500,000. All available
funds have been expended by the Organization as of March 31, 2017. The mortgage is secured by a first deed of trust on
the rental property and matures on January 1, 2051. This is an interest-free loan and repayment of the loan shall be
forgiven if the Project continues to be operated in accordance with the operating agrecement and the Project leases 100%
of the units to qualified individuals as defined pursuant to NSP guidelines.

The Organization also received a mortgage from the Baltimore City Mayor and City Council pursuant to the Housing
Opportunities for Persons with AIDS Act (the “HOPWA Act”) in the amount of $1,000,000, The mortgage is secured
by a second decd of trust on the rental property and matures on January 1, 2021, In the cvent of a default, interest accrues
on the outstanding principal balance from the date of default at the prime rale as published by The Wall Street Journal,
plus 4 percent. Repayment of the principal and interest shall be forgiven if the Project continues to operate in accordance
with the operating agreement and the Project leases 100% of the units to qualified individuals as defined pursuant to
HOPWA Act guidelines.

The Organization has acquired a mortgage from the Baltimore City Mayor and City Council pursuvant to the Community
Deveclopment Block Grant Recovery (“CDBGR™) in the amount of $700,000. The morigage is sccured by a third deed
of trust on the rental property and matures on January 1, 2031. In the event of a default, interest accrues on the outstanding
principal balance from the date of default at the prime rate as published by The Wall Sireet Joumal, plus 4 percent.
Repayment of the principal and interest shall be forgiven if the Project continues to operate in accordance with the
operating agreement and the Project complies with the terms of the loan agreement.

The liability of the Grganization under the morigages is limited to the underlying value of the real estate collateral.
Under agreements with the mortgage lenders and DHCD, the Organization is required to make monthly escrow deposits
for taxes, insurance, and replacement of Project assets, and is subject lo restrictions as to operating policies, rental charges,

operating expenditures and distributions to members,

Principal maturities of long-term mortgages payable for the next five years are as follows:

March 31,
2018 $ 0
2019 0
2020 0
2021 1,000,000
2022 0
Thereafier 4,200,000
TOTAL 55,200,000

NOTE 6 — Deferred Marketing Fee

In September 2010, the Organization entered into an installation and services agreement with a cable company in which
the company will have the right to provide broadband communication services to the premises including voice, internet,
and multi-channel video services in exchange for a fee of $6,600, which equales 10 a per unit fec of $150 . The term of
the agrecment is seven years. The entire amount was recorded as deferred service revenue upon receips of the revenue
and is being recognized as income over seven years on the straight line basis. Revenue recognized under this agreement
for the year ended March 31, 2017 totaled $943,



¢ Fimancial Statements
March 31, 2017

NOTE 7 - Related Party Transactions

The Organization received $5,910 in tenant assistance payments which passed through AIDS Interfaith Residential
Services, Inc, (AIRS), an affiliated entity, during the year ended March 31, 2017.

Due to affiliates consists of aperating expenses due to Empire Homes of Maryland, Inc. (EHM). The balance due to EHM
totaled $11,952 at March 31, 2017,

Per the amended management agreement effective January 1, 2016, the management agent, EHM, earns a noncumulative
fee of 6% of gross tenant rental collections for services rendered with respect to the management and operation of the
project. The agent compensation fec is payable from cash flows, as defined in the management agreement. The allowed
management fee for the year ended March 31, 2017 totaled $22.610. The agreement expires December 31, 2018.

In addition, the Minority Member, EHM, charged the Project $132,055 in reimbursable personnel costs and $6,000 in
bookkeeping fees during the year ended March 31, 2017.

AIRS, an affiliate, provides supportive services to the residents of the Project. Services include case management,
residential counseling, and activities coordination. For the year ended March 31, 2017, the total cost of these services
provided but not allocated to the Project totaled S81,766.

NOTE 8§ — Significant Concentrations

The Project operates 44 units for low-income, homeless, and at-risk youths aged 18 to 24. The Project’s operations are
concentrated in the multifamily real estate market. In addition, the Project operates in a heavily regulated environment.
The operations of the Project are subject to the administrative directives, rules and regulations for federal, state, and local
regulatory agencices, including, but not limited to, HUD and DHCD. Such administrative directives, rules and regulations
arc subject 1o change by an act of Congress or an administrative change mandated by HUD or DHCD. Such changes
may occur with little notice or inadequate funding 1o pay for the related cost, including the additional administrative
burden, to comply with a change.

The Project is concentrated in the low-income housing market located in Baltimore City and approximately 76% of rental
income was derived from governmental subsidies during the ycar ended March 31, 2017,

NOTE 9 - Housing Assistance Payment Contract

The City of Baltimore has contracted with the Organization to make housing assistance payments on behalf of qualified
tenants residing in 43 of 44 units of the Project. This contract is for a twelve month period and is subject to renewal on
an annual basis.

NOTE 10 — Surplus Cash

Surplus cash, as defined in the regulatory agreement, shall be deposited into the Reserve for Replacement account within

90 days after the end of cach fiscal year. The Organization was not required to remit a deposit for surplus cash for the
year ended March 31, 2017,
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Supplementary Information Required by DHCD
March 31, 2017

Balance Sheet Data

Statement of Income and Expense Data

Statement of Cash Flows Data
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Schedule of Notes Payable
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CURRENT ASSETS
1120 Cash - Operations
1130 Tenant Accounts Receivable
1135 Subsidy Accounts Receivable
1140 Other Receivables
1290 Prepaid Expenses

1100T Current Assets

DEPOSITS HELD IN TRUST- FUNDED

1191 Tenant Security Deposits
12007 Total Current Assets

FUNDED RESERVES
1310 Mortgage Escrow Deposits
1365 Operating Reserve
1300 Total Funded Reserves

FIXED ASSETS
1410 Land
1420 Buildings
1460 Fumiture, Fixtures & Equipment
1490 Work In Progress
1400T Total Fixed Assets
1495 Less: Accumulated Depreciation
1400 Ner Fixed Assets

OTHER ASSETS
1390 Utilities Deposit
1500T Total Other Assets

1000T TOTAL ASSETS

Balance Sheet Data
March 31, 2017

&

£ 45,601
1,219
5,560
5,502

24408

82,290

7,618

89,908

12,857
100,436

— T

13,293

134,445
5,149,888
187,829
14,396
5,486,558

(954,087)
4,532,471

13.635

13,635

S 4,749,307



Balance Sheet Data (Cont.

March 31, 2017

CURRENT LIABILITIES

2110 Accounts Payable — Operations

2190 Deferred Marketing Fee

2190 Accrucd Expenscs

2190 Duc to Affiliate

2191 Tenant Security Deposits Held In Trust (Contra)
2100T Total Current Liabilitics

LONG-TERM LIABILITIES
2320 Morigage Payable — NSP
2321 Mortgage Payable - HOPWA
2322 Mortgage Payable - CDBGR
2300T Total Long-Term Liabilities

2000T TOTAL LIABILITIES
EQUITY

3130 Mcmbers' Equity
3100 Total Equity

4000T TOTAL LIABILITIES AND MEMBERS' EQUITY

17

)

5 30,748
393

3,506
11,952
5,682
52,281

3,500,000
1,000,000

700,000
5,200,000

5,252,281

(502,974)
(502,974)

5 4749307



RENTAL INCOME
5120 Rent Revenue — Gross Polential
5121 Tenant Assistance Payments
5100T Total Rent Revenue
5220 Vacancies
5152N Net Rent Revenue

FINANCIAL REVENUE
5440 Revenue From Investments — Replacement Reserve
5490 Miscellaneous Interest Income

5400T Total Financial Revenue

OTHER REVENUE
5920 Tenant Charges
5991 Exclusive Marketing Revenue
5992 Loss on Disposal of Fixed Asscts
5993 Miscellaneous Revenue

3900T Total Other Revenue

S000T TOTAL REVENUE

ADMINISTRATIVE EXPENSES
6210 Advertising and Marketing
6250 Other Renting Expenses
6310 Officc Salarics
6311 Office Expenses
6320 Management Fee
6340 Legal Expensc - Project
6350 Audit Expense
6351 Bookkeeping Fees/Accounting Services
6370 Bad Debis
6390 Professional Services
6391 Computer Supplies & Maintenance
0392 Internet/Cable
6393 Telephone
6394 Bank Service Charges
6263T Total Administrative Expenses

UTILITIES EXPENSE
6450 Gas & Electricity (Lights and Misc. Power)
6451 Water

6400T Total Utilities Expense

OPERATING AND MAINTENANCE EXPENSE
6510 Payroll

6515 Supplics

6520 Contracts

6525 Trash Removal

6530 Secunty Payroll/Consract

6500T Total Operating and Maintenance Expense

Statcﬂlnt of Income aﬁ Expense Data
For the Year Ended Marceh 31, 2017

$ 108877
336,400
445,277

(41,613)
403,664

355

356

1,154

943
(6,127)

— 12
(3.909)

400,111

4,125
17,706
1,260
22,610
3,734
7,200
6,000
21,814
6,899
1,740
4,853
5,048
120
103,109

44,520
15,062
59,582

25,513
3,810
43,140
6,939

65,560

13 143,962



Statement of Income and Expense Data (Cont.)
For the Year Ended March 31, 2017

TAXES AND INSURANCE EXPENSE

6710 Real Estate Taxes

6711 Payroll Taxes

6720 Property and Liability Insurance (Hazard)

6722 Workmen's Compensation

6723 Health Insurance and Other Employee Benefits

6790 Miscellaneous Taxes, Licenses, Permits, and Insurance
6700T Total Taxes and Insurance Expense

6010T Total Operating Expenses
NOI Net Operating Income
FINANCIAL EXPENSES
6890 Miscellancous Financial Expenses
6800T Total Financial Expenses
6000T TOTAL COST BEFORE DEPRECIATION
5060T Income BEFORE DEPRECIATION
DEPRECIATION AND AMORTIZATION EXPENSE
6600 Depreciation Expense

TOTAL DEPRECIATION EXPENSE

5060N OPERATING (LOSS)

$1000-010 Total principal payments required under the mortgage, even il payments under a
Workout Agreement are less or more than those required under the morigage.

51000-020 Replacement Rescrve deposits required by the Regulatory Agreement or
Amendments thereto, even il payments may be ternporarily suspended or waived.

$1000-030 Replacement or Painting reserve relcases which are included as expense items

on this Profit and Loss Statement.

51000-040 Project Improvement Reserve Releases under the Flexible Subsidy Program that

is included as expense items on this Profit and Loss Statement.

19

$ 8,820
16,091
17,227

1,186

8.083

57,407

364,060

36,051

667

667

364,727

35,384

156,018
156,018

3 (120,634)

5 12,900



Statement of Cash Flows Data
For the Year Ended March 31, 2017

CASH FLOWS FROM OPERATING ACTIVITIES:

S51200-010 Rental Receipts 376,419
51200-020 Interest Receipls 356
51200-030 Other Operating Receipts 1,275
S1200-040 Total Receipts 378,050
§1200-050 Administrative (44,580)
51200-070 Management Fee (22,610)
$1200-090 Utilities (70,557
$1200-100 Salanes and Wages (108,778)
§1200-110 Operating and Maintenance (42,350)
S$1200-120 Real Estate Taxes (8,601)
$1200-140 Property Insurance (18,684)
51200-150 Mascellaneous Taxes and Insutance (29,209)
51200-220 Miscellaneous Financial (667)
SI1200-230 Toral Disbursements (346,036)
S1200-240 Net Cash Provided by Operating Activities 32,014
CASH FLOWS FROM INVESTING ACTIVITIES:
§1200-245 Net Deposits to the Mortigage Escrow Account : {1,533)
51200-255 Net Withdrawals from the Operating Reserve Account 28,612
S51200-330 Net Purchase of Fixed Assets (5,419)
S1200-350 Net Cash Provided by Investing Activities 21,660
CASH FLOWS FROM FINANCING ACTIVITIES:
$1200-450 Net Decrease in Operating Advances from Affiliates (9,601}
§1200-460 Net Cash Used by Financing Activities {9,601}
51200-470 Net Increase in Cash and Cash Equivalents 44,073

S1200-480 Beginning of Period Cash

1528

51200T End of Period Cash 45,601

Reconciliation of Net Profit ta Net Cash Provided by Operating Activities:
3250 Net Loss (120,634)

Adjustments to Reconcile Net Loss to Net Cash Provided by Operating Activitics:
6370 Bad Debt , 21,814
6600 Depreciation 156,018
6610 Amortization of Deferred Marketing Fee (943)
51200-030 Loss on Asset Disposal 6,127
$1200-490 Increasc in Tenant Accounts Receivable (14,992)
$1200-500 Increase in Subsidy Accounts Receivable (6,928)
S51200-500 Increase in Other Receivables (5,502)
§1200-520 Increase in Prepaid Expenses (8,611)
$1200-530 Decrease in Cash Restricted for Tenant Security Deposits 770
§1200-540 Increase in Accounts Payable 4,410
S$1200-560 Increase in Accrucd Liabilstics 1,078
§1200-560 Decrease in Tenant Security Deposits {593)

§1200-610 Net Cash Provided by Operating Activities 32,014
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SuJblemehtary Information Required by DHCD
March 31, 2017

Schedule of Letters of Credit

None

Schedule of Mortgages Payable

Original Balance
Creditors Terms Amount Due

Maryland Department | Mortgage received from  DHCD  pursuant  to
of Housing and Neighborhood Stabilization Program (NSP) as set forth
Community in Scction 2031 of the Housing & Economic Recovery
Development Act of 2008. Mortgage is secured by first deed of trust
on real property containing 43 units located at 3701
Cottage Avenue in Baltimore City and matures on
January 1, 2051. This i5 an interest free loan and
repayment of the loan shall be forgiven if the project
opcraies in accordance with the regulatory agreement
and 100% of the units are leased to qualified individuals
as defined pursuant to NSP guidelines. 1,500,000 3,500,000

Mayor and City Mortgage received from Mayer and City Council of
Council of Baltimore | Baltimore through DHCD pursuant to the Housing
Opportunitics for Persons With AIDS Act (HOPWA
Act). The morigage is secured by a second deed of trust
on real estale located at 3701 Cottage Avenue in
Baltimore City and matures on January 1, 2021. In the
event of a default, interest accrues on the outstanding
principal balance from the date of the default at the
prime rate as published in the Wall Street Journal, plus
4 percent. Repayment of the loan shall be forgiven if the
project operates in accordance with the regulatory
agrcement and 100% of the units are leased to qualified
individuals as defined pursuant 10 HOPWA Act
guidelines. 1,000,000 1,000,000

Mayor and City Mortgage received from Mayor and City Council of
Council of Baltimore | Baltimore through DHCD pursuant to the Community
Development Block Grant Recovery. The mortgage is
secured by a third deed of trust on real estate localed at
3701 Cottage Avenue in Baltimore City and matures on
January 1, 2031. This is an intcrest frec loan and
repayment of the loan shall be forgiven il the project
operates in accordance with the regulatory agrecment
and 100% of the units are leased to qualified individuals
as defined pursuant to NSP guidelines. 700,000 700,000




emgntary Information Required b_
™~ March 31,2017

Schedule of Notes Pavable

None

Schedule of Accounts and Notes Receivahle {(Other than from Regular Tenants)

None

Schedule of Identity of Interest

AIDS Interfaith Residential Services, Inc.
Pass-through of rental subsidy $ 5,910

Empires Homes of Maryland, Inc.:

Payroll and related costs S 132,055
Management fec § 22,610
Bookkeceping fee ) 6,000

Schedule of Reserves
Replacement Reserve
In accordance with provisions of the Regulatory Agreement with DHCD, restricted cash must be used for replacement

of property with approval from DHCD. The mortgagor is required to deposit a monthly sum of $1,075 to such reserve
fund commencing January 1, 2011,

Balance at April 1, 2016 $ 0
Deposits per Regulatory Agreement 12,900
Surplus Cash Required Deposit 0
Intcrest Earned 355
Transf{er from Operating Reserve 28,612
Withdrawals (41.867)
Balance at March 31, 2017 $ 0

Operating Reserve

The Organization is required to maintain an operating reserve account which was being held by an escrow agent appointed
by DHCD. Funds in this account may only be disbursed with the prior written approval of DHCD. The balance in this
account as of March 31, 2017 is $100,436. No further funding is required.

Balance at April 1, 2016 $ 129,048
Deposils 0
Interest Earned 0
Authorized withdrawals to fund Replacement Reserve (28.612)
Balance at March 31, 2017 $_100436

All reserve accounts are maintained with AmeriNat.



Su];plementary Information Required by DHCD

March 31, 2017
Schedule of Residual Receipts
Not applicable to this Project.
Schedule of Changes in Fixed Assets
Equipment
Building & Work In & Furniture
FIXED ASSETS Land Improvements Progress for Project Totals
Balance, 03/31/16 $ 134,445 $ 5,173,241 5 0 $ 186,617 $ 5,494,303
Additions 0 23,904 14,396 1,212 39,512
Disposals 0 (47,257) 0 0 {47,257)
Balance, 03/31/17 § 134445 $ 5,149,888 § 14,39 $ 187,829 $ 5,486,558
ACCUMULATED
DEPRECIATION
Balance, 03/31/16 $ 0 S 672,193 $ 0 S 132,913 S 805,106
Depreciation 0 129,143 0 26,875 156,018
Disposals 0 {7,037 0 0 (7,037
Balance, 03/31/17 5 0 § 794,299 ¥ 0 S 159,788 S 954,087
NET BOOK VALUE § 134,445 § 4,355,589 S 14,396 $ 28,041 $ 4,532,471
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Supplementary Information Required by#

March 31, 2017
Computation of Surplus Cash
1. Cash {(accounts 1120 and 1191) M 53,219
2. Subsidy Accounts Receivable 5,560
(a) Total Cash 58,779
Current Obligations:
3. Accrued mortgage inlerest payable 0
4. Delinquent morigage principal payments 0
5.  Delinquent deposits to reserve for replacements 0
6.  Accounts payable {due within 30 days) 30,748
7. Loans and notes payable {(duc within 30 days) 0
8.  Deficient tax, insurance, or MIP escrow deposits 0
9.  Accrued expenses (not escrowed) 3,506
10. Prepaid rents 0
b1, Tenant security deposits liability 5,682
12.  Other - Pending Capital Improvements Payments to Contractors 28,678
(b) Less Total Current Obligations 68,614
(c) Surplus Cash S (9,815

The surplus cash total current obligations includes pending paymenits to contractors related to cash received in March,

2017 from insurance claim proceeds and the replacement reserve for which work commenced and was completed alter
March 31, 2017.

Computation of Surplus Cash for the Purpose of Debt Repavment

Not Applicable.
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INDEPENDENT AUDITOR’S 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 Members of Restoration Gardens, LLC

We have audited, in accordance with the auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards issucd by the Comptroller General
of the United States, the financial statements ofﬂ, which comprise the balance sheet as of March
31, 2017, and the related statements of income and expense, changes in members’ equity, and cash flows for the year
then ended, and the related notes to the financial statements, and have issued our report thereon dated June 16, 2017.

Internal Control over Financial Reporting

In planning and performing our audit of the financial stalements, we consulercm s internal
control over financial reporting (internal control) to determine the audit procedures that are appropriate in the

circumnstances for the purpose of expressing.ovur opinion.anthe financial statements, but not for the purpose of expressing
an opinion on the effectiveness of 's internal control. Accordingly, we do not express an
opinion on the effectiveness o internal control.

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 prevenl, or detect and correct, misstatements on a timely
basis. A material weakness is a deficiency, or a combination of deficiencies, in internal control, such that there is a
reasonablc possibility that a material misstatement of the cntity's financial statements will not be prevenied, or detected
and corrected on a timely basis. 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,

Our consideration of internal control was for the limited purpose described in the first paragraph of this section and was
not designed to identify all deficicncies in internal control that might be malcrial weaknesses or significant deficiencies.
Given these limitations, during our audit we did not identify any deficiencies in internal control that we consider to be
material weaknesses. However, material weaknesses may exist that have not been identified.

Compliance and Other Matters

As part of obtaining reasonable assurance about whetth financial statements are free from

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 or other matters that are required to be reported under Government Anditing Standards.
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Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the results
of that testing, and not to provide an opinion on the effectiveness of the entity's internal control or on compliance. This
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering the
entity's internal control and compliance. Accordingly, this communication is not suitable for any other purpose.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR MAJOR DHCD PROGRAMS
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE CONSOLIDATED
AUDIT GUIDE FOR AUDITS OF HUD PROGRAMS AND THE AUDIT GUIDE ISSUED BY THE

MARYLAND DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT

To the Members of Restoration Gardens, LLC
Report on Compliance for DHCD Programs

We have audited Restoration Gardens, LLC's compliance with the compliance requirements described in the
Consolidated Andit Guide for Audits of HUD Pragrams (the Guide) and the Audit Guide issued by the Maryland

Department of i d Community Development that could have a direct and material effect on

*ﬁ for the year ended March 31, 2017. Mm isa
mortgage received pursuant to the Neighborhood Stabilization Program - In accordance with an operating
agreement and NSP guidelines, the program has specific compliance requirements goveming financial reports; fair
housing & non-discrimination; mortgage status; replacement reserve; residual receipis; distributions to owners: equity
skimming, cash receipts; cash disbursements; tenant application, eligibility and recertification; units leased 1o extremely

low-income families; tenant security deposits; management functions: unauthorized change of ownership/acquisition of
liabilities; and unauthorized loans of project funds.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants applicable
to its DHCD programs.

Auditor’s Responsibility

Qur responsibility is to express an opinion on compliance for am based on our
audit of the compliance requirements referred 1o above, We conducted our audit of compliance in accordance with
auditing standards generally accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States; the Guide; and the
Audit Guide issued byt : i Sy i [ ggnt. Those standards and Guides
requirc that we plan and perform the audil (0 abiain Fcasonable assurance SBBUT whether noncompliance with the
compliance requirements referred to above that could have a direct and material effect on a DHCD program occurred.

An audit includes examining, on a test basis, evidence about MS compliance with those
requirements and performing such other procedures as we consider necessary in the circumstances,

We believe that our audit provides a reasonable basis for our opinion iance for cach DHCD program. However,
our audit does not provide a legal determination of L

Opinion on DHCD Program

T Py Py

In our opinion, Restoration Gardens, LLC complied, in all material respeets, with the compliance requirements referred
10 above that could have a direct and material effect on its DHCD program for the year ended March 31, 2017.
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Other Matters

We noted certain matters that we are required to report 10 management o“C in a separate written
communication. These matters are described in our management letter dated June 16, 2017,

Report on Internal Control over Compliance

Management of Rm responsible for establishing and maintaining effective internal control over
compliance with the compliance.regui 15 referred to above. In planning and performing our audit of compliance,
we considered Rwimemal control over compliance with the requirements that could have a
direct and material effect on itls DHCD program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for its DHCD program and to test and report on

intemal control over compliance in accordance with the Guides, bul not for the purposc of expressing an opinion on the
effectiveness of intemal control over compliance. Accordingly, we do not express an opinion on the effectiveness of

M internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over compliance does
not allow management or employecs, in the normal course of performing their assigned functions, to prevent, or detect
and correct, noncompliance with a compliance requirement of a DHCD program on a timely basis. A material weakness
in internal controf over compliance is a deficiency, or combination of deficiencies, in internal control over compliance,
such that there is a reasonable possibility that material noncompliance with a compliance requirement of a DHCD
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in internal control
over coppliance is a deficiency, or a combination of deficiencies, in internal control over compliance with a compliance
requirement of a DHCD program that is less severe than a material weakness in internal control over compliance, yet
important encugh to merit attention by those charged with governance.

Cur consideration of internal control over compliance was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control over compliance that might be material
weaknesses or significant deficiencies. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses. However, materisl weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of internal

control over compliance and the results of thal testing based on the requirements of the Guides. Accordingly, this report
is not suitable for any other purpose.

XZCJiﬁ;.f (fmy;mnf L.

Lochte & Company, P.A.

Hunt Valley, Maryland
June 16, 2017
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Schedule of Findings, Questioned Costs,

March 31, 2017

Our audit disclosed no findings that are required to be reported herein under the Consolidated Audit Guide for Audits of
HUD Programs and The Guide, issued by the Maryland Department of Housing & Community Development.



( B A e 3
Comments on Audit Resolution Matters
March 31, 2017

There were no findings related to previous HUD andfor DHCD audits, program reviews, management reviews, or
physical inspections which have not already been addressed.
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Audit Findings, Questioned Cosls, & Recommendations
March 31, 2017

Schedule of the Status of P

There were no prior year audit findings and questioned costs,
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eriification n_l'l_\flembei's
Mareh 31, 2017

We hereby certify that we have examined the accompanying financial statements and supplemental data of Restoration
Gardens, LLC, and, lo the best of our knowledge end belief, the same are complele and accurate,

RERTC

ignaturc of Member & Signatu
Empire Hnn?iarylnn ne. Homes for America, Inc,
O 2%/ &/z 8112
Dats™ / ,a" Daie
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!anagem?ﬁi—Agcnt*s_CFﬂiﬁExiB

We hereby certify thal we have examined the accompanying financial statements and supplemental data of Restoration
Gardens, LLC, and, to the best of our knowledge and belief, the same are complete and accurate,

do

“Signature of Management Agent’s Representative

Accovndirs, Moo e
Title { 4

Surnbtd  Setie

Management Agent’s Name

¢)2¢/201%

Date
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INDEPENDENT ACCOUNTANT’S REPORT ON APPLYING AGREED-UPON PROCEDURE

We have performed the procedure described in the second paragraph of this report, which was agreed to by

d the Maryland Department of Housing and Community Development (DHCD), solely to assist them
i delermining whether the electronic submission of certain informatien agrees with the related hard copy documents
within the audit reporting package, onsible for the accuracy and completeness of the
electronic submission. This agreed-upon procedure engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants and the standards applicable to
attestation engagements contained in Government Auditing Standards issucd by the Comptroller General of the United
States. The sufficiency of the procedure is solely the responsibility of those parties specified in this report.
Consequently, we make no representation regarding the sufficiency of the procedure described below either for the
purpose for which this report has been requested or for any other purpose.

We compared the electronic submission of the items listed in the “UFRS Rule Information” column with the
corresponding printed documents listed in the *Hard Copy Documents” column. The associated findings from the
performance of our agreed-upon procedure indicate agreement or non-agreement of the clectronically submitted
information and hard copy documents as shown in the attached chart.

The agreed-upon procedure engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants and the standards applicable to attestation engagements contained
in Government Auditing Standards issued by the Comptroller General of the United States. We were not engaged to
and did not conduct an examination or review, the objective which would be the expression of an opinion or
conclusion, respectively, on whether the electronic submission of the items listed in the *UFRS Rule Information™
column agrees with the related hard copy documents within the audit reporting package. Accordingly, we do not
express an opinion or conclusion. Had we performed additional procedures, other matters might have come to our
atlention that would have been reported 1o you.

We were engaged to perform an audit in accordance with the Consolidated Audit Guide Jor Audits of HUD Programs
and the Audit Guide issued by the Maryland Department of Housing and Community Development for _n

Pas of and for the year ended March 31, 2017, and have issued our reports thereon dated June 16, 2017,

he information in the “Hard Copy Documents” column was included within the scope, or was a by-product of that
audit. Further, our opinion on the fair presemation of the supplementary information dated June 16, 2017, was
expressed in relation to the basic financial statements om taken as a whole,

A copy of the reporting package required by the Audit Guide issucd by the Maryland Department of Housing and

Fﬂ,nity Development, which includes the auditor’s reports, is available in its entirety from

»we have not performed any additional auditing procedures since the date of the aforementioned audit repoTLs.
Further, we take no responsibility for the security of the information transmitted electronically to the Maryland
Department of Housing and Community Development portal,
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The purpose of this report on applying the agreed-upon procedure is solely to describe the procedure performed on
the electronic submission of the items listed in the “UFRS Rule Information™ column and the associated findings, and
not provide an opinien or conclusion. Accordingly, this report is not suitable for any other purpose.
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ATTACHMENT TO INDEPENDENT ACCOUNTANT'S REPORT
ON APPLYING AGREED-UPON PROCEDURE

UFRS Rule Information Hard Copy Document(s) Findings

Balance Sheet, Revenue and Expense and Financial Data Templates (i.c., Supplemental Agrees

Cash Flow Data {account numbers 1120 to Schedules)

7100T and $1200 series)

Surplus Cash (53100 series of accounts} Financial Data Templates (i.c., Computation Agrees
of Surplus Cash, Distributions and Residual
Receipts (Annual))

Footnoles (53100 series of accountls) Footnotes to the Audited Basic Financial Agrees
Statements

Type of Opinion on the Financial Statements | Auditor’s Reports on the Financial Statements Agrees

and Compliance (account numbers 52100- and Compliance

020, §2300-020)

Type of Opinion on Financial Data Templates | Auditor’s Supplemental Report on Financial Agrees

(i.e., Supplementary Data) (account number Data Templates

52100-100)

Audit Findings Narrative (82700 series of Schedule of Findings and Questioned Costs Agrees

accounts)
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