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FINANCIAL HIGHLIGHTS (Dollars in thousands except per share amounts)

» For the Year Ended December 31, 2002 2001 2000
Total Revenues $ 10,458 $ 5,698 $ 7,910
Net Income $ 9,660 $ 5,187 $ 3,318
Net Income per Share (basic and diluted) $1.61 $1.35 $0.86
Dividends per Share $1.51 $1.45 $1.45
Weighted Average Shares Outstanding at Year End (basic and diluted) 6,017,740 3,838,630 3,838,630

AMERICAN MORTGAGE ACCEPTANCE COMPANY (“AMAC”)

AMAC is a real estate investment trust (“REIT”) specializing in multifamily housing

finance. AMAC originates and acquires mezzanine loans, bridge loans, and government-insured
first mortgages or mortgage-backed securities secured by multifamily housing properties throughout

the United States. Please visit us at www.americanmortgageco.com for more information.




Message to Shareholders

Substantial asset growth; Expanded prod-
uct offerings; Stable portfolio perform-
ance; Increased market presence; Strong
financial results. These were the goals
that American Mortgage Acceptance
Company (“AMAC” or the “Company”)
set for 2002. We are pleased to report
that AMAC achieved these goals, and

as a result, we were able to provide
increased value to our shareholders.
AMAC increased the Company’s quarterly
distribution twice during 2002, resulting in
a total distribution increase of approxi-
mately 10.3%.

Executing Our 2002 Business Plan

At the beginning of 2002, AMAC set out
to originate or acquire approximately $75
million of bridge loans, mezzanine loans,
and government-insured first mortgage
loans or mortgage-backed securities secured
by multifamily properties throughout the
United States. We found ourselves in
somewhat of a challenging environment, as
some multifamily housing markets faced a
softening marketplace. Accordingly, we
were cautious in our approach for investing
our capital. Over the course of the year,
AMAC originated or acquired five bridge,
two construction, and one mezzanine loan
representing approximately $17.9 million,

Stuart J. Boesky
Chairman, Chief Executive Officer, and President



Message to SHAREHOLDERS
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acquired seven Ginnie Mae certificates
totaling approximately $92.7 million,

PORTFOLIO OVERVIEW
financed two transactions under the newly at December 31, 2002

introduced Acquisition/Rehabilitation

in 1999, at December 31, 2002, approxi-
mately 67% of our diversified and actively
managed loan portfolio consisted of
twelve Ginnie Mae certificates and an
FHA-insured mortgage loan, with a com-

Bridge Loan Program totaling approxi-

mately $13.4 million, and provided three Certificates
forward commitments totaling approxi- i
mately $5.1 million. As a result of our
origination and acquisition activity,
AMACs assets grew from approximately
$102.0 million at December 31, 2001, to
approximately $195.1 million at
December 31, 2002, an increase of
approximately 91.3%. Paramount to our
success was our ability to provide devel-

Ginnie Mae

* A diversified $20.2 million indirect investment in
commercial mortgage-backed securities (“CMBS™)

Bridge Loans
$26.0 million

bined carrying value of approximately
ARCap pref;::g $122.3 million. The remainder of our
s20a e | portfolio included nine mezzanine loans
Pammpaﬁf;“ with a carrying value of approximately
Mezzanine Loans $12.4 million, nine bridge loans with a
m | carrying value of approximately $26.0
s Morgge oo | million, two un-insured first mortgage
** 1" loans with a carrying value of approxi-
mately $1.7 million, and our indirect

investment in commercial mortgage-

opers and owners of multifamily housing
with expedient service, an efficient, reliable execution, and,
through our management relationship with Related Capital
Company (“RCC”), complete capital solutions for all of their
multifamily financing needs.

In October of 2002, as a result of our commitment
to enhance our existing multifamily product lines and develop
loan programs to meet the needs of our clients, AMAC
launched its new floating-rate Acquisition/Rehabilitation
Bridge Loan Program, as mentioned above. The bridge loans,
targeting two-to-three-year investments on existing multifam-
ily housing complexes nationwide, provide multifamily devel-
opers with short-term capital to acquire and/or rehabilitate
existing properties. The loans are priced off the 30-day
London Inter-Bank Offer Rate (“LIBOR”) and range from $2
million to $20 million over a term of up to 24 months (gener-
ally with a one-year extension option). The program is struc-
tured with a loan exit strategy of either refinancing with
long-term Fannie Mae, Freddie Mac, or Federal Housing
Administration (“FHA”) debt arranged by AMAC? affiliate,
PW Funding Inc., or by selling the property. AMAC receives
funding for approximately 80% of the amount of these loans
through a line of credit provided by Fleet National Bank and
funds the balance of the loans from its
own capital. The program has been very
well received by our clients, and at
December 31, 2002, the Company had
financed two transactions totaling approxi- $240
mately $13.4 million.
$200
Actively Managing Our Loan Portfolio
We are proud to say that after eleven years
of operations, we have not had any prin- $120
cipal losses in our loan portfolio. Con-
sistent with our trust agreement mandate
to maintain at least 40% of our assets in
government-insured loans and other

$160

$70.4 MM

$80
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TOTAL ASSETS

CAGR* = 66.4%

$102.0 MM
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backed securities (“CMBS”) through our
$20.2 million investment in ARCap Investors, LLC.

While interest rates reached all-time lows in 2002,
the average yields in our portfolio across all of our product
types remained consistently above market, enabling us to
enjoy widening spreads between our lending rates and our
borrowing rates. Our weighted average cost of borrowings in
2002 was approximately 2.1%. At December 31, 2002, the
weighted average interest rate on our Ginnie Mae certificates
was approximately 7.2%, the weighted average interest rate on
our mezzanine loans was approximately 10.7%, and the
weighted average interest rate on our bridge loans, not
including those bridge loans financed through the Fleet
National Bank program, was approximately 11.8%.

Increasing our Market Presence

In February 2002, AMAC marked an important milestone, as
the Company completed its first common equity offering
since listing on the AMEX in July of 1999. In connection
with the offering, AMAC sold 2.5 million common shares of
beneficial interest at a price of $13.50 per share, raising net
proceeds of approximately $31 million. AMAC succeeded in
fully deploying the net proceeds from the offering within 90
days. At December 31, 2002, AMAC’s
total market capitalization was approxi-
mately $186.3 million, representing an
approximate 87.3% increase over the
Company’s market capitalization at
December 31, 2001.

AMAC?s profile in the investment
community was noticeably enhanced dur-
ing 2002, as both Friedman, Billings,
Ramsey & Co., Inc. and RBC Capital
Markets initiated research coverage on
AMAC.

$195.1 MM

Our Financial Results

investments that were permitted under
our trust agreement prior to our listing on
the American Stock Exchange (“AMEX”)

12.31.00

12.31.01

* Compounded annual growth rate

As a result of seamlessly executing our
business plan, AMAC achieved strong
financial results for 2002. For the year

12.31.02




ended December 31, 2002, AMAC had
net income of approximately $9.7 million,
which was an approximate 86.2% increase
compared to net income of approximately
$5.2 million for the year ended December o180
31, 2001. On a per share basis (basic and
diluted), AMAC’s net income was $1.61
per share for the year ended December 6190
31, 2002, representing an increase of
approximately 19.3% as compared to the $0.80
Company’s net income of $1.35 per share
for the year ended December 31, 2001.
AMAC had total revenues of approxi- 5030
mately $10.5 million for the year ended

$1.50

$0.60

NET INCOME PER SHARE

CAGR = 36.8%

including mezzanine loans, bridge loans,
and Ginnie Mae certificates, and funding
an additional $25 million of obligations
on Ginnie Mae certificates that we
acquired in 2002.

$1.61 We believe that the economy will

$1.35
$0.86

continue to expand at a slow pace and
that the yield curve will remain relatively
steep in 2003. This continues to be an
ideal business environment for AMAC, as
we anticipate that our ability to access
both equity and debt capital should
remain and that our cost of debt should
stay low. In addition, we believe that the

December 31, 2002, which represented an
approximate 83.5% increase compared to

2000

2001 2002

properties underlying the loans in our
portfolio will continue to perform well.

the Company’s revenues of approximately
$5.7 million for the year ended December
31, 2001.

AMAC increased the Company’s
quarterly distribution twice during 2002,
resulting in a total distribution increase of
approximately 10.3%. AMAC’ present
quarterly dividend on an annualized basis s1.50
is $1.60 per share, representing a 10.2%
yield on the $15.73 per share closing price
on March 31, 2003. $1.30

$1.70

$1.60

$1.40

$1.20

Building on Our Management Team
In September, AMAC was pleased to $1.10
announce the appointment of Stuart

DIVIDENDS PER SHARE

$1.00 I I

We will continue to closely monitor the
fundamentals of the multifamily market,
utilizing the breadth of market knowledge
that RCC garners from its portfolio of
over 1,300 multifamily properties in 44
states.

Shareholders’ Meeting

We invite you to join us at our annual
shareholders’ meeting on Wednesday,
June 11, 2003, at 10:00 a.m. The meet-
ing will be held at the offices of Paul,
Hastings, Janofsky & Walker LLP at

75 East 55th Street, New York, New

I York. Your attendance will be very

Rothstein as Chief Financial Officer and 2000

2001 2002

much appreciated.

Executive Vice President of the Company.
Mr. Rothstein joined AMAC with approximately 11 years of
professional experience, including seven years of direct expe-
rience with a real estate investment trust (“REIT”). Mr.
Rothstein’s vast financial and capital markets experience has
been extremely beneficial to the Company, and he has
become a welcome addition to our management team.

Looking Ahead to 2003

Building on the Company’s strong performance in 2002, we
are confident that AMAC is well positioned to attain consis-
tently strong operational results and sustained earnings growth
in the year ahead. \We anticipate originating or acquiring
approximately $100 million of a combination of new loans,

As always, we would like to
thank all of our shareholders for your consistent support, and
we look forward to AMAC’s opportunities for further growth
in the year ahead.

Sincerely,

it

Stuart J. Boesky
Chairman, Chief Executive Officer, and President
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SELECTED FINANCIAL DATA

The information set forth below presents selected financial data of the Company. Additional financial information is set forth in the
audited consolidated financial statements and footnotes thereto.

(Dollars in thousands except per share amounts)

> Years ended December 31, 2002 2001 2000 1999 1998
OPERATIONS
Total revenues $ 10,458 $ 5,698 $ 7,910 $ 5507 $ 4,032
Total expenses 3,812 2,660 4,766 2,301 647
Income before other income 6,646 3,038 3,144 3,206 3,385
Total other income 3,014 2,149 174 3,054 12
Net income 9,660 5,187 3,318 6,260 3,397
Net income per share (basic and diluted) — $ 1.61 $ L35 $ .86 $ 1.63 $ .88
Weighted average shares outstanding

(basic and diluted) 6,017,740 3,838,630 3,838,630 3,841,931 3,845,101
> December 31, 2002 2001 2000 1999 1998

FINANCIAL POSITION

Total assets $ 195,063 $ 101,982 $ 70,438 $ 115,565 $ 59,993
Repurchase facility payable 87,880 43,610 12,656 19,127 -
Warehouse facility payable 8,788 - - - -
Total liabilities 100,725 46,703 15,362 58,474 1,788
Total shareholders' equity 94,338 55,279 55,076 57,091 58,205

DISTRIBUTIONS

Distributions to shareholders $ 9,625 $ 5,566 $ 5,566 $ 5544
Distribution per share $ 1.513 $ 1.450 $ 1.450 $ 1444

©“

5,567
1.450

©“
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CONSOLIDATED BALANCE SHEETS

(Dollars in thousands)

> December 31, 2002 2001
ASSETS
Investments in mortgage loans, net $ 22,384 $ 17,799
Investments in GNMA certificates-available for sale 114,034 50,060
Investment in ARCap 20,240 20,246
Cash and cash equivalents 10,404 1,018
Notes receivable, net 25,997 11,373
Accrued interest receivable 1,170 570
Other assets 834 916
Total Assets $195,063 $101,982
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities:
Repurchase facilities payable $ 87,880 $ 43,610
Wiarehouse facility payable 8,788 --
Accounts payable and accrued expenses 822 1,370
Due to Advisor and affiliates 690 331
Distributions payable 2,545 1,392
Total liabilities 100,725 46,703
Commitments and Contingencies
Shareholders’ equity:
Shares of beneficial interest; $.10 par value; 25,000,000
shares authorized; 6,738,826 issued and 6,363,630
outstanding and 4,213,826 issued and 3,838,630
outstanding in 2002 and 2001, respectively 674 421
Treasury shares of beneficial interest; 375,196 shares (38) (38)
Additional paid-in capital 99,470 68,841
Distributions in excess of net income (14,471) (14,505)
Accumulated other comprehensive income 8,703 560
Total shareholders' equity 94,338 55,279
Total liabilities and shareholders' equity $195,063 $101,982

See accompanying notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF INCOME

(Dollars in thousands except per share amounts)

» Years Ended December 31, 2002 2001 2000
Revenues:
Interest income:
Mortgage loans $ 2,050 2,773 1,565
GNMA certificates 5,769 2,294 473
Commercial mortgage-backed security-related investment -- - 3,190
Notes receivable 2,270 451 529
Temporary investments 50 73 2,084
Other income 319 107 69
Total revenues 10,458 5,698 7,910
Expenses:
Interest 1,228 1,406 3,372
General and administrative 706 661 633
Fees to Advisor 1,520 593 761
FNMA loan program 358 -- --
Total expenses 3,812 2,660 4,766
Other income:
Equity in earnings of ARCap 2,400 2,400 401
Net loss on commercial mortgage-backed security-
related investment and government security sold short - - (299)
Net gain (loss) on sale or repayment of mortgage loans and
GNMA certificates 614 (251) 72
Total other income 3,014 2,149 174
Net income $ 9,660 5,187 3,318
Net income per share (basic and diluted) $ 1.61 1.35 0.86
Weighted average shares outstanding (basic and diluted) 6,017,740 3,838,630 3,838,630

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

»  Years Ended December 31, 2002 2001 2000
Cash flows from operating activities:
Net income $ 9,660 5,187 $ 3,318
Adjustments to reconcile net income to net cash provided by
operating activities:
Net loss on commercial mortgage-backed security-related
investment and government security sold short -- -- 299
Net loss (gain) on repayment of GNMA certificates and mortgage loans (614) 251 (72)
Fannie Mae loan program 358 - -
Equity in earnings of ARCap (2,400) (2,400) (401)
Equity in income of unconsolidated subsidiary -- -- 9)
Amortization - deferred financing costs 6 113 92
Amortization (income) expense-loan premium and origination costs and fees (89) 79 163
Accretion of GNMA discount (premium) 23 (22) (22)
Accretion of discount on commercial mortgage-backed
security-related investment -- -- (653)
Government security sold short -- -- 33,541
Purchase of government securities sold short -- -- (72,329)
Changes in operating assets and liabilities:
Investment in commercial mortgage-backed security-related investment -- - 36,764
Deposit with broker as collateral for security sold short -- -- 37,733
Accrued interest receivable (599) 111 499
Other assets 385 (410) (355)
Due to Advisor and affiliates 359 (638) 575
Accounts payable and accrued expenses (586) 1,069 240
Accrued interest payable 39 (6) (380)
Net cash provided by operating activities 6,542 3,334 39,003
Cash flows from investing activities:
Increase in investment in mortgage loans (4,542) (24,661) (21,487)
Proceeds from repayments of mortgage loans -- 9,245 9,995
Periodic principal payments of mortgage loans 46 85 62
Funding of notes receivable (22,307) (9,959) (7,414)
Repayment of notes receivable 7,683 - 6,000
Investment in ARCap preferred stock -- -- (20,000)
Distribution from ARCap 2,406 2,196 --
Principal repayments of GNMA certificates 526 346 3,927
Investment in GNMA certificates (55,768) (6,506) --
Costs relating to repayment of mortgage loans -- (39) (59)
Net cash used in investing activities (71,956) (29,293) (28,976)

Continued...
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CONSOLIDATED STATEMENTS OF CASH FLOWS

...Continued
(Dollars in thousands)

> Years Ended December 31, 2002 2001 2000
Cash flows from financing activities:
Proceeds from repurchase facilities payable 100,750 62,030 13,699
Proceeds from warehouse facility payable 8,788 -- --
Repayments of repurchase facilities payable (56,480) (31,076) (20,170)
Increase in deferred loan costs (669) (43) (160)
Distributions paid to shareholders (8,471) (5,566) (5,566)
Issuance of common shares 30,882 - -
Net cash provided by (used in) financing activities 74,800 25,345 (12,197)
Net increase (decrease) in cash and cash equivalents 9,386 (614) (2,170)
Cash and cash equivalents at the beginning of the year 1,018 1,632 3,802
Cash and cash equivalents at the end of the year $ 10,404 1,018 $ 1,632
Supplemental information:
Interest paid $ 1,163 1,412 $ 3,752
Conversion of mortgage loans to GNMA Certificates
Increases in GNMA certificates 37,444
Decrease in mortgage loans (37,444)
0

See accompanying notes to consolidated financial statements.




Notes to Consolidated Financial Statements

NOTE 1 - General

American Mortgage Acceptance Company (the
“Company”) was formed on June 11, 1991 as a
Massachusetts business trust. The Company elected to be
treated as a real estate investment trust (“REIT”) under
the Internal Revenue Code of 1986, as amended (the
“Code”).

Effective April 26, 1999, upon authorization by the
Company’s Board of Trustees, the Company’s name was
changed from American Mortgage Investors Trust to
American Mortgage Acceptance Company. The
Company’s shares of beneficial interest (the “Shares”)
commenced trading on the American Stock Exchange on
July 1, 1999, under the symbol “AMC”.

The Company’s business plan focuses on originating
and acquiring government-insured and uninsured mort-
gages secured by multifamily properties, which may take
the form of government-insured first mortgages and
uninsured mezzanine loans, construction loans and bridge
loans. Additionally, the Company has indirectly invested
in subordinate commercial mortgage-backed securities
and may invest in other real estate assets, including non-
multifamily mortgages, issues guarantees of construction
and permanent financing, and makes standby and forward
loan commitments.

The Company is governed by a board of trustees
comprised of three independent trustees and two trustees
who are affiliated with Related Capital Company
(“Related”). The Company has engaged Related AMI
Associates, Inc. (the “Advisor”), an affiliate of Related, to
manage its day-to-day affairs. The Advisor has sub-con-
tracted with Related to provide the services contemplated.
Through the Advisor, Related offers the Company a core
group of experienced staff and executive management
providing the Company with services on both a full- and
part-time basis. These services include, among other
things, acquisition, financial, accounting, capital markets,
asset monitoring, portfolio management, investor relations
and public relations services. The Company believes that
it benefits significantly from its relationship with Related,
since Related provides the Company with resources that
are not generally available to smaller-capitalized, self-man-
aged companies.

NOTE 2 - Significant Accounting Policies

a) Basis of Presentation

The consolidated financial statements of the Company are
prepared on the accrual basis of accounting in accordance
with accounting principles generally accepted in the
United States of America (“GAAP”). The preparation of
financial statements in conformity with GAAP requires
the Advisor to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the dis-



Notes to CONSOLIDATED FINANCIAL STATEMENTS
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closure of amortized assets and liabilities at the date of the finan-
cial statements as well as the reported amounts of revenues and
expenses during the reporting period. Actual results could differ
from those estimates. The consolidated financial statements
include the accounts of the Company and three wholly-owned
subsidiaries which it controls: AMAC Repo Seller, AMAC/FM
Corporation (“AMAC/FM”) and AMAC Credit Facility, LLC.
All intercompany accounts and transactions have been eliminated
in consolidation. Unless otherwise indicated, the “Company” as
hereinafter used, refers to American Mortgage Acceptance
Company and its subsidiaries.

b) Investments in Mortgage Loans and Notes Receivable
Mortgage loans and notes receivable are intended to be held to
maturity and, accordingly, are carried at cost, net of unamortized
loan origination costs and fees.

The Company’s mezzanine investments bear interest at fixed
rates, but also include provisions that allow the Company to par-
ticipate in a percentage of the underlying property’s excess cash
flows from operations and excess proceeds from a sale or refi-
nancing. At the inception of each such investment, Company
management must determine whether such investment should be
accounted for as a loan, joint venture or as real estate, using the
guidance contained in the Third Notice to Practitioners issued by
the AICPA. Although the accounting methodology does not
affect the Company’s cash flows from these investments, this
determination affects the balance sheet classification of the invest-
ments as well as the classification, timing and amounts of reported
earnings.

Accounting for the investment as real estate is required if the
Company expects that the amount of profit, whether called inter-
est or another name, such as an equity kicker, that it expects to
receive above a reasonable amount of interest and fees, is over 50
percent of the property’ total expected residual profit. If a mezza-
nine investment were to be accounted for as an investment in real
estate, the Company’s balance sheet would show the underlying
property and its related senior debt (if such debt was not also held
by the Company), and the income statement would include the
property’s rental revenues, operating expenses and depreciation.

If the Company expects that it will receive less than 50 per-
cent of the property’s residual profit, then loan or joint venture
accounting is applied. Loan accounting is appropriate if the bor-
rower has a substantial equity investment in the property, if the
Company has recourse to substantial assets of the borrower, if the
property is generating sufficient cash flow to service normal loan
amortization, or if certain other conditions are met. Under loan
accounting, the Company recognizes interest income as earned
and additional interest from participations as received. Joint ven-
ture accounting would require that the Company only record its
share of the net income from the underlying property.

Company management must exercise judgment in making
the required accounting determinations. For each mezzanine
arrangement, the Company projects total cash flows over the
loan’s term and the Company’s share in those cash flows, and
considers the borrower’s equity, the contractual cap, if any, on
total yield to the Company over the term of the loan, market
yields on comparable loans, borrower guarantees, and other fac-

tors in making its assessment of the proper accounting. To date,
the Company has determined that all mezzanine investments are
properly accounted for as loans.

The Company accounts for its investments in mortgage loans
and notes receivable under the provisions of Statement of
Financial Accounting Standards No. 114, “Accounting by
Creditors for Impairment of a Loan” (“SFAS 114”). Under SFAS
114, a loan is impaired when, based on current information and
events, it is probable that a creditor will be unable to collect all
amounts due according to the contractual terms of the loan agree-
ment. SFAS No. 114 requires lenders to measure impaired loans
based on: (i) the present value of expected future cash flows dis-
counted at the loans’ effective interest rate; (ii) the loan's observ-
able market price; or (iii) the fair value of the collateral if the loan
is collateral-dependent. The Company’s portfolio of mortgage
loans and notes is periodically evaluated for possible impairment to
establish appropriate loan loss reserves, if necessary. If, in the
judgment of Company management, it is determined that it is
probable that the Company will not receive all contractually
required payments when they are due, the loan or note would be
deemed impaired, and a loan loss reserve established.

c) Investments in GNMA Certificates

The Company accounts for its investments in GNMA certificates
under the provisions of SFAS No. 115 “Accounting for Certain
Investments in Debt and Equity Securities”.

At the date of acquisition, the Company elected to designate
its GNMA certificates as available-for-sale securities. Available-
for-sale securities are carried at fair value with net unrealized gain
(loss) reported as a separate component of other comprehensive
income until realized. The Company uses quoted market prices as
its primary source of valuation information or, if quoted market
prices are not available, uses values provided by third party pricing
services. A decline in the market value of any available-for-sale
security below cost that is deemed other than temporary is
charged to earnings resulting in the establishment of a new cost
basis for the security. Premiums and discounts are amortized or
accreted over the life of the related security as an adjustment to
interest income using the effective yield method. Realized gains
and losses on securities are included in earnings and are recorded
on the trade date and calculated as the difference between the
amount of cash received and the amortized cost of the specific
GNMA certificate, including unamortized discounts or premiums.

During 2001, the Company converted three of its FHA-
guaranteed first mortgage loans into investments in GNMA cer-
tificates. Each loan’s amortized cost became the cost basis of the
applicable GNMA certificate, which also approximated the mar-
ket value of the GNMA certificate at the conversion date. No
gain or loss was recognized upon conversion. The three FHA-
guaranteed first mortgage loans and the related GNMA certificates
are serviced by third-party servicers. The conversion was made to
improve the leveragability of the debt instruments and to reduce
the interest rate on the associated borrowings. It is the Company’s
intention to hold its GNMA certificates to maturity, but elected
the “available for sale” designation under SFAS 115 to give it the
flexibility to liquidate these assets if business conditions require.
The first mortgage loans remaining in the portfolio will not be



converted to GNMA certificates and, along with future origina-
tions, are intended to be held to maturity.

d) Investment in ARCap

The Company’ preferred equity investment in ARCap Investors,
LLC (“ARCap”) is accounted for using the equity method be-
cause the Company has the ability to exercise significant influ-
ence, but not control, over ARCap’s operating and financial
policies.

e) Cash and Cash Equivalents

Cash and cash equivalents include cash in banks and temporary
investments in short-term instruments with original maturity dates
equal to or less than three months.

f) Loan Origination Costs and Fees

Acquisition fees and other direct expenses incurred for activities
performed to originate or acquire mortgage loans have been capi-
talized and are included in Investment in Mortgage Loans in the
balance sheets, net of any fees received from borrowers for loan
originations. Loan origination costs and fees are being amortized
to interest income using the effective yield method over the lives
of the respective mortgages.

g) Revenue Recognition
The Company derives its revenues from a variety of investments
and guarantees, summarized as follows:

« Interest Income from Mortgage Loans and Notes
Receivable — Interest on mortgage loans and notes
receivable is recognized on the accrual basis as it
becomes due. Deferred loan origination costs and fees
are amortized over the life of the applicable loan as an
adjustment to interest income, using the interest
method. Interest which was accrued is reversed out of
income if deemed to be uncollectible. Certain mort-
gage loans (mezzanine investments) contain provisions
that allow the Company to participate in a percentage of
the underlying property’s excess cash flows from opera-
tions and excess proceeds from a sale or refinancing.
This income is recognized when received.

e Interest Income on GNMA Certificates — Interest
on GNMA certificates is recognized on the accrual basis
as it becomes due. Interest income also includes the
amortization or accretion of premiums and discounts
recognized at the purchase date, using the effective yield
method.

e Interest Income on Temporary Investments —
Interest income from temporary investments, such as
cash in banks and short-term instruments, is recognized
on the accrual basis as it becomes due.

¢ Equity in Earnings of ARCap — The Company’s
equity in the earnings of ARCap Investors, LLC
(“ARCap”) is accrued at the Company’ preferred divi-

dend rate of 12%, unless ARCap does not have earnings
and cash flows adequate to meet this dividend require-
ment.

e Standby Loan Commitment Fees — The Company
receives fees for issuing standby loan commitments. If
the Company does not expect to fund the commitment,
the commitment fee is recognized ratably over the com-
mitment period. If it is determined that it is possible or
probable that a commitment will be exercised, such fees
are deferred and, if the commitment is exercised, amor-
tized over the life of the loan as an adjustment to inter-
est income or, if the commitment expires unexercised,
recognized as income upon expiration of the commit-
ment.

e Construction Guarantee and Loan Administration
Fees — The Company receives fees from borrowers for
guaranteeing construction loans made by third-party
lenders. The Company guarantees the loan during the
period between construction completion and funding of
the permanent loan. These fees are received in advance
and are deferred and amortized into other income over
the guarantee period. The Company also receives loan
administration fees on these guaranteed loans, on a
monthly basis during the guarantee period. These fees
are recognized in other income as they become due.

e Loss Sharing/Guarantee Fees — The Company
receives loss sharing/guarantee fees related to the
FNMA DUS program. These fees are received monthly
and recognized in other income as they become due.

h) Repurchase Facilities Payable

The Company finances its investments in GNMA certificates
under a repurchase facility with an investment bank. Under such
facility, the GNMA certificates are sold to the investment bank
under an agreement requiring the Company to repurchase such
certificates for a fixed price on a fixed date, generally 30 days
from sale date. These transactions are accounted for as collateral-
ized borrowings. Accordingly, the GNMA certificates remain on
the Company’s consolidated balance sheet, with the proceeds from
the sales included on the consolidated balance sheet as
“Repurchase Facilities Payable”. The difference between the sales
proceeds and the fixed repurchase price is recorded as interest
expense ratably over the period between the sale and repurchase.

i) Fair Value of Financial Instruments

As described above, the Company’s GNMA certificates are carried
at estimated fair values. The Company has determined that the fair
value of its remaining financial instruments, including its mortgage
loans and cash and cash equivalents, notes receivable, investment
in ARCap, and secured borrowings approximate their carrying
values at December 31, 2002 and 2001. The fair value of invest-
ments in mortgage loans, ARCap and GNMA certificates are
based on actual market price quotes or by determining the present
value of the projected future cash flows using appropriate discount
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rates, credit losses and prepayment assumptions. Other financial
instruments carry interest rates which are deemed to approximate
market rates.

j) Income Taxes

The Company has qualified as a REIT under the Code. A REIT
is generally not subject to federal income tax on that portion of its
REIT taxable income (“Taxable Income”) which is distributed to
its shareholders provided that at least 90% of Taxable Income is
distributed and provided that such income meets certain other
conditions. Accordingly, no provision for federal income taxes is
required. The Company may be subject to state taxes in certain
jurisdictions.

During 2002, the Company declared distributions of $1.51
per share. For federal income tax purposes, the Company’s distri-
bution totaled $1.47, of which $1.42 and $0.05 were reported as
ordinary income and capital gain, respectively, to shareholders for
2002.

k) Comprehensive Income

SFAS No. 130, “Reporting Comprehensive Income,” requires
the Company to classify items of “other comprehensive income”,
such as unrealized gains and losses on its investment in GNMA
certificates, by their nature in the financial statements and display
the accumulated balance of other comprehensive income (loss)
separately from shareholders’ equity in the shareholders’ equity
section of the balance sheets. In accordance with SFAS No. 130,
cumulative unrealized gains and losses on securities available-for-
sale are classified as accumulated other comprehensive income in
shareholders’ equity and current period unrealized gains and
losses are included as a component of comprehensive income.

I) Segment Information

SFAS No. 131, “Disclosures About Segments of an Enterprise
and Related Information”, requires enterprises to report certain
financial and descriptive information about their reportable oper-
ating segments, and certain enterprise-wide disclosures regarding
products and services, geographic areas and major customers.
The Company is an investor in mortgage products and operates in
only one reportable segment. The Company’s chief operating
decision maker, its president and chief executive officer, makes
asset allocation decisions between various real estate lending activ-
ities as opportunities are brought to the Company through its
relationship with the Advisor. Each potential investment is evalu-
ated for its potential return on investment and risks. The
Company does not have or rely upon any major customers. All of
the Company’s investments are secured by real estate properties
located in the United States; accordingly, all of its revenues were
derived from U.S. operations.

m) New Pronouncements

SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities” establishes accounting and reporting stan-
dards for derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activi-
ties. It was implemented by the Company on January 1, 2001.
Because the Company does not currently utilize derivatives,

implementation of this statement did not have a material effect on
the Company’s consolidated financial statements.

In June 2001, the Financial Accounting Standards Board
(“FASB”) issued Statement No. 141, “Business Com-
binations”(SFAS 141) and Statement No. 142, “Goodwill and
Other Intangible Assets” (SFAS 142). These statements establish
new standards for accounting and reporting for business combina-
tions and for goodwill and intangible assets resulting from business
combinations. SFAS 141 applies to all business combinations initi-
ated after June 30, 2001; the Company implemented SFAS 142 on
January 1, 2002. Implementation of these statements did not have
a material impact on the Company’s consolidated financial state-
ments.

In June 2001, the FASB issued SFAS No. 143, “Accounting
for Asset Retirement Obligations”. SFAS No. 143 requires the
fair value of a liability or an asset retirement obligation to be
recorded in the period in which it is incurred. SFAS No. 143 is
not effective until January 1, 2003. Management does not antici-
pate that the implementation of this statement will have a material
impact on the Company’s consolidated financial statements.

In August 2001, the FASB issued Statement No. 144,
“Accounting for the Impairment or Disposal of Long-Lived
Assets”. SFAS No. 144 supercedes existing accounting literature
dealing with impairment and disposal of long-lived assets, includ-
ing discontinued operations. It addresses financial accounting and
reporting for the impairment of long-lived assets and for long-
lived assets to be disposed of, and expands current reporting for
discontinued operations to include disposals of a “component” of
an entity that has been disposed of or is classified as held for sale.
The Company implemented SFAS No. 144 on January 1, 2002.
Implementation of SFAS No. 144 did not have a material impact
on the Company’s consolidated financial statements.

In April 2002, the FASB issued Statement No. 145,
“Rescission of FASB Statements No. 4, 44 and 64, Amendment of
FASB Statement No. 13 and Technical Corrections”. SFAS No.
145 among other things, rescinds SFAS No. 4, “Reporting Gains
and Losses from Extinguishment of Debt”, and accordingly, the
reporting of gains and losses from the early extinguishments of
debt as extraordinary items will only be required if they meet the
specific criteria for extraordinary items included in Accounting
Principles Board Opinion No. 30, “Reporting the Results of
Operations”. The rescission of SFAS No. 4 is effective January 1,
2003. Management does not anticipate that the implementation
of this statement will have a material impact on the Company’s
consolidated financial statements.

In July 2002, the FASB issued Statement No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities”. SFAS No. 146 replaces current accounting literature
and requires the recognition of costs associated with exit or dis-
posal activities when they are incurred rather than at the date of a
commitment to an exit or disposal plan. SFAS No. 146 is not
effective until January 1, 2003. Management does not anticipate
that the implementation of this statement will have a material
effect on the Company’s consolidated financial statements.

In November 2002, the FASB issued Interpretation No. 45,
“Guarantors’ Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of



Others.” The Interpretation elaborates on the disclosures to be
made by a guarantor in its financial statements about its obligations
under certain guarantees that it has issued. It also clarifies that a
guarantor is required to recognize, at the inception of a guarantee,
a liability for the fair value of the obligation undertaken in issuing
the guarantee. This Interpretation does not prescribe a specific
approach for subsequently measuring the guarantor’s recognized
liability over the term of the related guarantee. The disclosure
provisions of this Interpretation are included in Note 13. The ini-
tial recognition and initial measurement provisions of this
Interpretation are applicable on a prospective basis to guarantees
issued or modified after December 31, 2002. The Company cur-
rently receives a fee, in advance, for acting as a guarantor of certain
construction loans. This fee is deferred and amortized over the
guarantee period. The Company believes that the fee received
approximates the fair value of the obligation undertaken in issuing
the guarantee; therefore, the Company’s current accounting for
these guarantees will not be affected by this Interpretation. The
Company has ceased making new guarantees under its Fannie Mae
DUS program (see Note 13) and is in the process of transferring
its rights and obligations under this program to a third party;
therefore, this Interpretation will not have an impact on the
accounting for these guarantees.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities”. This Interpretation
clarifies the application of existing accounting pronouncements to

certain entities in which equity investors do not have the charac-
teristics of a controlling financial interest or do not have sufficient
equity at risk for the entity to finance its activities without addi-
tional subordinated financial support from other parties. The pro-
visions of the Interpretation will be immediately effective for all
variable interests in variable interest entities created after January
31, 2003, and the Company will need to apply its provisions to
any existing variable interest in variable interest entities by no later
than July 1, 2003. The Company is in the process of evaluating all
of its mezzanine loans, which may be deemed variable interests in
variable interest entities under the provision of FIN 46. The real
estate entities whose ownership interests collateralize these loans
have assets totaling approximately $110,000,000 at December 31,
2002. The Company’s maximum exposure to loss represents its
recorded investment in these loans, totaling $12,448,000 at
December 31, 2002. The Company believes that some, and pos-
sibly all, of these investments may not ultimately fall under the
provisions of FIN 46 and, accordingly, continue to be accounted
for as loans and not consolidated as investments in real estate. The
Company cannot make any definitive conclusion until it com-
pletes its evaluation.

n) Reclassifications
Certain amounts in the 2001 and 2000 financial statements have
been reclassified to conform to the 2002 presentation.
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Further information relating to investments in mortgage loans for the years ended December 31, 2002, 2001 and 2000 is as follows:

(Dollars in thousands)

2002 2001 2000
Reconciliation of mortgage loans:
Balance at beginning of period $17,799 $31,829 $28,893
Advances made during the period 4,711 24,813 22,253
Conversion of mortgage loans to GNMA certificates -- (37,444) --
Loan origination fees (net of acquisition expenses) (169) (152) (766)
Proceeds from repayment of mortgage loans -- (9,245) (9,995)
Periodic principal payments of mortgage loans (46) (85 (62)
Loan contributed to unconsolidated subsidiary - - (8,404)
Consolidation of previously unconsolidated subsidiary -- 8,374 --
Excess (deficiency) of proceeds over carrying value of mortgage loans -- (251) 14
Amortization and accretion — net 89 (40) (104)
Investments in mortgage loans - December 31, $22,384 $17,799 $31,829
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The amortized cost, unrealized gain and fair value for the
investment in GNMA certificates at December 31, 2002 and
2001 were as follows:

(Dollars in thousands)

December 31, 2002 2001
Amortized cost $105,331 $49,499
Net unrealized gain 8,703 561
Fair value $114,034 $50,060

For the year ended December 31, 2002, there were gross
unrealized gains and losses of $8,730,076 and $27,147 respec-
tively, on GNMA certificates. For the year ended December 31,
2001, there were gross unrealized gains and losses of $579,252
and $18,865, respectively, on GNMA certificates.

Due to the complexity of the GNMA structure and the
uncertainty of future economic events and other factors that affect
interest rates and mortgage prepayments, it is not possible to pre-
dict the effect of future events upon the yield to maturity or the
market value of the GNMA certificates upon any sale or other
disposition or whether the Company, if it chose to, would be able
to reinvest proceeds from prepayments at favorable rates relative
to the coupon rate.

NOTE 5 - CMBS-Related Investment and Short Sale;
Investment in ARCap

On September 30, 1999, the Company acquired from ARCap a
“BB+” rated subordinated CMBS from a Chase Manhattan
Bank-First Union Nation Bank Commercial Mortgage Trust.
The CMBS investment, which was purchased for $35,622,358,
had a face amount of $50,399,711 and an annual coupon rate of
6.4%. The Company purchased the CMBS investment using cash
and debt provided through a Bear Stearns Repurchase Facility. In
connection with this acquisition, the Company entered into an
agreement with ARCap. Under the agreement, the Company
had the right to sell the CMBS investment to ARCap and pur-
chase a preferred equity position in ARCap, all based on the then
fair value of the CMBS investment.

This investment was accounted for as a trading asset and car-
ried at estimated fair value, with changes in fair value included in
earnings. Interest income was accrued as it became receivable, and

included accretion of discounts, computed using the effective yield
method, after considering estimated prepayments and credit losses.
The Company recognized gains on this investment totaling
$1,496,017 in 2000 due to mark-to-market adjustments.

On September 30, 1999, in order to mitigate the potential
income statement effect of changes in the fair value of its CMBS
investment caused by changes in interest rates, the Company
entered into a short sale involving the sale of a U.S. Treasury Note
with a face amount of $39,327,000 and an annual coupon rate of
5.625% borrowed from Bear Stearns & Co., Inc. (“Bear Stearns”).
On March 16, 2000, the Company replaced the borrowed secu-
rity by purchasing such security through Bear Stearns, and entered
into an additional short sale contract involving the sale of a U.S.
Treasury Note with a face amount of $34,512,000 and an annual
coupon rate of 6.0% borrowed from Bear Stearns. Short sale posi-
tions were carried at estimated fair value, with changes in fair
value included in earnings. The Company recognized losses on
these positions totaling $1,795,572 in 2000 due to mark-to-market
adjustments.

On November 1, 2000, the Company, in accordance with
the agreement with ARCap, sold the CMBS investment to
ARCap and repaid its borrowing under the repurchase facility,
closed out its short sale position and purchased a preferred equity
interest in ARCap in the face amount of $20,000,000, with a pre-
ferred dividend rate of 12%. This preferred equity interest was
recorded at $19,640,637, representing the fair value of the CMBS
investment at the date of the transaction, less the Bear Stearns
Repurchase Facility repayment plus approximately $3.5 million in
cash paid to ARCap.

The Company owns 800,000 preferred equity units of
ARCap, with a face amount of $25 per unit, representing a 7.27%
ownership and voting interest. The preferred equity units are con-
vertible, at the Company’s option, into ARCap common units. If
converted into common units, the conversion price is equivalent
to $25 per unit, subject to certain adjustments. Also, if not already
converted, for a period of sixty days following the fifth anniver-
sary of the first closing date, which will be August 4, 2005, the
preferred equity units are convertible, at the Company’s option,
into a three-year note bearing interest at 12% that would be jun-
ior to all of ARCap’s then existing indebtedness. The preferred
equity units are also redeemable, at the option of ARCap, up until
the fifth anniversary of the first closing date.



Summarized information for ARCap as of December 31, 2002 and 2001, and the years then ended is as follows:
(Dollars in millions)

2002 2001
Investment securities - trading $799 $565
Other assets 24 31
Total assets $823 $596
Repurchase agreements and long-term debt $392 $322
Other liabilities 206 50
Members’ equity 225 224
Total liabilities and equity $823 $596
Total revenues $ 96 $ 63
Total expenses 65 50
Net income $ 31 $ 13

NOTE 6 - Notes Receivable

The Company’s notes receivable are collateralized by equity interest in the owner of the related property and consist of the following as
of December 31, 2002:

(Dollars in thousands)

Remaining
Number of Outstanding Unamortized Committed
Apartment  Principal Costs  Carrying  Balance to Interest

Property Location Units Balance and Fees  Amount Fund Rate Maturity
Alexandrine (3) Detroit, Ml 30 $ 214 $ -- $214 $ - 12.50% November 2002 (5)
Concord at

Palm (6) Houston, TX 360 3,850 18 3,832 -- 12.00% December 2003
Parwood (3) Long Beach, CA 528 3,022 (1) 25 2,997 1,578 11.00% January 2004
Concord at

Little York Houston, TX 276 3,500 25 3,475 -- 12.00% February 2004
Concord at

Gulfgate Houston, TX 288 3,500 47 3,453 -- 12.00% May 2004
Reserve at

Fox River (3) Yorkville, IL 132 1,350 11 1,339 -- 12.00% May 2003
Del Mar

Villas (4) Dallas, TX 260 5,554 42 5,512 -- LIBOR + 4.625%  April 2004
Mountain

Valley (4) Dallas, TX 312 5,242 67 5,175 1,065 (2) LIBOR + 4.750% November 2004
Total 2,186  $26,232 $235 $25,997 $2,643
(1) Funded on an as needed basis.
(2) To be funded for rehabilitation.

(4) Pledged as collateral in connection with warehouse facility with Fleet National Bank (see Note 8).

(5) Consists of two notes that mature in November 2002. One note, in the approximate amount of $207,000, was repaid January 2003. The remaining note, in the
amount of $6,800, remains unpaid.

(6) The Concord at Palm bridge loan was repaid in full in March 2003.

)
)
(3) These loans are to limited partnerships whose general partners are affiliates of the Advisor (see Note 9).
)
)
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NOTE 7 - Repurchase Facilities

Effective February 15, 2000, the Company entered into a $60
million FHA repurchase facility with Nomura Asset Capital
Corporation (the “Nomura Repurchase Facility”) with a term of
one year. This facility enabled the Company to borrow up to
90% with a qualified hedge or 80% without a qualified hedge of
the fair market value of FHA loans owned by the Company. The
Nomura Repurchase Facility was renewed February 15, 2001 for
$40 million, with a one time option to increase to $60 million,
for a one year term and interest at LIBOR plus 1.25%. At
December 31, 2001, there was no outstanding balance. Deferred
costs relating to the Nomura Repurchase Facility have been fully
amortized. This Repurchase Facility was not renewed in 2002.
Effective February 15, 2000, the Company also entered into
a repurchase facility with Nomura Securities International Inc.
(the “Nomura Securities Repurchase Facility”). This facility
enables the Company to borrow up to 95% of the fair market
value of GNMA certificates and other qualified mortgage securi-
ties owned by the Company. Up until May 2002, borrowings
would bear interest at LIBOR plus 0.50%. Subsequent to May
2002, interest on borrowings decreased to LIBOR plus 0.05%.
As of December 31, 2002 and 2001, the amount outstanding
under this facility was $87.9 million and $43.6 million, respec-
tively, and interest rates were 1.47% and 2.58%, respectively.

Deferred costs relating to the Nomura Securities Repurchase
Facility have been fully amortized. All amounts outstanding at
December 31, 2002 had 30 day settlement terms. As of December
31, 2002 and 2001, all GNMA certificates owned by the
Company were wholly or partially pledged as collateral.

NOTE 8 - Warehouse Facilities

In October 2002, the Company entered into a mortgage ware-
house line of credit (the “Fleet Warehouse”) with Fleet National
Bank (“Fleet”) in the amount of $40 million. Advances under the
Fleet Warehouse Facility, up to 83% of the total loan package, will
be used to fund first mortgage loans, which the Company will
make to its customers for the acquisition/refinancing and minor
renovation of existing, lender-approved multifamily properties
located in stable sub-markets. The Facility, which matures April
2006, bears an interest rate of LIBOR plus 200 basis points (3.46%
and 3.42% for Del Mar Villas and Mountain Valley loans, respec-
tively, at December 31, 2002), payable monthly on advances.
Principal is due upon the earlier of refinance or sale of the under-
lying project or upon maturity. The Company will pay a fee of
12.5 basis points, paid quarterly, on any unused portion of the
Facility. As of December 31, 2002, the Company had approxi-
mately $8.8 million in loans outstanding under this program.



NOTE 9 - Related Party Transactions

Pursuant to the amended Advisory Agreement between the Company and the Advisor, the Advisor receives certain fees, in addition to

reimbursements of certain administrative and other costs incurred by the Advisor on behalf of the Company, for its ongoing manage-
ment and operations of the Company:

Fees/Compensation Annual Amount
I.  Asset management fees 0.355% for investments in mortgage loans
0.355% for certain investment grade investments
0.750% for certain non-investment grade investments
1.000% for unrated investments
0.625% for investments held prior to the adoption of the amended Advisory
Agreement between the Company and the Advisor dated April 6, 1999.

1. Annual incentive fees A)  25% of the dollar amount by which

(1) (a) funds from operations (before the annual incentive fee) per share
(based on the weighted average number of shares outstanding), plus

(b) gains (or minus losses) from debt restructuring and sales of property
per share (based on the weighted average number of shares
outstanding), exceed

(2) an amount equal to the greater of:

(@) (i) the weighted average of (x) $20 (the price per share in the
Company?s initial public offering) and (y) the prices per share of
any secondary offerings by the Company multiplied by

(ii) the ten year U.S. Treasury Rate plus 2% per annum; and

(b) $1.45 multiplied by
B) the weighted average number of shares outstanding during such year.

The Advisor will not receive an annual incentive fee in any fiscal year unless shareholders have received a minimum annual distri-
bution of $1.45 per share for that fiscal year.

In addition, with respect to new mortgage loans acquired by the Company, the Advisor will receive origination points paid by bor-
rowers equal to up to 1% of the principal amount of each mortgage loan and the Company will receive origination points paid by bor-
rowers in excess of 1%.

During 2002, the Company made an agreement with the Advisor, whereby the Advisor waived approximately $71,000 in net fees
and expense reimbursements, in light of higher than usual expenses related to the origination of investments that were never completed.

The costs incurred to related parties for the years ended December 31, 2002, 2001 and 2000 were as follows:
(Dollars in thousands)

Years Ended December 31, 2002 2001 2000
Expense reimbursement $ 447 $ 345 $ 375
Asset management fees 838 248 386
Incentive fee 235 - -

$1,520 $ 593 $ 761

Asset management fees, the incentive management fee and expense reimbursements owed to the Advisor and its affiliates amount-
ing to approximately $553,000 and $318,000 were accrued and unpaid at December 31, 2002 and 2001, respectively.

Some of the Company’s notes receivable (see Note 6), the guarantee on Creekside Apartments and standby bridge loan commit-
ments described in Note 13 are to limited partnerships where the general partner is an affiliate of the Advisor.

In December 2002, Charter Municipal Mortgage Company announced a proposed acquisition of Related Capital Company, an
affiliate of the Advisor. This acquisition will not affect the Company or its day-to-day operations.
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NOTE 10 - Earnings Per Share

Basic net income per share in the amount of $1.61, $1.35 and
$0.86 for the years ended December 31, 2002, 2001 and 2000,
respectively, equals net income for the periods ($9,659,362,
$5,187,064 and $3,317,757, respectively), divided by the
weighted average number of shares outstanding for the periods
(6,017,740, 3,838,630 and 3,838,630, respectively).

Because the Company had no dilutive securities outstanding
during 2002, 2001 and 2000, diluted net income per share is the
same as basic net income per share for all periods presented.

NOTE 12 - Selected Quarterly Financial Data

NOTE 11 - Capital Shares

On February 25, 2002, the Company completed a public offering
of 2.5 million common shares at a price of $13.50 per share. The
net proceeds from this offering, approximately $31 million, net of
underwriter’s discount and expenses, were used to fund invest-
ments.

The Company has an incentive share option plan, under
which the Compensation Committee of the board of trustees has
the authority to issue options to the Company’s trustees and
employees of the Advisor to purchase, in the aggregate that num-
ber of shares which is equal to three percent of the shares out-
standing as of December 31 of the immediately preceding calendar
year, provided that the Compensation Committee may only issue,
in the aggregate, options to purchase a maximum number of
shares over the life of the Incentive Share Option Plan equal to
383,363 shares. No options have been granted under this plan as
of December 31, 2002.

2002 Quarter Ended
(Dollars in thousands except per share amounts)
(unaudited)

March 31 June 30 September 30 December 31
Revenues:
Interest income:
Mortgage loans $ 401 $ 609 $ 536 $ 504
GNMA certificates 1,084 1,370 1,548 1,767
Notes receivable 487 627 548 608
Temporary investments 11 13 16 10
Other income 60 76 67 116
Total revenues 2,043 2,695 2,715 3,005
Expenses:
Interest 272 307 290 359
General and administrative 126 164 119 297
Fees to Advisor 357 371 318 474
FNMA loan program 355 3 - -
Total expenses 1,110 845 727 1,130
Other income:
Equity in earnings of ARCap 592 608 600 600
Net gain on repayment of mortgage loans
and GNMA certificates 614 - — -
Total other income 1,206 608 600 600
Net income $ 2,139 $ 2,458 $ 2,588 $ 2,475
Net income per weighted average share
(basic and diluted) $ 043 $ 0.39 $ 041 $ 0.39
Weighted average shares outstanding
(basic and diluted) 4,960,852 6,363,630 6,363,630 6,363,630




2001 Quarter Ended

March 31 June 30 September 30 December 31
Revenues:
Interest income:
Mortgage loans $ 888 $ 1,018 $ 350 (1) $ 517 (1)
GNMA certificates 116 379 860 (1) 939 (1)
Notes receivable 45 61 127 218
Temporary investments 17 10 20 26
Other income 6 25 39 37
Total revenues 1,072 1,493 1,396 1,737
Expenses:
Interest 275 361 463 307
General and administrative 140 122 115 284
Fees to Advisor 118 178 121 176
Total expenses 533 661 699 767
Other income:
Equity in earnings of ARCap 592 592 604 612
Net loss on repayment of mortgage loans
and GNMA certificates — — (212) (39)
Total other income 592 592 392 573
Net income $ 1131 $ 1424 $ 1,089 $ 1,543
Net income per weighted average share
(basic and diluted) $ 0.29 $ 0.37 $ 0.28 $ 0.40
Weighted average shares outstanding
(basic and diluted) 3,838,630 3,838,630 3,838,630 3,838,630

(1) Interest income from mortgage loans and from GNMA certificates in the third quarter of 2001 reflects the impact of the conversion of three
mortgage loans into GNMA certificates during the second quarter 2001. The increase or decrease in interest income was primarily a result of the inter-
est income earned by these loans converted to GNMA certificates subsequent to the conversion. No gains or losses resulted from the conversion.

NOTE 13 - Commitments and Contingencies

The Company entered into a loan program with Fannie Mae,
which agreed to fully fund the origination of $250 million of
Delegated Underwriter and Servicer loans for apartment proper-
ties that qualify for low-income housing tax credits under Section
42 of the Internal Revenue Code. Under the loan program, the
Company intended to originate and contract for individual loans
of up to $6 million each over a two-year period in conjunction
with American Property Financing, an unaffiliated third party,
which would underwrite and service the loans for Fannie Mae.
The Company guarantees a first loss position of up to $21.25 mil-
lion, depending on the aggregate principal amount of the loans
the Company originates under this program and would receive
guaranty, loan origination and other fees. The Company also
guarantees construction loans for which it has issued a forward
commitment to originate a loan under the Fannie Mae program,
with respect to which it guarantees repayment of 100% of such
construction loans. As of December 31, 2002, the Company has

originated loans totaling approximately $3.3 million under the
Fannie Mae program and has made forward commitments for an
additional approximate $4.0 million. The Company’s maximum
guaranty at December 31, 2002 was approximately $7.3 million.

During August 2002, the Company purchased one construc-
tion loan in the amount of $342,000 due to a default on a con-
struction loan that was 100% guaranteed by the Company under
the Fannie Mae program. The loan defaulted due to problems
relating to construction issues of Alexandrine Square, a 30-unit
apartment complex in Detroit, Michigan. The construction loan is
classified as a first mortgage loan on the balance sheet at
December 31, 2002.

Subsequent to creating this program, the level of loan origi-
nation competition has increased, reducing the program’s pro-
jected financing value and profitability. As a result, the Company
decided in the first quarter of 2002 to discontinue this program.
The Company has reached an agreement in principle to terminate
this program and transfer its rights and obligations to a third party.
There can be no assurance, however, that this agreement will be
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consummated. Accordingly, during the first quarter of 2002, the Company wrote off the balance of unamortized deferred costs relat-
ing to this program. This write-off totaled approximately $358,000 and is included in Fannie Mae loan program expenses in the
Consolidated Statement of Income.

Except for the write-off of the program costs described above, the Fannie Mae loan program has not had, and its discontinuance
is not anticipated to have, a significant impact on the Company’s financial condition or results of operations.

The following table provides information relating to the loans originated and forward commitments made on Fannie Mae’s behalf.

(Dollars in thousands)
Loans Originated

Loss
Number of Sharing Fee
Property Location Apartment Units Loan Amount (annual rate)
Valley View Cedar Rapids, IA 96 $2,187 0.36%
Maple Ridge Apartments  Jackson, Ml 69 1,137 0.52%
Total 165 $3,324
Forward Commitments
Loss
Number of Sharing Fee
Property Location Apartment Units Loan Amount (annual rate)
Cameron Creek Apartments Dade County, FL 148 $3,000 0.35%
Desert View Apartments Coolidge, AZ 372 1,011 0.52%

Total 520 $4,011

Standby and Forward Loan and GNMA Commitments
During 2002, the Company issued the following standby and forward bridge and permanent loan commitments for the purpose of con-
structing/rehabilitating certain multifamily apartment complexes in various locations.

(Dollars in thousands)
Standby and Forward Bridge Loan Commitments

Maximum Amount of Commitments

No. of Less than

Issue Date Project Location Apt. Units 1 Year 1-3 Years
Jan-02 Parwood Long Beach, CA 528 $ - $1,578 (3)
Jan-02 Valley View/Summertree (7)  Little Rock, AK 240 400 (1)(4) -
May-02  McMullen Square San Antonio, TX 100 400 (8)(4) -

Jul-02 Clark’s Crossing Apartments  Laredo, TX 160 - 1,649 (2)(5)
Nov-02  Mountain Valley Dallas, TX 312 — 1,065 (3)
Total Standby and Forward Bridge Loan Commitments 1,340 $ 800 $ 4,292

Standby and Forward Permanent Loan Commitments
Maximum Amount of Commitments

No. of Less than
Issue Date Project Location Apt. Units 1 Year 1-3 Years
Mar-02  Sunset Gardens Eagle Pass, TX 60 $ 177 (3) -
May-02  Highland Park Topeka, TX 200 4,250 (1)(5)(6) —

Total Standby and Forward Permanent Loan Commitments 260 $4,427 —




Forward GNMA Commitments
Maximum Amount of Commitments

Less than
Date Purchased Project 1 Year 1-3 Years
Mar-02 Cantera Crossing $ 973 (3) $ -
Mar-02 Fillmore Park 235 (3) -
Mar-02 Casitas at Montecito 708 (3) -
May-02 Ellington Plaza 27,114 (3) -
N/A Northbrooke 3,415 (3) -
Total Forward GNMA Commitments $32,445 -
Total Standby and Forward Loan and GNMA Commitments $37,672 $4,292

1
2

Funding not anticipated to occur.

Initial funding in the amount of $550,000 has occurred during March 2003. Remaining fundings are on an as needed basis.

Funding has already begun. Amount represents remaining commitment to be funded.

The Company received a loan commitment fee of 2.50% for issuing the commitment.

The Company received a loan commitment fee of 2.00% for issuing the commitment.

The Company will receive a 1% loan origination fee if funding occurs.

The first mortgage bond relating to these apartments is held by Charter Municipal Mortgage Acceptance Company (“CharterMac”), a publicly
traded company which is managed by an affiliate of the Advisor.

(8) Expired in February 2003.
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Construction Loan Guarantees

During 2002, the Company has guaranteed the following loans in relation to the construction of affordable multifamily apartment com-
plexes in various locations. The construction loan guarantees will provide credit support for the following projects after construction
completion, up until the date in which permanent financing takes place.

During October 2002, the Company entered into an agreement with Wachovia Bank, National Assocation (“Wachovia™) to pro-
vide stabilization guarantees for new construction of multi-family properties under the LIHTC program. Wachovia already provides
construction and stabilization guarantees to Fannie Mae, for loans Wachovia originates under the Fannie Mae LIHTC forward commit-
ment loan program, but only for loans within regions of the country Wachovia has designated to be within its territory. For loans out-
side Wachovia’s territory, the Company has agreed to issue a stabilization guarantee, for the benefit of Wachovia. The Company is
guaranteeing that properties which have completed construction will stabilize and the associated construction loans will convert to per-
manent Fannie Mae loans. The Company receives origination and guarantee fees from the developers for providing the guarantees. If
the properties do not stabilize with enough Net Operating Income for Fannie Mae to fully fund their commitment, AMAC may be
required to purchase the construction loan from Wachovia or to fund the difference between the construction loan amount and the
reduced Fannie Mae Permanent Loan Amount.

(Dollars in thousands)

Loan
Maximum Amount Admini- Con-
of Guarantee stration Fee (1) struction
Date No. of Less than 1-3 (annual Guarantee
Closed Project Location Units 1 Year Years percentage) Fee (2)
Jul-02 Clark’s Crossing Laredo, TX 160 $ 4,790 $ - 0.500% 0.625%
Sep-02 Creekside Apts. Colorado Springs, CO 144 7,500 - 0.375% -
Oct-02  Village at Meadowbend Temple, TX 138 - 3,675 0.500% 0.750%
Nov-02  Mapleview Apartments (3) Saginaw, Ml 104 - 3,240 0.625% 0.247%

Total 546 $ 12,290 $ 6,915

(1) Loan Administration Fee is paid on a monthly basis during the guarantee period.
(2) Construction Guarantee Fee is an up-front fee — paid at closing and amortized over the guarantee period.
() Guarantee was made under Wachovia Bank, National Association Guarantee Agreement.

For each of these 