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registration statement number of the earlier effective registration statement
for the same offering. / /

If this form is a post-effective amendment filed pursuant to Rule 462 (d)
under the Securities Act, check the following box and list the Securities Act
registration statement number of the earlier effective registration statement
for the same offering. / /

If delivery of the prospectus is expected to be made pursuant to Rule 434,
check the following box. / /

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR
DATES AS MAY BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL
FILE A FURTHER AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION
STATEMENT SHALL THEREAFTER BECOME EFFECTIVE AS PROVIDED IN SECTION 8 (a) OF THE
SECURITIES ACT OF 1933 OR UNTIL THE REGISTRATION STATEMENT SHALL BECOME
EFFECTIVE ON SUCH DATE AS THE COMMISSION, ACTING UNDER SAID SECTION 8 (a), MAY
DETERMINE.

PRELIMINARY PROSPECTUS, DATED DECEMBER , 2002

THE INFORMATION IN THIS PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED. BERKSHIRE
INCOME REALTY, INC. MAY NOT COMPLETE THE EXCHANGE OFFER OR SELL THESE SECURITIES
UNTIL THE REGISTRATION STATEMENT FILED WITH THE SECURITIES AND EXCHANGE
COMMISSION IS EFFECTIVE. THIS PRELIMINARY PROSPECTUS IS NOT AN OFFER TO SELL
THESE SECURITIES AND BERKSHIRE INCOME REALTY, INC. IS NOT SOLICITING OFFERS TO
BUY THESE SECURITIES IN ANY STATE WHERE THE EXCHANGE OFFER OR SALE IS NOT
PERMITTED.

BERKSHIRE INCOME REALTY, INC.
IS OFFERING TO EXCHANGE A TOTAL OF UP TO 3,010,941 SHARES OF ITS
% SERIES A CUMULATIVE REDEEMABLE PREFERRED STOCK,
IN SIX SEPARATE OFFERS, AS FOLLOWS:

PREFERRED SHARE FOR EACH OF UP TO PREFERRED SHARE FOR EACH OF UP TO

4,515,941 INTERESTS IN KRUPP GOVERNMENT INCOME TRUST 2,250,030 INTERESTS IN KRUPP INSURED PLUS L
PARTNERSHIP

PREFERRED SHARE FOR EACH OF UP TO PREFERRED SHARE FOR EACH OF UP TO
5,511,443 INTERESTS IN KRUPP GOVERNMENT INCOME 4,396,654 INTERESTS IN KRUPP INSURED PLUS I
TRUST II PARTNERSHIP

PREFERRED SHARE FOR EACH OF UP TO PREFERRED SHARE FOR EACH OF UP TO
4,487,039 INTERESTS IN KRUPP INSURED MORTGAGE 3,831,078 INTERESTS IN KRUPP INSURED PLUS I
LIMITED PARTNERSHIP LIMITED PARTNERSHIP

THE OFFERS AND WITHDRAWAL RIGHTS WILL EXPIRE AT 5:00 P.M., NEW YORK CITY
TIME, ON , 2003, UNLESS EXTENDED. INTERESTS TENDERED IN AN OFFER MAY
BE WITHDRAWN AT ANY TIME BEFORE THE EXPIRATION OF THE OFFER.
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We are a newly formed company whose primary goal will be to acquire, own and
operate multi-family residential properties. We are affiliated with The
Berkshire Group, a group of affiliated diversified real estate companies whose
businesses include real estate acquisitions, property management, investment
sponsorship and mortgage banking. Our offers are subject to the terms and
conditions described in this prospectus and related letters of transmittal.
There is no requirement that holders of Interests participate in the offers. Any
holder electing not to participate will continue to own Interests in the
holder's mortgage fund.

The Preferred Shares pay cumulative preferential cash distributions at an
annual rate of % of their $25.00 liquidation preference. Distributions accrue
from the date of original issue, are payable quarterly and accrue without
interest. Consistent with Maryland law, distributions may be paid only if we
have legally available funds. After February 15, 2010, the shares are redeemable
by us for $25.00 per share plus accumulated and unpaid distributions. Holders
have a class vote to elect two directors if distributions are not paid for six
consecutive quarters. Holders of 66 2/3% of the shares must consent to charter
changes that materially adversely affect the terms of, or authorize, create or
increase the number of authorized shares of a security ranking senior to, the
Preferred Shares. We intend to conduct our business to qualify as a REIT, so
limitations on ownership and transfer will apply to the shares. The shares are
expected to be listed on the American Stock Exchange under the symbol "BIR."

SEE "RISK FACTORS" BEGINNING ON PAGE 18 FOR A DISCUSSION OF MATERIAL RISK
FACTORS, INCLUDING THE FACT THAT:

— The offer consideration was determined without arm's length negotiations
and may not reflect the fair market value of the Interests.

- By tendering their Interests, investors will be changing the nature of
their investment from primarily guaranteed mortgage loans to primarily
uninsured investments in real estate.

- If we do not have legally available funds, distributions actually paid on
the Preferred Shares may be less than the stated preferential amount, and
distributions received by holders who retain their Interests could be
greater than this stated preferential amount.

— The trading prices of the Preferred Shares may be less than the value
assigned for purposes of determining the offer consideration.

— Tendering holders will relinquish their right to share in future
appreciation, if any, in the value of the mortgage funds' assets. Only
holders who retain their Interests and KRF Company, our sole common
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stockholder, will be able to share in this future appreciation.

— Our advisor and some of our directors are subject to conflicts of interest
as a result of the affiliation with The Berkshire Group.

— Because the persons who control us also are affiliated with the mortgage
funds, there are conflicts of interest associated with the making of the
offers.

— Tendering holders may not necessarily receive a return that is
proportional to the relative value of their investment as compared to the
investment of our affiliates.

— We have no operating history or established financing sources.

— Holders of the Preferred Shares will have limited voting rights.

— The exchange will generally be a taxable event for federal income tax
purposes that may result in gain to tendering holders.

— There may be adverse tax consequences if we fail to qualify as a REIT.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS
PROSPECTUS IS TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A
CRIMINAL OFFENSE.

We are offering a minimum of 1,000,000 and a maximum of 3,010,941 Preferred
Shares. The aggregate price and the proceeds to us will be $25,000,000, if the
minimum number is sold, and $75,273,525, if the maximum number is sold. These
proceeds are calculated before deducting organization, dealer manager and other
offering expenses payable by us, estimated to be approximately $2,950,000. We
will pay a base fee of $100,000 to our dealer manager for its services plus
reimbursement of its expenses. We will also pay $4.50 per completed call made by
it plus an additional $25,000 per mortgage fund if at least 25% of the Interests
in that fund has been tendered. Our dealer manager is Georgeson Shareholder
Securities Corporation.

THE DATE OF THIS PROSPECTUS IS , 2002.
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ADDITIONAL INFORMATION

This prospectus incorporates important business and financial information
about us and the mortgage funds from documents filed with the Securities and
Exchange Commission that have not been included in or delivered with this
prospectus. This information is available at the Internet Web Site that the SEC
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maintains, http://www.sec.gov, or it may be examined at the offices of the SEC
without charge, at the Public Reference Facilities in Washington, D.C. at
Judiciary Plaza, Room 1024, 450 Fifth Street, N.W., Washington, D.C. 20549. See
also "Where You Can Find More Information About Us and the Mortgage Funds."

You may also request copies of these documents from us, without charge, upon
written or oral request to us at One Beacon Street, Suite 1500, Boston,
Massachusetts, Attention: Investor Communications, or you can call us or
Georgeson Shareholder Communications, Inc., our information agent, toll-free at
1-866—-33-KRUPP (1-866-335-7877). TO RECEIVE TIMELY DELIVERY OF THE DOCUMENTS,
YOU MUST MAKE YOUR REQUESTS NO LATER THAN , 2003 (FIVE BUSINESS DAYS
BEFORE THE INITIALLY SCHEDULED EXPIRATION DATE OF THE OFFERS) .

QUESTIONS AND ANSWERS ABOUT THE PROPOSED TRANSACTION

QUESTIONS RELATING TO THE OFFERS

WHAT IS BEING PROPOSED?

We are offering to provide holders of interests in the mortgage funds with
an opportunity to exchange some or all of their current interests for shares of

our % Series A Cumulative Redeemable Preferred Stock, which is a preferred
security of a newly organized REIT.

We are offering to exchange these shares of our preferred stock, which will
be listed on the American Stock Exchange (subject to official notice of
issuance) and will have a liquidation preference of $25.00 per share (which we
refer to as our Preferred Shares), for the following interests in six mortgage
funds:

- up to 4,515,941 shares of beneficial interest of Krupp Government Income
Trust, a Massachusetts trust (which we refer to as GIT),

- up to 5,511,443 shares of beneficial interest of Krupp Government Income
Trust II, a Massachusetts trust (which we refer to as GIT II),

- up to 4,487,039 units of depositary receipts representing units of limited
partner interests of Krupp Insured Mortgage Limited Partnership, a
Massachusetts limited partnership (which we refer to as KIM),

- up to 2,250,030 units of depositary receipts representing units of limited
partner interests of Krupp Insured Plus Limited Partnership, a
Massachusetts limited partnership (which we refer to as KIP),
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- up to 4,396,654 units of depositary receipts representing units of limited
partner interests of Krupp Insured Plus II Limited Partnership, a
Massachusetts limited partnership (which we refer to as KIP II), and

- up to 3,831,078 units of depositary receipts representing units of limited
partner interests of Krupp Insured Plus III Limited Partnership, a
Massachusetts limited partnership (which we refer to as KIP III).

We refer to interests in these mortgage funds as the Interests.

The Preferred Shares will entitle you to receive preferential quarterly cash
distributions at an annual rate of % of the liquidation preference of $25.00
per share (or $ per share annualized). All distributions that are
then due must be paid before we may make any distributions on our common stock,

and before we may pay fees to our advisor.

WHO IS MAKING THE OFFERS?

We are Berkshire Income Realty, Inc., a newly formed company that is
controlled by Douglas Krupp, Chairman and Chief Executive Officer of The
Berkshire Group, and George Krupp, Vice Chairman of The Berkshire Group. The
Berkshire Group 1is an integrated real estate and financial services organization
whose businesses include real estate acquisitions, property management,
investment sponsorship and mortgage banking.

AM I REQUIRED TO PARTICIPATE IN THE OFFERS?

No. You may elect to participate or stay with your current investment. If
you elect to participate, you may tender some or all of your Interests in
exchange for Preferred Shares. If you elect not to participate, you will
continue to own Interests in your mortgage fund.

WHY SHOULD I PARTICIPATE IN THE OFFERS?

Your mortgage fund is not allowed to reinvest the principal balances it
receives from repayments of its mortgage loan assets, but instead must
distribute these funds to the holders of Interests. The mortgage funds have
experienced significant payoffs of their mortgage loan assets, which results in
ever—-decreasing levels of regular distributions by the mortgage funds. By making
the offers, we are providing you with an opportunity to exchange all or part of
your Interests for a preferred security in a newly organized REIT. This
preferred security will be issued by a company having substantially different
assets and investment objectives and a substantially different ownership
structure from your mortgage fund, and will have substantially different
distribution and liquidation rights and trading liquidity from the Interests.

ii

WHAT ARE THE SIGNIFICANT DIFFERENCES BETWEEN MY INTERESTS AND THE PREFERRED
SHARES I WILL RECEIVE FROM YOU IF I TENDER?
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Unlike the Interests, the Preferred Shares have a stated annual distribution
rate of %. Although not guaranteed, this means you will be entitled to receive
quarterly cash distributions of $ per share, provided we have the legally
available funds to pay them. Also, the Preferred Shares will be listed on the
American Stock Exchange, which will provide you with greater liquidity. The
Interests in the mortgage funds only have limited liquidity because there is no

established trading market for the Interests.

Unlike holders of Interests, however, upon our liquidation, holders of
Preferred Shares will not be entitled to receive distributions in excess of
their initial investment. Also, as a holder of Preferred Shares, you will have
more limited voting rights than you currently have with respect to your
Interests, including only limited rights to elect or remove directors, amend
organizational documents and approve fundamental corporate transactions. In
addition, we may redeem the Preferred Shares at any time after February 15, 2010
at a redemption price of $25.00 per share plus accumulated and unpaid
distributions, while your Interests do not have a similar redemption feature.

In addition, participating in the offers may involve different and
potentially greater risks than those associated with an investment in the
Interests. The material risks associated with the offers are described in the
prospectus under "Risk Factors" beginning on page 18.

ARE THERE OTHER DIFFERENCES THAT AFFECT ONLY HOLDERS OF INTERESTS IN KIP II?

Unlike the other mortgage funds, KIP II no longer owns any mortgage loan
assets. Instead, the assets of KIP II consist primarily of mortgage-backed
securities. KIP II has announced that it intends to liquidate its assets and
distribute liquidation proceeds in early 2003. Accordingly, in deciding to
exchange their Interests for Preferred Shares, tendering holders of KIP II
Interests will be foregoing their right to receive their share of these
liquidation proceeds in the relatively near future. Unlike KIP II, the other
mortgage funds have not announced when they plan to liquidate.

HOW MANY PREFERRED SHARES WILL I RECEIVE FOR EACH INTEREST THAT I TENDER?

We are offering to exchange the number of Preferred Shares listed below for
each Interest validly tendered and not withdrawn in the offers. The relationship
between the number of Preferred Shares that you will receive in exchange for
each Interest that you validly tender is referred to as the exchange ratio.

MORTGAGE FUND PREFERRED SHARE
Y share
L Y share
S 0 Y share
S Y share
S Y share
S Y share

HOW WAS THE EXCHANGE RATIO DETERMINED?
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We valued the Interests in each mortgage fund based on their projected cash
flows over a seven year period, and then divided that value by $25.00 (the
liquidation preference of each Preferred Share). Because the assets of KIP II no
longer include any mortgage loan assets but instead consist primarily of readily
marketable securities, KIP II was valued at net asset value.

To value the Interests of the mortgage funds, we projected the cash flows of
each mortgage fund by first calculating the rate at which each mortgage loan
held by that mortgage fund would amortize based on the terms of the mortgage
loan, such as monthly payment amounts, interest rates and maturity dates. From
these projected cash flows, we deducted expenses of the mortgage fund, such as
contractual asset management fees and estimated ongoing general and
administrative costs. The ongoing general and administrative costs were based on
historical information. Most of the mortgage loans have maturity dates that
extend beyond 2030. However, because we believe it is unlikely that the mortgage
loans will remain outstanding until their actual maturity date, we assumed, for
purposes of determining projected cash flows, that all mortgage loans were paid
off at the earlier of their contractual maturity date or seven years
(December 31, 2009). We assumed that any shared appreciation payments to which
the mortgage funds are entitled would be paid upon the earlier of December 31,
2009 or the maturity date of the mortgage loan in question. We then assumed that
all cash flows of the mortgage fund would be

iid

distributed to the holders of Interests at the end of the quarter in which they
were received, which is consistent with the distribution policy of the mortgage
funds.

The mortgage fund values we used to determine the exchange ratio was based
on a methodology that views the Interests as representing an interest in the
future distributions from the mortgage funds over a period of time. This
methodology differs from the methodology used by the mortgage funds in
determining their net asset value estimates, which is intended to represent the
theoretical liquidation value of all of the assets held by the mortgage fund at
a particular point in time. Although we believe that a net asset value
methodology may be an appropriate way of measuring the value of the underlying
assets of the mortgage funds, we believe the methodology we used to determine
our mortgage fund values is a more appropriate methodology for purposes of
determining the exchange ratio. This distinction is discussed in greater depth
in the prospectus under "The Offers--Exchange Ratio."

The exchange ratio, which was determined by our management, is intended to
provide each tendering holder with Preferred Shares having an aggregate
liquidation preference that is generally equal to the aggregate value of the
Interests being tendered by the holder.

Actual cash flows received by the mortgage funds may be greater or less than
the projected cash flows we used to determine the exchange ratio. Holders who
tender their Interests will not be compensated if these actual cash flows
received exceed our projected cash flows.

HAS ANYONE DETERMINED THAT WHAT I WILL RECEIVE IN EXCHANGE FOR MY INTERESTS IS
FAIR?

Yes. The investment banking firm, Sutter Securities Incorporated, has
delivered its opinion to us that, as of the date of the opinion, the
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consideration being offered to holders of Interests is fair, from a financial
point of view, to holders of Interests who elect to tender their Interests for
Preferred Shares. This opinion may be found in Appendix A to this prospectus.
Sutter Securities makes no recommendation as to whether or not investors should
tender their Interests in the offers.

WILL I HAVE TO PAY ANY FEES OR COMMISSIONS?

No, you will not have to pay any fees or commissions to tender your
Interests. We will use the cash contributed to us by our common stockholder to
pay the costs related to the exchange of the Interests and the issuance of the
Preferred Shares.

HOW CAN I SELL MY PREFERRED SHARES IF I NEED TO?

The Preferred Shares are expected to be listed on the American Stock
Exchange under the symbol "BIR." The price for the Preferred Shares will be the
price at which they trade on the American Stock Exchange.

WILL THE PREFERRED SHARES TRADE AT THEIR $25.00 PER SHARE LIQUIDATION
PREFERENCE?

There are many factors that affect the trading prices of securities. The
Preferred Shares may trade at a discount from or premium to the $25.00
liquidation preference.

WILL I SHARE IN ANY APPRECIATION IN THE VALUE OF THE REAL ESTATE INTERESTS OWNED
OR TO BE ACQUIRED BY YOU?

No. You will receive Preferred Shares that will entitle you to receive cash
distributions at an annual rate of %, payable quarterly. Although this
distribution rate is not guaranteed, all distributions on the Preferred Shares
will be preferential in relation to our common stock. We are a Maryland
corporation and, consistent with Maryland law, distributions on the Preferred
Shares and our common stock may be paid only if authorized by our board of
directors and declared by us out of legally available funds.

Any appreciation in our real estate properties will be for the benefit of
the holders of our common stock and common limited partner interests in our
operating partnership, all of which will initially be owned by KRF Company,
L.L.C., an affiliate of The Berkshire Group. However, the holders of our common
stock and common limited partner interests in our operating partnership will be
entitled to this benefit only to the extent the holders of the Preferred Shares
first receive all amounts then due on the Preferred Shares. Payment of
distributions on the Preferred Shares also will have priority over the fees and
expense reimbursements payable to our advisor.

iv

Because you will not share in any appreciation, the % preferential return
on your Preferred Shares will likely be the maximum return you will receive on
your investment. (This may not be the case if you are able to sell the Preferred
Shares on the American Stock Exchange at a premium, but there is no assurance
that you will be able to do so.) However, because of the preference feature of
the Preferred Shares, if the real estate properties owned by us lost value, in
most cases this loss would be borne by the holders of our common stock and
common limited partner interests in our operating partnership before being borne
by the holders of the Preferred Shares. This structure is intended to provide
you with greater protection in preserving your capital investment and a greater
likelihood that you will receive a dependable return.

10
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CAN THE PREFERRED SHARES BE CALLED?

Yes, but they generally cannot be called before February 15, 2010. After
that date, they can be called for a redemption price equal to $25.00 per share
plus accumulated and unpaid distributions.

ARE THE PREFERRED SHARES REQUIRED TO BE REDEEMED?

No. But remember, because the shares will be listed on the American Stock
Exchange, you can sell your shares at any time for the then market value of the
shares.

WHAT WILL HAPPEN TO MY INTERESTS IF I DO NOT EXCHANGE THEM IN THE OFFERS?

Nothing. You will continue to own the Interests in your mortgage fund. Our
offers are not expected to affect the operation of the mortgage funds in any
way, including their continued payment of distributions.

WHAT DO THE GENERAL PARTNERS AND THE BOARD OF TRUSTEES OF THE MORTGAGE FUNDS
THINK OF THE OFFER?

Information about the recommendation of the mortgage funds' general partners
or board of trustees is described in the Schedule 14D-9 of each of the mortgage
funds, which they are required to file with the SEC. Copies of the
Schedule 14D-9 filed by KIM, KIP, KIP II and KIP III are being mailed to you
together with this prospectus. The Schedule 14D-9's to be filed by GIT and GIT
ITI are required to be mailed to you shortly by those mortgage funds.

ARE THERE ANY SIGNIFICANT RELATIONSHIPS BETWEEN YOU AND THE MORTGAGE FUNDS?

Yes. The general partners of each of KIM, KIP, KIP II and KIP III are
controlled by Douglas and George Krupp, who also control the advisor to GIT and
GIT II. Douglas Krupp also is the chairman of the board as well as an officer of
both GIT funds. In addition, Douglas and George Krupp control KRF Company, the
company that owns all of our common stock and that will be contributing
interests in the initial real estate properties in exchange for common limited
partner interests in our operating partnership at the completion of the offers.
George Krupp is also a member of our board of directors. Douglas and George
Krupp also control our advisor and are affiliated with our property manager.

QUESTIONS RELATING TO OUR BUSINESS AND ITS MANAGEMENT

WHAT IS YOUR BUSINESS PLAN?

We intend to acquire, own and operate multi-family residential properties.
We will own all of our operating assets through Berkshire Income Realty-OP,
L.P., which we refer to as our operating partnership. Upon completion of the
offers, we will own interests in five multi-family residential properties as
well as the Interests that have been tendered to us in the offers. We intend to
acquire additional real estate properties meeting certain objectives described
in this prospectus under "Policies with respect to Certain

11
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Activities—-—-Investment Policies." We intend to finance the acquisition of these
additional properties through bank borrowings secured by a pledge of the
Interests, distributions from the Interests consisting of mortgage loan
repayments, and income from our real estate investments. We have not entered
into any agreements or received commitments from any lenders with respect to a
credit facility at this time.

TELL ME MORE ABOUT THE REAL ESTATE INTERESTS THAT YOU WILL OWN AT THE COMPLETION
OF THE OFFERS.

KRF Company, L.L.C., an affiliate of The Berkshire Group and the owner of
all of our common stock, will be contributing its interests in five residential
properties to us at the time we complete the offers in exchange for common
limited partner interests in our operating partnership. Four of these properties
are located in the Baltimore/Washington D.C. metropolitan areas, which we
believe comprise one of the strongest rental markets in the country. The fifth
property is located in Houston, Texas. The properties are each garden style
apartment communities and collectively consist of 2,539 apartment units. Each of
these properties has been managed by an affiliate of The Berkshire Group for
over 15 years.

HOW WERE THESE FIVE REAL ESTATE PROPERTIES SELECTED?

Although The Berkshire Group and its affiliates (including KRF Company) own
interests in many multi-family real estate properties, there are only six such
properties that such entities have the right to sell to us without obtaining the
consent of third parties. Of these six properties, five were considered by KRF
Company and us to be attractive investments. The sixth was not consistent with
our investment policies due to its existing level of indebtedness and other
financing terms affecting the property.

WHO WILL MANAGE BERKSHIRE INCOME REALTY?

Berkshire Property Advisors, L.L.C. (which we refer to as Berkshire
Advisor), an affiliate of The Berkshire Group, will be responsible for managing
our day-to-day activities, subject to the control and supervision of our board
of directors. Berkshire Advisor will be authorized to make multi-family
residential property investments on our behalf within investment guidelines
approved by our board of directors. We will rely on BRI OP Limited Partnership
to provide on-site property management services. BRI OP is owned by affiliates
of The Berkshire Group in joint venture with unaffiliated third parties.

QUESTIONS RELATING TO PROCEDURAL AND OTHER MATTERS

HOW DO I ACCEPT AN OFFER?

All you need to do is complete, sign and return the letter of transmittal
that is accompanying this prospectus. You do not need to surrender a stock
certificate representing your Interests.

WILL I BE RECEIVING A STOCK CERTIFICATE?

No. Similar to your current mortgage fund Interest, all Preferred Shares
will be issued by book-entry only.

IS THERE A MINIMUM NUMBER OF INTERESTS I AM REQUIRED TO TENDER IN THE OFFERS?

12
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No, there is not a minimum number of Interests you are required to tender.
However, we are not required to accept ANY Interests in the offers unless
Interests resulting in at least 1,000,000 Preferred Shares to be issued in
exchange for them are tendered to us.

DO I HAVE TO TENDER ALL THE INTERESTS THAT I OWN IN THE OFFERS?

No. You do not have to tender all of the Interests that you own.
WHAT ARE THE MOST SIGNIFICANT CONDITIONS TO THE OFFERS?

The offers require that a number of conditions be met before they are
completed, including the condition that there must be validly tendered and not
properly withdrawn Interests resulting in an aggregate of at least 1,000,000
Preferred Shares being issued in exchange for Interests in all the offers. This
condition and other conditions to the offers are discussed in this prospectus
under "The Offer to Exchange Preferred Shares for Interests—--Conditions to the
Offers."

HOW LONG DO I HAVE TO DECIDE WHETHER TO TENDER MY INTERESTS IN THE OFFERS?

You will have until 5:00 PM, New York City time, on , 2003 to decide
whether to tender your Interests in the offers, unless we decide to extend the
expiration date as described below.

vi
CAN THE EXPIRATION DATE OF AN OFFER BE EXTENDED, AND UNDER WHAT CIRCUMSTANCES?

Yes. The expiration date of an offer may be extended at our option if, in
our opinion, any of the conditions to the offer have not been satisfied or if
the aggregate number of Interests we are seeking to exchange for Preferred
Shares in the offers has not been validly tendered and not withdrawn by the
expiration date.

DO YOU CURRENTLY INTEND TO EXTEND THE EXPIRATION DATE OF THE OFFERS?

We are seeking to accept Interests up to an amount such that the total
number of Preferred Shares to be issued by us in the offers will equal, but not
exceed, 3,010,941 shares. If this amount has not been tendered to us by the
expiration date, we currently intend to extend the expiration date of the
offers, although we reserve the right not to do so. However, based on the number
of Interests of each mortgage fund that has been tendered to us by the
expiration date, we will likely also amend each offer either to increase or
decrease the aggregate number of Interests we are seeking in that offer in order
to meet our goal of issuing a total of 3,010,941 Preferred Shares.

HOW WILL I BE NOTIFIED IF THE EXPIRATION DATE OF AN OFFER IS EXTENDED?

If we extend the expiration date of an offer, we will issue a press release,
announcing the number of Interests that have been tendered as of that time and
giving the new expiration date, no later than 9:00 a.m., New York City time, on
the day after the day on which the offer was previously scheduled to expire. If
we also decide to amend an offer to either increase or decrease the aggregate
number of Interests we are seeking in that offer, we will also include that
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information in the press release and otherwise comply with our obligations under
applicable law relating to material changes in an offer.

UNTIL WHAT TIME CAN I WITHDRAW PREVIOUSLY TENDERED INTERESTS?

You may withdraw Interests previously tendered in an offer any time before
the expiration of the offer, and, unless we have accepted the Interests tendered
in the offer, you may also withdraw any tendered Interests at any time after

, 2003. After we have accepted your Interests tendered in the offer, your
tender becomes irrevocable.

HOW DO I WITHDRAW PREVIOUSLY TENDERED INTERESTS?

You must deliver a written notice of withdrawal with the required
information to us while you still have the right to withdraw.

WILL YOU ACCEPT ALL OF THE INTERESTS THAT I TENDER?

It depends. We are only seeking to exchange Preferred Shares for up to
approximately 30% of the outstanding Interests in each of the mortgage funds. If
the number of Interests in your mortgage fund that is tendered is equal to or
less than the number of Interests in your mortgage fund that we are seeking to
exchange for Preferred Shares, then all of the Interests tendered by you will be
accepted. If the number of Interests in your mortgage fund that is tendered is
greater than the number of Interests in your mortgage fund that we are seeking
to exchange for Preferred Shares, our proration procedures will apply, which are
described below.

HOW DO THE PRORATION PROCEDURES WORK?

With respect to each offer, we are seeking to exchange Preferred Shares for
up to approximately 30% of the outstanding Interests of a mortgage fund. We
refer to this 30% ceiling as the tender ceiling. If the number of Interests of a
mortgage fund that is tendered in an offer is greater than the tender ceiling
applicable to that mortgage fund, we will accept Interests of that mortgage fund
on a pro rata basis, based on the number of Interests of that mortgage fund
validly tendered and not properly withdrawn prior to the expiration date.

WHEN WILL I KNOW HOW MANY OF MY INTERESTS WERE ACCEPTED?

Because of the complexity of determining the number of Interests validly
tendered and not withdrawn in an offer, if proration is required, we do not
expect we will be able to announce the final results of proration until
approximately three business days after the expiration of the offer. The
preliminary results of any proration will be announced by press release as
promptly as practicable after the time we accept Interests in an offer.

vii

HOW MANY PREFERRED SHARES WILL BE OUTSTANDING AT THE COMPLETION OF THE OFFER?

The amount of outstanding shares will be a function of the number of holders
that have exchanged their Interests for Preferred Shares. Unless we waive our
minimum tender condition, the minimum number of outstanding Preferred Shares
will be 1,000,000 shares. The maximum number of outstanding Preferred Shares
will be 3,010,941 shares.
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WHEN WILL DISTRIBUTIONS BE PAID ON THE PREFERRED SHARES?

Distributions are payable on February 15, May 15, August 15 and November 15
of each year. The first distribution payment will be made in 2003 on the first
of those dates following the completion of the offers, and will be prorated from
the date of completion of the offers through the first distribution payment
date. Although we intend to pay distributions on a quarterly basis, the
distributions on the Preferred Shares are not guaranteed and may be paid only
when authorized by our board of directors and declared by us out of legally
available funds. Distributions will accrue whether or not they are authorized or
declared by us.

WHAT IS THE TAX TREATMENT OF THE EXCHANGE OF INTERESTS FOR PREFERRED SHARES?

The receipt by you of Preferred Shares in exchange for your Interests
generally will be a taxable event for United States federal income tax purposes
and may also be taxable under applicable state, local and foreign tax laws. See
"Federal Income Tax Considerations—-United States Federal Income Tax
Considerations Applicable to the Exchange of Preferred Shares for Interests."

WILL THE DISTRIBUTIONS I WILL RECEIVE ON THE PREFERRED SHARES BE TAXABLE AS
ORDINARY INCOME?

It depends. Generally, distributions that you receive will be taxed as
ordinary dividend income to the extent they are from current or accumulated
earnings and profits. Amounts distributed to you in excess of our earnings and
profits will reduce the tax basis of your Preferred Shares and distributions in
excess of tax basis will be taxable as an amount realized from the sale of your
Preferred Shares. This, in effect, would defer a portion of your tax until your
Preferred Shares are disposed of or redeemed, at which time you might be taxed
at capital gain rates. However, because each investor's tax considerations are
different, we suggest that you consult with your tax advisor. You also should
review the section of this prospectus entitled "Federal Income Tax
Considerations."

WHO WILL BE THE TRANSFER AGENT?

The Bank of New York.

WHO CAN I CALL WITH QUESTIONS ABOUT THE OFFERS?

You can call our information agent, Georgeson Shareholder Communications
Inc., at 1-866-33-KRUPP (1-866-335-7877) and they will be glad to answer any
questions.

viii
PROSPECTUS SUMMARY

This summary highlights information more fully described elsewhere in this
prospectus. This summary is not complete and does not contain all the
information you should consider in connection with our offer. You should read
this entire prospectus carefully, including "Risk Factors," before deciding to
accept our offer.

BERKSHIRE INCOME REALTY, INC.

Berkshire Income Realty, Inc. is a Maryland corporation formed on July 19,
2002. We have had no operating history to date, but we are an affiliate of The
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Berkshire Group, a group of affiliated companies whose businesses include real
estate acquisitions, property management, investment sponsorship and mortgage
banking. The Berkshire Group is controlled by Douglas and George Krupp, who also
control the general partners of and advisor to the mortgage funds. See
"Management--Berkshire Advisor" and "--Executive Officers and Directors."

By initiating this offer, we are seeking to create a real estate company
whose primary goal will be to acquire, own and operate multi-family residential
properties. Our initial assets will consist primarily of interests in five of
such properties, which will be transferred to us by our affiliate, KRF Company,
L.L.C., at the time we complete the offer. See "Formation Transactions." We will
also own the Interests that have been tendered to us in the offers, which will
represent our indirect interests in the insured or guaranteed mortgage loans,
mortgage-backed securities, other loans and related assets that are currently
held by the mortgage funds. We intend to own all of our operating assets through
Berkshire Income Realty-OP, L.P., our operating partnership, and to qualify as a
REIT for federal income tax purposes. Our address is One Beacon Street, Suite
1500, Boston, Massachusetts 02108 and our telephone number is (617) 523-7722.

The following is an organizational chart showing the general ownership
relationships between us and the affiliates of The Berkshire Group that are
highlighted in this prospectus. The purpose of the chart is to depict the
general legal ownership relationships among the entities, rather than the
economic rights associated with the various partnership interests, limited
liability company membership interests and other ownership interests shown on
the chart, some of which are highly complex. As indicated on the chart, except
for our property manager and Berkshire Realty Holdings, L.P., which is the
parent of our property manager, all of the entities shown in the organizational
chart are substantially owned, and entirely controlled, indirectly by Douglas
and George Krupp and trusts for the benefit of their immediate families.
Berkshire Realty Holdings, L.P. is owned indirectly by Douglas and George Krupp
(and such family trusts) in joint venture with unaffiliated third parties.

[GRAPHIC]
PURPOSE OF THE OFFERS

We are seeking to provide holders of Interests with an opportunity to
exchange some or all of their Interests for Preferred Shares, which bear a %
annual distribution rate and are expected to be listed on the American Stock
Exchange.

We intend to borrow funds that will be secured by these Interests, and to
utilize the proceeds of these borrowings, distributions from the Interests
consisting of mortgage loan repayments, and income from our real properties to,
among other things, acquire additional multi-family residential properties.

Our decision to issue Preferred Shares to tendering holders and to issue our
common stock and common limited partner interests in our operating partnership
to KRF Company was based on our assessment of the type of security that would be
most consistent with the investment objectives of these two types of holders.
The Preferred Shares are structured to provide holders with a relatively
predictable stream of fixed payments, and are subject to fewer risks than the
risks associated with the common stock and common limited partner interests.
Although the Preferred Shares will not provide holders with an opportunity to
share in any appreciation of our properties, we believed the other
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characteristics of the Preferred Shares would have greater appeal to the holders
of the Interests. KRF Company, on the other hand, is prepared to forego the
relative dependability that is provided by a fixed rate of return and accept
more risk in exchange for the possibility of greater upside potential returns if
our properties perform well. Of course, you must make your own determination as
to whether or not the terms of the Preferred Shares are consistent with your
investment objectives.

A summary of some of the anticipated benefits and risk factors of the offers
are highlighted below.

ANTICIPATED BENEFITS OF THE OFFERS

LIQUIDITY. Unlike the Interests, the Preferred Shares are expected to be
listed on the American Stock Exchange, under the symbol "BIR." As a result, the
Preferred Shares will have a public trading market and will have a readily
determinable market value. The Interests in the mortgage funds only have limited
liquidity because there is no established trading market for the Interests.

2

QUARTERLY CASH DISTRIBUTIONS. Holders of the Preferred Shares will be
entitled to receive cash distributions at an annual rate of %, payable
quarterly in the amount of $ per Preferred Share ($ annualized) .
This % distribution rate was determined by us after reviewing dividend yields
pavable on preferred stocks issued by publicly traded REITs that we believed to
be comparable to the Preferred Shares, and then selecting a distribution rate
that was comparable to the current yields payable on those preferred stocks.

PREFERRED RETURN. The Preferred Shares will entitle the holder to receive
regular quarterly cash distributions in the amount of $ per share
($ annualized) before any distributions may be made to the holders of our
common stock and common limited partner interests in our operating partnership.
In addition, if we were liquidated, after payment of our debts and other
obligations, holders of the Preferred Shares would be entitled to receive,
subject to our having available funds, a return of their capital investment plus
all accrued but unpaid distributions, before any of our assets would be
available for distribution to the holders of our common stock or common limited
partner interests in our operating partnership. Although any unpaid
distributions on the Preferred Shares will accumulate, no interest will be
payvable with respect to them.

LOWER ASSET MANAGEMENT FEES. The asset management fees to be paid to our
advisor, Berkshire Property Advisors L.L.C., which are based on total assets
under management, will be at a lower rate than the asset management fees that
are payable to the GIT and GIT II advisor and to the general partners of KIM,
KIP, KIP II and KIP III. In addition, unlike the asset management fees payable
to these general partners, the fees and expense reimbursements payable to
Berkshire Advisor may not be paid unless all distributions then payable on the
Preferred Shares have been paid in full. This effectively means that the holders
of our common stock and common limited partner interests in our operating
partnership will generally bear the cost of these fees. However, the payment of
these fees in one quarter will still reduce the cash available for distribution
on the Preferred Shares in future quarters. Accordingly, it is possible that the
payment of these fees could reduce future distributions payable on the Preferred
Shares.

In addition to the asset management fees, our advisor also will be entitled
to receive acquisition fees equal to 1% of the purchase price of any new
property acquired by us. No acquisition fees are payable with respect to the
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initial properties. Asset management fees, as well as acquisition fees, will be
based on the gross value of our properties. Because we intend to leverage our
assets, and the fees payable to our advisor are based on the gross value of our
assets, the total amount of fees payable to our advisor may be higher than the
asset management fees currently being paid by the mortgage funds.

A chart comparing the fees and other compensation payable to our advisor and
other affiliates of The Berkshire Group in connection with the offers, with the
fees and other compensation payable to The Berkshire Group affiliates by the
mortgage funds, can be found in this summary under "Significant Differences
Between Preferred Shares and Interests."

SIMPLIFIED TAX RETURN PREPARATION. Holders of the Preferred Shares will not
be required to use complex Schedule K-1s currently being provided to holders of
Interests in the KIM, KIP, KIP II and KIP III mortgage funds to prepare their
tax returns.

RISK FACTORS

Exchanging your Interests for Preferred Shares involves some risks. In
deciding whether to tender your Interests in the offers, you should read this
prospectus carefully, including "Risk Factors" beginning on page 18, and the
other documents to which we refer you. The material risks include the following:

— The exchange ratio, which is the number of Preferred Shares that will be
issued in exchange for Interests, may not reflect the fair market value of
the Interests because it was determined without arm's-length negotiations.
This is the case because no one negotiated the exchange ratio on behalf of
the holders of the Interests.

- By tendering Interests, a holder will be changing the nature of the
holder's investment from primarily guaranteed mortgage loans to primarily
uninsured investments in real estate.

- If our business plan is not realized or if we do not have legally
available funds, distributions actually paid on the Preferred Shares may
be less than the stated preferential amount. This would likely have an
adverse effect on the trading value of the Preferred Shares. In addition,
this could mean that distributions received

by holders who retain their Interests could be greater than the stated
preferential amount of the Preferred Shares.

— Unlike the Interests, the value of the Preferred Shares will be determined
by the trading price of the shares on the American Stock Exchange. We
cannot assure you that the Preferred Shares will not trade at a discount
to the liquidation preference of $25.00 per share, or that the discount
will not be significant.

— Unlike holders of Interests, who have the right to share in any future
appreciation of the value of certain assets held by the mortgage funds,
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holders of Preferred Shares will not be entitled to participate in any
future appreciation of our assets. KRF Company, as our sole common
stockholder, will be entitled to receive the entire benefit of any such
future appreciation.

— Unlike the mortgage funds, which have no outstanding indebtedness, we
intend to incur indebtedness to finance the acquisition of additional
properties.

— Holders who tender their Interests will not be able to determine in
advance what portion of their tendered Interests will be accepted in the
offers.

— Our advisor and some of our directors are subject to conflicts of interest
as a result of their affiliation with The Berkshire Group.

— The general partners of KIM, KIP, KIP II and KIP III, one of the trustees
of GIT and GIT II, and the advisor to GIT and GIT II, are all controlled
by Douglas and George Krupp, who indirectly control us and our advisor.
Because of these affiliations, there are conflicts of interest associated
with the making of the offers, such as the fact that our advisor will
continue to receive management fees under the advisory services agreement
with us even though management fees payable by the mortgage funds to other
affiliates of Douglas and George Krupp would end if the mortgage funds
were liquidated.

— Tendering holders may not necessarily receive a return that is
proportional to the relative value of their investment as compared to the
investment of our affiliates.

— We have no operating history or established financing sources.

— Unlike holders of Interests, who have the right to elect or remove their
general partner or board of trustees, amend organizational documents and
approve fundamental corporate transactions, holders of Preferred Shares
will have more limited voting rights. Holders of Preferred Shares will
only have the right to elect directors if distributions are not paid for
six consecutive quarterly periods, and they generally will not have the
right to vote on fundamental corporate transactions.

- Because we are a perpetual entity that may reinvest the proceeds of any
sales of properties, we will not necessarily be liquidated at any
particular date in the future. Holders of the Preferred Shares will not be
able to force a liquidation of the company or a redemption of the
Preferred Shares, particularly because of the lack of voting rights
associated with the Preferred Shares. Accordingly, unless we voluntarily
elect to redeem the Preferred Shares, holders of Preferred Shares may only
be able to liquidate their investment by selling their shares in the
public market at prevailing prices, and those prices may be significantly
less than the $25.00 liquidation preference of the Preferred Shares.

— The exchange of Interests for Preferred Shares will generally be a taxable
event for federal income tax purposes that may result in gain to tendering
holders of those Interests.

— There may be adverse tax consequences if we fail to qualify as a REIT.

— Because KIP II is in a liquidation stage, tendering holders of KIP II



Edgar Filing: BERKSHIRE INCOME REALTY INC - Form S-11/A

Interests will be foregoing their right to receive their share of
liquidation proceeds, potentially in the relatively near future.

- The ratio at which Preferred Shares will be issued in exchange for
tendered Interests was based on estimates of the projected cash flows of
the mortgage funds. These estimates may turn out to have been less than
actual future cash flows. Accordingly, investors who tender their
Interests in exchange for Preferred Shares may in fact receive
distributions from us that are less than the distributions they would have
received had they retained their Interests.

BUSINESS PLAN

We intend to acquire, own and operate multi-family residential properties.
As of the completion of the offer, we will own interests in five of such
properties, which we refer to as the initial properties. Four of the five
initial properties are located in the Baltimore/Washington D.C. metropolitan
areas, which we believe, based on occupancy data compiled by a third party real
estate information company and provided to us by our property manager, comprise
one of the strongest rental markets in the country. Each of the initial
properties has been managed by affiliates of The Berkshire Group for more than
15 years.

We intend to acquire additional multi-family residential properties in the
future to provide portfolio diversification and an investment presence in other
strong metropolitan markets. Specifically, our plan is to acquire, and in some
cases renovate, middle income apartment complexes in selected targeted markets,
primarily in the Mid-Atlantic, Southeast and Southwest areas of the United
States.

Our primary business objective is to deliver strong, consistent returns to
our stockholders, while enhancing the long-term growth in value of our real
estate portfolio. We believe we are well positioned to meet this objective,
given the strengths of the economic regions in which the initial properties are
located, the quality of the initial properties, and the opportunities for new
investments within our selected targeted markets. Through adherence to specific
operating and renovation-related strategies, we will seek to achieve stability
and growth through maximization of cash flow from our interests in the initial
properties and investment in other multi-family residential properties. Our
policy with respect to renovations and capital improvements is to provide for
reserves and utilize sufficient capital to maintain each property's competitive
position within its rental market and, whenever possible, to capitalize on
market opportunities that can be realized through targeted capital expenditures.
See "Business and Properties—-—-Business Strategy."

We intend to borrow funds that will be secured by the Interests, and to
utilize the proceeds of these borrowings, distributions from the Interests
consisting of mortgage loan repayments, and income from our real properties to,
among other things, acquire additional multi-family residential properties.
Under our current investment guidelines, we may not incur indebtedness such that
at the time we incur the indebtedness our ratio of debt to total assets exceeds
75%. We have not entered into any agreements or received commitments from any
lenders with respect to a credit facility at this time. We do not intend to
dispose of the Interests that have been tendered to us in the offers.

Interests in the initial properties will be contributed to us by our
affiliate, KRF Company, in exchange for common limited partner interests in our
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operating partnership. See "Formation Transactions."

The five initial properties are described below:

CENTURY II APARTMENTS. Century II Apartments is located at 307 Fox Fire
Place, Cockeysville, Maryland. This garden style apartment community consists of
468 units within 16 buildings. The units consist of one, two and three-bedroom
apartments. The property is located on approximately 29 acres of land. Other
improvements include a swimming pool, fitness center, tennis courts, an exercise
facility and a clubhouse. Century II Apartments was built in 1971 and is in good
condition. Upon KRF Company's contribution to us at the completion of the
offers, we will indirectly own a 75.82% interest in Century II Apartments.

DORSEY'S FORGE APARTMENTS. Dorsey's Forge Apartments is located at 9650
White Acre Road, Columbia, Maryland. This garden style apartment community
consists of 251 units within 13 buildings. The units consist of one, two and
three-bedroom apartments. The property is located on approximately 17 acres of
land. Dorsey's Forge Apartments was built in 1970 and is in good condition. Upon
KRF Company's contribution to us at the completion of the offers, we will
indirectly own a 91.382% beneficial interest as tenant-in-common in Dorsey's
Forge Apartments.

HANNIBAL GROVE APARTMENTS. Hannibal Grove Apartments is located at 5361
Brookway, Columbia, Maryland. This garden style apartment community consists of
316 units within 23 buildings. The units consist of one, two and three-bedroom
apartments and three, four and five-bedroom townhouses. The property is located
on approximately 23 acres of land. Hannibal Grove Apartments was built in 1970
and is in good condition. Upon KRF Company's contribution to us at the
completion of the offers, we will indirectly own a 91.382% beneficial interest
as tenant-in-common in Hannibal Grove Apartments.

We are currently evaluating the costs and anticipated benefits of doing
renovation and capital improvement projects at Hannibal Grove Apartments in a
small sample of test units.

SEASONS APARTMENTS. Seasons Apartments is located at 9220 0Old Lantern Way,
Laurel, Maryland. This garden style apartment community consists of 1,088 units
within 70 buildings. The units consist of one and two-bedroom apartments and one
and three-bedroom townhouses. The property is located on approximately 68.5
acres of land. Other improvements include two swimming pools, six playgrounds,
two tennis courts, two clubrooms and approximately 1,700 parking spaces. Seasons
Apartments was built between 1972 and 1978 and is in good condition. Upon KRF
Company's contribution to us at the completion of the offers, we will indirectly
own 100% of this property.

We are currently evaluating the results of the renovation and capital
improvement projects conducted at Seasons Apartments in an initial group of 31
test units to determine the feasibility and benefits of a broader renovation and
improvement plan. The average cost of the renovations and improvements for each
test unit was approximately $4,500, and the average annual rental increase on a
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renovated and improved unit was approximately $1,200.

WALDEN POND APARTMENTS. Walden Pond Apartments is located at 12850
Whittington, Houston, Texas. This garden style community contains 416 one and
two-bedroom apartment units and is located on approximately 12 acres of land.
Walden Pond Apartments was built in 1982 and is in good condition. Upon KRF
Company's contribution to us at the completion of the offers, we will indirectly
own 100% of this property.

For further information regarding the initial properties, see "Business and
Properties——-Initial Properties."

MANAGEMENT

We will be governed by a board of directors, which will be responsible for
the management and control of our operations. Our board will retain Berkshire
Advisor to manage our day-to-day affairs. Our board will control and supervise
Berkshire Advisor. Berkshire Advisor is part of The Berkshire Group, which
together with its affiliates collectively have over $1.1 billion of real estate
assets under management. Berkshire Advisor's address is One Beacon Street, Suite
1500, Boston, Massachusetts 02108 and its telephone number is (617) 523-7722.

Under our advisory agreement with Berkshire Advisor, Berkshire Advisor is
obligated to manage our portfolio and identify investment opportunities
consistent with our investment policies and objectives, as our board of
directors may adopt from time to time. Berkshire Advisor will be authorized to
follow these investment guidelines in determining the types of assets it decides
to recommend to our board of directors as proper investments for us. In
addition, Berkshire Advisor, based on its investment committee's
recommendations, may make investments in multi-family residential properties on
our behalf within the board approved guidelines without the approval of our
board of directors. Berkshire Advisor will receive the acquisition and asset
management fees summarized below under "Compensation to our Affiliates" and
described under "Management--Summary of Advisory Services Agreement" as
compensation for its services under the advisory services agreement. The initial
term of the advisory services agreement is two years and will be automatically
extended for subsequent one-year periods unless notice of termination or
non-renewal is provided by either party.

The individuals on the investment committee of Berkshire Advisor are Frank
Apeseche, Peter Donovan, George Krupp and David Quade. They will be responsible
for making investment decisions for us which, except for decisions regarding
investments in multi-family residential properties within board approved
guidelines, must be approved by our board of directors. See
"Management--Berkshire Advisor" and "--Executive Officers and Directors" for
biographical information relating to these investment committee members and the
members of our board of directors.

Our board of directors has established an audit committee, consisting
exclusively of directors that are not affiliated with Berkshire Advisor or any
of its affiliates, whose approval will be required with respect to all
transactions involving us, on the one hand, and Berkshire Advisor and its
affiliates, on the other hand, such as the acquisition of additional properties
from The Berkshire Group or any of its affiliates. Unless modified by our board,
we will follow the policies on investments and borrowings described under
"Policies with respect to Certain Activities."
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BRI OP Limited Partnership currently acts as property manager with respect
to the initial properties and, upon the completion of the offers, will continue
to do so under its existing property management agreements. The parent of the
property manager is owned by The Berkshire Group in joint venture with
unaffiliated third parties.

Under the existing property management agreements, the property manager is
obligated to perform property management services, including those relating to
rental and maintenance. The property management agreements may be terminated at
any time by either party upon notice. The property manager receives management
fees of 5% of the gross rental receipts for its services under these existing
property management agreements. See "Management--Summary of Property Management
Agreements."

FORMATION TRANSACTIONS

Our corporate structure is as follows. We are a Maryland corporation. All of
our common stock is owned by KRF Company. Until we issue the Preferred Shares at
the completion of the offers, we will have no other outstanding securities. We
intend to own all of our operating assets through our operating partnership,
Berkshire Income Realty-OP, L.P., a Delaware limited partnership. Our wholly
owned subsidiary, BIR GP, L.L.C., is the general partner of our operating
partnership, and we are the special limited partner of our operating
partnership. Through our ownership of the general partner and because the
partnership agreement of our operating partnership does not provide any special
rights to the limited partners that would undermine the rights of the general
partner, we effectively control the operating partnership and its assets.

At the completion of the offers, the following will occur:

- we will issue Preferred Shares to holders who have validly tendered and
not withdrawn their Interests to us in the offers,

- we will transfer those Interests to our operating partnership in exchange
for preferred limited partner interests in the operating partnership,
having the same economic terms as the Preferred Shares (which we refer to
as the preferred OP units). The preferred OP units will have the same
relative ranking with respect to common limited partner interests as the
Preferred Shares will have with respect to our common stock. The preferred
OP units to be issued to us in exchange for Interests will equal the
number of Preferred Shares being issued by us,

— KRF Company will contribute its interests in the initial properties to our
operating partnership in exchange for common limited partner interests in
the operating partnership, having the same economic terms as our common
stock (which we refer to as the common OP units). The common OP units will
have the same relative ranking with respect to the preferred OP units as
our common stock will have with respect to the Preferred Shares, and

— KRF Company will make a capital contribution to us, in exchange for our
common stock, in an amount equal to 1% of the fair value of the total net
assets of our operating partnership, taking into account any cash
contributed to us by KRF Company prior to the completion of the offers. We
will contribute this amount to BIR GP, which in turn will contribute this
amount to our operating partnership in exchange for general partner
interests in our operating partnership (which we refer to as general
partner OP units).

SUMMARY OF THE OFFERS
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We are offering, upon the terms and subject to the conditions described in
this prospectus and the related letters of transmittal, to exchange our
Preferred Shares for Interests that are validly tendered on or before the
expiration date and not properly withdrawn.

The term "expiration date" means 5:00 PM, New York City time, on
, , 2003, unless we extend the period of time during
which an offer is open, in which case the term "expiration date" means the
latest time and date on which the offer, as so extended, expires.

CONDITIONS TO EACH OFFER

Our obligation to exchange our Preferred Shares for Interests in each offer
requires that several conditions be met first, including the conditions that:

— there must be validly tendered in the offers and not properly withdrawn
Interests resulting in an aggregate of at least 1,000,000 Preferred Shares
being issued in exchange for Interests in all the offers (we refer to this
as the minimum tender condition),

— the fairness and tax opinions described in this prospectus shall not have
been withdrawn,

- with respect to the offers for GIT and GIT II only, the waiver referred to
under "Certain Relationships and Related Transactions—--GIT Funds Ownership
Limit Waiver" shall not have been withdrawn,

— there shall not have been a decline in any of the Dow Jones Industrial
Average, the Standard & Poors Index of 500 Industrial Companies or the
NASDAQ Composite Index in excess of 15% measured from the close of
business on the date of this prospectus,

— there shall not have been a material adverse effect on our business,
condition, operations or prospects,

— there shall not have been any material change in the business, condition,
operations or prospects of any of the mortgage funds or the initial
properties,

- with respect to each mortgage fund other than KIP II, there shall not have
been any distributions on the Interests of that mortgage fund after
December 1, 2002 consisting of special distributions (which are described
below under "Distributions on Interests"), and

— with respect to the offer for KIP II Interests only, there shall not have
been any distributions by KIP II consisting of proceeds in liquidation of
the KIP II Interests.

These are only some of the conditions to the offers. For a complete list of
conditions, see "The Offers—--Conditions to the Offers." Except as described in
"The Offers-—-Conditions to the Offers," any of the conditions to the offers may
be waived by us, in whole or in part, in our sole discretion.
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DISTRIBUTIONS ON INTERESTS

We have determined our offer consideration based on our assumption that the
mortgage funds will not make any distributions on the Interests after
December 1, 2002 that consist of special distributions or, in the case of
KIP II, that consist of proceeds in liquidation of the KIP II Interests. Special
distributions are payments referred to by the mortgage funds as "special
distributions" or "special dividends," and are generally derived from proceeds
received by the mortgage funds that consist of mortgage loan repayments,
prepayments and related shared appreciation payments. We refer to these types of
proceeds as mortgage proceeds.

If you tender your Interests, you will continue to be entitled to receive
your regular quarterly cash distributions on your Interests until we have
accepted your Interests at the completion of the offers. However, with respect
to each mortgage fund other than KIP II, each offer is subject to the condition
that there may not have been any special distributions paid on the Interests by
the mortgage fund after December 1, 2002. With respect to KIP II, which no
longer owns any mortgage loan assets, the offer is subject to the condition that
there may not have been any distributions paid by KIP II after December 1, 2002
that consist of proceeds in liquidation of the KIP II Interests.

TIMING OF THE OFFERS

Our offers are currently scheduled to expire at 5:00 PM, New York City time,
on , , 2003. However, we may decide to extend an offer from time to
time if any conditions to the offer have not been satisfied or waived before
this time or if the aggregate number of Interests we are seeking to exchange for
Preferred Shares has not been validly tendered before this time. See "The
Offers——-Extension, Termination and Amendment."

EXTENSION, TERMINATION AND AMENDMENT

We reserve the right to extend the period of time during which an offer
remains open if any condition to the offer has not been satisfied or if the
aggregate amount of Interests we are seeking to exchange for Preferred Shares
have not been validly tendered to us by the expiration date.

We also reserve the right to waive any of the conditions to an offer and to
make any change in the terms of or conditions to an offer, if allowed under the
SEC's applicable rules and regulations.

We will follow any extension, termination, amendment or delay, as promptly
as practicable, with a public announcement. Any announcement of an extension
will be issued no later than 9:00 a.m., New York City time, on the next business
day after the previously scheduled expiration date. Subject to applicable law,
including Rules 14d-4(d), 14d-6(c) and l1l4e-1 under the Securities Exchange Act
of 1934, which we refer to as the Exchange Act, which require that any material
change in the information published, sent or given to the holders of Interests
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in connection with an offer be promptly sent to the holders in a manner
reasonably designed to inform them of such change, and, without limiting the
manner in which we may choose to make any public announcement, we assume no
obligation to publish, advertise or otherwise communicate any such public
announcement other than by making a release to the Dow Jones News Service or the
PR Newswire Association, Inc. During any such extension of an offer, all
Interests previously tendered and not properly withdrawn will remain subject to
the offer, unless properly withdrawn by you.

We are seeking to accept Interests up to an amount such that the total
number of Preferred Shares to be issued by us in the offers will equal, but not
exceed, 3,010,941 shares. If this amount has not been tendered to us by the
expiration date, we currently intend to extend the expiration date of the
offers, although we reserve our right not to do so. However, based on the number
of Interests of each mortgage fund that has been tendered to us, we will also
likely amend each offer either to increase or decrease the aggregate number of
Interests we are seeking in that offer in order to meet our goal of issuing a
total of 3,010,941 Preferred Shares. See "The Offers—--Extension, Termination and
Amendment . "

EXCHANGE OF INTERESTS

Upon the terms and conditions of our offers, including, if an offer is
extended or amended, the terms and conditions of any extension or amendment, we
will accept for exchange, and will exchange, up to the specified number of
Interests described under "The Offers--Exchange of Interests" that are validly
tendered and not properly withdrawn as promptly as practicable after the
expiration date. However, our proration procedures may apply, in which case we
may not accept for exchange all of your Interests that have been validly
tendered. Our proration procedures are described under "The Offers--Proration
Procedures."

CASH INSTEAD OF FRACTIONAL SHARES

We will not issue fractional Preferred Shares. Instead, each tendering
holder who would otherwise be entitled to receive fractional Preferred Shares in
exchange for Interests will receive cash in an amount equal to that fraction
multiplied by $25.00.

WITHDRAWAL RIGHTS

Interests tendered in an offer may be withdrawn at any time before the
expiration date of the offer, and, unless we have previously accepted and issued
Preferred Shares in exchange for them in the offer, may also be withdrawn at any
time after , 2003. Once we have accepted Interests for exchange in an
offer, all tenders not previously withdrawn become irrevocable. See "The
Offers——-Withdrawal Rights."

PROCEDURE FOR TENDERING INTERESTS
For you to validly tender Interests in an offer, you must, before the
expiration of the offer, deliver to us a properly completed and duly executed

letter of transmittal, or a manually signed facsimile of that document, and any
other required documents. See "The Offers--Procedure for Tendering."

PRORATION PROCEDURES
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With respect to each offer, we are seeking to exchange Preferred Shares for
up to the specified number of Interests described under "The Offers--Exchange of
Interests," which represents approximately 30% of the Interests of each of the
mortgage funds. We refer to this 30% ceiling as the tender ceiling. If the
number of Interests of a mortgage fund validly tendered and not properly
withdrawn in an offer is greater than the tender ceiling applicable to that
mortgage fund, our proration procedures will apply. In that event, we will, upon
the terms and conditions of the offer, accept Interests of that mortgage fund on
a pro rata basis, with adjustments to avoid purchases of fractional Interests,
based on the number of Interests of that mortgage fund validly tendered and not
properly withdrawn prior to the expiration date. Because of the time required to
determine the precise number of Interests validly tendered and not properly
withdrawn, if proration is required, we do not expect to announce the final
results of proration until approximately three business days after the
expiration date. Preliminary results of proration will be announced by press
release as promptly as practicable after the expiration date.

TERMS OF PREFERRED SHARES

The following is a summary of the principal terms of the Preferred Shares.
For a more complete description, see "Description of the Preferred Shares."

ISSUER . ¢ttt ettt ettt tieiiinnnens Berkshire Income Realty, Inc., a Maryland corporation.
SECURITIES OFFERED............. % Series A Cumulative Redeemable Preferred Stock.
USE OF PROCEEDS. ... .o The Preferred Shares are being issued by us in exchange for

Interests. We will not receive any cash proceeds from this
offering. To the extent we receive distributions from these
Interests that consist of mortgage loan repayments, we
intend to use them, together with cash from other sources,
primarily for the purpose of acquiring additional
multi-family residential properties. We intend to use other
distributions from these Interests for general corporate
purposes. We also plan to use the Interests as collateral
for a credit facility to be entered into primarily for the
purpose of funding additional residential property
acquisitions. No agreements or commitments have been
obtained from any lender for such a facility at this time.

DISTRIBUTIONS . .o v ittt eeeeeenns Distributions on the Preferred Shares will accrue from their
date of issuance and will be payable at an annual rate of
% of the liquidation preference of $25.00 per share.
Distributions will be payable quarterly in arrears on
February 15, May 15, August 15 and November 15 of each
year. See "Description of the Preferred
Shares—--Distributions."

LIQUIDATION PREFERENCE......... Upon our dissolution, ligquidation, winding-up or
termination, holders of Preferred Shares will be entitled to
receive, after payment or provision for payment of our debts
and other liabilities and subject to the rights of holders
(i1f any) of other series of preferred stock ranking senior
to or on a parity with the Preferred Shares, $25.00 per
share plus accumulated and unpaid distributions on the
Preferred Shares. See "Description of the Preferred
Shares—--Liquidation."
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OPTIONAL REDEMPTION............

NO CONVERSION RIGHTS; NO

SINKING FUND...

VOTING RIGHTS..

RANKING........

PROPOSED AMERICAN STOCK

EXCHANGE SYMBOL

Except as described below, the Preferred Shares are not
redeemable before February 15, 2010. On or after

February 15, 2010, the Preferred Shares may be redeemed at
our option, in whole or from time to time in part, at a
redemption price of $25.00 per share plus accumulated and
unpaid distributions, if any, to the redemption date. The
Preferred Shares may also be redeemed in whole but not in
part at any time upon the occurrence and continuance of a
"tax event" or "Investment Company Act event." See
"Description of the Preferred Shares——-Redemption."

The Preferred Shares will not be subject to any sinking fund
and, except as described under "Description of the Preferred
Shares——-Restrictions on Ownership and Transfer of Preferred
Shares," the Preferred Shares will not be convertible into
any of our securities.

10

Holders of Preferred Shares will have the right as a class
to elect two directors if distributions are not paid for six
consecutive quarterly periods. The consent of holders of

66 2/3% of the Preferred Shares is required for changes to
our charter that would materially and adversely affect the
preferences, rights, voting powers, restrictions,
limitations as to distributions, qualifications and terms
and conditions of redemption of the Preferred Shares, or the
authorization, creation or increase in the number of
authorized shares of any series of stock that would rank
senior to the Preferred Shares. See "Description of the
Preferred Shares--Voting Rights."

The Preferred Shares will, with respect to distributions and
rights upon our liquidation, dissolution, winding-up or
termination, rank senior to our common stock. With respect
to any other series of our preferred stock that may
hereafter be issued by us, the Preferred Shares will rank
(1) senior to any such preferred stock whose terms
specifically provide that it ranks junior to the Preferred
Shares, (2) on a parity with any such preferred stock,
unless the terms of such preferred stock specifically
provide that it ranks Jjunior or senior to the Preferred
Shares and (3) junior to any such preferred stock whose
terms specifically provide that it ranks senior to the
Preferred Shares. As described above under "Voting Rights,"
we may not issue preferred stock that ranks senior to the
Preferred Shares without the consent of the holders of

66 2/3% of the Preferred Shares. See "Description of the
Preferred Shares-—-Ranking."

"BTIR"

11
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FAIRNESS OPINION

Our financial advisor, Sutter Securities Incorporated, has delivered its
opinion to us, dated , 2002, that, as of such date, the
consideration being offered to holders of Interests is fair, from a financial
point of view, to holders of Interests who elect to tender their Interests for
Preferred Shares. A copy of this opinion is attached to this prospectus as
Appendix A. See "The Offers—--Fairness Opinion." Sutter Securities makes no
recommendation as to whether or not investors should tender their Interests in
the offers.

SIGNIFICANT DIFFERENCES BETWEEN PREFERRED SHARES AND INTERESTS

The Preferred Shares have a stated annual distribution rate of %. Although
not guaranteed, this means holders will be entitled to receive quarterly cash
distributions in the amount of $ per share ($ annualized), provided our

board of directors has authorized their payment out of legally available funds.
The Interests do not have a stated distribution rate.

The Preferred Shares will be listed on the American Stock Exchange, which
will provide greater liquidity than the Interests in the mortgage funds, for
which there is no established trading market.

While holders of Interests in a mortgage fund are entitled to participate in
any net assets of that fund available for distribution upon liquidation, holders
of Preferred Shares will only be entitled to receive their initial investment of
$25.00 per share plus accumulated and unpaid distributions upon our ligquidation.

Holders of Preferred Shares will have more limited voting rights than
holders of Interests. Holders of Interests have the right to elect and remove
the trustees or general partners of the applicable mortgage fund, while, in
general, holders of Preferred Shares will have no right to elect or remove our
directors. However, if we fail to make distributions in full with respect to the
Preferred Shares for six consecutive quarters, holders of Preferred Shares will
be entitled to elect two special directors to serve on the board of directors
until all accumulated dividends have been paid or declared and will have the
right to remove any special director without cause. Amendments to the
organizational documents of the mortgage funds generally require the approval of
the holders of Interests, while holders of Preferred Shares will have the right
to approve only those amendments that would have a material and adverse effect
on the preferences, rights and privileges of the Preferred Shares or any
amendments authorizing or creating, or increasing the authorized amount of, any
series of stock that would rank senior to the Preferred Shares.

We may redeem the Preferred Shares at any time after February 15, 2010 at a
redemption price of $25.00 per share plus accumulated and unpaid dividends. The
Interests in the mortgage funds do not have a similar redemption feature, though
GIT and GIT II may redeem Interests in excess of the applicable ownership
percentage limit.

The Preferred Shares do not have a stated maturity, as we are a corporation
having a perpetual life, and so you will be able to liquidate your investment in
the Preferred Shares only by selling your Preferred Shares in the public market
at prevailing market prices or upon the exercise of our redemption option. In
contrast, each of the mortgage funds is a finite entity that will dissolve as of
a fixed date, the earliest being December 31, 2025, unless earlier dissolved.

An investment in the Preferred Shares will be subject to the risks
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highlighted above in this summary and in the prospectus under

"Risk Factors."

For more information regarding the differences between the terms of the

Preferred Shares and the terms of the Interests,

see "Comparison of the Rights

of Holders of Preferred Shares and the Rights of Holders of Interests."

The following is a chart comparing the fees and other compensation payable
to Berkshire Advisor and other affiliates of The Berkshire Group in connection

with the offers,

Payable to Our Affiliates."

COMPENSATION PAYABLE
TO BERKSHIRE ADVISOR AND ITS AFFILIATES
IN CONNECTION WITH OFFERS

ACQUISITION FEE: After all
distributions then due on the Preferred
Shares have been paid in full, a
transactional fee equal to 1% of the
purchase price of any new property
acquired directly or indirectly by us.
ACQUISITION EXPENSES: After all
distributions then due on the Preferred
Shares have been paid in full,
reimbursement of all acquisition
expenses at cost.

ASSET MANAGEMENT FEES: After all
distributions then due on the Preferred
Shares have been paid in full, an

with the fees and other compensation payable to affiliates of
The Berkshire Group by the mortgage funds.
compensation payable to Berkshire Advisor and its affiliates,

For more information regarding the
see "Compensation

COMPENSATION PAYABLE
TO THE GENERAL PARTNERS OF KIM, KIP,
AND KIP III AND THEIR AFFILIATES

KIP II

OFFERING

ACQUISITION FEE: One-time fee was paid
equal to 2.9% of the gross proceeds of the
offering.

ACQUISITION EXPENSES: Expenses were
reimbursed on an accountable basis up to an
amount equal to 0.5% of the gross proceeds
of the offering (1.0% for KIP), and
reimbursed for non-accountable expenses up
to an amount equal to 1.5% (1.0% for KIP)
of the gross proceeds of the offering.
PARTICIPATION SERVICING FEE: One-time fee
was paid equal to 1.6% of the gross
proceeds of the offering for the servicing
of the participation features of the
partnership's PIM and PIMI investments.

OPERATIONS

ASSET MANAGEMENT FEES: 0.75% per annum of
the value of the total invested assets of
the partnership, payable quarterly.
SUBORDINATED INCENTIVE MANAGEMENT FEE:After
investors have received a return of capital
and their cumulative return on invested
capital, an incentive fee equal to 0.3% per
annum of the partnership's total invested
assets.

OPERATING EXPENSES: Reimbursement of
certain operating expenses at the lesser of
(1) actual cost or (2), with respect to
costs for certain administrative services,
90% of the amount the partnership would be
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annual fee equal to 0.40% of the
purchase price of real estate
properties, as adjusted from time to
time to reflect the then current fair
market value of the properties.
OPERATING EXPENSES: After all
distributions then due on the Preferred
Shares have been paid in full,
reimbursement of certain operating
expenses at cost.

COMPENSATION PAYABLE
TO BERKSHIRE ADVISOR AND ITS AFFILIATES
IN CONNECTION WITH OFFERS

PROPERTY MANAGEMENT FEES: 5% of the
gross rental receipts with respect to
the initial properties.

DISTRIBUTIONS: KREF Company, an
affiliate of Berkshire Advisor and the
owner of all of our common stock, will
be entitled to receive distributions on
our common stock, subject to the
preferential rights to distributions on
the Preferred Shares.

The advisor of GIT and GIT II will be
entitled to receive distributions on
the Preferred Shares it will receive in
exchange for the 10,000 Interests in
GIT and 10,000 Interests in GIT II that
the GIT advisor intends to tender in
the offers.

DISTRIBUTIONS ON LIQUIDATION: KRF
Company, an affiliate of Berkshire
Advisor and the owner of all of our
common stock, will be entitled to
receive all liquidation proceeds,
subject to the preferential rights of
holders of Preferred Shares to receive
their liquidation amount plus accrued
and unpaid distributions.

The advisor of GIT and GIT II, as the
holder of Preferred Shares to be
received in exchange for its 10,000
Interests of GIT and 10,000 Interests
of GIT II, will be entitled to receive

required to pay to unaffiliated parties.
DISTRIBUTIONS OF DISTRIBUTABLE CASH FLOW
AND NET CASH PROCEEDS OF CAPITAL
TRANSACTIONS OTHER THAN TERMINATING CAPITAL
TRANSACTIONS: The general partner receives
3% of the partnership's annual
distributable cash flow, and net cash
proceeds of

COMPENSATION PAYABLE
TO THE GENERAL PARTNERS OF KIM, KIP,
AND KIP III AND THEIR AFFILIATES

KIP II

capital transactions are distributed as
follows——- (1) after the investors have
received the return of their invested
capital, the general partner will receive
the return of its invested capital, (2) net
cash proceeds distributed 99% to investors
and 1% to the general partner until the
investors have received their cumulative
return on invested capital per annum, (3)
net cash proceeds until the general partner
has received 4% of net cash proceeds and
(4) thereafter, 96% to the investors and 4%
to the general partner.

LIQUIDATION

DISTRIBUTIONS OF NET CASH PROCEEDS FROM
TERMINATING CAPITAL TRANSACTIONS: Net cash
proceeds from a terminating capital
transaction to be distributed in the same
manner as distributions of net cash
proceeds from capital transactions
described above, except that the general
partner and the investors first will
receive an amount equal to the positive
balance, if any, of their capital accounts.
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the liquidation preference plus accrued
and unpaid distributions payable on the
Preferred Shares.

14
OUR REIT TAX STATUS

We will elect to be taxed as a REIT under the Internal Revenue Code of 1986
(which we refer to as the Code), beginning with the taxable year during which
the offers are consummated, and we intend to operate so as to qualify as a REIT.
If we qualify for taxation as a REIT, then under current federal income tax laws
we generally will not be subject to federal corporate income tax on our net
income that is currently distributed to holders of our stock. REITs are subject
to numerous organizational and operational requirements under the Code,
including a requirement that they distribute at least 90% of their taxable
income to their stockholders. If we fail to qualify for taxation as a REIT for
any year, our income will be taxed at regular corporate rates, we will not be
allowed a deduction for distributions to our stockholders in computing our
taxable income and we may be prevented from qualifying as a REIT for the
four-year period following the year of our failure to qualify. Even if we
qualify for federal income taxation as a REIT, we may still be subject to state
and local taxes on our income and property and to federal income and excise
taxes on our undistributed income. See "Federal Income Tax Considerations."

CONFLICTS OF INTEREST

Due to relationships among us and affiliates of The Berkshire Group,
including Berkshire Advisor, KRF Company and the mortgage funds, the offers and
the operation of our business will involve conflicts of interest. The Berkshire
Group and its affiliates, including our executive officers and some of our
directors, and the executive officers and directors of Berkshire Advisor and
other affiliates of The Berkshire Group are engaged in a wide range of real
estate activities, including activities with investment objectives and policies
which are, in some respects, similar to ours. As a result, Berkshire Advisor
will face conflicts of interest relating to the allocation of investment
opportunities among us and other affiliates of The Berkshire Group. Although
Berkshire Advisor is not required to present us with all investment
opportunities that come to its attention, we expect that, to the extent
possible, the resolution of conflicting opportunities between us and affiliates
of Berkshire Advisor will be based upon differences in investment objectives and
policies, the make-up of investment portfolios, the amount of cash and financing
available for investment and the length of time the funds have been available,
the estimated income tax effects of the investment, policies relating to
leverage and cash flow, the effect of the investment on diversification of
investment portfolios and any regulatory restrictions on investment policies.

In terms of conflicts with Berkshire Advisor relating to the allocation of
management and staff time, services and functions among us and other affiliates
of The Berkshire Group, we have provided in our advisory agreement that
Berkshire Advisor is required to devote sufficient resources as may be required
to discharge its obligations to us under that agreement.

Other conflicts of interest that exist or may arise include, but are not
limited to:

fee equal t
the disposi
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32



Edgar Filing: BERKSHIRE INCOME REALTY INC - Form S-11/A

— Conflicts relating to the offers. This is the case because Douglas and
George Krupp, who indirectly control us and Berkshire Advisor, and are
affiliated with our property manager, also control the general partners of
KIM, KIP, KIP II and KIP III, one of the trustees of GIT and GIT II, and
the advisor to GIT and GIT II.

— Conflicts relating to management compensation. By this we mean that
agreements between us and Berkshire Advisor, and us and the property
manager, were not the result of arm's-length negotiations.

— Competition for property management services. By this we mean that our
property manager will have conflicts of interest in the allocation of
management and staff time, services and functions among us and other
investment entities in existence or which may be organized in the future.

— Conflicts relating to control by KRF Company. By this we mean that because
of KRF Company's exclusive ability to benefit from the net appreciation of
our assets, the substantial influence by KRF Company over our affairs
might not be consistent with the interests of the holders of the Preferred
Shares.

15

COMPENSATION TO OUR AFFILIATES

Berkshire Advisor and other affiliates of The Berkshire Group will receive
compensation from us in connection with the acquisition and management of our
assets. See "Compensation Payable to Our Affiliates." We are not permitted to
pay fees or expense reimbursements to Berkshire Advisor until all distributions
then due have been paid on the Preferred Shares.

The following table summarizes the types of compensation that may or will be
received by Berkshire Advisor and other affiliates of The Berkshire Group in
connection with our operation and the management of our properties and other
investments.

PERSON RECEIVING COMPENSATION FORM OF COMPENSATION AMOUNT OF COMPENSATION

Berkshire Advisor (our advisor) - Acquisition fees. Transactional fee equal to 1%
the purchase price of any new
property acquired by us.

- Asset management fees. Annual fee equal to 0.40% of
purchase price of real estate
properties, as adjusted from
time to time to reflect the t
current fair market value of
properties.
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BRI OP (our property manager)

KRF Company (the owner of our
common stock and common OP
units)

Berkshire Mortgage Advisors

Limited Partnership (the advisor

to GIT and GIT II)

Reimbursement of expenses
incurred in connection with
managing our assets.
Indemnification against

liabilities and related expenses

incurred in connection with
duties as advisor.
Property management fees.

Reimbursement of expenses
incurred in connection with
the management of our
properties.

- Indemnification against
liabilities and related expenses

incurred in connection with
duties as property manager.

— Distributions and ligquidation

proceeds on our common stock.

- Distributions and liquidation

proceeds on common OP units of
operating partnership.

— Distributions on and
liquidation preference with

respect to its Preferred
Shares.

16

Reimbursed at cost.

Full indemnification to the
extent permitted under Maryla
law.

Monthly fee equal to 5% of gr
rental receipts.
Reimbursed at cost.

Full indemnification unless
liability occurred as a resul
of BRI OP's gross negligence
willful malfeasance.

All distributions and
liquidation proceeds to holde
of common stock, subject to t
preferential rights of holder
of Preferred Shares to receiv
distributions or the liquidat
amount of $25.00 per share pl
accrued and unpaid
distributions.

All distributions to holders
common OP units, subject to o
preferential rights, as holde
of preferred OP units, to
receive distributions or
liquidation proceeds up to th
amount required to pay
distributions or liquidation
proceeds to the holders of
Preferred Shares.

Pro rata share of distributic
to holders of Preferred Share
on the Preferred Shares it wi
receive in exchange for the
10,000 Interests in GIT and
10,000 Interests in GIT II it
intends to tender in the offe
and the ligquidation preferenc
of $25.00 per share plus accr
and unpaid distributions paya
on its Preferred Shares.

COMPENSATION PAID AND DISTRIBUTIONS MADE BY MORTGAGE FUNDS

The following table sets forth the aggregate amount of all compensation paid
to the general partners or advisor of each mortgage fund and their affiliates,
the aggregate amount of all distributions made to the general partners or

advisor of each mortgage fund and their affiliates,

and the aggregate amount of

all distributions made to unaffiliated Interest holders of each mortgage fund
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during the three years ended December 31, 2001.

AGGREGATE COMPENSATION AGGREGATE DISTRIBUTIONS
PAID TO GENERAL PARTNERS OR MADE TO GENERAL PARTNERS OR
MORTGAGE FUND ADVISOR AND AFFILIATES ADVISOR AND AFFILIATES
L $ 3,800,001 $ 48,900
L $ 5,411,180 $ 80,900
S $ 1,589,520 $ 482,555
S $ 1,067,880 $ 288,340
S $ 1,396,632 $ 384,827
S $ 1,450,475 $ 381,007
All Mortgage Funds................... $14,715,688 $1,666,529

CERTAIN FEDERAL INCOME TAX CONSIDERATIONS

The receipt of Preferred Shares and any cash instead of fractional Preferred
Shares in exchange for Interests generally will be a taxable transaction for
United States federal income tax purposes and may also be a taxable transaction
under applicable state, local and foreign tax laws. Consequently, if you tender
your Interests in the offer, you may be required to pay income tax on any gain
you realize on the exchange. See "Federal Income Tax Considerations—--United
States Federal Income Tax Considerations Applicable to the Exchange of Preferred
Shares for Interests."

Distributions that you receive on the Preferred Shares generally will be
taxable to you as ordinary dividend income to the extent they are from current
or accumulated earnings and profits. Amounts distributed to you in excess of our
earnings and profits will reduce the tax basis of your Preferred Shares. Amounts
distributed to you in excess of tax basis will be taxable as an amount realized
from the sale of your Preferred Shares. See "Federal Income Tax Considerations."

The federal income tax consequences described above may not apply to all
holders of Interests or Preferred Shares. Your tax consequences, including any
state, local and non-United States tax consequences, will depend on your own
situation. You should consult your tax advisor to determine the particular tax
consequences of the offers to you.

17
RISK FACTORS
You should carefully consider the following information, together with the
other information contained in this prospectus, before accepting the offers. In
connection with the forward-looking statements that appear in this prospectus,
you should also carefully review the cautionary statement referred to under
"Cautionary Statement Regarding Forward-Looking Statements."

RISK FACTORS RELATING TO OUR COMPANY

WE ARE A NEWLY FORMED COMPANY WITH NO OPERATING HISTORY UPON WHICH TO EVALUATE
OUR LIKELY PERFORMANCE.
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Although key personnel of Berkshire Advisor have had extensive experience
making real estate investments, we and Berkshire Advisor are newly formed
entities with no operating history upon which to evaluate our likely
performance. We cannot assure you that we will be able to implement our business
plan successfully.

OUR BUSINESS PLAN DIFFERS SIGNIFICANTLY FROM THE BUSINESS PLANS OF THE MORTGAGE
FUNDS, INVOLVING DIFFERENT AND POTENTIALLY GREATER RISKS.

Our business plan is different from that of the mortgage funds. An
investment in the Preferred Shares may entail different and potentially greater
risks than an investment in the mortgage funds. Specifically, we intend to
invest primarily in multi-family residential properties. See "Policies With
Respect to Certain Activities—-—-Investment Policies." In contrast, the mortgage
funds were formed to invest primarily in guaranteed or insured mortgage loans or
mortgage-backed securities. As the portfolio of mortgage loans and
mortgage-backed securities represented by the Interests held by us is reduced
and proceeds from the Interests are invested in real property, the risks
associated with ownership of real estate, as described below, will increase
proportionately.

MAINTENANCE OF OUR INVESTMENT COMPANY ACT EXEMPTION IMPOSES LIMITS ON OUR
OPERATIONS.

We intend to conduct our operations so as not to be required to register as
an investment company under the Investment Company Act of 1940. We believe that
there are exemptions under the Investment Company Act that are applicable to us.
The assets that we may acquire are limited by the provisions of the Investment
Company Act and the exemption on which we rely. In addition, we could, among
other things, be required either to change the manner in which we conduct our
operations to avoid being required to register as an investment company, or to
register as an investment company. Either of these could have an adverse effect
on us and the market price for the Preferred Shares. For example, one exception
from the definition of an "investment company" we believe we could rely on would
require us to manage our assets such that no more than 40% of our total assets
(exclusive of government securities and cash) are invested in "investment
securities." Generally speaking, "investment securities" are all securities
except securities issued by majority-owned operating company subsidiaries and
government securities. To be able to continue to rely on this exception in the
event the value of our investment securities were to increase relative to our
total assets, we may need to sell certain investment securities that we
otherwise would not want to sell. On the other hand, we may be required to hold
other non-investment security assets, such as some of our real property assets,
that we may otherwise want to sell in order to avoid increasing the value of our
investment securities relative to our total assets.

WE ARE DEPENDENT ON CASH DISTRIBUTIONS FROM OUR OPERATING PARTNERSHIP FOR OUR
ABILITY TO MAKE DISTRIBUTIONS ON THE PREFERRED SHARES.

We will own all of our operating assets through our operating partnership.
At the completion of the offers, the Interests tendered to us in the offers will
be contributed by us to our operating partnership in exchange for preferred OP
units in the operating partnership having the same economic terms as the
Preferred Shares. Our assets will consist primarily of the preferred OP units.
Accordingly, our ability to make distributions and other payments on the
Preferred Shares is dependent upon the operating partnership making
distributions and other payments on the preferred OP units. If the operating
partnership does not make distributions or other payments on the preferred OP
units for any reason, we will likely be unable to make payments on the Preferred
Shares. Because we control our operating partnership, it is highly unlikely that
the operating partnership will not make distributions or other payments on the
preferred OP units if it has the means to do so.
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CERTAIN FEDERAL INCOME TAX RISKS

THE EXCHANGE WILL GENERALLY BE A TAXABLE EVENT FOR FEDERAL INCOME TAX PURPOSES
THAT MAY RESULT IN GAIN TO TENDERING HOLDERS.

The receipt of Preferred Shares and any cash instead of fractional Preferred
Shares in exchange for Interests generally will be a taxable transaction for
United States federal income tax purposes and may also be a taxable transaction
under applicable state, local and foreign tax laws. Consequently, if you tender
your Interests in the offer, you may be required to pay income tax on any gain
you realize on the exchange. See "Federal Income Tax Considerations—--United
States Federal Income Tax Considerations Applicable to the Exchange of Preferred
Shares for Interests." The federal income tax consequences described above may
not apply to all holders of Interests or Preferred Shares. Your tax
consequences, including any state, local and non-United States tax consequences,
will depend on your own situation. You should consult your tax advisor to
determine the particular tax consequences of the offers to you.

OUR FAILURE TO QUALIFY AS A REIT WOULD RESULT IN HIGHER TAXES AND REDUCED CASH
AVAILABLE FOR DISTRIBUTION TO OUR STOCKHOLDERS.

We intend to operate in a manner that will allow us to qualify as a REIT for
federal income tax purposes. Although we believe that we will be organized and
will operate in this manner, no assurance can be given that we will be able to
operate so as to qualify as a REIT under the Code or to remain so qualified.
Qualification as a REIT involves the application of highly technical and complex
provisions of the Code for which there are only limited judicial or
administrative interpretations. The determination of various factual matters and
circumstances not entirely within our control may affect our ability to qualify
as a REIT. The complexity of these provisions and of the applicable income tax
regulations under the Code is greater in the case of a REIT that holds its
assets through a partnership, such as we will. Moreover, our qualification as a
REIT will depend upon the qualification of each of GIT and GIT II as REITs. In
addition, we cannot assure you that legislation, new regulations, administrative
interpretations or court decisions will not significantly change the tax laws
with respect to the qualification as a REIT or the federal income tax
consequences of this qualification. However, we are not aware of any proposal
currently being considered by Congress to amend the tax laws in a manner that
would materially and adversely affect our ability to operate as a REIT. See
"Federal Income Tax Considerations—-United States Federal Income Tax
Considerations Applicable to Our Status as a REIT."

If for any taxable year we fail to qualify as a REIT, we would not be
allowed a deduction for distributions to our stockholders in computing our
taxable income and would be subject to federal income tax (including any
applicable alternative minimum tax) on our taxable income at regular corporate
rates. In addition, we would normally be disqualified from treatment as a REIT
for the four taxable years following the year of losing our REIT status. This
would likely result in significant increased costs to us. Any corporate tax
liability could be substantial and would reduce the amount of cash available for
distribution to our stockholders and for investment, which in turn could have an
adverse impact on the value of, and trading prices for, the Preferred Shares.
Our taxation as a corporation if we fail to qualify as a REIT would generally
permit us to redeem the Preferred Shares. See "Description of the Preferred
Shares—--Redemption."
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Although we intend to operate in a manner designed to qualify as a REIT,
future economic, market, legal, tax or other considerations may cause our board
of directors and the holders of our common stock to determine that it is in our
best interest to revoke our REIT election.

We believe that our operating partnership will be treated for federal income
tax purposes as a partnership and not as a corporation or an association taxable
as a corporation. If the Internal Revenue Service were successfully to determine
that our operating partnership were properly treated as a corporation, our
operating partnership would be required to pay federal income tax at corporate
rates on its net income, its partners would be treated as stockholders of the
operating partnership and distributions to partners would constitute dividends
that would not be deductible in computing the operating partnership's taxable
income. In addition, we would fail to qualify as a REIT, with the resulting
consequences described above. See "Federal Income Tax Considerations--United
States Federal Income Tax Considerations Applicable to our Status as a
REIT--Federal Income Tax Aspects of Our Operating Partnership and the Subsidiary
Entities—--Classification as Partnerships."

19
REIT DISTRIBUTION REQUIREMENTS COULD ADVERSELY AFFECT OUR LIQUIDITY.

To obtain the favorable tax treatment for REITs qualifying under the Code,
we generally will be required each year to distribute to our stockholders at
least 90% of our real estate investment trust taxable income, determined without
regard to the deduction for dividends paid and by excluding net capital gains.
We will be subject to a 4% nondeductible excise tax on the amount, if any, by
which distributions paid by us with respect to any calendar year are less than
the sum of:

)

- 85% of our ordinary income for the calendar year;

- 95% of our capital gain net income for the calendar year, unless we elect
to retain and pay income tax on those gains; and

- 100% of our undistributed amounts from prior years.

Failure to comply with these requirements would result in our income being
subject to tax at regular corporate rates.

We intend to pay out our income to our stockholders in a manner intended to
satisfy the distribution requirement and to avoid corporate income tax and the
4% excise tax. Differences in timing between the recognition of income and the
related cash receipts or the effect of required debt amortization payments could
require us to borrow money or sell assets to pay out enough of our taxable
income to satisfy the distribution requirement and to avoid corporate income tax
and the 4% excise tax in a given year.

LEGISLATIVE OR REGULATORY ACTION COULD ADVERSELY AFFECT HOLDERS OF PREFERRED
SHARES .

In recent years, numerous legislative, judicial and administrative changes
have been made to the federal income tax laws applicable to investments in REITs
and similar entities. Additional changes to tax laws are likely to continue to
occur in the future, and we cannot assure you that any such changes will not
adversely affect the taxation of a stockholder. Any such changes could have an
adverse effect on your ownership of Preferred Shares. You are urged to consult
with your own tax advisor with respect to the status of legislative, regulatory
or administrative developments and proposals and their potential effect on your
ownership of Preferred Shares.
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RISK FACTORS RELATING TO THE OFFERS AND THE OWNERSHIP OF THE PREFERRED SHARES

OUR OFFER CONSIDERATION MAY NOT REFLECT THE FAIR MARKET VALUE OF THE INTERESTS
AND WAS BASED ON VARIOUS ASSUMPTIONS WHICH MAY NOT BE REALIZED.

Our offer consideration was determined without any arm's-length
negotiations. This is the case because no one negotiated the offer consideration
on behalf of the Interest holders.

In addition, our offer consideration was determined based on a discounted
cash flow analysis, which is different from the net asset value methodology used
by the mortgage funds to value their assets. We used the discounted cash flow
analysis because, to us, the Interests represent the right to future cash flows
from the mortgage funds. A discounted cash flow analysis can produce values that
are either higher or lower than net asset value methodology. Because a
discounted cash flow analysis requires the application of a discount rate to
projected cash flows, 1f the discount rate is lower or higher than the rate
projected to be achieved by the mortgage funds, the discounted cash flow
analysis would result in a higher or lower value, respectively. The values we
assigned to the Interests in each mortgage fund were based on various
assumptions that we believe to be reasonable, however, we cannot tell you that
the actual amounts that may be realized from a liquidation of the assets held by
the mortgage funds would not differ from our estimates of value, and these
differences could be material.

BECAUSE THE PERSONS WHO CONTROL US ALSO ARE AFFILIATED WITH THE MORTGAGE FUNDS,
THERE ARE CONFLICTS OF INTEREST ASSOCIATED WITH THE MAKING OF THE OFFERS.

The general partners of KIM, KIP, KIP II and KIP III, one of the trustees of
GIT and GIT II, and the advisor to GIT and GIT II, are all controlled by Douglas
and George Krupp, who indirectly control us and Berkshire Advisor and are
affiliated with our property manager. Because of these affiliations, there are
conflicts of interests associated with the making of the offers. These conflicts
include the fact that Berkshire Advisor will continue to receive asset
management fees under the advisory services agreement with us even though asset

20

management fees payable by the mortgage funds to other affiliates of Douglas and
George Krupp, such as the general partners of KIM, KIP, KIP II and KIP III and
the advisor to GIT and GIT II, would end if those mortgage funds were
liquidated.

THE MARKET VALUE OF THE PREFERRED SHARES IS UNCERTAIN AND COULD DECREASE BASED
ON OUR PERFORMANCE AND MARKET PERCEPTIONS AND CONDITIONS.

The Preferred Shares are a new issue of securities for which there is
currently no active trading market. Although the Preferred Shares have been
approved for listing on the American Stock Exchange, subject to official notice
of issuance, we cannot assure you as to the development of any market, or the
liquidity of any market that may develop, for the Preferred Shares. The
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Preferred Shares may trade at a discount, depending upon prevailing interest
rates, the market for similar securities and other factors, including general
economic conditions and our financial condition, performance and prospects.

In addition, because the Interests have been an illiquid investment since
their initial offerings, we believe that a large number of Preferred Shares may
be offered for sale after the offers are completed, which could create an
initial imbalance in the market for the Preferred Shares. Sales of substantial
amounts of Preferred Shares in the public market after the completion of the
offers, or the perception that these sales could occur, could adversely affect
the market price of the Preferred Shares. We cannot predict what effect, if any,
market sales of Preferred Shares will have on the market price of the Preferred
Shares. At the time trading commences, it is possible that the Preferred Shares
will trade below their liquidation preference of $25.00 per share, and that
discount could be significant.

Although as a general matter, preferred stock is not as volatile as common
stock, the stock market in general has recently experienced extreme price
fluctuations. Fluctuations in the trading price of the Preferred Shares may not
be correlated in a predictable way to our performance or operating results. The
trading price of the Preferred Shares will change as interest rates change and
from factors that are beyond our control.

HOLDERS OF PREFERRED SHARES MAY ONLY BE ABLE TO LIQUIDATE THEIR INVESTMENT BY
SELLING THEIR SHARES IN THE PUBLIC MARKET AT PREVAILING PRICES, WHICH MAY BE
SIGNIFICANTLY LESS THAN THE LIQUIDATION PREFERENCE OF THE PREFERRED SHARES.

We are a perpetual entity that may reinvest the proceeds of any sales of
properties, and we will not necessarily be liquidated at any particular date in
the future. In contrast, the mortgage funds are not permitted to reinvest the
proceeds of their investments. Further, each of the mortgage funds is a finite
entity that will dissolve as of a fixed date, the earliest of which is 2025,
unless earlier dissolved. In addition, holders of Interests in each of the
mortgage funds except GIT II have the ability to force an earlier dissolution of
the mortgage fund by a majority vote, and the trustees of GIT II may dissolve
GIT II earlier with the consent of a majority of the holders of Interests.

Holders of Preferred Shares will not be able to force a liquidation of our
company or a redemption of the Preferred Shares. Accordingly, unless we
voluntarily elect to redeem the Preferred Shares, holders of Preferred Shares
may only be able to liquidate their investment by selling their shares in the
public market at prevailing prices. For the reasons described in the risk factor
above, those market prices may be significantly less than the liquidation
preference of the Preferred Shares of $25.00 per share.

TENDERING HOLDERS OF INTERESTS IN KIP II WILL BE FOREGOING THEIR RIGHT TO
RECEIVE THEIR SHARE OF THE LIQUIDATION PROCEEDS OF KIP IT.

Unlike the other mortgage funds, KIP II no longer owns any mortgage loan
assets. Instead, the assets of KIP II consist primarily of mortgage-backed
securities. KIP II has announced that it intends to liquidate its assets and
distribute liquidation proceeds in early 2003. Accordingly, in deciding to
exchange their Interests for Preferred Shares, tendering holders of Interests in
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KIP II will be foregoing their right to receive their share of these liquidation
proceeds in the relatively near future. Our offer with respect to KIP II is
subject to the condition that there may not have been any distributions by KIP
ITI consisting of proceeds in liquidation of the KIP II Interests.

21

DISTRIBUTIONS ACTUALLY PAID ON THE PREFERRED SHARES MAY BE LESS THAN THE STATED
PREFERENTIAL AMOUNT, WHICH WOULD LIKELY HAVE AN ADVERSE EFFECT ON THE TRADING
VALUE OF THE PREFERRED SHARES.

oe

Although the Preferred Shares have a stated annual distribution rate of
of the liquidation preference of $25.00 per share, this amount is not
guaranteed. If our business plan is not realized or if we do not have the
legally available funds, distributions actually paid on the Preferred Shares may
be less than the stated preferential amount of $ per share quarterly ($

annualized). If we do not pay the stated preferential amount of distributions
to the holders of Preferred Shares, this may adversely affect the trading price
of the Preferred Shares. In addition, this could mean that distributions paid to
holders who retain their Interests may be greater than this stated preferential
amount or the distributions actually paid on the Preferred Shares.

TENDERING HOLDERS WILL NOT BE ABLE TO DETERMINE IN ADVANCE WHAT PORTION OF THEIR
TENDERED INTERESTS WILL BE ACCEPTED IN THE OFFERS AND THUS MAY NOT BE ABLE TO
OBTAIN THE DESIRED LEVEL OF INVESTMENT IN OUR COMPANY.

With respect to each offer, we are seeking to exchange Preferred Shares for
up to the specified number of Interests described in "The Offers--Exchange of
Interests," which represents approximately 30% of the Interests of each mortgage
fund. If the number of Interests of a mortgage fund validly tendered and not
properly withdrawn in an offer is greater than the tender ceiling applicable to
that mortgage fund, our proration procedures described in "The Offers--Proration
Procedures" will apply. In that event, we may accept less than the total number
of Interests tendered by a holder in that mortgage fund, and as a result, the
holder may receive a smaller investment in the Preferred Shares than the holder
intended. In addition, if the holder tendered all of the holder's Interests in
that mortgage fund and those Interests are subject to our proration procedures,
the holder may continue to hold Interests upon completion of the offers as well
as the Preferred Shares that the holder receives in exchange for the Interests
accepted by us.

HOLDERS OF PREFERRED SHARES WILL HAVE LIMITED VOTING RIGHTS, RESTRICTING THE
ABILITY OF THE HOLDERS OF PREFERRED SHARES TO INFLUENCE OUR MANAGEMENT AND
OPERATIONS.

Holders of Preferred Shares will have only the following voting rights.
Holders of Preferred Shares will have the right as a class to elect two
directors if distributions are not paid on the Preferred Shares for six
consecutive quarterly periods. The consent of holders of 66 2/3% of the
Preferred Shares is required for changes to our charter that would materially
and adversely affect the preferences, rights, voting powers, restrictions,
limitations as to distributions, qualifications and terms and conditions of
redemption of the Preferred Shares, or the creation of any series of stock that
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would rank senior to the Preferred Shares as to distributions or liquidation.
Except with respect to the directors referred to above, holders of Preferred
Shares will not be able to elect or remove directors, as these rights are vested
exclusively in the holders of our common stock. See "Description of the
Preferred Shares--Voting Rights" and "Security Ownership of Beneficial Owners
and Management."

WE CAN ISSUE ADDITIONAL SECURITIES RANKING ON A PARITY WITH THE PREFERRED
SHARES, WHICH MAY DILUTE THE INTERESTS OF THE HOLDERS OF PREFERRED SHARES, AND
WE CAN DO THIS WITHOUT OBTAINING THE CONSENT OF THE HOLDERS.

No consent or approval by the holders of the Preferred Shares is required
for the authorization, creation of or increase in the number of authorized
shares of any series of our stock that would rank on a parity with the Preferred
Shares as to distributions or liquidation. The issuance of additional shares of
preferred stock that rank on a parity with the Preferred Shares as to
distributions or liquidation will dilute the interests of the holders of the
Preferred Shares because there will be more claims on our assets with respect to
distributions or liquidation proceeds. In the event we decide to issue a series
of preferred stock that would rank on a parity with the Preferred Shares as to
distributions or liquidation, we will, not later than 20 days prior to such
issuance, issue a press release announcing our intention to do so.

DISTRIBUTIONS TO OUR COMMON STOCKHOLDER MAY BE RELATIVELY GREATER IN PROPORTION
TO ITS INVESTMENT THAN DISTRIBUTIONS TO HOLDERS OF PREFERRED SHARES IN
PROPORTION TO THEIR INVESTMENT.

Holders of the Preferred Shares are entitled to receive regular quarterly
distributions at a fixed rate before any distributions may be paid on our common
stock, and are entitled to receive liquidation distributions prior to any
liquidation distributions that may be paid on common stock. Because the
distribution rate on the Preferred Shares represents the maximum return that
holders of Preferred Shares may receive from us with respect to the Preferred
Shares, KRF Company, an affiliate of The Berkshire Group and our sole common
stockholder, may
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receive periodic and liquidating distributions with respect to its investment
that could significantly exceed the distributions to be paid to the holders of
the Preferred Shares, even though the value of the consideration contributed by
KRF Company to us and our operating partnership may be less than the aggregate
value of the Interests that are contributed to us by the holders of Interests.

THE TERRORIST ATTACKS ON THE UNITED STATES HAVE NEGATIVELY IMPACTED THE U.S.
ECONOMY AND OTHER ATTACKS, THREATS OF TERRORISM AND THE ONGOING WAR AGAINST
TERRORISM MAY ADVERSELY AFFECT THE MARKETS ON WHICH THE PREFERRED SHARES WILL
TRADE, OUR OPERATIONS AND OUR PROFITABILITY.

The terrorist attacks of September 11, 2001 have disrupted the U.S.
financial markets and have negatively impacted the U.S. economy in general. Any
future terrorist attacks and the anticipation of any such attacks, or the
consequences of the military or other response by the U.S. and its allies, may
have a further adverse impact on the U.S. financial markets and economy. It is
not possible to predict the severity of the effect that any of these future
events would have on the U.S. financial markets and economy.
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It is possible that the economic impact of the terrorist attacks may have an
adverse effect on the ability of real estate tenants of the initial properties
to pay rent. In addition, insurance on our real estate may be more costly and
coverage may be more limited because of these events. The instability of the
U.S. economy may also reduce the number of suitable investment opportunities
available to us and the pace at which those investments are made. In addition,
armed hostilities and further acts of terrorism may directly impact our real
estate and real estate collateral. These developments may subject us to
increased risks and, depending on their magnitude, could have a material adverse
effect on our business and your investment.

On May 6, 2002, the Federal Bureau of Investigation issued an alert
regarding potential terrorist threats involving apartment buildings.
Specifically, the FBI announced that there are indications that discussions were
held about the possibility of renting apartment units in various areas of the
United States and rigging them with explosives. The FBI advised that it has no
information indicating these plans had advanced beyond the discussion stage. The
information has been characterized as a non-specific, general threat to the
industry, with no details regarding location, timing or suspects. Threats of
future terrorist attacks, such as the one announced by the FBI on May 6, 2002,
could have a negative impact on rent and occupancy levels at our properties. The
impact that future terrorist activities or threats of these activities could
have on our business cannot presently be determined. If we incur a loss at a
property because of an act of terrorism, we could lose all or a portion of the
capital we have invested in the property, as well as the anticipated future
revenue from the property.

RISK FACTORS RELATING TO OUR BUSINESS

OPERATING RISKS AND LACK OF LIQUIDITY MAY ADVERSELY AFFECT OUR INVESTMENTS IN
REAL PROPERTY.

Varying degrees of risk affect real property investments. The investment
returns available from equity investments in real estate depend in large part on
the amount of income earned and capital appreciation generated by the related
properties as well as the expenses incurred. If the initial properties (together
with distributions payable on the Interests tendered to us in the offers) do not
generate revenue sufficient to meet operating expenses, including debt service
and capital expenditures, our income and ability to service our debt and other
obligations and to pay distributions on the Preferred Shares will be adversely
affected. Some significant expenditures associated with an investment in real
estate, such as mortgage and other debt payments, real estate taxes and
maintenance costs, generally are not reduced when circumstances cause a
reduction in revenue from the investment. In addition, income from properties
and real estate values are also affected by a variety of other factors, such as
interest rate levels, governmental regulations and applicable laws and the
availability of financing.

Equity real estate investments, such as the investments in the initial
properties and any additional properties that may be acquired by us, are
relatively illiquid. This illiquidity limits our ability to wvary our portfolio
in response to changes in economic or other conditions. We cannot assure you
that we will recognize full value for any property that we are required to sell
for liquidity reasons. Our inability to respond rapidly to changes in the
performance of our investments could adversely affect our financial condition
and results of operations.

The initial properties are subject to all operating risks common to
apartment ownership in general. These risks include:

- our ability to rent units at the initial properties;
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- competition from other apartment communities;

— excessive building of comparable properties that might adversely affect
apartment occupancy or rental rates;

— increases in operating costs due to inflation and other factors, which
increases may not necessarily be offset by increased rents;

- increased affordable housing requirements that might adversely affect
rental rates;

— inability or unwillingness of residents to pay rent increases; and

— future enactment of rent control laws or other laws regulating apartment
housing, including present and possible future laws relating to access by
disabled persons or the right to convert a property to other uses, such as
condominiums or cooperatives.

If operating expenses increase, the local rental market may limit the extent to
which rents may be increased to meet increased expenses without decreasing
occupancy rates. If any of the above occurred, our ability to meet our debt
service and other obligations and to pay distributions on the Preferred Shares
could be adversely affected.

WE MAY RENOVATE APARTMENT COMMUNITIES, WHICH WOULD INVOLVE ADDITIONAL OPERATING
RISKS.

We expect to be working on the renovation of apartment communities that may
be acquired in the future from third parties. We may also acquire completed
communities. The renovation of real estate involves risks in addition to those
involved in the ownership and operation of established apartment communities,
including the risks that specific project approvals may take longer to obtain
than expected, that construction may not be completed on schedule or budget and
that the properties may not achieve anticipated rent or occupancy levels.

WE MAY NOT BE ABLE TO PAY THE COSTS OF NECESSARY CAPITAL IMPROVEMENTS ON OUR
PROPERTIES, WHICH COULD ADVERSELY AFFECT OUR FINANCIAL CONDITION.

We anticipate funding any required capital improvements on our properties
using cash flow from operations, cash reserves or additional financing if
necessary. However, the anticipated sources of funding may not be sufficient to
make the necessary improvements. If our cash flow from operations and cash
reserves prove to be insufficient, we might have to fund the capital
improvements by borrowing money. If we are unable to borrow money on favorable
terms, or at all, we may not be able to make necessary capital improvements,
which could harm our financial condition.

OUR TENANTS—-IN-COMMON OR FUTURE JOINT VENTURE PARTNERS MAY HAVE INTERESTS OR
GOALS THAT CONFLICT WITH OURS, WHICH MAY RESTRICT OUR ABILITY TO MANAGE SOME OF
OUR INVESTMENTS AND ADVERSELY AFFECT OUR RESULTS OF OPERATIONS.

One or more of our properties that we acquire may be owned through
tenancies—-in-common or by joint venture partnerships between us and the seller
of the property, an independent third party or another investment entity
sponsored by Berkshire Advisor or its affiliates. See "Business and
Properties——-Initial Properties" and "Conflicts of Interest--Competition for
Investments." Our investment through tenancies-in-common or in joint venture
partnerships that own properties may, under certain circumstances, involve risks
that would not otherwise be present. For example, our tenant-in-common or joint
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venture partner may experience financial difficulties and may at any time have
economic or business interests or goals that are inconsistent with our economic
or business interests or our policies or goals. In addition, actions by, or
litigation involving, any tenant-in-common or joint venture partner might
subject the property owned through a tenancy-in-common or by the joint venture
to liabilities in excess of those contemplated by the terms of the
tenant-in-common or joint venture agreement. Also, there is a risk of impasse
between the parties since generally either party may disagree with a proposed
transaction involving the property owned through a tenancy-in-common or joint
venture and impede any proposed action, including the sale or other disposition
of the property.

Our inability to dispose of a property we may acquire in the future without
the consent of a tenant-in-common or joint venture partner would increase the
risk that we would be unable to dispose of the property, or dispose of it
promptly, in response to economic or other conditions. The inability to respond
promptly to changes in performance of the property could adversely affect our
financial condition and results of operations.

To reduce the potential risks to us that may arise from any future
investment through tenancies-in-common or joint venture interests, Berkshire
Advisor will seek to negotiate agreements that contain provisions designed to

24

minimize these risks. However, there is no assurance that these provisions, if
included in a particular agreement, will in fact be sufficient to protect us
against the risks described above, particularly if a tenant-in-common or joint
venture partner fails to comply with its contractual obligations to us.

Two of our initial properties, Dorsey's Forge Apartments and Hannibal Grove
Apartments, are owned through tenancies-in-common, and one of our initial
properties, Century II Apartments, is owned through a joint venture with a third
party. Our interest in each of Dorsey's Forge Apartments and Hannibal Grove
Apartments is 91.382% and our interest in Century II Apartments in 75.82%. Our
tenancy-in-common agreement relating to Dorsey's Forge Apartments and Hannibal
Grove Apartments gives us sole control over the management, operation and
disposition of the properties, including the right to cause a sale of the
properties without the consent of our co-tenant. Under the agreement, our
co-tenant has no right to take part in the management or control of the
properties, except for the right to require us to use our good faith efforts to
sell the properties during a 180-day period beginning on April 27, 2005. See
"Business and Properties—-Initial Properties." We believe that if our co-tenant
exercised this right, it would be willing to allow us to retain the properties
and instead accept a cash payment from us equal to what it would have received
in an arm's-length sale, if we decided to make that proposal to our co-tenant.

The tenancy-in-common agreement for Dorsey's Forge Apartments and Hannibal
Grove Apartments also gives us the right to determine whether additional capital
is needed for capital improvements or rehabilitation of the properties and to
call for such capital from the co-tenants on a pro rata basis. If our co-tenant
declines or is unable to make the additional capital contribution, then the
agreement allows us to contribute the unfunded amount and to increase our
tenancy-in-common interest to reflect our additional contribution.

The operating agreement with our joint venture partner relating to Century
IT Apartments includes provisions similar to those of the tenancy-in-common
agreement for Dorsey's Forge Apartments and Hannibal Grove Apartments.

WE WILL FACE SIGNIFICANT COMPETITION AND WE MAY NOT COMPETE SUCCESSFULLY.

We will face significant competition in seeking investments. We will be
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competing with several other companies, including other REITs, insurance
companies and other investors, such as investment funds and entities formed with
investment objectives similar to ours, including companies that may be
affiliated with Berkshire Advisor. Some of our competitors will have greater
financial and other resources than we will have and may have better
relationships with lenders and sellers, and we may not be able to compete
successfully for investments.

OUR DISTRIBUTION REQUIREMENTS MAY AFFECT OUR ABILITY TO ACQUIRE ADDITIONAL
PROPERTIES.

We will be required to pay cumulative distributions on the Preferred Shares.
Because of this, we will be unable to look to the funds necessary to pay these
distributions as a source for acquiring additional properties. However, we
intend to fund the acquisition of additional real estate properties primarily
from distributions on the Interests tendered to us that consist of mortgage loan
repayments, and bank borrowings secured by those Interests.

WE PLAN TO BORROW, WHICH MAY ADVERSELY AFFECT OUR RETURN ON OUR INVESTMENTS AND
MAY REDUCE INCOME AVAILABLE FOR DISTRIBUTION.

Unlike the mortgage funds, which have no outstanding indebtedness, where
possible, we will seek to borrow funds to increase the rate of return on our
investments and to allow us to make more investments than we otherwise could.
Borrowing by us presents an element of risk if the cash flow from our properties
and other investments is insufficient to meet our debt service and other
obligations or to pay distributions with respect to the Preferred Shares. A
property encumbered by debt increases the risk that the property will operate at
a loss and may ultimately be forfeited upon foreclosure by the lender. Loans
that do not fully amortize during the term, such as "bullet" or
"balloon-payment" loans, present refinancing risks. Variable rate loans increase
the risk that the property may become unprofitable in adverse economic
conditions. Loans that require guaranties, including full principal and interest
guaranties, master leases, debt service guaranties and indemnities for
liabilities such as hazardous waste, may result in significant liabilities for
us.

Our return on our investment and cash available to pay distributions on the
Preferred Shares may be reduced to the extent that changes in market conditions
cause the cost of our financing to increase relative to the income
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that can be derived from the assets acquired. In addition, any debt service
payments we are obligated to make would reduce the net income available to pay
distributions on the Preferred Shares. All of our debt and other liabilities
would rank senior to the Preferred Shares, with a prior claim on our assets.

Under our current investment policies, we may not incur indebtedness such
that at the time we incur indebtedness our ratio of debt to total assets exceeds
75%. However, we may reevaluate our borrowing policies from time to time, and
our board of directors may change our investment policies. We may make such a
change without the consent of the holders of the Preferred Shares.

OUR INSURANCE ON OUR REAL ESTATE MAY NOT COVER ALL LOSSES.

We carry comprehensive liability, fire, extended coverage and rental loss
insurance covering all of the initial properties, with policy specifications and
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insured limits that we believe are adequate and appropriate under the
circumstances. Some types of losses, such as from terrorism, are uninsurable or
not economically insurable. In addition, many insurance carriers are excluding
asbestos-related claims and most mold-related claims from standard policies,
pricing asbestos and mold endorsements at prohibitively high rates or adding
significant restrictions to this coverage. Because of our inability to obtain
specialized coverage at rates that correspond to the perceived level of risk, we
have not obtained insurance for acts of terrorism or asbestos-related claims or
all mold-related risks. We continue to evaluate the availability and cost of
additional insurance coverage from the insurance market. If we decide in the
future to purchase insurance for terrorism, asbestos or mold, the cost could
have a negative impact on our results of operations. If an uninsured loss or a
loss in excess of insured limits occurs on a property, we could lose our capital
invested in the property, as well as the anticipated future revenues from the
property and, in the case of debt that is recourse to us, would remain obligated
for any mortgage debt or other financial obligations related to the property.
Any loss of this nature would adversely affect us. We believe that the initial
properties are adequately insured. No assurance can be given that this will be
the case in the future.

ENVIRONMENTAL COMPLIANCE COSTS AND LIABILITIES WITH RESPECT TO OUR REAL ESTATE
MAY ADVERSELY AFFECT OUR RESULTS OF OPERATIONS.

Our operating costs may be affected by our obligation to pay for the cost of
complying with existing environmental laws, ordinances and regulations, as well
as the cost of complying with future legislation with respect to the assets, or
loans secured by assets, with environmental problems that materially impair the
value of the assets. Under various federal, state and local environmental laws,
ordinances and regulations, an owner of real property may be liable for the
costs of removal or remediation of hazardous or toxic substances located on or
in the property. These laws often impose liability without regard to whether the
owner knew of, or was responsible for, the presence of the hazardous or toxic
substances. The costs of any required remediation or removal of these substances
may be substantial. In addition, the owner's liability as to any property is
generally not limited under these laws, ordinances and regulations and could
exceed the value of the property and/or the aggregate assets of the owner. The
presence of hazardous or toxic substances, or the failure to remediate properly,
may also adversely affect the owner's ability to sell or rent the property or to
borrow using the property as collateral. Under these laws, ordinances and
regulations, an owner or any entity who arranges for the disposal of hazardous
or toxic substances, such as asbestos, at a disposal facility may also be liable
for the costs of any required remediation or removal of the hazardous or toxic
substances at the facility, whether or not the facility is owned or operated by
the owner or entity. In connection with the ownership of the initial properties
or the disposal of hazardous or toxic substances, we may be liable for any of
these costs.

Other federal, state and local laws may impose liability for the release of
hazardous materials, including asbestos-containing materials, into the
environment, or require the removal of damaged asbestos containing materials in
the event of remodeling or renovation, and third parties may seek recovery from
owners of real property for personal injury associated with exposure to released
asbestos—containing materials or other hazardous materials. We do not currently
have insurance for asbestos-related claims. Recently there has been an
increasing number of lawsuits against owners and managers of multi-family
properties alleging personal injury and property damage caused by the presence
of mold in residential real estate. Some of these lawsuits have resulted in
substantial monetary judgments or settlements. We do not currently have
insurance for all mold-related risks. Environmental laws may also impose
restrictions on the manner in which a property may be used or transferred or in
which businesses may be operated, and these restrictions may require additional
expenditures. In connection with the ownership of properties, we may be
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potentially liable for any of these costs. The cost of defending against
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claims of liability or remediating contaminated property and the cost of
complying with environmental laws could materially adversely affect our results
of operations and financial condition.

Each of the initial properties has been financed or refinanced within the
past 18 months. In connection with this financing or refinancing, an updated
environmental report was prepared by a third party environmental specialist and
delivered to the lender in connection with the financing or refinancing. These
reports noted the presence of asbestos in certain structural elements in each of
the initial properties, which is being addressed in accordance with various
operations and management plans. The asbestos operations and management plans
require that all structural elements that contain asbestos must not be
disturbed. In the event the asbestos containing elements are or will be
disturbed either through accident, such as a fire, or as a result of planned
renovations at the property, those elements would require removal by a licensed
contractor, who would provide for containment and disposal in an authorized
landfill. The property manager of the initial properties has been directed to
work proactively with licensed ablation contractors whenever there is a question
regarding possible exposure. Other than that, no material environmental issues
were reported.

We have not been notified by any governmental authority of any material
noncompliance, liability or other claim in connection with any of the initial
properties. We are not aware of any environmental liability relating to the
initial properties that we believe would have a material adverse effect on our
business, assets or results of operations. Nevertheless, it is possible that
there are material environmental liabilities of which we are unaware with
respect to the initial properties. Moreover, no assurance can be given that
future laws, ordinances or regulations will not impose material environmental
liabilities or that the current environmental condition of the initial
properties will not be affected by residents and occupants of the initial
properties or by the uses or condition of properties in the vicinity of the
initial properties, such as leaking underground storage tanks, or by third
parties unrelated to us.

OUR FAILURE TO COMPLY WITH VARIOUS REGULATIONS AFFECTING OUR PROPERTIES COULD
ADVERSELY AFFECT OUR FINANCIAL CONDITION.

Various laws, ordinances, and regulations affect multi-family residential
properties, including regulations relating to recreational facilities, such as
activity centers and other common areas. We believe that each initial property
will have all material permits and approvals to operate its business. Rent
control laws currently are not applicable to any of the initial properties.
However, we cannot assure you that rent control requirements will not be
initiated in the future.

The initial properties and any newly acquired or developed multi-family
residential properties must comply with Title II of the Americans with
Disabilities Act (the ADA) to the extent that such properties are "public
accommodations" and/or "commercial facilities" as defined by the ADA. Compliance
with the ADA requires removal of structural barriers to handicapped access in
certain public areas of the initial properties where such removal is "readily
achievable." The ADA does not, however, consider residential properties, such as
the initial properties, to be public accommodations or commercial facilities,
except to the extent portions of such facilities, such as a leasing office, are
open to the public. We believe that the initial properties will comply in all
material respects with all present requirements under the ADA and applicable
state laws. Noncompliance with the ADA could result in imposition of fines or an
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award of damages to private litigants. The cost of defending against any claims
of liability under the ADA or the payment of any fines or damages could
adversely affect our financial condition.

The Fair Housing Act (the FHA) requires, as part of the Fair Housing
Amendments Act of 1988, apartment communities first occupied after March 13,
1990 to be accessible to the handicapped. Noncompliance with the FHA could
result in the imposition of fines or an award of damages to private litigants.
We believe that the initial properties that are subject to the FHA are in
compliance with such law. The cost of defending against any claims of liability
under the FHA or the payment of any fines or damages could adversely affect our
financial condition.

WE FACE RISKS ASSOCIATED WITH PROPERTY ACQUISITIONS.

We intend to acquire additional properties in the future, either directly or
by acquiring entities that own properties. These acquisition activities are
subject to many risks. We may acquire properties or entities that are subject to
liabilities or that have problems relating to environmental condition, state of
title, physical condition or compliance with zoning laws, building codes, or
other legal requirements. In each case, our acquisition may be without any
recourse, or with only limited recourse, with respect to unknown liabilities or
conditions. As a result,
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if any liability were asserted against us relating to those properties or
entities, or if any adverse condition existed with respect to the properties or
entities, we might have to pay substantial sums to settle or cure it, which
could adversely affect our cash flow and operating results. However, some of
these liabilities may be covered by insurance. In addition, we intend to perform
customary due diligence regarding each property or entity we acquire. We also
intend to obtain appropriate representations and indemnities from the sellers of
the properties or entities we acquire, although it is possible that the sellers
may not have the resources to satisfy their indemnification obligations if a
liability arises. Unknown liabilities to third parties with respect to
properties or entities acquired might include:

— liabilities for clean-up of undisclosed environmental contamination;

- claims by tenants, vendors or other persons dealing with the former owners
of the properties;

— liabilities incurred in the ordinary course of business; and

- claims for indemnification by general partners, directors, officers and
others indemnified by the former owners of the properties.

RISK FACTORS RELATING TO OUR MANAGEMENT

WE ARE DEPENDENT ON BERKSHIRE ADVISOR AND MAY NOT FIND A SUITABLE REPLACEMENT AT
THE SAME COST IF BERKSHIRE ADVISOR TERMINATES THE ADVISORY SERVICES AGREEMENT.

We have entered into a contract with Berkshire Advisor (which we refer to as
the advisory services agreement) under which Berkshire Advisor is obligated to
manage our portfolio and identify investment opportunities consistent with our
investment policies and objectives, as our board of directors may adopt from
time to time. Although our board has continuing exclusive authority over our
management, the conduct of our affairs and the management and disposition of our
assets, our board initially has delegated to Berkshire Advisor, subject to the
supervision and review of our board, the power and duty to make decisions
relating to the day-to-day management and operation of our business. See
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"Management--Summary of Advisory Services Agreement." We will generally utilize
officers of Berkshire Advisor to provide our services and will employ only a few
individuals as our officers, none of whom will be compensated by us for their
services to us as our officers. We believe that our success depends to a
significant extent upon the experience of Berkshire Advisor's officers, whose
continued service i1s not guaranteed. We have no separate facilities and are
completely reliant on Berkshire Advisor, which has significant discretion as to
the implementation of our operating policies and strategies. We face the risk
that Berkshire Advisor will terminate the advisory services agreement and we may
not find a suitable replacement at the same cost with similar experience and
ability. However, we believe that so long as KRF Company, which is an affiliate
of Berkshire Advisor, continues to own a significant amount of our common stock,
it is unlikely that Berkshire Advisor will terminate the advisory services
agreement. Although KRF Company currently owns all of our common stock, we
cannot assure you that KRF Company will continue to do so.

OUR RELATIONSHIP WITH BERKSHIRE ADVISOR MAY LEAD TO GENERAL CONFLICTS OF
INTEREST THAT ADVERSELY AFFECT THE INTERESTS OF HOLDERS OF PREFERRED SHARES.

Berkshire Advisor is an affiliate of KRF Company, which owns all of our
common stock and the common OP units in our operating partnership. All of our
directors and executive officers, other than Messrs. Hawthorne, Kaufman and
Peiser, who are our independent directors, are also officers or directors of
Berkshire Advisor. As a result, the advisory services agreement was not
negotiated at arm's-length and its terms, including the fees payable to
Berkshire Advisor, may not be as favorable to us as if it had been negotiated
with an unaffiliated third party. Asset management fees and acquisition fees for
new investments are payable to Berkshire Advisor under the advisory services
agreement regardless of the performance of our portfolio and may create
conflicts of interest. See "Compensation Payable to Our Affiliates." For
example, conflicts of interest may arise because the retention of a particular
property, at a particular time, may be advantageous to Berkshire Advisor,
because it would continue to earn asset management fees attributable to that
property, but may not be in the best interests of the holders of the Preferred
Shares. However, the asset management fees are not payable unless and until the
holders of the Preferred Shares have first received all distributions then due
on their Preferred Shares. Conflicts of interest also may arise in connection
with any decision to renegotiate, renew or terminate our advisory services
agreement, because it may be advantageous to Berkshire Advisor to continue to
earn fees under that agreement, but may not be in the best interests of the
holders of the Preferred Shares to continue to retain Berkshire Advisor
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as our advisor. In order to mitigate these conflicts, the renegotiation, renewal
or termination of the advisory services agreement will require the approval of
the audit committee of our board of directors.

Our property manager, an affiliate of Berkshire Advisor, in most cases will
provide on-site management services for our properties. Our directors that are
affiliates of our property manager might be subject to conflicts of interest in
their dealings with our property manager. For example, conflicts of interest may
arise in connection with any decision to renegotiate, renew or terminate the
property management agreements with our property manager, because it may be
advantageous to our property manager to continue to earn fees under those
agreements, but it may not be in the best interests of the holders of the
Preferred Shares to continue to retain the services of our property manager. In
order to mitigate these conflicts, the renegotiation, renewal or termination of
the property management agreements will require the approval of the audit
committee of our board of directors.

Berkshire Advisor and its affiliates may engage in other businesses and
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business ventures, including business activities relating to real estate or
other investments, whether similar or dissimilar to those made by us, or may act
as advisor to any other person or entity (including other REITs). The ability of
Berkshire Advisor and its officers and employees to engage in these other
business activities will reduce the time Berkshire Advisor spends managing us.
Berkshire Advisor and its affiliates will have conflicts of interest in the
allocation of management and staff time, services and functions among us and its
other investment entities presently in existence or subsequently formed.
However, under our advisory services agreement with Berkshire Advisor, Berkshire
Advisor is required to devote sufficient resources as may be required to
discharge its obligations to us under the advisory agreement.

Our advisory services agreement with Berkshire Advisor provides that neither
Berkshire Advisor nor any of its affiliates will be obligated to present to us
all investment opportunities that come to their attention, even if any of those
opportunities might be suitable for investment by us. It will be within the sole
discretion of Berkshire Advisor to allocate investment opportunities to us as it
deems advisable. However, it is expected that, to the extent possible, the
resolution of conflicting investment opportunities between us and others will be
based upon differences in investment objectives and policies, the makeup of
investment portfolios, the amount of cash and financing available for investment
and the length of time the funds have been available, the estimated income tax
effects of the investment, policies relating to leverage and cash flow, the
effect of the investment on diversification of investment portfolios and any
regulatory restrictions on investment policies.

We have adopted policies to ensure that Berkshire Advisor does not enter
into investments on our behalf involving its affiliates that could be less
favorable to us than investments involving unaffiliated third parties. For
example, any transaction between us and the operating partnership, on the one
hand, and Berkshire Advisor or any of its affiliates, on the other hand, will
require the prior approval of the audit committee of our board of directors.
Members of the audit committee are required under our bylaws to be unaffiliated
with Berkshire Advisors and its affiliates. See "Management--Board of Directors
Committees——Audit Committee" for a description of the qualifications of the
members of the audit committee. We cannot assure you that these policies will be
successful in eliminating the influence of any conflicts and, if they are not
successful, decisions could be made that might fail to reflect fully the
interests of the holders of the Preferred Shares.

KRF COMPANY WILL HAVE A SIGNIFICANT OPPORTUNITY TO INFLUENCE OR CONTROL US, AND
ITS INTERESTS MIGHT NOT BE CONSISTENT WITH THE INTERESTS OF HOLDERS OF PREFERRED
SHARES .

KRF Company owns all of our common stock and, as a result, will have the
right to elect our directors and to vote on any matter submitted to a vote of
common stockholders. Accordingly, KRF Company will have substantial influence
over our affairs, which influence might not be consistent with the interests of
holders of the Preferred Shares. For example, because holders of Preferred
Shares will not share in the appreciation of our assets, the holders of
Preferred Shares may prefer that we make investments that are more conservative
in nature, because their goal is to assure that their capital investment is
preserved. KRF Company, on the other hand, may favor investments that are
riskier in return for the possibility of a greater return because KRF Company,
as the holder of our common stock, will benefit from the appreciation of our
assets.

We have adopted policies with respect to Berkshire Advisor, an affiliate of
KRF Company, designed to eliminate or minimize potential conflicts of interest.
See "Conflicts of Interest" and "Management--Board of Directors
Committees——Audit Committee." For example, our bylaws require that a majority of
the members of our board be unaffiliated with Berkshire Advisor and its
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affiliates (including KRF Company and other members of The Berkshire Group) .
However, although our board of directors will establish our investment
guidelines,
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Berkshire Advisor may make investments in multi-family residential properties on
our behalf within the board approved guidelines without the approval of our
board. We cannot assure you that our policies will be successful in eliminating
the influence of any conflicts and, if they are not successful, decisions could
be made that might fail to reflect fully the interests of the holders of
Preferred Shares.

OUR BOARD OF DIRECTORS HAS APPROVED INVESTMENT GUIDELINES FOR BERKSHIRE ADVISOR,
BUT WILL NOT APPROVE EACH MULTI-FAMILY RESIDENTIAL PROPERTY INVESTMENT DECISION
MADE BY BERKSHIRE ADVISOR WITHIN THOSE GUIDELINES.

Berkshire Advisor is authorized to follow investment guidelines adopted from
time to time by our board of directors in determining the types of assets it may
decide to recommend to our board of directors as proper investments for us. Our
board of directors will periodically review our investment guidelines and our
investment portfolio. However, Berkshire Advisor may make investments in
multi-family residential property on our behalf within the board approved
guidelines without the approval of our board of directors. In addition, in
conducting periodic reviews, the board of directors will rely primarily on
information provided by Berkshire Advisor.

WE MAY CHANGE OUR INVESTMENT STRATEGY WITHOUT STOCKHOLDER CONSENT, WHICH COULD
RESULT IN OUR MAKING DIFFERENT AND POTENTIALLY RISKIER INVESTMENTS.

The descriptions in this prospectus of the various types of investments to
be made by us reflect only the current plans of our board of directors and
Berkshire Advisor. We may change our investment strategy at any time without the
consent of our stockholders, which could result in our making investments that
are different from, and possibly riskier than, the investments described in this
prospectus. In addition, the methods of implementing our investment policies may
vary as new investment techniques are developed. A change in our investment
strategy may increase our exposure to interest rate and real estate market
fluctuations.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This prospectus includes forward-looking statements. We based these
forward-looking statements on our current expectations and projections about
future events. Our actual results could differ materially from those discussed
in, or implied by, these forward-looking statements. Forward-looking statements
are identified by words such as "believe," "anticipate," "expect," "intend,"
"plan," "will," "may" and other similar expressions. In addition, any statements
that refer to expectations, projections or other characterizations of future
events or circumstances are forward-looking statements. The following factors
could cause our actual results to differ from those implied by the
forward-looking statements in this prospectus:

— changes in economic conditions generally and the real estate and bond
markets specifically,

- legislative/regulatory changes (including changes to laws governing the
taxation of real estate investment trusts),

— availability of capital, interest rates and interest rate spreads, and
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— changes in generally accepted accounting principles and policies and
guidelines applicable to REITs.

Other factors that could cause actual results to differ from those implied
by the forward-looking statements in this prospectus are more fully described in
the "Risk Factors" section and elsewhere in this prospectus.

Although we believe that the expectations reflected in the forward-looking
statements are reasonable, we cannot guarantee future results, levels of
activity, performance or achievements. Moreover, neither we nor any other person
assumes responsibility for the accuracy and completeness of these statements. We
are under no duty to update any of the forward-looking statements after the date
of this prospectus to conform these statements to actual results.

USE OF PROCEEDS

The Preferred Shares are being issued by us in exchange for Interests. We
will not receive any cash proceeds from this offering.

We intend to contribute the Interests tendered to us to our operating
partnership in exchange for preferred OP units having the same economic terms as
the Preferred Shares. To the extent our operating partnership receives
distributions from these Interests that consist of mortgage loan repayments, we
intend, through our operating partnership, to use these distributions, together
with cash from other sources, primarily for the purpose of acquiring additional
multi-family residential properties that are within our investment guidelines.
We intend to use other distributions from these Interests for general corporate
purposes. We also plan to use the Interests as collateral for a credit facility
that would be entered into primarily for the purpose of funding additional
property acquisitions. We have not entered into any agreements or received
commitments from any lenders relating to such a facility at this time.

Our estimated expenses of the offers are expected to be approximately
$2,950,000, all of which will be funded by KRF Company.
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RATIOS OF EARNINGS AND "ADJUSTED" EARNINGS TO FIXED CHARGES
AND COMBINED FIXED CHARGES AND PREFERRED SHARE DIVIDENDS

The following table shows the ratio of earnings and "adjusted earnings" to
fixed charges and combined fixed charges and preferred share dividends of
Berkshire Income Realty, Inc. (the Company), as adjusted assuming the offers
were completed on September 30, 2002, and of Berkshire Income Realty Predecessor
Group (the Predecessor). See "Management's Discussion and Analysis of Financial
Condition and Results of Operations of Berkshire Income Realty Predecessor
Group" for a discussion of the entities that comprise Berkshire Income Realty
Predecessor Group, which is deemed to be our predecessor for accounting
purposes. You should read this financial data in conjunction with the unaudited
pro forma condensed consolidated financial statements of the Company and the
combined financial statements of Berkshire Income Realty Predecessor Group.

THE COMPANY THE COMPANY PREDECESSOR

PRO FORMA PRO FORMA HISTORICAL

THE COMPANY
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NINE MONTHS NINE MONTHS NINE MONTHS ENDED PRO FORMA
ENDED ENDED SEPTEMBER 30, YEAR ENDED
SEPTEMBER 30, SEPTEMBER 30,  ——————————————————— DECEMBER 31,
2002 (1) 2002 (2) 2002 2001 2001 (1)
Ratio of earnings to fixed
charges (3) ..., 1.77 2.82 1.89 ——(4) 1.79
Ratio of earnings to
combined fixed charges
and preferred stock
dividends (5)........... 1.30 1.36 -—(6) -—(6) 1.32
Ratio of adjusted earnings
to fixed charges (7)
(8) v e i 2.27 3.32 2.49 -=(4) 2.65
Ratio of adjusted earnings
to combined fixed
charges and preferred
stock dividends (7)
(9) v i 1.67 1.59 -=(10) --(10) 1.96
PREDECESSOR
HISTORICAL

YEARS ENDED DECEMBER 31,

Ratio of earnings to fixed

charges (3) .evunuennnnn. -—(4) -—(4) -—(4) -—(4) -—(4)
Ratio of earnings to

combined fixed charges

and preferred stock

dividends (5).....ouv.... ——(6) ——(6) ——(6) -=(6) —-—(6)
Ratio of adjusted earnings

to fixed charges (7)

(8) v e i i 1.07 1.14 1.43 1.61 1.14
Ratio of adjusted earnings

to combined fixed

charges and preferred

stock dividends (7)

(9) v e -=(10) -=(10) -=(10) --(10) -=(10)

(1) Assuming 9.96% of the Interests in the mortgage funds are tendered in
exchange for Preferred Shares and certain other transactions, including the
refinancing of the initial properties and the payoff of the participating
note, respectively, occurred at the beginning of the period presented, and
payment of preferred dividends on the Preferred Shares, occurred as of
January 1, 2001. This financial data should be read in conjunction with the
unaudited pro forma consolidated condensed financial statements of the
Company.
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Assuming 30% of the Interests in the mortgage funds are tendered in
exchange for Preferred Shares and certain other transactions, including the
refinancing of the initial properties and the payoff of the participating
note, respectively, occurred at the beginning of the period presented, and
payment of preferred dividends on the Preferred Shares, occurred as of
January 1, 2001. This financial data should be read in conjunction with the
unaudited pro forma consolidated condensed financial statement of the
Company.

The ratio of earnings to fixed charges was computed by dividing earnings by
fixed charges. We defined "earnings" as income before minority interest and
extraordinary items plus fixed charges. We define "fixed charges" as
interest expense including amortization of deferred financing costs.

The ratio is less than "1" due to charges for participating note interest
on the former Seasons of Laurel subordinate note payable, which was paid
off in July 2001.

The ratio of earnings to combined fixed charges and preferred share
dividends was computed by dividing earnings by combined fixed charges and
preferred share dividends. We define "earnings" and "fixed charges" as
described in Note (3) above. We define "preferred share dividends" as the
amount that would be required to cover preferred share dividends.

Historical ratios of earnings to combined fixed charges and preferred
shares dividends have not been presented since the historical presentation
does not reflect payments for preferred share dividends.

We are presenting the ratios of "adjusted" earnings to fixed charges and
"adjusted" earnings to combined fixed charges and preferred share
dividends, for additional information. We do not consider these ratios more
important than the ratios of earnings to fixed charges and earnings to
combined fixed charges and preferred share dividends. We consider
"adjusted" earnings to be an alternative measure of performance of the
Company and the Predecessor which provides potential investors with an
understanding of the ability of the Company to pay fixed charges and
preferred share dividends. We define "adjusted" earnings as earnings as
described in Note (3) above plus depreciation and advisory fees less
capital expenditures. Advisory fees have been added back to earnings
because such fees are subordinate to preferred share dividends.
Depreciation has been added back to earnings because it is a non cash
charge. Capital expenditures have been deducted from earnings because they
represent a cash charge not reflected in earnings. "Adjusted" earnings
should not be considered as an alternative to net income (determined in
accordance with GAAP) as an indication of financial performance or to cash
flows from operating activities (determined in accordance with GAAP) as a
measure of liquidity and the items excluded from "adjusted" earnings are
significant components in understanding and evaluating financial
performance. The computation of "adjusted" earnings may not be comparable
to similarly titled or other alternative performance measures, including
funds from operations, presented by other companies. We believe that in
order to facilitate a clear understanding of the combined historical
results of the Predecessor and the pro forma results of the Company,
"adjusted" earnings should be examined in connection with net income and
cash flows from operating, investing and financing activities in the
combined financial statements and other information included in this
Prospectus.
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A reconciliation between GAAP earnings and "adjusted" earnings for the
historical results of the Berkshire Income Realty Predecessor Group and the
pro forma results of the Company are as follows:

THE COMPANY THE COMPANY PREDECESSOR THE COMPANY
PRO FORMA PRO FORMA HISTORICAL
NINE MONTHS NINE MONTHS NINE MONTHS ENDED PRO FORMA
ENDED ENDED SEPTEMBER 30, YEAR ENDED
SEPTEMBER 30, SEPTEMBER 30, = ——————————————————— DECEMBER 31,
2002 (A) 2002 (B) 2002 2001 2001 (A)

(DOLLARS IN THOUSANDS)

Income (loss) before
minority interests and

extraordinary loss..... S 3,617 S 8,549 $ 3,028 $(4,942) $ 4,991
Add:

Interest expense....... 4,687 4,687 3,415 11,330 6,347

Depreciation expense... 3,836 3,836 3,836 3,523 5,603

Advisory fees

(subordinate) ........ 457 457 204 610

Deduct:

Capital expenditures... (1,966) (1,9606) (1,966) (708) (732)
"Adjusted" earnings...... $ 10,631 $ 15,563 $ 8,517 $ 9,203 $16,819

Cash flows provided by

(used 1in) operating

activities(c).......... 9,137 14,992 8,073 (5,489) 3,485
Cash flows provided by

(used in) investing

activities(c).......... (2,165) (2,165) (2,165) (24,790) (1,482)
Cash flows provided by

(used in) financing

activities(c).......... (18,117) (21,510) 13,796 27,045 26,423

PREDECESSOR

HISTORICAL
YEARS ENDED DECEMBER 31,

(DOLLARS IN THOUSANDS)

Income (loss) before
minority interests and

extraordinary loss..... S (3,179) S (905) S (595) S (46) $(2,422)
Add:
Interest expense....... 12,273 8,217 6,840 5,600 6,814
Depreciation expense... 4,751 5,011 5,700 6,017 6,197
Advisory fees
(subordinate) ........
Deduct:
Capital expenditures... (732) (2,959) (2,190) (2,534) (2,794)
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"Adjusted" earnings...... $ 13,113 S 9,364 $ 9,755 $ 9,037 S

Cash flows provided by

(used in) operating

activities(c).......... (6,008) 6,592 6,328 4,306
Cash flows provided by

(used in) investing

activities(c).......... (33,081) (24,032) (2,458) (1,646) (1,527)

Cash flows provided by
(used in) financing

2,901

activities(c).......... 35,180 23,559 (3,349) (2,634) (1,030)

(a) Assuming 9.96% of the Interests in the mortgage funds are tendered in
exchange for Preferred Shares.

(b) Assuming 30% of the Interests in the mortgage funds are tendered in
exchange for Preferred Shares.

(c) A reconciliation between the Predecessor's historical cash flow

provided by (used in) operating, investing and financing activities to
the Company's pro forma cash flows provided by (used in) operating,
investing and financing activities is as follows. This reconciliation
should be read in conjunction with the unaudited pro forma condensed
financial statements of the Company and combined financial statements
of Berkshire Income Realty Predecessor Group:

THE COMPANY

PRO FORMA
NINE MONTHS
ENDED
SEPTEMBER 30,
2002 (A)
Cash Flow provided by (used in) operating activities
Predecessor historical cash flow from operating
P w5 1 ol = S 8,073
Pro forma cash flow adjustments
Increase in general and administrative expenses........... (338)
Increase 1in advisory fees. ...t ittt ittt it i (253)
Dividends on Investment in GIT, GIT II, KIM, KIP, KIP II
= o B = 0 ) P 2,927
Removal of Seasons of Laurel participating loan
I 0 s o =
Net change to interest expense.........cuiiiiittennnneennn (1,272)

THE COMPANY

P

RO FORMA

NINE MONTHS

SEP

$

ENDED
TEMBER 30, D
2002 (B)

(1,272)
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Pro forma cash flow provided by (used in) operating
P w0 il = S 9,137 S 14,992

Cash flow provided by (used in) investing activities
Predecessor historical cash flow from investing
P e v 1 e T = < S (2,165) S (2,165)
Pro forma cash flow adjustments
Acquisition of affiliates' real estate limited partnership
I 0 s o =
Pro forma cash flow provided by (used in) investing
P e I v 1 e T = < S (2,165) S (2,165)

Cash flow provided by (used in) financing activities........
Predecessor historical cash flow from financing

ACLIVIEIES . ittt e e e e e e $ 13,796 $ 13,796
Pro forma cash flow adjustments
Company preferred stock dividends payable................. (1,688) (5,081)
Borrowings on mortgage notes payable(f)................... (102,080) (102,080)
Principal payments on mortgage notes payable(f)........... 71,855 71,855

Pro forma cash flow provided by (used in) financing
activities . i e e $ (18,117) $ (21,510)

(d) Reflects dividend income on the Company's investment in the GIT, GIT
II, KIM, KIP, KIP II and KIP III earned for the period indicated prior
to the acquisition of the interests by the Company assuming holders
owning the applicable percentage of 9.96% or 30% of the interests of
each
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mortgage fund tendered their Interests in the offers. The Company's pro
forma share of the historical dividend distribution from for each of
the mortgage funds for the nine and twelve months ended September 30,
2002 and December 31, 2001 is as follows:

THE COMPANY THE COMPANY
PRO FORMA PRO FORMA
NINE MONTHS NINE MONTHS
ENDED ENDED
SEPTEMBER 30, SEPTEMBER 30,
2002 (A) 2002 (B)
Government INCOME TrUSE o v v v vttt ittt et eeeeeeeeeeneeeeeeas S 768 $ 2,303
Government Income TrusSt To ...t eneeneeeeeeeeeneeneeens 1,139 3,418
Krupp Insured Mortgage Limited Partnership.................. 269 808
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Krupp Insured Plus Limited Partnership.............. ... 225 675
Krupp Insured Plus Limited Partnership II............ccovn... 220 659
Krupp Insured Plus Limited Partnership III...........ccovuu.. 306 919

$ 2,927 $ 8,782

(e) Reflects an adjustment to remove the cash outflow related to the
acquisition of the limited partner interests in the Affiliates, which,
for pro forma purposes, is assumed to occur as of January 1, 2001, the
beginning of the period.

(f) Reflects an adjustment to remove the cash flows associated with the
refinancing of Century, Dorsey's Forge, Hannibal Grove, Seasons of
Laurel and Walden Pond as if the refinancings had occurred as of the
beginning of the period.

(8) The ratio of "adjusted" earnings to fixed charges was computed by dividing
"adjusted" earnings to fixed charges. We defined "adjusted" earnings as
income before minority interest and extraordinary items less fixed charges,
depreciation and subordinate advisory fees less capital expenditures, and
"fixed charges" as interest expenses including amortization of deferred
financing costs.

(9) The ratio of "adjusted" earnings to combined fixed charges and preferred
share dividends was computed by dividing "adjusted" earnings by combined
fixed charges and preferred share dividends. We define "adjusted earnings"
and "fixed charges" as described in Note (8) above. We defined "preferred
share dividends" as the amount of income that would be required to cover
preferred share dividends.

(10) Historical ratios of "adjusted" earnings to combined fixed charges and
preferred share dividends have not been presented since the historical
presentation does not reflect payments for preferred shares dividends.
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CAPITALIZATION

The following table shows the capitalization of Berkshire Income Realty,
Inc. (the Company), assuming the Interests in the mortgage funds are tendered in
exchange for Preferred Shares on September 30, 2002 and a distribution of the
Predecessor excess working capital aggregating $18.5 million to KRF Company
L.L.C. occurred on September 30, 2002. The table also shows the capitalization
of Berkshire Income Realty Predecessor Group based on these same assumptions.
See "Management's Discussion and Analysis of Results of Operations and Financial
Condition of Berkshire Income Realty Predecessor Group" for a discussion of the
entities that comprise the Berkshire Income Realty Predecessor Group, which is
deemed to be our predecessor for accounting purposes.

THE COMPANY THE COMPANY
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PRO FORMA PRO FORMA
SEPTEMBER 30, SEPTEMBER 30,
2002 (3) 2002 (4)
(UNAUDITED) (UNAUDITED)

(DOLLARS IN THOUSA

Mortgage notes payable. ... ..ttt ettt ettt $106,185 $106,185
Minority common interest in operating partnership........ — (1) (2) —— (1
(@ o XS T Y 6 B iV - -
Stockholder's equity:
Preferred stock, $.01 par value liquidation preference
$25.00 per share, 5,000,000 shares authorized,
1,000,000 (1) and 3,010,941 (2) shares issued and
outstanding, respectively........iiiiiiiinennnnnnns 250(1) (2) 753 (1
Class A common stock, $.01 par value, 5,000,000 shares
authorized, 0 shares issued and outstanding.......... - -
Class B common stock, $.01 par value, 5,000,000 shares
authorized, 752,444 (3) and 1,260,250 (4) shares
issued and outstanding, respectively................. - -

Additional paid in capital........iiiiiii it enn 12,181 (1) (2) 62,460 (1
Total EqUILY .t ittt it et e e et e e e e e e et et e 12,431 63,213
Total Capitalization. ... oottt eeeeeeeeeeeeeeeeenns $118,616 $169,398

(1) The pro forma balance sheet has been prepared on a historical cost basis and
does not reflect the fair value of the real estate contributed by KRF,
which, based upon independent appraisals, is $63,785 in excess of its net
historical cost, less minority interest.

(2) The Company's preferred stock is senior to the common stock and minority
common interest in the Company's operating partnership.

(3) Assuming 9.96% of the Interests in the mortgage funds are tendered in
exchange for Preferred Shares.

(4) Assuming 30% of the Interests in the mortgage funds are tendered in exchange
for Preferred Shares.
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SELECTED FINANCIAL DATA
The following tables show selected financial data regarding the financial
position and operating results of (1) Berkshire Income Realty, Inc. (the
Company), as adjusted assuming the offers and certain other transactions were

completed on September 30, 2002 or at the beginning of the periods presented,
including a distribution of the Predecessor excess working capital aggregating
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$18.5 million to KRF Company L.L.C., the payoff of the participating note and
the payment of preferred share dividends and (2) Berkshire Income Realty
Predecessor Group. See "Management's Discussion and Analysis of Financial
Condition and Results of Operations of Berkshire Income Realty Predecessor
Group" for a discussion of the entities that comprise Berkshire Income Realty
Predecessor Group, which is deemed to be our predecessor for accounting
purposes. You should read the following financial data in conjunction with
"Management's Discussion and Analysis of Financial Condition and Results of
Operations of Berkshire Income Realty Predecessor Group," "Management's
Discussion and Analysis of Financial Condition and Results of Operations of the
Mortgage Funds" and the unaudited pro forma condensed consolidated financial
statements of the Company and the financial statements of Berkshire Income
Realty Predecessor Group and of each of the mortgage funds (including the
related notes) included in this prospectus.
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THE COMPANY AND THE BERKSHIRE INCOME REALTY PREDECESSOR GROUP
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE DATA)

THE COMPANY THE COMPANY
—————————————————————————————— PREDECESSOR
PRO FORMA PRO FORMA
HISTORICAL
NINE MONTHS NINE MONTHS NINE MONTHS ENDED
ENDED ENDED SEPTEMBER 30,
SEPTEMBER 30, SEPTEMBER 30,  —————————————————————————
2002 (2) 2002 (3) 2002 2001
(UNAUDITED) (UNAUDITED) (UNAUDITED) (UNAUDITED)
Operating Data:
REVENUE . « ettt vttt e e e eeaeeenennns $ 21,341 $ 26,273 $ 18,889 $ 18,018
Depreciation...........oooio... 3,836 3,836 3,836 3,523
Income (loss) before minority
interest....ieiiii ittt 3,617 8,549 3,028 (4,942)
Net income (lOSS) .. vviiieeennnn. 1,696 5,131 423 (5,492)
Net income (loss) available for
COMMON « + v v e e e e e eeeeeeseennnnns $ 8 $ 50 $ - $ -
Earnings per common share....... $ 0.010 $ 0.040 - -
Weighted average number of
common shares outstanding..... 752,444 1,260,250 —— ——
Balance Sheet Data, at period
end:
Real estate, before accumulated
depreciation.................. $172,334 $ 172,334 $172,334 $170,343
Real estate, after accumulated
depreciation.................. 85,779 85,779 85,779 79,142
Cash and cash equivalents....... 5,946 6,454 23,694 4,665
Total assets. .. i, 122,052 172,834 114,800 87,528
Total long term obligations..... 106,185 106,185 106,185 79,819
Minority interest............... - - - 684
Stockholders' or owners' equity
(deficit) v e e i i i i 12,431 (1) 63,213 (1) 5,179 6,203
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Other Data:

$ 9,203
(5,489)
(24,790)

27,045

"Adjusted" earnings (4)......... $ 10,631
Cash flows provided by (used in)

operating activities (5)...... 9,137
Cash flows provided by (used in)

investing activities (5)...... (2,165
Cash flows provided by (used in)

financing activities (5)...... (18,117

2001

Operating Data:
REVENUE . + v vttt ettt et eeeeeeeeenn $ 24,571
Depreciation..........cooiio... 4,751
Income (loss) before minority

interest. ...ttt (3,179)
Net income (1loSS) ..., (3,664)
Net income (loss) available for

COMMON « + v v e e e e e eeeeeeseennnnns S -
Earnings per common share....... -
Weighted average number of

common shares outstanding..... -
Balance Sheet Data, at period

end:
Real estate, before accumulated

depreciation........ccceeuie.n.. $170,367
Real estate, after accumulated

depreciation.................. 87,648
Cash and cash equivalents....... 3,990
Total assetsS. vttt eeneennn 96,613
Total long term obligations..... 76,799
Minority interest............... 619
Stockholders' or owners' equity

(deficit) v v e i i i 17,352
Other Data:
"Adjusted" earnings (4)......... $ 13,113
Cash flows provided by (used in)

operating activities (5)...... (6,008)
Cash flows provided by (used in)

investing activities (5)...... (33,081)
Cash flows provided by (used in)

financing activities (5)...... 35,180

(1) The pro forma balance sheets have been pr

$ 15,563 $ 8,517
14,992 8,073
) (2,165) (2,165)
) (21,510) 13,796
PREDECESSOR
HISTORICAL
YEARS ENDED DECEMBER 31,
2000 1999 1998
(UNAUDITED)
$ 23,148 $ 21,760 $ 20,910
5,011 5,700 6,017
(905) (595) (46)
(864) (595) (46)
$ - s - s --
$135,072 $110, 581 $108, 391
57,104 37,624 41,134
7,899 1,780 1,260
72,387 44,482 46,829
72,568 57,618 58,554
1,385 - -
(11,505) (19,250) (13,512)
$ 9,364 $ 9,755 $ 9,037
6,592 6,328 4,306
(24,032) (2,458) (1,646)
23,559 (3,349) (2,634)

epared on a historical cost basis

and does not reflect the fair value of the real estate contributed by KRF,

which, based upon independent appraisals,
historical cost, less minority interest.

was $63,785 in excess of its net

(UNAUDITED)

$ 20,177
6,197

(2,422)
(2,422)

$105,899
44,547
1,507

52,623
59,801

(9,772)
S 7,795
2,901
(1,527)

(1,030)
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(2) Assuming 9.96% of the Interests in the mortgage funds are tendered in
exchange for Preferred Shares.

(3) Assuming 30% of the Interests in the mortgage funds are tendered in exchange
for Preferred Shares.
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(4) We consider "adjusted" earnings to be an alternative measure of performance
of the Company and the Predecessor which provides potential investors with
an understanding of the ability of the Company to pay fixed charges and

preferred dividends.
minority interests and extraordinary loss
GAAP) plus interest expense,

We define

"adjusted"

earnings as income before
(determined in accordance with
depreciation and advisory fees less capital

expenditures. Advisory fees have been added back to earnings as such fees
Depreciation has been added
Capital expenditures have been
deducted from earnings as they represent a cash charge not reflected in
earnings. "Adjusted" earnings should not be considered as an alternative to

are subordinate to preferred share dividends.
back to earnings as it is a non cash charge.

net income (determined in accordance with GAAP)

as an indication of

financial performance or to cash flows from operating activities

(determined in accordance with GAAP)

as a measure of liquidity and the

items excluded from "adjusted" earnings are significant components in

understanding and evaluating financial performance.
"adjusted" earnings may not be comparable to similarly
alternative performance measures,
presented by other companies.
clear understanding of the combined historical results
and the pro forma results of the Company,

The computation of
titled or other
including funds from operations,

We believe that in order to facilitate a

of the Predecessor

"adjusted" earnings should be

examined in connection with net income and cash flows from operating,
investing and financing activities in the combined financial statements and
other information included in this Prospectus.

A reconciliation between GAAP earnings and "adjusted"

earnings for the

historical results of the Berkshire Income Realty Predecessor Group and the
pro forma results of the Company are as follows:

Income (loss) before minority
interests and extraordinary

Add:
Interest expense....
Depreciation expense

THE COMPANY

PRO FORMA
NINE MONTHS
ENDED
SEPTEMBER 30,
2002 (2)

$ 3,617

4,687
3,836

THE COMPANY

PRO FORMA
NINE MONTHS
ENDED
SEPTEMBER 30,
2002 (3)

$ 8,549

4,687
3,836

PREDECESSOR

HISTORICAL
NINE MONTHS ENDED SEPTEMBER 30

(DOLLARS IN THOUSANDS)

$ 3,028

3,415
3,836

$(4,942)

11,330
3,523
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Advisory fees

(subordinate) ............ 457 204
Deduct:
Capital expenditures....... (1,966) (1,966) (1,9606) (708)
"Adjusted earnings".......... $10, 631 $15,563 $ 8,517 $ 9,203
PREDECESSOR
HISTORICAL
YEARS ENDED DECEMBER 31,
2001 2000 1999 1998 1997
(DOLLARS IN THOUSANDS)
Income (loss) before minority
interests and extraordinary
e = = $(3,179) S (905) $  (595) S (46) $(2,422)
Add:
Interest expense........... 12,273 8,217 6,840 5,600 6,814
Depreciation expense....... 4,751 5,011 5,700 6,017 6,197
Advisory fees
(subordinate) ............
Deduct:
Capital expenditures....... (732) (2,959) (2,190) (2,534) (2,794)
"Adjusted earnings".......... $13,113 S 9,364 $ 9,755 $ 9,037 $ 7,795
(5) A reconciliation between the Predecessor historical cash flow provided by
(used in) operating, investing and financing activities to the Company's
pro forma cash flows provided by (used in) operating, investing and
financing activities. This reconciliation should be read in conjunction
with the unaudited pro forma condensed financial statements of the Company
and the combined financial statements of the Berkshire Income Realty
Predecessor Group.
THE COMPANY THE COMPANY
PRO FORMA PRO FORMA
NINE MONTHS NINE MONTHS
ENDED ENDED
SEPTEMBER 30, SEPTEMBER 30,
2002 (A) 2002 (B)

Cash Flow provided by (used in)

operating activities

Predecessor historical cash flow from Operating
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P w5 ol = S 8,073 S 8,073
Pro forma cash flow adjustments

Increase in general and administrative expenses........... (338) (338)
Increase 1in advisory fees. ...ttt ittt iiieeeean (253) (253)
Dividend on investments in GIT, GIT II, KIM, KIP, KIP IT,

S 2,927 8,782
Removal of Seasons of Laurel participating interest

E RIS S ¢ v e e vt et e e e e e et e e e e e e e —= -
Net change in interest exXpensSe.........ciiiiittennnneennn (1,272) (1,272)

Proforma cash flow provided by (used in) operating
P w0 il = S 9,137 S 14,992

Cash flow provided by (used in) investing activities
Predecessor historical cash flow from investing
P e I v 1 e T = < S (2,165) S (2,165)
Acquisition of affiliates' real estate............viua..
Pro forma cash flow provided by (used in) investing
P e I v 1 e X = < S (2,165) S (2,165)

Cash flow provided by (used in) financing activities........
Predecessor historical cash flow from financing

ACLIVIEIES . ittt e e e e e e $ 13,796 $ 13,796
Preferred stock dividend payable......... ... (1,688) (5,081)
Borrowing on mortgage note payable(b)........ ... .. (102,080) (102,080)
Principal payment on mortgage notes payable............... 71,855 71,855

Pro forma cash flow provided by (used in) financing
activities . i e e $ (18,117) $ (21,510)
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS OF BERKSHIRE INCOME
REALTY PREDECESSOR GROUP

You should read the following discussion in conjunction with the Berkshire
Income Realty Predecessor Group combined financial statements and their related
notes and other financial information included elsewhere in this prospectus.

The entities comprising Berkshire Income Realty Predecessor Group are deemed
to be our predecessors for accounting purposes. Because we do not yet have any
operations, the following discussion relates to Berkshire Income Realty
Predecessor Group. Please also see the accompanying Berkshire Income Realty
Predecessor Group combined financial statements and related notes for a more
detailed discussion of the accounting methods used in preparing the financial
information for Berkshire Income Realty Predecessor Group. This discussion
contains forward-looking statements. See "Cautionary Statement Regarding
Forward-Looking Statements."

OVERVIEW

At September 30, 2002 and December 31, 2001, KRF Company, an affiliate of
Berkshire Income Realty, Inc., through its subsidiaries, KRF 3 Acquisition
Company, L.L.C. and KR5 Acquisition, L.L.C., which we collectively refer to as
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KRF, held controlling interests in five multi-family apartment communities
consisting of 2,539 units, which we refer to as the initial properties. KRF
Company is an affiliate of The Berkshire Group and is controlled by Douglas and
George Krupp. KRF acquired the initial properties during 2000 and 2001 through
the acquisition of limited partner interests from affiliates of The Berkshire
Group also controlled by George and Douglas Krupp, namely, Krupp Realty Limited
Partnership--V (Century), Krupp Realty Fund, Ltd.--III (Dorsey's Forge and
Hannibal Grove), and through the purchase of real estate from certain affiliates
of The Berkshire Group namely, Maryland Associates Limited Partnership (Seasons
of Laurel) and Krupp Realty Fund, Ltd.--IV (Walden Pond), which we refer to
collectively as the Affiliates. The acquisition of the limited partner interests
in the Affiliates has been accounted for using purchase accounting based upon
the cash paid for the interests, which was at fair value and in excess of book
value of the initial properties. The step up in basis for Century, Dorsey's
Forge, Hannibal Grove, Seasons of Laurel and Walden Pond was $12,214,000
$3,404,000, $5,914,000, $26,241,000, and $8,322,000, respectively.

The activities of the initial properties held by KRF and the Affiliates, the
owners of the initial properties, are collectively referred to as Berkshire
Income Realty Predecessor Group or the Predecessor.

The Predecessor has been engaged in the business of acquiring, owning and
operating multi-family residential real estate, including the initial
properties. Four of the five initial properties are located in the Baltimore/
Washington D.C. metropolitan areas, which we believe comprise one of the
strongest rental markets in the country. Each of the initial properties has been
managed by affiliates of the Predecessor for over 15 years. The initial
properties include Century II Apartments, Dorsey's Forge Apartments, Hannibal
Grove Apartments, Seasons Apartments and Walden Pond Apartments.

CRITICAL ACCOUNTING POLICIES

The discussion below describes what we believe are the critical accounting
policies that affect the Predecessor's more significant judgments and the
estimates used in the preparation of its combined financial statements. The
preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires us to make estimates
and judgments that affect the reported amounts of assets and liabilities,
revenues and expenses, and related disclosures of contingent assets and
liabilities. These estimates include the allowance for depreciation and the fair
value of the accrued participation note interest. We believe that the following
critical accounting policies affect significant judgments and estimates used in
the preparation of the Predecessor's combined financial statements:

PRINCIPLES OF COMBINATION

The combined financial statements include the accounts of the initial
properties extracted from the books and records of the Affiliates. All overhead
costs of KRF and an allocation of the Affiliates' overhead costs, based upon the
number of units in the initial properties to total units owned by the
Affiliates, have been reflected in the Predecessor financial statements for the
periods presented. To the extent parties not affiliated with The Berkshire
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Group have an equity interest in the initial properties, this interest is
accounted for as minority interest in the accompanying financial statements.
Allocations of income, losses and distributions are made to each minority
shareholder based upon its share of the allocations. Losses in excess of each
minority shareholder's investment basis are allocated to the Predecessor.
Distributions to each minority shareholder in excess of its investment basis are
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recorded in the Predecessor's combined statement of operations as minority
interest.

REAL ESTATE

Real estate is stated at depreciated cost. The Predecessor periodically
reviews its properties to determine if their carrying amounts will be recovered
from future operating cash flows. If we determine that an impairment has
occurred, those assets shall be reduced to fair value. No impairment losses of
this kind have been recognized to date.

REVENUE RECOGNITION

The initial properties are leased under terms of leases with terms of
generally one year or less. Rental revenue 1is recognized when earned.

INCOME TAXES

No provision for income taxes is necessary in the financial statements of
the Predecessor since the Predecessor's financial statements combine the
operations and balances of partnerships, and limited liability companies that
have elected to be treated as partnerships for Federal income tax purposes, none
of which may be directly taxed on its income. The tax effect of the activities
of these partnerships or limited liability companies accrues to the individual
partners or members of the respective entity.

RESULTS OF OPERATIONS

COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE NINE MONTHS
ENDED SEPTEMBER 30, 2001.

Rental income increased $572,000 or 3.33%, to $17,728,000. The increase was
a result of an increase of 6.63% in weighted average rental rates offset by a
reduction in overall occupancy from 97.49% to 96.01%.

Interest income decreased $105,000, or 40.39%, to $155,000. The decrease was
a result of decreases in the average cash on hand during the nine months ended
September 30, 2002 as compared to the same period in 2001 as well as decreases
in the overall interest rates earned by invested cash.

Other income increased $404,000 or 67.11%, to $1,006,000. The increase was
primarily a result of reimbursements from tenants for water and sewer charges.
Reimbursement for water and sewer charges increased $316,000 or 372%, as a
result of the implementation of a reimbursable utilities billing system for
water and sewer charges. The reimbursable utilities billing system program was
introduced in mid-2001 and stabilized around November of 2001.

Operating expenses increased $355,000, or 9.62%, to $4,046,000. The increase
was primarily the result of increases in payroll and benefits costs and
increases in insurance costs. Payroll and benefits expense increased $190,000 or
13.43%, as a result of increases in pay rates and bonuses for property employees
and an increase in costs associated with benefits such as health insurance.
Insurance expense increased $166,000 or 100.61% as a result of increases in
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general insurance premiums on properties. Insurance expense is expected to
continue to rise as a result of the terrorist attacks on September 11, 2001 and
their impact on the insurance industry.

General and administrative costs decreased $265,000, or 28.93%, to $651,000.
The decrease was primarily the result of the elimination of certain costs
associated with operation of entities ultimately replaced by the predecessor
group.

Real estate taxes increased $82,000, or 6.57%, to $1,330,000. Real estate
taxes increased primarily as a result of increases in the tax rates and
revaluations of the properties by local taxing authorities. Management fees
increased $286,000, or 31.78%, to $1,186,000. Management fees increased
primarily as a result of the implementation of advisory fees payable to an
affiliate of The Berkshire Group on Seasons and Walden Pond Apartments. These
fees will result in an annual increase in advisory fees of $200,000.
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Interest expense decreased $7,915,000, or 69.86%, to $3,415,000. Interest
expense decreased primarily as a result of the refinancing of Seasons Apartments
in July of 2001, from an average interest rate of 10%, exclusive of
participating note interest, to a variable rate of approximately 3% as well as
decreases in the overall interest rate market. During the first quarter of 2002,
the majority of the Predecessor's mortgages were under variable interest rates.
From January of 2001 through June of 2002, the overall interest rate market
maintained a steady decline in rates. On April 1, 2002, the Predecessor took
advantage of the lower interest rate market and locked the interest rates on
three of its five mortgages. On July 31, 2002, the Predecessor locked the
interest rate on an additional mortgage. These refinancing transactions resulted
in the fixing of interest rates on a substantial amount of the Predecessor's
debt at near historical low levels. We believe that the decision to fix interest
rates in the current market will mitigate the risk of fluctuations in the
interest rate market, which might otherwise negatively impact net income.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

Rental income increased $1,187,000 or 5.43%, to $23,056,000. The increase
was a result of an increase of 5.28% in the weighted average rental rates, plus
the effect of an increase in overall occupancy from 96.93% to 97.35%.

Interest income decreased $68,000, or 11.31%, to $533,000. The decrease was
a result of lower average cash on hand during 2001 as compared to 2000.

Other income, which consists primarily of reimbursements for water and sewer
charges, income from operation of laundry facilities, late charges,
administrative fees, net profits from corporate apartments, cable revenue, pet
charges and miscellaneous charges to residents increased $304,000, or 44.84%, to
$982,000. The increase was attributable to an increase in the assessments
charged to an unrelated property that borders the Century property for use of
Century's pool and clubhouse facilities, an increase in the reimbursements for
water and sewer charges from tenants and an increase in month-to-month premiums
charged to tenants who have not signed a lease at Seasons.
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Operating expenses, which consist primarily of property payroll,
advertising, leasing expenses, utilities and property insurance decreased
$207,000, or 3.86%, to $5,158,000. Operating expenses decreased as a result of
decreases in payroll and utilities expenses, which were partially offset by
increases in advertising and property insurance expense. Payroll expense
decreased $142,000, or 7.02%, primarily as a result of decreases in group
insurance costs. In 2001, the Predecessor consolidated insurance providers,
which resulted in significant savings. Utilities decreased $74,000, or 3.41%,
primarily as a result of decreases in gas prices. Advertising expense increased
$21,000, or 9.56%, as a result of increases in advertisements in real estate
publications. Property insurance expense increased $59,000, or 31.59%, as a
result of increases in insurance premiums. We expect insurance costs to continue
to increase as a result of changes in the insurance industry that resulted from
the terrorist attacks of September 11, 2001. The Predecessor is reviewing
options that may lower the cost of insurance but cannot make any assurances that
these options will be implemented or will result in noticeable changes to
insurance expense.

Maintenance expense increased $147,000, or 8.18%, to $1,944,000. The
increase in maintenance expense was primarily the result of increases in
non-recurring repairs and maintenance. Non-recurring repairs and maintenance
increased $158,000, or 38.91%, as a result of increases in expenditures for
drywall and plumbing repairs. The expenditures were not considered to be capital
expenditures.

Interest expense decreased $1,522,000, or 21.13%, to $5,682,000. Interest
expense decreased primarily as a result of the refinancing of Seasons and Walden
Pond Apartments. The refinancing resulted in a decrease in the interest rate on
Seasons from 10% to a variable interest rate of approximately 3%. The
refinancing of Walden Pond resulted in a significant reduction in the principal
balance outstanding as compared to the previous mortgage.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

Rental income increased $957,000, or 4.58%, to $21,869,000. The increase was
a result of an increase of 3.69% in weighted average rental rates, plus the
effect of an increase in overall occupancy from 96.79% to 96.93%.
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Interest income increased $369,000, or 159.05%, to $601,000. The increase
was a result of higher average cash on hand during 2000 as compared to 1999.

Other income, which consists primarily of income from operation of laundry
facilities, late charges, administrative fees, net profits from corporate
apartments, cable revenue, pet charges and miscellaneous charges to residents
increased $61,000, or 9.90%, to $677,000. The increase was attributable to
increases in revenue from cable television contracts, damage charges and
month-to-month income. Cable television contract revenue increased $26,000, or
273%, as a result of a new contract being signed with local cable television
providers. Damage charges increased $12,000, or 14.93%, as a result of increases
in damage done by tenants which was subsequently recovered through billings.
Month-to-month income, which results from premiums being charged to tenants who
do not sign leases, increased $21,000, or 36.92%, as a result of an increase in
the number of tenants who chose the flexibility of a month-to-month arrangement.
The Predecessor has generally limited month-to-month occupants and has made
significant efforts to convert these tenants to longer-term arrangements.

Operating expenses, which primarily consist of property payroll,
advertising, leasing expenses, utilities and property insurance, increased
$402,000, or 8.10%, to $5,364,000. Operating expenses increased primarily as a
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result of increases in utilities and property insurance expenses. Utilities
expense increased $305,000, or 15.03%, primarily as a result of increases in gas
expense. In 2001, the Predecessor signed contracts with major regional gas
suppliers to minimize the impact on seasonal price fluctuations. Property
insurance expense increased $49,000, or 36.17%, as a result of general increases
in property insurance premiums.

Maintenance expense increased $97,000, or 5.71%, to $1,797,000. The increase
in maintenance expense was primarily the result of increases in non-recurring
repairs and maintenance. Non-recurring repairs and maintenance increased
$97,000, or 34.19%, primarily as a result of increases in maintenance contract
items. Maintenance contract items generally consist of landscaping, pool
maintenance and other maintenance items performed by third parties.

Management fees increased $283,000, or 28.53%, to $1,275,000. The increase
in management fees was primarily the result of the implementation of advisory
fees payable to an affiliate of The Berkshire Group on Dorsey's Forge, Hannibal
Grove and Century Apartments. These advisory fees resulted in an increase of
$200,000 on an annualized basis.

Interest expense increased $1,002,000, or 16.16%, to $7,204,000. Interest
expense increased primarily as a result of the refinancing of Dorsey's Forge,
Hannibal Grove and Century Apartments in 2000. The refinancing resulted in
increases to the outstanding mortgage principal balances, which resulted in
higher overall interest expense.

LIQUIDITY AND CAPITAL RESOURCES
CAPITAL EXPENDITURES, DISTRIBUTIONS, CASH FLOW AND INDEBTEDNESS

We expect our principal liquidity demands to be capital improvements and
repairs and maintenance for the initial properties, acquisition of additional
properties, repayment of indebtedness and, after the completion of the offer,
distributions to our preferred stockholders.

We intend to meet our short-term liquidity requirements through net cash
flows provided by operating activities and, after the completion of the offers,
through distributions of income from the mortgage funds. We consider our ability
to generate cash to be adequate to meet all operating requirements and make
distributions to our stockholders in accordance with the provisions of the Code
applicable to REITs.

Upon completion of the offers, we intend to seek a line of credit secured,
at least in part, by the Interests tendered in the offers. We expect to use this
line of credit primarily as a source of capital for the acquisition of new
properties.

To the extent that we do not satisfy our long-term liquidity requirements
through net cash flows provided by operating activities and, upon the completion
of the offers, through distributions of income from the mortgage funds, we
intend to satisfy these requirements through refinancing or establishing
secondary financing on our real estate investments and through advances on our
proposed line of credit.

As of September 30, 2002, approximately 96% of the Predecessor's mortgage
obligations were under fixed interest rates. The weighted average rate of
interest on mortgage debt was 5.75%. As described below, the
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Predecessor has taken advantage of the low interest rate market to fix rates on

the vast majority of its mortgage debt. We believe that this limits the exposure
to changes in interest rates, minimizing the effect on our financial condition,

results of operations and cash flow.

MORTGAGE DEBT REFINANCING

On April 1, 2002, the mortgage notes payable on Dorsey's Forge and Hannibal
Grove were refinanced with $10,635,000 and $16,145,000 non-recourse mortgage
notes payable, which were collateralized by the related properties. The interest
rates on the notes were fixed at 5.96%. The notes mature on April 1, 2007, at
which time the remaining principal and accrued interest are due. The notes may
be prepaid, with a prepayment penalty, at any time with 30 days notice. The
Predecessor used the proceeds from the refinancing on Dorsey's Forge and
Hannibal Grove to repay the existing mortgage notes and accrued interest of
approximately $6,011,000 and $10,444,000, respectively, to pay closing costs of
approximately $91,000 and $122,000, respectively, and to fund escrows required
by the lender of approximately $15,000 and $54,000, respectively. The
Predecessor also recognized an approximate $323,000 extraordinary loss resulting
from the prepayment penalty upon the early principal repayment and write-off of
unamortized deferred financing costs for Dorsey's Forge and Hannibal Grove. The
remaining proceeds were distributed to the members of the Predecessor.

On April 1, 2002, the mortgage note payable on Century was refinanced with a
$22,800,000 non-recourse mortgage notes payable, which was collateralized by the
property. The interest rate on the note was fixed at 5.96%. The note matures on
April 1, 2007, at which time the remaining principal and accrued interest are
due. The note may be prepaid, with a prepayment penalty, at any time with
30 days notice. The Predecessor used the proceeds from the refinancing on
Century to repay the existing mortgage note and accrued interest of
approximately $19,219,000, to pay closing costs of approximately $162,000 and to
fund escrows required by the lender of approximately $29,000. The Predecessor
also recognized an approximate $287,000 extraordinary loss resulting from the
prepayment penalty upon the early principal repayment and write-off of
unamortized deferred financing costs for Century. The remaining proceeds were
distributed to the members of the Predecessor.

On July 31, 2002, the mortgage note payable on Seasons of Laurel was
refinanced with a $52,500,000 non-recourse mortgage note payable, which was
collateralized by the property. The interest rate on the note was fixed at
5.74%. The mortgage note matures on August 1, 2009, at which time the remaining
principal and accrued interest are due. The note may be prepaid, with a
prepayment penalty, at any time with 30 days notice. The Predecessor used the
proceeds from the refinancing to repay the existing mortgage note and accrued
interest on the property of approximately $36,412,000, to pay closing costs of
approximately $289,000, to fund escrows required by the lender of approximately
$862,000 and to pay a prepayment penalty of approximately $363,000.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

At September 30, 2002, approximately $101,755 of the Predecessor's long-term
debt had fixed interest rates. The fair value of these instruments is affected
by changes in market interest rates. The following table presents principal cash
flows based upon maturity dates of the debt obligations and the related
weighted-average interest rates by expected maturity dates for the fixed rate
debt. The interest rate on the variable rate debt as of September 30, 2002 was
the FHLMC Reference Bill plus 1.74%. FHLMC is the Federal Home Loan Mortgage
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Corporation. The FHLMC Reference Bills are unsecured general corporate
obligations. As of September 30, 2002, the FHLMC Reference Bill was 1.68%.

MORTGAGE DEBT, INCLUDING CURRENT PORTION
(IN THOUSANDS)

THREE
MONTHS
ENDING
12/31/2002 2003 2004 2005 2006
Fixed Rate........oiiiio... S 334 $1,384 $1,468 $1,556 $1,649
Average Interest Rate.......... 5.96% 5.96% 5.96% 5.96% 5.96%
Variable Rate.......... ... ... S 22 $ 91 S 94 $ 97 $ 100

The table above reflects the mortgage notes payable as of September 30,
2002.

In connection with the financing of Seasons Apartments in July of 2001, the
Predecessor also entered into an interest rate cap agreement in the notional
amount of $37,000 with a termination date of July 20, 2003. The
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agreement provides for a rate cap of 6.65%. The Predecessor holds the derivative
for the purposes of hedging against exposure to changes in the future cash flows
attributable to increases in the interest rate. However, the instrument does not
qualify as an effective hedge for accounting purposes. As a result of the
nominal cost and fair value of the interest rate cap, the premium paid for the
interest rate cap agreement is being amortized over the term of the agreement.

ENVIRONMENTAL ISSUES

There are no recorded amounts resulting from environmental liabilities, as
there are no known contingencies with respect to environmental liabilities.
During the past 18 months, the Predecessor has refinanced each of the initial
properties. As part of the refinancing process, the lenders obtained
environmental audits of each of the initial properties. The Predecessor was not
advised by the lenders as to any material liability for site restoration or
other costs that may be incurred with respect to the sale or disposal of any of
the initial properties.

RECENT ACCOUNTING PRONOUNCEMENTS

In August of 2001, the Financial Accounting Standards Board, which we refer
to as the FASB, issued Statement of Financial Accounting Standards No. 144,
ACCOUNTING FOR THE IMPAIRMENT OR DISPOSAL OF LONG-LIVED ASSETS, which supersedes
SFAS No. 121. SFAS No. 144 requires that long-lived assets that are to be
disposed of by sale be measured at the lower of the book value or fair value
less cost to sell. SFAS No. 144 retains the requirements of SFAS No. 121
regarding impairment loss recognition and measurement. In addition, it requires
that one accounting model be used for long-lived assets to be disposed of by
sale and broadens the presentation of discontinued operations to include more
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disposal transactions. SFAS No.1l44 is effective for fiscal years beginning after
December 15, 2001. We do not expect the impact of adopting this statement to
have a material effect on our financial condition, results of operations or cash
flows.

In May of 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements
No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections
as of April 2002, which rescinds SFAS No. 4, Reporting Gains and Losses from
Extinguishment of Debt, among others. As a result of the rescission of SFAS
No. 4, gains or losses from extinguishment of debt are not necessarily
considered extraordinary. SFAS No. 145 is effective for fiscal years beginning
after May 15, 2002. The impact of adopting this statement will require the
Predecessor to reclassify its extraordinary loss into interest expense in the
accompanying statement of operations.

In June 2002, the FASB issued SFAS No. 146, ACCOUNTING FOR COSTS ASSOCIATED
WITH EXIT OR DISPOSAL ACTIVITIES, which nullifies Emerging Issues Task Force
(EITF) Issue No. 94-3, LIABILITY RECOGNITION FOR CERTAIN EMPLOYEE TERMINATION
BENEFITS AND OTHER COSTS TO EXIT AN ACTIVITY (INCLUDING CERTAIN COSTS INCURRED
IN A RESTRUCTURING) . SFAS No. 146 requires that a liability for a cost
associated with an exit or disposal activity be recognized when the liability is
incurred and that an entity's commitment to an exit plan, by itself, does not
create a present obligation to others that meets the definition of a liability.
This Statement also establishes that fair value is the objective for initial
measurement of the liability. SFAS No. 146 is effective for exit or disposal
activities that are initiated after December 31, 2002. The impact of adopting
this statement is not expected to be material to the combined financial
statements.

INFLATION AND ECONOMIC CONDITIONS

Substantially all of the leases at the initial properties are for a term of
one year or less, which enables the Predecessor to seek increased rents for new
leases or upon renewal of existing leases. These short-term leases minimize the
potential adverse effect of inflation on rental income, although residents may
leave without penalty at the end of their lease terms and may do so if rents are
increased significantly.

Historically, real estate has been subject to a wide range of cyclical
economic conditions, which affect various real estate sectors and geographic
regions with differing intensities and at different times. In 2001, many regions
of the United States experienced varying degrees of economic recession, and the
tragic events of September 11, 2001 accelerated some recessionary trends, such
as the cost of obtaining sufficient property and liability insurance coverage,
short-term interest rates and a temporary reduction in occupancy. We believe,
however, that these tragic events did not have a material effect on the initial
properties given our property type, garden style residential apartment
communities, and the geographic regions in which we are located. We will
continue to review our business strategy and do not anticipate any changes in
strategy or material effects on our financial performance.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS OF THE MORTGAGE FUNDS

You should read the following discussion in conjunction with the financial
statements of the mortgage funds and their related notes and other financial
information regarding the mortgage funds included elsewhere in this prospectus.
This discussion contains forward-looking statements. See "--Forward-Looking
Statements" below.
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KRUPP GOVERNMENT INCOME TRUST
OVERVIEW

Krupp Government Income Trust, or GIT, was formed on November 1, 1989 as a
Massachusetts business trust. GIT raised approximately $300 million through a
public offering of shares of beneficial interest and used the net proceeds
primarily to acquire participating insured mortgages, or PIMs, participating
insured mortgage investments, or PIMIs, and mortgage-backed securities, or MBS.
GIT considers itself to be engaged only in the industry segment of investment in
mortgages. The trust has elected to be treated as a REIT.

CRITICAL ACCOUNTING POLICIES

GIT's critical accounting policies relate primarily to revenue recognition
related to the participation features of the trust's PIM and PIMI investments as
well as the recognition of deferred interest income on its additional loans. The
trust's critical accounting policies are as follows:

Basic interest is recognized based on the stated rate of the Department of
Housing and Urban Development, or HUD, insured mortgage loan, less the
servicer's fee, or the coupon rate of the MBS of the Government National
Mortgage Association, which we refer to as GNMA, or the Federal National
Mortgage Association, which we refer to as Fannie Mae. GIT recognizes interest
related to the participation features when the amount becomes fixed and the
transaction that gives rise to the amount is finalized, cash is received and all
contingencies are resolved. This could be the sale or refinancing of the
underlying real estate, which results in a cash payment to GIT or a cash payment
made to GIT from surplus cash relative to the participation feature. The trust
defers the recognition of additional loan interest payments as income to the
extent these interest payments were from escrows established with the proceeds
of the additional loan. When the properties underlying the PIMIs generate
sufficient cash flow to make the required additional loan interest payments and
the additional loan value is deemed collectible, the trust recognizes income as
earned and commences amortization of the deferred interest amounts into income
over the remaining estimated term of the additional loan. During periods where
mortgage loans are impaired GIT suspends amortizing deferred interest.

RESULTS OF OPERATIONS

COMPARISON OF THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE
THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2001.

Net income of GIT decreased for the three and nine months ended
September 30, 2002 when compared to the same periods in 2001 due primarily to
decreases in basic interest income on PIMs and PIMIs, additional loan interest
and participation income. These were partially offset by an increase in interest
income on MBS and decreases in asset management fees and amortization expense.
Basic interest income on PIMs and PIMIs decreased due to the payoffs of the
Lincoln Green Apartments, Waterford Apartments and River View Apartments
PIMs in 2002 and the Red Run and Season's PIMIs in January 2002 and July 2001,
respectively. Additional loan interest decreased due to the payoffs of the Red
Run and Season's PIMIs net of the recognition of deferred revenue from the
Windward Lakes PIMI beginning in 2002. Participation income decreased due to the
fact that the collections from the Lincoln Green Apartments, River View
Apartments and Waterford Apartments payoffs in 2002 being less than the
collections from the Season's PIMI payoff in 2001. Interest income on MBS
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increased during the three months ended September 30, 2002 due to the
accelerated recognition of the Rosemont Apartments MBS purchase discount as
income upon the prepayment of the MBS and receipt of a prepayment premium in
August 2002. Asset management fees decreased due to the decline in GIT's asset
base as a result of principal collections and prepayments. Amortization expense
decreased during the three months ended September 30, 2002 as compared to the
same period in the prior year due to the full recognition of prepaid fees and
expenses associated with the Lincoln Green Apartments PIM, River View Apartments
PIM, Waterford
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Apartments PIM and Red Run PIMI payoffs and the full recognition of prepaid fees
and expenses associated with the Lifestyles PIMI.

The following discussion relates to the operations of GIT during the years
ended December 31, 2001, 2000 and 1999. Dollars are stated in thousands, except
for per share amounts.

YEARS ENDED DECEMBER 31,

2001
AMOUNT PER SHARE AMOUNT
Interest income on PIMs and PIMIs:
BasSic InteresSt . e ittt e ettt e et $ 7,901 S .52 $ 8,087
Additional loan interest.........iiiiiiieenn.. 1,515 .10 744
Participation interest......... ... 7,603 .51 505
Interest income on MBS. ...ttt eeteeeeneennnn 1,251 .08 1,376
Interest income on cash and cash equivalents... 262 .02 365
TrUSE EXPENSE S e i v et ettt e te e ettt eeeeeeeeeannns (1,671) (.11) (1,618)
Amortization of prepaid fees and expenses...... (1,353) (.09) (1,030)
Reduction of (provision for) impaired
additional 1oanS. ...ttt ettt 464 .03 -
Net dNCOME . vttt ittt e e e e ettt ettt et eeeeeeens $15,972 $1.06 $ 8,429
Weighted average shares outstanding............ 15,053,135 15,

.54
.05
.03
.09
.02
(.10)
(.07)

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

GIT's net income increased in 2001 when compared to 2000 primarily due to
increases in additional loan and participation interest and a decrease in
provision for impaired mortgage loans. Additional loan interest increased
primarily due to the recognition of deferred revenue from the Seasons and the
Red Run additional loan payoffs. Participation interest increased due to the
collection of participation interest from the Seasons and Red Run payoffs. The
provision for impaired mortgage loans decreased due to an improvement in the
performance of the Lifestyles apartments.
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COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

GIT's net income decreased by approximately $3.9 million for 2000 when
compared to 1999 primarily due to decreases in interest income net of decreases
in amortization expense and asset management fees due to an affiliate. Basic
interest on PIMs and PIMIs, additional loan interest and participation interest
decreased by $4.3 million in 2000 primarily due to the payoff of the Audubon
Villas PIMI in the third quarter of 1999. Interest income on MBS will continue
to decline as principal collections reduce the MBS investment balance. Interest
income on cash and cash equivalents decreased due to lower average cash
balances. Amortization expense decreased due to the payoff of the Audubon Villas
PIMI. The decrease in asset management fees was due to the trust's asset base
declining.

LIQUIDITY AND CAPITAL RESOURCES

CASH FLOW AND DIVIDENDS

GIT had cash and cash equivalents of approximately $3.1 million at
September 30, 2002 and approximately $13.2 million at December 31, 2001. GIT
also had cash inflows provided by PIMs, PIMIs, MBS, cash and cash equivalents.
GIT may also receive additional cash flow from the participation features of its
PIMs and PIMIs. GIT anticipates that these sources will be adequate to provide
the trust with sufficient liquidity to meet its obligations, including providing
dividends to its investors.

The most significant demands on GIT's liquidity are quarterly dividends paid
to investors of approximately $2.6 million and special dividends. Funds for
dividends come from interest income received on PIMs, PIMIs, MBS and cash and
cash equivalents net of operating expenses, and the principal collections
received on PIMs, PIMIs and MBS. The portion of dividends funded from principal
collections reduces the capital resources of the trust. As the capital resources
of the trust decrease, the total cash flows to the trust will also decrease,
which may result in periodic adjustments to the dividends paid to the investors.
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The advisor of GIT periodically reviews the dividend rate to determine
whether an adjustment is necessary based on projected future cash flows. The
current quarterly dividend rate is $0.17 per share. The trustees, based on the
advisor's recommendations, generally set a dividend rate that provides for level
quarterly dividends. To the extent quarterly dividends do not fully utilize the
cash available for distribution and cash balances increase, the trustees may
adjust the dividend rate or distribute these funds through a special dividend.
The advisor of GIT made a recommendation to the trustees at the November 2002
board of trustees meeting to reduce the dividend rate from $0.17 per share to
$0.06 per share effective with the February 2003 dividend. The trustees approved
the recommendation to reduce the dividend rate.

In addition to providing guaranteed or insured monthly principal and
interest payments, GIT's investments in PIMs and PIMIs also may provide
additional income through the interest on the additional loan portion of the
PIMIs as well as participation interest based on operating cash flow and an
increase in the value realized upon the sale or refinancing of the underlying
properties. However, these payments are neither guaranteed nor insured and
depend upon the successful operations of the underlying properties.
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PAYMENTS RECEIVED FROM INVESTMENTS

On August 27, 2002, GIT received $4,856,759 representing the principal
proceeds on the first mortgage loan from the Rosemont Apartments MBS. In
addition, GIT received a prepayment premium of $194,270 from this payoff. On
September 12, 2002, GIT paid a special dividend of $0.34 per share from the
proceeds of the Rosemont Apartments MBS prepayment.

During the third quarter of 2002, the borrower on the Mill Pond I PIM
notified the advisor of GIT of its intention to refinance the property. This
transaction would require a payoff of the insured mortgage as well as all
amounts that would be due to GIT under the PIM loan documents. An independent
appraisal firm has been contracted to appraise the property's value to determine
whether there has been a sufficient increase in value for GIT to earn any
participation interest. Currently, the borrower's expectation is that the
transaction will occur late in the fourth quarter of 2002.

On June 28, 2002, GIT received a prepayment of the Lincoln Green Apartments
subordinated promissory note. GIT received $725,000 of shared appreciation
interest and $278,785 of shared income interest and minimum additional interest.
On July 25, 2002, GIT received $13,676,641 representing the principal proceeds
on the first mortgage loan from the Lincoln Green Apartments PIM. On August 28,
2002, GIT paid a special dividend of $0.99 per share from the proceeds of the
Lincoln Green Apartments PIM prepayment.

On May 15, 2002, GIT received $8,884,123 representing the principal proceeds
on the first mortgage loan from the River View Apartments PIM. In addition, GIT
received a prepayment premium of $88,841 from the payoff. On June 4, 2002, the
trust paid a special dividend of $0.61 per share from the proceeds of the River
View Apartments PIM prepayment.

Also on May 15, 2002, GIT received $2,487,447 representing the principal
proceeds on the first mortgage loan from the Parkwest Apartments MBS. In
addition, GIT received a prepayment premium of $49,749 from this payoff. On
June 19, 2002, the trust paid a special dividend of $0.17 per share from the
proceeds of the Parkwest Apartments MBS prepayment.

On January 3, 2002, GIT received $18,330,825 representing the principal
proceeds on the first mortgage loan from the Red Run PIMI. On December 31, 2001,
GIT received a prepayment of the Red Run additional loan and subordinated
promissory note. The trust received $2,900,000 of additional loan principal,
$238,369 of shared appreciation interest, $3,506,952 of preferred interest and
$67,667 of base interest on the additional loan. On January 16, 2002, the trust
paid a special dividend of $1.68 per share from the proceeds of the Red Run PIMI
prepayment.

On January 2, 2002, GIT received a prepayment of the Waterford Apartments
subordinate promissory note. GIT received $379,725 of minimum additional
interest and $425,643 of shared appreciation interest. On January 17, 2002, the
trust received $6,625,742 representing the principal proceeds on the first
mortgage loan. In addition, GIT received a prepayment premium of $66,257 from
the payoff. On March 1, 2002, the trust paid a special dividend of $0.51 per
share from the proceeds of the Waterford Apartments PIM prepayment.

The three remaining PIMI investments all operate under workout agreements
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with the trust. Those agreements have modified the borrowers' obligations to
make additional loan interest payments, regardless of
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whether the property generated sufficient revenues to do so, to an obligation to
pay additional loan interest only if the property generates surplus cash, as
defined by HUD. For the period ending December 31, 2001, Mountain View did not
generate any surplus cash. Consequently, the trust will not receive any
additional loan interest from the Mountain View PIMI during 2002. For the period
ending January 31, 2002, Lifestyles did generate approximately $60,000 of
surplus cash. The borrower asked and the trust agreed to permit the use of all
surplus cash to fund various capital projects at the property. For the period
ending December 31, 2001, Windward Lakes did generate approximately $215,000 of
surplus cash. The borrower asked and the trust agreed to permit the use of all
surplus cash to fund a portion of a major roof replacement project at the
property. Consequently, the trust will not receive any additional loan interest
from the Windward Lakes PIMI during 2002. Beginning in 2002, the trust has
amortized and recognized additional loan income previously deferred with respect
to Windward Lakes since the property generated surplus cash during 2001.

Windward Lakes' operating results deteriorated during 1995 and 1996, and in
early 1997 the independent trustees approved a workout with the borrower of the
Windward Lakes PIMI, an affiliate of the advisor of GIT. In the workout, GIT
agreed to reduce the effective basic interest rate on the insured first mortgage
by 2% per annum for 1997 and 1% per annum for 1998, 1999 and 2000. The borrower
made an equity contribution of $133,036 to the property and agreed to cap the
annual management fee paid to an affiliate at 3% of revenues. The trust's
participation in current operations is 50% of any surplus cash, and the
additional loan interest is payable out of its share of surplus cash. Any unpaid
additional loan interest accrues at 7.5% per annum. When the property is sold or
refinanced, GIT will receive 50% of any net proceeds remaining after repayment
of the insured mortgage, the additional loan, the interest rate relief, accrued
and unpaid additional loan interest and the borrower's equity up to the point
that the trust has received a cumulative, non-compounded 10% preferred return on
its investment in the PIMI. The additional loan was scheduled to mature in July
of 2002. However, the advisor of GIT granted two extensions with the most recent
extension providing for a maturity date on the additional loan of December 31,
2002. These extensions gave the borrower additional time to submit a more
comprehensive proposal regarding a longer term extension of the maturity date.
The GIT advisor reviewed this proposal (described below), submitted its
recommendation to the board of trustees at the trustees meeting on November 7,
2002 and the board accepted the proposal.

The proposal is for the trust to agree to extend the maturity date of the
additional loan to December 31, 2003. In return, the borrower agrees to either
of the following by December 31, 2002: (1) paying a fee of 2% of the amount of
the additional loan ($2,471,294) plus the amount of the interest rebate from the
first workout (approximately $684,000); or (2) modify the participating
appreciation interest provision under the subordinated promissory note. Under
the second option, an appraisal of the property will take place prior to
December 31, 2002 to determine the floor value for the participating
appreciation interest provision if the property is refinanced. If the property
is sold to an unrelated third party prior to July 1, 2003, the floor will
continue to be the value of the property upon sale. Under either scenario, the
call provision in the subordinated promissory note will be reduced from
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12 months to 6 months.

In May 1998, the borrower on the Lifestyles PIMI defaulted on its debt
service payment on the insured first mortgage. GIT agreed to a new workout that
runs through 2007. Under the terms of the workout, the trust agreed to reduce
the effective interest rate on the insured first mortgage by 1.75% retroactively
for 1998 to clear the default, by 1.75% for 1999, and by 1.5% each year after
that until 2007. An affiliate of the advisor of GIT refunds approximately .25%
per annum to the trust related to the interest reduction. The borrower made a
$550,000 equity contribution, which was escrowed, for the exclusive purpose of
correcting deferred maintenance and making capital improvements to the property.
The escrow has been used up for paint, building repairs, parking lot repairs, a
new fitness facility, clubhouse remodeling and landscaping. Any surplus cash
that is generated by property operations will be split evenly between the trust
and the borrower. When the property is sold or refinanced, the first $1,100,000
of any proceeds remaining after the insured mortgage is paid off will be split
50% / 50% between the trust and the borrower; the next $1,690,220 of proceeds
will be split 75% to the trust and 25% to the borrower; and any remaining
proceeds will be split 50% / 50%. The borrower's new equity and the reduction in
the effective interest rate on the insured first mortgage have provided funds
for repairs and improvements that have helped reposition Lifestyles. As a result
of the performance of the property, GIT had initially established a valuation
allowance of $1,130,346 on the additional loan in 1998. During 2001, the trust
received a payment of $118,968, which was recorded as a reduction in the
principal balance of the additional loan and related impairment provision. Based
on improved market conditions and property operations, the trust further reduced
the impairment provision by $344,839 to $666,539 in the fourth quarter of 2001.
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During 2002, operating results at Lifestyles have deteriorated as occupancy
and rental rate income have dropped. Physical occupancy through the end of the
third quarter of 2002 has been in the mid 80% range, but free rent concessions
have dropped the economic occupancy to the 80% range. The Tampa economy has been
stuck in recession. There has been significant job loss in the area, which has
affected some residents who lived at the property. Occupancy also has suffered
on account of an active single-family housing market. A construction boom in new
homes, the highest level since the late 1980's, coupled with low interest rates
has created opportunities for renters to become homeowners as the incremental
cost has dropped. The physical condition of the property has suffered as well as
wood stairways and balcony railings have deteriorated. The borrower has
undertaken the project of replacing all of the balcony railings by advancing
funds to cover the cost. Replacement of the exterior staircases and how to fund
the cost, a much larger undertaking, is still under consideration by the
borrower. As a result of the factors described above, the trust maintains a
valuation allowance of $666,539.

Mountain View is similar to Lifestyles with respect to competitive market
conditions. In June of 1999, GIT approved a second workout that runs through
2004. Under the terms of the workout, the trust agreed to reduce the effective
interest rate on the insured first mortgage by 1.25% retroactively for 1999 and
each year after that until 2004, and to change the participation terms. The
workout eliminated the preferred return feature, forgave $288,580 of previous
accruals of additional loan interest related to the first workout, and changed
the trust's participation in surplus cash generated by the property. GIT will
receive 75% of the first $130,667 of surplus cash and 50% of any remaining
surplus cash on an annual basis to pay additional loan interest. Unpaid
additional loan interest related to the second workout will accrue and be
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payvable if there are sufficient proceeds from a sale or refinancing of the
property. In addition, the borrower repaid $153,600 of the additional loan and
funded approximately $54,000 to a reserve for property improvements.

During 2002, operating results at Mountain View have deteriorated. Both a
fire at the property in early 2001 and soft market conditions have affected
occupancy and rental rate income. A building with 20 three-bedroom apartments
was out of service for 18 months as a result of a fire. All construction work
was completed in mid-2002, with insurance proceeds covering the total cost of
the restoration. A portion of the lost rent was covered by insurance as well.
Occupancy in the remaining units has been affected by local economic conditions.
Layoffs and business reorganizations at various nearby facilities have resulted
in some lost occupancy at Mountain View: one of the most common reasons
residents cite for leaving the property is a job transfer. The other major
reason is a home purchase. These factors have made the rental market much more
competitive for apartments owners, and the use of concessions to attract
potential renters has increased throughout the market. Consequently, rental
income is down this year. At the same time, both insurance costs and real estate
taxes have increased dramatically, further deteriorating operating results. As a
result of the factors described above, the trust maintains a valuation allowance
of $1,032,272.

Each of the above restructurings were to interest rate levels that were at
the then prevailing rate for similar instruments and therefore did not meet the
criteria for a troubled debt restructuring.

GIT received participation interest based on cash flow generated by property
operations from six of its investments during the twelve months ended
December 31, 2001. Waterford Townhomes paid $60,502, Red Run paid $72,841, The
Seasons paid $50, 750, Lifestyles paid $118,968, Rivergreens paid $69,067 and
Lincoln Green paid $223,873.

On December 31, 2001, the trust received a prepayment of the Red Run
additional loan. The trust received $2,900,000 of additional loan principal,
$238,369 of shared appreciation interest, $3,506,952 of preferred interest and
$67,667 of base interest on the additional loan. In addition, the trust
recognized $702,259 of additional loan interest that had been previously
received and recorded in deferred income on additional loans. On January 3,
2002, the trust received $18,330,825 representing the principal proceeds on the
first mortgage note. The GIT advisor declared a special dividend of $1.68 per
share from the proceeds of the Red Run PIMI prepayment, which was paid on
January 16, 2002.

On July 23, 2001, GIT received a prepayment of the Seasons subordinated
promissory note and the Seasons additional loan. GIT received $1,924,649 of
additional loan principal, $180,916 of surplus cash, $847,450 of preferred
interest, $1,052,455 of contingent interest, $69,129 of base interest on the
additional loan and $1,299,562 which represents GIT's portion of the residual
split. The trust received $8,567,890 representing the principal proceeds on the
first mortgage note on July 26, 2001. In addition, the trust recognized $180, 633
of additional loan interest that had been previously received and recorded in
deferred income on additional loans. On August 17,
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2001, the advisor of GIT paid a special dividend of $0.93 per share from the
proceeds of the Seasons PIMI prepayment.

The payoff of the Seasons PIMI was a result of the sale of the underlying
property by the borrower, Maryland Associates Limited Partnership, which is an
affiliate of the GIT Advisor, to an affiliate of the borrower's general partner.
Because the sale of the underlying property was to an affiliate, the independent
trustees of GIT were required to approve the transaction, which they did based
upon a number of factors, including an appraisal of the underlying property
prepared by an independent third party Member Appraisal Institute appraiser. The
purchase price paid by the affiliate for the underlying property was
$1.6 million greater than the value indicated by the appraisal. Both the GIT
trustees and the GIT advisor believed that the market capitalization rate
utilized in the appraisal was too high based on their knowledge of recent sales
in the market and agreed that the true fair value was the ultimate purchase
price paid by the affiliate.

During the third quarter of 1999, GIT received a prepayment of the Audubon
Villas PIMI when the property was refinanced. GIT received the prepayment of the
principal balance of the insured mortgage of $14,861,957, the principal balance
of the additional loan of $2,691,000 and participation income of $1,966,901.
Also, $1,962,261 was recognized as additional loan interest income that was
previously recorded as deferred income. On August 18, 1999, the advisor of GIT
declared a special dividend of $1.30 per share that was paid on September 17,
1999 from the payoff of the Audubon Villas PIMI.

Whether the operating performance at any of the properties mentioned above
provides sufficient cash flow from operations to pay either the additional loan
interest or participation income will depend on factors that the trust has
little or no control over. If the properties are unable to generate sufficient
cash flow to pay the additional loan interest, it would reduce the trust's
distributable cash flow and could affect the value of the additional loan
collateral.

There are contractual restrictions on the repayment of the PIMs and PIMIs.
During the first five years of the investment, borrowers are prohibited from
repayment. During the second five years, the PIM borrowers can prepay the
insured first mortgage by paying the greater of a prepayment premium or the
participation due at the time of the prepayment. Similarly, the PIMI borrowers
can prepay the insured first mortgage and the additional loan by satisfying the
preferred return obligation. The participation features and additional loans are
neither insured nor guaranteed. If the prepayment of the PIM or PIMI results
from the foreclosure on the underlying property or an insurance claim, the trust
would probably not receive any participation income or any amounts due under the
additional loan.

GIT has the option to call some of the PIMs and all the PIMIs by
accelerating their maturity. If the call feature is exercised for the whole PIM
or PIMI then the insurance feature of the loan will be canceled. Therefore, the
advisor of GIT will determine the merits of exercising the call option for each
PIM and PIMI as economic conditions warrant. Factors such as the condition of
the asset, local market conditions, the interest rate environment and available
financing will have an impact on these decisions.

KRUPP GOVERNMENT INCOME TRUST II

OVERVIEW
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Krupp Government Income Trust II, or GIT II, was formed as a Massachusetts
business trust on February 8, 1991. GIT II raised approximately $366 million
through a public offering of shares of beneficial interest and used the net
proceeds primarily to acquire PIMs, PIMIs and MBS. GIT II considers itself to be
engaged only in the industry segment of investment in mortgages. The trust has
elected to be treated as a REIT.

CRITICAL ACCOUNTING POLICIES

GIT II's critical accounting policies relate primarily to revenue
recognition related to the participation features of the trust's PIM and PIMI
investments as well as the recognition of deferred interest income on its
additional loans. The trust's policies are as follows:

Basic interest is recognized based on the stated rate of the HUD insured
mortgage loan, less the servicer's fee, or the coupon rate of the Fannie Mae
MBS. The trust recognizes interest related to the participation features when
the amount becomes fixed and the transaction that gives rise to the amount is
finalized, cash is received and all contingencies are resolved. This could be
the sale or refinancing of the underlying real estate, which results in
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a cash payment to GIT II or a cash payment made to GIT II from surplus cash
relative to the participation feature. GIT II defers the recognition of
additional loan interest payments as income to the extent these interest
payments are from escrows established with the proceeds of the additional loan.
When the properties underlying the PIMIs generate sufficient cash flow to make
the required additional loan interest payments and the additional loan value is
deemed collectible, the trust recognizes income as earned and commences
amortizing deferred interest amounts into income over the remaining estimated
term of the additional loan. During periods where mortgage loans are impaired
the trust suspends amortizing deferred interest.

RESULTS OF OPERATIONS

COMPARISON OF THE THREE MONTHS ENDED SEPTEMBER 30, 2002 TO THE THREE MONTHS
ENDED SEPTEMBER 30, 2001.

GIT II's net income decreased in the three months ended September 30, 2002
as compared to September 30, 2001 primarily due to decreases in basic interest
on PIMs and PIMIs, additional loan interest, participation interest, cash and
cash equivalents and an increase in the provision for impaired mortgage loans.
These were partially offset by a decrease in amortization expense. Basic
interest on PIMs and PIMIs and additional loan interest decreased due to the
Norumbega Pointe and Windmill Lakes payoffs in 2002 and the payoff of the
Seasons PIMI in July 2001. Participation interest decreased in the three months
ended September 30, 2002 as compared to the same period last year primarily due
to the payoff of the Seasons PIMI in July 2001. Interest from cash and cash
equivalents decreased due to lower average balances available for short-term
investing and lower interest rates earned on those balances. The provision for
impaired mortgage increased due to a reduction of the impairment provision for
the Windmill Lakes PIMI recorded in the third quarter of 2001. Amortization
expense was greater during the three months ended September 30, 2001 as compared
to September 30, 2002 as a result of the full amortization of the remaining
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prepaid fees and expenses on the PIMI prepayments in 2001.

COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE NINE MONTHS
ENDED SEPTEMBER 30, 2001.

GIT II's net income decreased during the nine months ended September 30,
2002 as compared to September 30, 2001 primarily due to decreases in basic
interest on PIMs and PIMIs and participation interest. These decreases were
partially offset by an increase in additional loan interest. Basic interest on
PIMs and PIMIs decreased due to the Norumbega Pointe and Windmill Lakes payoffs
in 2002 and the payoff of the Hunters Pointe PIMI in March 2001 and the Seasons
PIMI in July 2001. Participation interest decreased in the nine months ended
September 30, 2002 as compared to the same period last year primarily due to the
participation interest collected from the Seasons and Hunters Pointe payoffs in
2001 being greater than the participation interest collected from the Norumbega
payoff in 2002. Additional loan interest increased primarily due to the
recognition of deferred income from the Norumbega Pointe payoff and base
interest recognized from the Windmill Lakes payoff.

The following relates to the operations of GIT II during the years ended
December 31, 2001, 2000, and 1999.

YEARS ENDED DECEMBER 31,

(AMOUNTS IN THOUSANDS,

Interest on PIMs and PIMIs:

EXCEPT PER SHARE

Basic Interest . v ittt ittt $ 9,674 $ .52 $11,260 .61
Additional loan interest..........ciiiiiiieo.. 2,208 .12 1,784 .10
Participation interest......... ... 11,873 .64 1,915 11
Interest income Oon MBS. ...ttt eeeeeeeneennnn 1,197 .07 1,455 .08
Interest income on cash and cash equivalents... 378 .02 564 .03
TrUSE EXPENS e S e v v i ettt ettt ettt eeeeeeeeeeannns (2,081) (.11) (2,215) (.12)
Amortization of prepaid fees and expenses...... (2,608) (.14) (2,132) (.12)
Reduction of (provision for) impaired

additional 1oaANS .. itiiteneeeeeneeeeeeneennn 1,500 .09 994 .05
Net 1nCOmMEe. oottt ettt et ettt eennaeeenns $22,141 $1.21 $ 8,429 S .74
Weighted average shares outstanding............ 18,371,477 18,371,477
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COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

GIT II's net income increased in 2001 when compared to 2000 primarily due to
an increase in participation interest on PIMs and PIMIs. This was partially
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offset by a decrease in basic interest from PIMs and PIMIs. Participation
interest increased primarily due to the Seasons payoff in July 2001 and the
Falls at Hunters Pointe payoff in March 2001. The payoffs also caused basic
interest from PIMs and PIMIs to decrease.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

GIT II's net income decreased $1.3 million for 2000 when compared to 1999
primarily due to lower interest income. Basic interest on PIMs and PIMIs
decreased due to the payoff of the Windsor Lake PIMI in January of 2000. MBS
interest decreased due to the payoff of the Estates MBS in 1999 and the receipt
of a $1.0 million prepayment premium at payoff. These items were partially
offset as GIT II reversed its provision for impaired mortgage loans, associated
with the Oasis additional loan, by $994,000 as a result of improved property
operations.

LIQUIDITY AND CAPITAL RESOURCES

CASH FLOW AND DIVIDENDS

GIT II had cash and cash equivalents of approximately $5.5 million at
September 30, 2002 and approximately $6.5 million at December 31, 2001. GIT II
also had cash inflows provided by PIMs, PIMIs, MBS, cash and cash equivalents.
GIT II may also receive additional cash flow from the participation features of
its PIMs and PIMIs. The trust anticipates that these sources will be adequate to
provide the trust with sufficient liquidity to meet its obligations, including
providing dividends to its investors.

The most significant demands on GIT II's liquidity are quarterly dividends
paid to investors of approximately $2.6 million and special dividends. Funds for
dividends come from interest income received on PIMs, PIMIs, MBS and cash and
cash equivalents net of operating expenses, and the principal collections
received on PIMs, PIMIs and MBS. The portion of dividends funded from principal
collections reduces the capital resources of the trust. As the capital resources
of the trust decrease, the total cash flows to the trust will also decrease
which may result in periodic adjustments to the dividends paid to the investors.

The advisor of GIT II periodically reviews the dividend rate to determine
whether an adjustment is necessary based on projected future cash flows. The
current quarterly dividend rate is $0.14 per share. The trustees, based on the
advisor's recommendations, generally set a dividend rate that provides for level
quarterly distributions. To the extent quarterly dividends do not fully utilize
the cash available for distribution and cash balances increase, the trustees may
adjust the dividend rate or distribute these funds through a special dividend.

In addition to providing guaranteed or insured monthly principal and
interest payments, GIT II's investments in the PIMs and PIMIs also may provide
additional income through the interest on the additional loan portion of the
PIMIs as well as participation interest based on operating cash flow and
increase in the value realized upon the sale or refinance of the underlying
properties. However, these payments are neither guaranteed nor insured and
depend on the successful operations of the underlying properties.

PAYMENTS RECEIVED FROM INVESTMENTS
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Through the nine months ended September 30, 2002, GIT II received both
installments of additional loan interest due in 2002 from two of the PIMI
investments, but only the first installment on the three remaining PIMIs.
However, the second installment for the other three PIMIs were accrued in
additional loan interest and were received in October.

GIT II received participation interest based on cash flow generated by
property operations from three of its investments during the nine months ended
September 30, 2002. Mequon Trails paid $90,334, Martins Landing paid $195,465
and the Lakes paid $416,391. In addition, the trust received and recognized
participation interest related to the Norumbega Pointe payoff (see below).

On March 28, 2002, GIT II received a prepayment of the Windmill Lakes
subordinated promissory note and the Windmill Lakes additional loan. The trust
received $2,000,000 of additional loan principal and $162,500 of additional loan
interest. The trust recognized $562,500 of the additional loan principal as
additional loan interest. Due to the payoff, the remaining impairment provision
of $500,000 was reversed. On April 25, 2002, the trust received $10, 727,382
representing the principal proceeds on the first mortgage note from Windmill
Lakes. The
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trust paid a special dividend of $0.71 per share from the proceeds of the
Windmill Lakes prepayment on May 1, 2002.

On February 13, 2002, GIT II received a prepayment of the Norumbega Pointe
subordinated promissory note and the Norumbega Pointe additional loan. The trust
received $3,063,000 of additional loan principal, $302,877 of shared
appreciation interest and $2,280,362 of preferred interest. On February 25,
2002, the trust received $15,123,167 representing the principal proceeds on the
first mortgage note. In addition, the trust recognized $1,242,282 of additional
loan interest that had been previously received and recorded as deferred income
on the additional loan. The trust paid a special dividend of $1.14 per share
from the proceeds of the Norumbega Pointe prepayment on March 12, 2002.

During the third quarter of 2002, the borrower on the Mequon Trails PIM
notified the advisor of GIT II of its intention to refinance the property. This
transaction would require a payoff of the insured mortgage as well as all other
amounts due to GIT II under the PIM loan documents. An independent appraisal
firm has been contracted to appraise the property's value to determine whether
there has been a sufficient increase in value for GIT II to earn any
participation interest. Currently, the borrower's expectation is that the
transaction will occur prior to December 31, 2002.

The advisor of GIT II was also notified during the third quarter that the
borrower on the Sunset Summit PIMI intends to payoff both the insured mortgage
and the additional loan in the fourth quarter of 2002. In addition, the advisor
of GIT II was notified that the borrower on the Oasis at Springtree PIMI intends
to pay off the additional loan in the first quarter of 2003.

GIT II received participation interest based on cash flow generated by
property operations from four of its investments during the twelve months ended
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December 31, 2001. Sunset Summit paid $113,253, Martin's Landing paid $217,585,
the Lakes paid $380,431 and the Seasons paid $129,872. In addition, GIT II
received and recognized participation interest related to the payoffs of the
Seasons and Hunters Pointe PIMIs. During 2000, property operations at Oasis
improved enough that the trust was able to reverse its allowance for loan loss
of $994,000 on this property.

Windmill Lakes is a twelve-year old, basic apartment community that has not
been able to compete against the influx of new apartment communities that have
extensive amenity packages. Builders use deep marketing concessions to fill the
new properties, lowering the cost of renting a new apartment and making it more
difficult for older properties like Windmill Lakes to attract residents. During
the fourth quarter of 2000, occupancy was in the 70% range. The property's curb
appeal, a critical element in a competitive market, has suffered as well because
there has not been enough cash flow for adequate maintenance. The borrower on
the Windmill Lakes PIMI has been unable to secure a purchaser for the property
at a price high enough to cover all of the ownership entity's outstanding
liabilities and has decided to sell the apartments off as condominiums.
Converting a multifamily property to condominium ownership is often a long
process that requires resources and expertise in marketing, financing, legal
matters and construction. Local and state agencies regulate the conversion of
existing housing into condominium ownership, and there are various compliance
regulations governing the process as well. On July 25, 2001, the borrower
finalized an agreement with GIT II which will allow for the release of the
participation features on the PIMI in the event that the first mortgage, the
additional loan and any accrued but unpaid base interest on the additional loan
are paid in full by September 1, 2002. In addition, the trust required the owner
to pay current and outstanding additional loan base interest as of March 1, 2001
of $512,500. In the event that the required payments are not received, the
participation features will remain in force. As a result of the performance of
the property, the trust had initially established a valuation allowance of
$2,000,000 on the additional loan in 1998. The trust reflected the $512,500
received plus $50,000 previously received as a reduction in the principal
balance of the additional loan and related impairment provision. Additionally,
based upon improved market conditions and property operations, the trust further
reduced the impairment provision by $937,500 to $500,000 in the fourth quarter
of 2001.

On July 23, 2001, GIT II received a prepayment of the Seasons subordinated
promissory note and the Seasons additional loan. GIT II received $4,925,351 of
the additional loan principal, $462,983 of surplus cash, $2,168,701 of preferred
interest, $2,693,326 of contingent interest, $176,908 of unpaid base interest on
the additional loan and $3,325,696 which represents the trust's portion of the
residual split. GIT II received $21,926,006 representing the principal proceeds
on the first mortgage note on July 26, 2001. In addition, the trust recognized
$624,023 of additional loan interest that had been previously received and
recorded in deferred income
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on additional loans. The advisor of GIT II paid a special dividend of $1.95 per
share on August 17, 2001 from the proceeds of the Seasons PIMI prepayment.

The payoff of the Seasons PIMI was a result of the sale of the underlying
property by the borrower, Maryland Associates Limited Partnership, which is an
affiliate of the adviser of GIT II, to an affiliate of the borrower's general
partner. Because the sale of the underlying property was to an affiliate, the
independent trustees of GIT II were required to approve the transaction, which
they did based upon a number of factors, including an appraisal of the
underlying property prepared by an independent third party Member Appraisal
Institute appraiser. The purchase price paid by the affiliate for the underlying
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property was $1.6 million greater than the value indicated by the appraisal.
Both the GIT II trustees and the GIT II advisor believed that the market
capitalization rate utilized in the appraisal was too high based on their
knowledge of recent sales in the market and agreed that the true fair value was
the ultimate purchase price paid by the affiliate.

In November 1999, GIT II notified the borrower on the Falls at Hunters
Pointe PIMI that it was in default for non-payment of participating interest due
to the trust based on 1997 and 1998 operating results. The borrower failed to
cure the default. Consequently, GIT II elected to use a portion of the
borrower's funds held in escrow to cure the 1997 portion of the default. The
borrower remained in default for 1998 and 1999 operating results. The trust
filed a complaint against the partners of the borrowing entity to collect the
delinquent participation interest related to 1998 and 1999 operations along with
late payment penalties and legal fees. In response to this action, the borrower
on the PIMI put the property up for sale. During the first quarter of 2001, GIT
IT received a payoff of the Falls at Hunters Pointe PIMI as a result of the sale
of the property. The trust received the outstanding balance on the insured
mortgage of $12,347,267, the outstanding balance on the additional loan of
$650,000, participating income interest on the additional loan of $496,207
(including all of the delinquent amounts), preferred interest on the additional
loan of $492,543, participating appreciation interest under the subordinate loan
agreement of $1,070,304 and late fees on the delinquent participating income
interest of $11,021. In addition, GIT II recognized $196,710 of additional loan
interest and $311,132 of participating income interest that had been previously
received and recorded in deferred income on additional loans. On March 20, 2001,
the trust paid a special dividend of $0.83 per share from the proceeds of the
Falls at Hunters Pointe PIMI payoff.

In addition to the amounts received from the payoffs of the Seasons and
Hunters Pointe PIMIs, GIT II received both installments of additional loan
interest due in 2001 from five of its PIMI investments. During 1999, the advisor
of GIT II determined that the borrower on the Norumbega PIMI had paid additional
loan interest from funds other than surplus cash, which resulted in overpayments
during the previous three years. The overpayment was credited to the borrower
when the loan was prepaid.

On December 16, 1999, GIT II received $2,832,907 from Windsor Lake
consisting of $2,000,000 from the payoff of the additional loan, $40,000 of
additional loan interest and $792,907 of participation interest. The payoff of
the balance on the insured mortgage, $9,172,642, was received on January 26,
2000. The trust paid a special dividend of $0.66 per share from the prepayment
proceeds.

On October 18, 1999, GIT II received a payoff of $12,399,164 from the
Estates MBS consisting of an insured mortgage of $11,375,380 and a prepayment
premium of $1,023,784. During October 1999, the trust paid a special dividend of
$0.68 per share from the proceeds received from the Estates MBS payoff.

Whether the operating performance of any of the properties mentioned above
provides sufficient cash flow from operations to pay either the additional loan
interest or participation income will depend on factors over which the trust has
minimal control. Should the properties be unable to generate sufficient cash
flow to pay the additional loan interest, it would reduce the trust's
distributable cash flow and could affect the value of the additional loan
collateral.

There are contractual restrictions on the prepayment of the PIMs and PIMIs.
During the first five years of the investment, borrowers are generally
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prohibited from repayment. During the second five years, the PIM borrowers can
prepay the insured mortgage by paying the greater of a prepayment premium or the
participation interest due at the time of the prepayment. Similarly, the PIMI
borrowers can prepay the insured mortgage and the additional loan by satisfying
the preferred return obligation. The participation features and the additional
loans are neither insured nor guaranteed. If the prepayment of the PIM or PIMI
results from the foreclosure on the underlying property or an insurance claim,
the trust generally would not receive any participation interest or any amounts
due under the additional loan.
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The trust has the option to call some of the PIMs and all the PIMIs by
accelerating their maturity. If the call feature is exercised for the whole PIM
or PIMI then the insurance feature of the loan would be canceled. Therefore, the
advisor of GIT II will determine the merits of exercising the call option for
each PIM and PIMI as economic conditions warrant. Factors such as the condition
of the asset, local market conditions, the interest rate environment and
available financing will have an impact on these decisions.

KRUPP INSURED MORTGAGE LIMITED PARTNERSHIP
OVERVIEW

Krupp Insured Mortgage Limited Partnership, or KIM, was formed on March 21,
1988 as a Massachusetts limited partnership. KIM raised approximately
$299 million through a public offering of limited partner interests evidenced by
units of depositary receipts. The partnership used the net proceeds of the
public offering primarily to acquire PIMs and MBS. KIM considers itself to be
engaged only in the industry segment of investment in mortgages.

CRITICAL ACCOUNTING POLICIES

KIM's critical accounting policies relate primarily to revenue recognition
related to the participation feature of the partnership's PIM investments. The
partnership's policies are as follows:

Basic interest on PIMs is recognized based on the stated rate of the
FHA-insured mortgage loan, less the servicer's fee, or the stated coupon rate of
the GNMA MBS. The partnership recognizes interest related to the participation
features when the amount becomes fixed and the transaction that gives rise to
the amount is finalized, cash is received and all contingencies are resolved.
This could be the sale or refinancing of the underlying real estate, which
results in a cash payment to the partnership or a cash payment made to the
partnership from surplus cash relative to the participation feature.

RESULTS OF OPERATIONS

COMPARISON OF THE THREE MONTHS ENDED SEPTEMBER 30, 2002 TO THE THREE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased in the three months ended September 30, 2002 as
compared to September 30, 2001 primarily due to lower MBS interest income net of
a decrease in general and administrative expenses. MBS interest income decreased
primarily due to the payoff of the Richmond Park Apartments MBS in June 2002 and
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single-family MBS principal collections. The decrease in general and
administrative expenses was due to a delay in billing the third quarter 2001
processing costs. Due to the delay, an estimate of these costs was recorded.
This estimate was approximately $24,000 too high and was adjusted in the fourth
quarter of 2001.

COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE NINE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased in the nine months ended September 30, 2002 as compared
to September 30, 2001 primarily due to lower basic interest on PIMs and lower
MBS interest income. Basic interest on PIMs decreased primarily due to the
reclassification of the Richmond Park PIM to a MBS in May 2001. For an
explanation of the Richmond Park reclassification, please refer to the
discussion under "Liquidity and Capital Resources—--Payments Received from
Investments" below. In 2001, KIM received a payment from the borrower of the
Richmond Park PIM as a settlement to release the loan's participation feature.
KIM continued to receive the scheduled payments on the insured first mortgage,
but due to the elimination of the participation feature, the classification of
interest income was changed from PIM interest income to MBS interest income. MBS
interest income decreased primarily due to on-going single-family MBS principal
collections.

56

The following discussion relates to the operations of KIM during the years
ended December 31, 2001, 2000 and 1999.

(AMOUNTS IN THOUSANDS)

Interest income on PIMs:

L= TSNS I B 15 o B i = ol == $2,069 $2,773 $ 6,325
Participation interest..... ...ttt eennnnns 19 941 1,666
Interest INCOME ON MBS . i it ittt ittt ittt et teeeeeeeeeenenaens 902 550 1,206
Other interest 1nNCOmMEe. ... ittt ittt ittt ettt et eeeeeeeen 130 427 609
Partnership eXPENSES . i i ittt ittt et ettt et ettt (5306) (674) (1,0006)
Amortization of prepaid fees and expenses...........ceuun... (73) (138) (1,298)
A L= S 15'e ¥ 1= $2,511 $3,879 $ 7,502

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

Net income decreased in 2001 when compared to 2000 primarily due to lower
basic interest and participation interest on PIMs and other interest income.
This was partially offset by an increase in MBS interest income. Basic interest
on PIMs decreased primarily due to the payoffs of the Enclave, Bell Station and
Brookside PIMs in 2000 and the reclassification of the Richmond Park PIM to a
MBS in May 2001. Participation interest was higher during 2000 due to amounts
collected in connection with the PIM payoffs received. Other interest income

89



Edgar Filing: BERKSHIRE INCOME REALTY INC - Form S-11/A

decreased due to significantly lower average interest rates earned on cash
balances available for short-term investing in 2001 versus 2000. MBS interest
income increased due to the Richmond Park reclassification.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

Net income decreased in 2000 as compared to 1999 primarily due to lower
interest income on PIMs and MBS. Basic interest on PIMs decreased due to the
payoffs of the Enclave, Bell Station and Brookside PIMs in 2000 and the
Salishan, Saratoga, Marina Shores and Valley Shores PIMs in 1999. Participation
interest decreased due to the PIM payoffs mentioned above. MBS interest income
decreased primarily due to the payoff of the Patrician MBS in 1999. Expenses
decreased in 2000 compared with 1999 primarily due to lower asset management
fees and amortization expenses. The decrease in asset management fees was a
result of the partnership's asset base declining. Amortization expense was
greater in 1999 as compared to 2000 as a result of the full amortization of the
remaining prepaid fees and expenses on the 1999 PIM prepayments being greater
than the 2000 PIM prepayments.

LIQUIDITY AND CAPITAL RESOURCES

CASH FLOW AND DIVIDENDS

KIM had cash and cash equivalents of approximately $2.5 million at
September 30, 2002 and approximately $3.6 million at December 31, 2001. KIM also
had cash flow provided by its investments in PIMs and MBS. KIM anticipates that
these sources will be adequate to provide the partnership with sufficient
liquidity to meet its obligation as well as to provide distributions to its
investors.

The most significant demand on the partnership's liquidity is the quarterly
distribution paid to investors of approximately $900,000. Funds for the
quarterly distributions come from monthly principal and interest payments
received on the PIMs and MBS, the principal prepayments of the MBS and interest
earned on the partnership's cash and cash equivalents. The portion of
distributions attributable to the principal collections and cash reserves
reduces the capital resources of the partnership. As the capital resources
decrease, the total cash flows to the partnership will also decrease and over
time will result in periodic adjustments to the distributions paid to investors.
The general partners of KIM periodically review the distribution rate to
determine whether an adjustment is necessary based on projected future cash
flows. In general, the general partners try to set a distribution rate that
provides for level quarterly distributions. To the extent that quarterly
distributions do not fully utilize the cash available for distributions and cash
balances increase, the general partners may adjust the distribution rate and
distribute these funds through a special distribution. Based on current
projections, the general partners have determined that the partnership will
continue to pay a distribution of $0.06 per limited partner interest per quarter
for the near future.
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PAYMENTS RECEIVED FROM INVESTMENTS
KIM received a payoff of the Richmond Park Apartments MBS on June 17, 2002

for $8,796,086. On August 28, 2002, KIM paid a special distribution of $0.59 per
limited partner interest from the proceeds of the Richmond Park prepayment.
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On March 1, 2002, the partnership paid a special distribution of $0.10 per
limited partner interest due to prepayment of the single family MBS at speeds
greater than previously anticipated.

In addition to providing insured or guaranteed monthly principal and basic
interest payments, the partnership's PIM investments also may provide additional
income through its participation interest in the underlying properties. The
partnership may receive a share in any operating cash flow that exceeds debt
service obligations and capital needs or a share in any appreciation in value
when the properties are sold or refinanced. However, this participation is
neither guaranteed nor insured, and it is dependent upon whether property
operations or its terminal value meet specified criteria.

KIM agreed in December of 2000 to provide debt service relief for the
Wildflower PIM due to the property's poor operating performance in the
competitive Las Vegas market. Occupancy had fallen as low as 80%, and the
property had been unable to generate sufficient revenues to adequately maintain
the property. Consequently, a loan modification agreement between KIM, the
borrower entity under the PIM, the principals of the borrower entity and the
affiliated property management agent will provide operating funds for property
repairs. Under the modification, the principals of the borrower entity converted
$105,000 of cash advances to a long-term non-interest-bearing loan. In addition,
an escrow account to be used exclusively for property repairs was established
and is under the control of KIM. The management agent made an initial deposit
into the escrow equal to 30% of the management fees it received during 2000 and
will continue to deposit a similar amount until December of 2002. KIM made an
initial deposit into the escrow account to match the $105,000 principals' loan
and the management agent's initial deposit and will continue to match additional
deposits until December of 2002. KIM's contributions to the escrow account will
be considered an interest rebate. The principals' loan and the escrow deposits
made by the management agent and the partnership can be repaid exclusively out
of any surplus cash that the property may generate in future years. Any
repayments will be made on a pro rata basis among the parties. The effective
interest rate after the interest rebate was to a level that was at the then
prevailing rate for similar instruments.

KIM's other remaining PIM investment is backed by the underlying first
mortgage loan on Creekside. Located in the Portland, Oregon area, the property
has maintained occupancy in the mid- to high-90% range over the past several
years. However, with flat rental rates and increasing expenses, it does not
generate any cash flow that can be distributed as participation interest, nor
has the value of the property increased sufficiently for the partnership to
share in any participation interest based on value. Furthermore, Clackamas
County 1is undertaking an extensive road improvement project adjacent to
Creekside. The borrower has learned that the design of the new road interchange
will require a significant portion of the property be taken by eminent domain,
possibly including some of the apartment buildings. The borrower is contesting
the condemnation action on the basis that the compensation award will not fully
compensate ownership for the adverse effects the road widening will have on the
remaining portion of the property. The borrower expects that the legal
proceedings will be complicated and lengthy, particularly since the property is
security for a participating mortgage insured by the Federal Housing
Administration, which we refer to as the FHA. Consequently, during the second
quarter of 2002 the borrower gave notice to the partnership that it will pay off
the first mortgage loan by utilizing the ownership entity's short-term credit
lines. However, the borrower subsequently decided to forego this option due to
the ongoing uncertainty of the effect the condemnation will have on the value of
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the property.

During May of 2001, KIM received $19,231 from the borrowers of the Richmond
Park PIM as a settlement to release the loan's participation features. The
property was not generating sufficient cash flow to pay any participation from
property operations nor did it have sufficient appreciation in value to meet the
threshold to pay any participation based on value if the property was sold or
refinanced. Considering the property's physical condition, there was little
likelihood that its status would improve. Rental rate increases and occupancy
levels had been difficult to achieve. Consequently, all of the cash flow
generated by the property went back into operations. While the borrower had
assured that the insured first mortgage debt was serviced, no major capital
improvements were undertaken to enhance the property's leasing efforts.
Furthermore, routine maintenance and repairs were beginning to be prioritized
according to need and available cash. The condition of the property and its
inability to generate sufficient cash flow seriously impaired the ability of the
borrower to either sell the property or refinance
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it without taking a loss. The borrower's business plan was to make a significant
investment in the property to correct deferred maintenance and functional
obsolescence and to market it for leasing in order to reposition the property
for a successful sale or refinance. The borrower was unwilling to make the
significant investments necessary while the property was encumbered with the
PIM's participation features. As a result, the borrower requested a release of
the participation features while keeping the insured first mortgage in place
until operations improve and the property can be sold or refinanced. The general
partners of KIM agreed to this request in return for the settlement because
there was no expectation that the partnership would be entitled to any
participation proceeds now or in the future in the property's physical
condition. Upon this settlement, the insured first mortgage loan on Richmond
Park was reclassified from a PIM to a MBS as the only remaining portion of the
investment is a GNMA MBS. The partnership also reclassified this investment to
available for sale concurrent with the release of the participation feature.

On June 2, 2000, the partnership paid a special distribution of $0.93 per
limited partner interest from the Bell Station and Enclave PIM payoffs along
with the shared appreciation interest proceeds from the Brookside PIM, as
discussed below. On March 30, 2000, the partnership received $190,239 of shared
appreciation interest and $5,973 of shared income interest from the Bell Station
PIM. During April of 2000, the partnership received the principal proceeds of
$4,901,863 from the Bell Station PIM. During May of 2000, the partnership
received the principal proceeds of $8,508,892 from the Enclave PIM. The
underlying first mortgage loan matured on May 1, 2000; however, the borrower was
unable to close on its refinancing of the property in time to payoff the loan on
its maturity date. Consequently, Fannie Mae paid off the MBS under its guarantee
obligation. Subsequent to the payoff of the MBS portion of the PIM, the
partnership received $178,854 of shared appreciation interest and $200,398 of
shared income interest.

On March 30, 2000, KIM paid a special distribution of $0.31 per limited
partner interest from the principal proceeds in the amount of $4,531,910
received from the Brookside Apartments PIM payoff in February of 2000. The
underlying first mortgage loan matured on February 1, 2000; however, the
borrower was unable to close on its refinancing of the property in time to
payoff the loan on its maturity date. Consequently, Fannie Mae paid off the MBS
under its guarantee obligation. Subsequent to the payoff of the MBS portion of
the PIM, the partnership received $130,000 of shared appreciation interest and
$176,513 of shared income interest.
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In addition to the payoffs mentioned above, the partnership received shared
income interest of $24,233 from the Enclave PIM during February of 2000 and
$34,793 from the Creekside PIM during June of 2000.

On January 11, 2000, KIM paid a special distribution of $2.37 per limited
partner interest from the prepayment proceeds received during December of 1999
from the Salishan, Saratoga and Marina Shores Apartments PIMs and the Patrician
MBS. In addition to the principal proceeds from the Salishan PIM of $14,666,235,
the partnership received $146,662 of prepayment premium income and $311,650 of
shared income interest and minimum additional interest. The partnership received
$6,008,565 of principal proceeds from the Marina Shores PIM along with $176,679
of shared appreciation interest and prepayment premium income. The principal
proceeds from the Saratoga PIM and the Patrician MBS prepayments were $6,204,895
and $7,830,263, respectively. The partnership did not receive any participation
interest on the Saratoga prepayment.

In October of 1999, the partnership received a prepayment of the Valley
Manor Apartments PIM of $4,425,993. The partnership did not receive any
additional interest as a result of this prepayment because the underlying
property's appraised value did not exceed the threshold required to realize
additional interest. In November of 1999 the partnership paid a special
distribution of $0.30 per limited partner interest from the Valley Manor
proceeds.

In February of 1999, KIM received a payoff of the Pope Building PIM in the
amount of $3,176,761. In addition, the partnership received $703,860 of shared
appreciation and prepayment premium income and $218,578 of shared income and
minimum additional interest upon the payoff of the underlying mortgage. During
March of 1999, the partnership received a payoff of the Remington PIM in the
amount of $12,199,298. The payoff was the result of a default on the underlying
loan, which resulted in the partnership receiving all of the outstanding
principal balance under the insurance feature of the PIM. However, due to the
default the partnership did not receive any participation income from this PIM.
During May of 1999, the partnership paid a special distribution of $1.08 per
limited partner interest from the principal proceeds received from the Remington
and Pope Building PIMs and the shared appreciation and prepayment premium
proceeds received from the Pope Building PIM.
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During January of 1999, the partnership paid a special distribution of $0.66
per limited partner interest from the principal proceeds and prepayment premium
received from the Cross Creek PIM in 1998. The prepayment of the Cross Creek PIM
remaining principal balance amounted to $9,414,586 with additional income (in
lieu of a prepayment premium) of approximately $318,000 was received along with
shared income of approximately $60,000.

KIM has the option to call these PIMs by accelerating their maturity. If the
call feature is exercised for both the participation feature and the insured
mortgage or MBS portion of the PIMs then the insurance feature of the loan would
be canceled. Therefore, the partnership will determine the merits of exercising
the call option for each PIM as economic conditions warrant. Factors such as the
condition of the asset, local market conditions, the interest rate environment
and availability of financing will affect those decisions.

KRUPP INSURED PLUS LIMITED PARTNERSHIP
OVERVIEW

Krupp Insured Plus Limited Partnership, or KIP, was formed on December 20,
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1985 as a Massachusetts limited partnership. KIP raised approximately

$149 million through a public offering of limited partner interests evidenced by
units of depositary receipts. The partnership used the net proceeds of the
public offering primarily to acquire PIMs and MBS. KIP considers itself to be
engaged only in the industry segment of investment in mortgages.

CRITICAL ACCOUNTING POLICIES

KIP's critical accounting policies relate primarily to revenue recognition
related to the participation feature of the partnership's PIM investments. The
partnership's policies are as follows:

Basic interest on PIMs is recognized at the stated rate of the FHA-insured
mortgage loan, less the servicer's fee, or the stated coupon rate of the Fannie
Mae MBS. The partnership recognizes interest related to the participation
features when the amount becomes fixed and the transaction that gives rise to
the amount is finalized, cash is received and all contingencies are resolved.
This could be the sale or refinancing of the underlying real estate, which
results in a cash payment to the partnership or a cash payment made to the
partnership from surplus cash relative to the participation feature.

RESULTS OF OPERATIONS

COMPARISON OF THE THREE MONTHS ENDED SEPTEMBER 30, 2002 TO THE THREE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased during the three months ended September 30, 2002 when
compared to the same period in 2001 due primarily to decreases in basic interest
income on PIMs, participation income and other interest income net of a decrease
in general and administrative expenses. Basic interest income on PIMs decreased
due to the payoff of the Royal Palm Place PIM in the first quarter of 2002.
Participation income was greater in 2001 due to the collection of a prepayment
premium from the Boulders Apartments MBS in July of 2001. Other interest income
decreased due to lower average cash balances available for short-term investing
and lower interest rates earned on those balances in the three month period when
compared to the same period in 2001. The decrease in general and administrative
expenses was due to a delay in the billing of the third quarter 2001 processing
costs. As a result, an estimate of this cost was recorded at the end of the
quarter. This estimate was approximately $8,000 too high and was adjusted in the
fourth quarter of 2001.

COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE NINE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased during the nine months ended September 30, 2002 when
compared to the same period in 2001 due to decreases in basic interest income on
PIMs and interest income on MBS. This was partially offset by an increase in
participation income. Participation income increased and basic interest income
on PIMs decreased due to the payoff of the Royal Palm Place PIM in the first
quarter of 2002. Interest income on MBS decreased due to the payoff of the
Boulders Apartments MBS in July of 2001.

94



Edgar Filing: BERKSHIRE INCOME REALTY INC - Form S-11/A

60

The following discussion relates to the operations of KIP during the years
ended December 31, 2001, 2000 and 1999.

(AMOUNTS IN THOUSANDS)

Interest income on PIMs:

L= TSNS I 15 o B i = ol == $1,4406 $1,423
Participation interest..... ...ttt eennnnns 306 214
Interest INCOME ON MBS . i ittt ittt ittt ettt teeeeeeeeeeaeeaens 1,171 1,702
Other interest 1NCOmME. ...ttt ittt ittt ettt et eeeeeeen 100 249
Partnership eXPENSES . i i ittt it ittt ettt et ettt (390) (449)
Amortization of prepaid fees and expenses...........ceueuen... (92) (101)
A L= S 15'e ¥ 1 1= $2,541 $3,038

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

Net income decreased for 2001 when compared with 2000 primarily due to
decreases in interest income on MBS and other interest income. This was
partially offset by an increase in participation interest and a decrease in
asset management fees. Interest income on MBS decreased in 2001 when compared to
2000 primarily due to the payoffs of the Boulders Apartments MBS in July of 2001
and the Chateau Bijou MBS in September of 2000. Other interest income decreased
due to lower average interest rates earned on cash balances available for
short-term investing in 2001 as compared with 2000. Participation interest
increased due to the collection of a prepayment premium from the Boulders
Apartments MBS payoff in July of 2001. The decrease in asset management fees was
due to the partnership's asset base declining.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

Net income decreased for 2000 when compared with 1999 primarily due to the
decrease in interest income on PIMs and MBS. Basic interest on PIMs decreased in
2000 as compared to 1999 primarily due to the prepayment of the LaCosta PIM in
December of 1999. MBS interest income decreased in 2000 as compared to 1999
primarily due to principal collections received on the remaining MBS investments
and the Chateau Bijou MBS payoff in September of 2000. Participation interest
increased in 2000 compared with 1999 due to the Chateau Bijou MBS prepayment
premium and shared appreciation interest from the LaCosta PIM payoff received in
2000. Expenses decreased in 2000 as compared with 1999 primarily due to lower
asset management fees caused by a declining asset base.

LIQUIDITY AND CAPITAL RESOURCES

CASH FLOW AND DIVIDENDS

KIP had cash and cash equivalents of approximately $0.8 million at
September 30, 2002 and approximately $1.4 million at December 31, 2001. KIP also
had cash flow provided by its investments in PIMs and MBS. KIP anticipates that
these sources will be adequate to provide the partnership with sufficient
liquidity to meet its obligations as well as to provide distributions to its

$2,085

1,900
231
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investors.

The most significant demand on KIP's liquidity is the quarterly
distributions paid to investors, which are approximately $750,000 per quarter.
Funds for the quarterly distributions come from the monthly principal and basic
interest payments received on the remaining PIM and MBS, the principal
prepayments of the PIM and MBS, interest earned on the partnership's cash and
cash equivalents and cash reserves. The portion of distributions attributable to
the principal collections and cash reserves reduces the capital resources of the
partnership. As the capital resources decrease, the total cash flows to the
partnership also will decrease and over time will result in periodic adjustments
to the distributions paid to investors. The general partners of KIP periodically
review the distribution rate to determine whether an adjustment is necessary
based on projected future cash flows. In general, the general partners try to
set a distribution rate that provides for level quarterly distributions. To the
extent that quarterly distributions do not fully utilize the cash available for
distributions and cash balances increase, the general partners may adjust the
distribution rate or distribute these funds through a special distribution.
Based on current projections, the general partners have determined that KIP will
reduce 1its
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current quarterly distribution rate from $0.10 per limited partner interest to
$0.05 per limited partner interest commencing with the February 2003
distribution.

PAYMENTS RECEIVED FROM INVESTMENTS

KIP received a prepayment of the Royal Palm Place PIM. On January 2, 2002,
KIP received $378,480 of shared appreciation interest and $126,159 of minimum
additional interest. On February 27, 2002, the partnership received $5,563,531
representing the principal proceeds on the first mortgage. On March 19, 2002,
the partnership paid a special distribution of $0.80 per limited partner
interest from the principal proceeds and shared appreciation interest received.

In addition to providing insured or guaranteed monthly principal and basic
interest payments, KIP's investment in the remaining PIM also may provide
additional income through a participation interest in the underlying property.
The partnership may receive a share in any operating cash flow that exceeds debt
service obligations and capital needs or a share in any appreciation in value
when the property is sold or refinanced. However, this payment is neither
guaranteed nor insured and is dependent upon whether property operations or its
terminal value meet specified criteria.

KIP's only remaining PIM investment is backed by the first mortgage loan on
Vista Montana. Presently, the general partners of KIP do not expect Vista
Montana to pay the partnership any participation interest or to be sold or
refinanced during 2002. However, if favorable market conditions provide the
borrower an opportunity to sell the property, there are no contractual
obligations remaining that would prevent a prepayment of the underlying first
mortgage. Vista Montana operates under a long-term restructure program. KIP
agreed in 1993 to change the original participation terms and to permanently
reduce the rate on the first mortgage loan to 7.375% per annum when construction
was significantly delayed. The borrower also raised additional equity at the
time of the modification by selling investment tax credits. These funds have
been held in escrow and are used to fund operating deficits. Although occupancy
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in the Phoenix sub-market is generally in the low 90% range, the property is
currently 80% occupied because of a fire. Repairs to the property are underway
and will be covered by the borrower's property insurance.

KIP has the option to call its remaining PIM by accelerating the maturity
date of the loan. If the call feature is exercised for the whole PIM then the
insurance feature of the loan would be canceled. Therefore, the partnership will
determine the merits of exercising the call option as economic conditions
warrant. Factors such as the condition of the asset, local market conditions,
interest rates and available financing will have an impact on this decision.

KIP received a payoff of the Boulders Apartments MBS on July 9, 2001 for
$9,045,042. The partnership also received a prepayment premium of $306,000 from
this payoff. On August 17, 2001, the partnership paid a special distribution of
$1.25 per limited partner interest from the proceeds received.

KIP received a payoff from the Chateau Bijou MBS on September 19, 2000 for
$2,266,064. During October of 2000 the partnership received a 9% prepayment
premium of $203,946 from this payoff. The partnership paid a special
distribution in November of 2000 of $0.33 per limited partner interest from the
proceeds received.

In December of 1999, KIP received a prepayment in the amount of $9,746,923
representing the outstanding principal balance due on the La Costa PIM. The
borrower defaulted on the first mortgage loan underlying the PIM in June of
1999. The partnership continued to receive its full principal and interest
payments until the default was resolved as GNMA guaranteed those payments to the
partnership. KIP did not receive any participation interest as a result of this
default. However, the partnership received $10,000 from the borrower to release
the subordinated promissory note. This payment was classified as shared
appreciation interest. On January 11, 2000, the partnership paid a special
distribution to the investors of $1.30 per limited partner interest.
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KRUPP INSURED PLUS II LIMITED PARTNERSHIP
OVERVIEW

Krupp Insured Plus II Limited Partnership, or KIP II, was formed on
October 29, 1986 as a Massachusetts limited partnership. KIP II raised
approximately $292 million through a public offering of limited partner
interests evidenced by units of depositary receipts. The partnership used the
net proceeds of the public offering primarily to acquire PIMs and MBS. KIP II
considers itself to be engaged only in the industry segment of investment in
mortgages.

CRITICAL ACCOUNTING POLICIES

KIP II's critical accounting policies relate primarily to revenue
recognition related to the participation feature of the partnership's PIM
investment. The partnership's policies are as follows:

Basic interest on the PIM is recognized based on the stated coupon rate of
the GNMA MBS. The partnership recognizes interest related to the participation
feature when the amount becomes fixed and the transaction that gives rise to the
amount is finalized, cash is received and all contingencies are resolved. This
could be the sale or refinancing of the underlying real estate, which results in
a cash payment to the partnership or a cash payment made to the partnership from
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surplus cash relative to the participation feature.

RESULTS OF OPERATIONS

COMPARISON OF THE THREE MONTHS ENDED SEPTEMBER 30, 2002 TO THE THREE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased in the three months ended September 30, 2002 as
compared to September 30, 2001 primarily due to decreases in MBS interest income
and basic interest on PIMs. This decrease was partially offset by an increase in
other interest income and decreases in general and administrative expenses and
asset management fees. Basic interest on PIMs decreased due to the payoff of the
Denrich Apartments PIM in May 2002. MBS interest decreased primarily due to the
payoff of the Richmond Park Apartments MBS in June 2002. Other interest income
increased due to higher average cash balances available for short-term investing
in the three-month period ended September 30, 2002 versus the same period last
year. The decrease in general and administrative expenses was due to KIP II not
being billed for the third quarter 2001 processing costs. Due to the delay, an
estimate of these costs was recorded. This estimate was approximately $15,000
too high and was adjusted in the fourth quarter of 2001. Asset management fees
decreased due to the decrease in KIP II's investments as a result of principal
collections and payoffs.

COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE NINE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased in the nine months ended September 30, 2002 as compared
to September 30, 2001 primarily due to lower basic interest on PIMs and lower
MBS interest income. This decrease was partially offset by decreases in asset
management fees and amortization expense. The reduction in basic interest on
PIMs 1s primarily due to the reclassification of the Richmond Park PIM to a MBS
in May 2001. For an explanation of the Richmond Park reclassification, please
refer to the discussion under "Liquidity and Capital Resources--Payments
Received from Investments" below. In 2001, KIP II received a payment from the
borrower of the Richmond Park PIM as a settlement to release the loan's
participation feature. KIP II continued to receive the scheduled payments on the
insured first mortgage and the classification of interest income was changed
from PIM interest income to MBS interest income. Basic interest on PIMs also
decreased due to the payoff of the Denrich Apartments PIM in May 2002. MBS
interest decreased due to the payoff of the Orchard Landing MBS in May 2001 and
on-going single-family MBS principal collections net of the effect of the
Richmond Park reclassification. Asset management fees decreased due to the
decrease in KIP II's investments as a result of principal collections and
payoffs. Amortization expense was greater during the nine months ended
September 30, 2001 as compared to September 30, 2002 as a result of the
remaining prepaid fees and expenses on the PIM prepayments being fully amortized
as of September 2001.
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The following discussion relates to the operations of KIP II during the
years ended December 31, 2001, 2000 and 1999.
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(AMOUNTS IN THOUSANDS)

Interest income on PIMs:

L= TSNS I 15 o B i = ol == $ 613 $1,360 $3,682
Participation interest..... ...ttt eennnnns 31 - 1,635
Interest INCOME ON MBS . i ittt ittt ittt ettt teeeeeeeeeeaeeaens 2,022 1,685 1,826
Other interest 1NCOmME. ... i ittt ittt ittt ettt et e 125 475 680
Partnership eXPENSES . i i ittt ittt e ettt ettt ettt (553) (628) (778)
Amortization of prepaid fees and expenses...........ceuunn.. (66) (122) (898)
A L= S 15'e ¥ 1 1= $2,172 $2,770 $6,147

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

Net income decreased during 2001 as compared to 2000 primarily due to lower
basic interest on PIMs and other interest income. This decrease was partially
offset by an increase in interest income on MBS. The reduction in basic interest
on PIMs was primarily due to the reclassification of the Richmond Park PIM to an
MBS in May of 2001. Interest income on MBS increased due to the
reclassification, but was partially offset by the payoff of the Orchard Landing
MBS in May of 2001. Other interest income decreased due to significantly lower
average interest rates earned on cash balances available for short-term
investing in 2001 versus 2000.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

Net income decreased during 2000 as compared to 1999 primarily due to lower
basic and participation interest on PIMs. This was partially offset by a
decrease in amortization. The reduction in basic interest on PIMs was due to the
payoff of the Greenhouse PIM in 2000 and the payoffs of the Saratoga, Le Coeur
du Monde, Country Meadows, Stanford Court, Hillside Court, Carlyle Court and
Waterford Court PIMs in 1999. Participation interest was higher in 1999 than
2000 as the loans that paid off in 1999 generated higher shared appreciation
interest and prepayment premiums than the Greenhouse PIM that paid off in 2000.
The decrease in amortization was also related to the payoff activity in 1999,
which resulted in the write-off of the remaining deferred expenses attributed to
those loans.

As the partnership distributes principal collections on MBS and
PIMs through quarterly or special distributions, the invested assets of the
partnership will decline, which should result in a continuing decline in net
income.

LIQUIDITY AND CAPITAL RESOURCES

CASH FLOW AND DIVIDENDS

KIP II had cash and cash equivalents of approximately $1.4 million at
September 30, 2002 and approximately $933 at December 31, 2001. KIP II also had

cash flow provided by its investment in PIMs and MBS. KIP II anticipates that
these sources will be adequate to provide the partnership with sufficient
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liquidity to meet its obligations as well as to provide distributions to its
investors.

The most significant demand on KIP II's liquidity is the quarterly
distribution paid to investors of approximately $733,000. Funds for the
quarterly distributions come from the monthly principal and interest payments
received on the MBS, the principal prepayments of the MBS and interest earned on
the partnership's cash and cash equivalents. Since all of the participating
loans have been repaid, KIP II will commence closing out the partnership by
selling the remaining assets in KIP II. The general partners anticipate that a
final liquidating distribution will be made in early 2003.

PAYMENTS RECEIVED FROM INVESTMENTS

KIP II received a payoff of the Richmond Park Apartments MBS on June 17,
2002 for $14,073,943. On August 28, 2002, the partnership paid a special
distribution of $0.97 per limited partner interest from the principal proceeds
received.
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On May 15, 2002, the partnership received $3,084,121 representing the
principal proceeds on the first mortgage loan from the Denrich Apartments PIM.
In addition, the partnership received $100,625 from an affiliate to compensate
the fund for the inability to collect the accumulated but unpaid interest that
resulted from the interest rate reduction agreement entered into in June of
1995. On June 19, 2002, the partnership paid a special distribution of $0.22 per
limited partner interest from the principal proceeds received.

During May of 2001, KIP II received a payoff of the Orchard Landing MBS in
the amount of $4,440,315. On July 18, 2001 the partnership paid a special
distribution of $0.31 per limited partner interest from the principal proceeds.

Also during May of 2001, KIP II received $30,769 from the borrowers of the
Richmond Park PIM as a settlement to release the loan's participation features.
The property was not generating sufficient cash flow to pay any participation
from property operations nor did it have sufficient appreciation in value to
meet the threshold to pay any participation based on value if the property was
sold or refinanced. Considering the property's physical condition, there was
little likelihood that its status would improve. Rental rate increase and
occupancy levels had been difficult to achieve. Consequently, all of the cash
flow generated by the property went back into operations. While the borrower had
assured that the insured first mortgage debt was serviced, no major capital
improvements were undertaken to enhance the property's leasing efforts.
Furthermore, routine maintenance and repairs were beginning to be prioritized
according to need and available cash. The condition of the property and its
inability to generate sufficient cash flow seriously impaired the ability of the
borrower to either sell the property or refinance it without taking a loss. The
borrower's business plan was to make a significant investment in the property to
correct deferred maintenance and functional obsolescence and to market it for
leasing in order to reposition the property for a successful sale or refinance.
The borrower was unwilling to make the significant investments necessary while
the property was encumbered with the PIM's participation features. As a result,
the borrowers requested a release of the participation features while keeping
the insured first mortgage in place until the property turns around. The general
partners of KIP II agreed to this request in return for the settlement because
there was no expectation that the partnership would be entitled to any
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participation proceeds now or in the future in the property's physical
condition. Upon this settlement, the insured first mortgage loan on Richmond
Park was reclassified from a PIM to a MBS as the only remaining portion of the
investment is a GNMA MBS. The partnership also reclassified this investment to
available for sale concurrent with the release of the participation feature.

On March 30, 2000, the partnership paid a special distribution of $0.58 per
limited partner interest from the prepayment proceeds received during February
of 2000 on the Greenhouse Apartments PIM in the amount of $8,428,984. The
underlying property was foreclosed on by the first mortgage lender during
January of 1999. The partnership continued to receive its full principal and
basic interest payments due on the PIM while the underlying mortgage was in
default because those payments were guaranteed by GNMA. The partnership did not
receive any participation interest from this transaction.

On January 11, 2000, KIP II paid a special distribution of $0.43 per limited
partner interest from the Saratoga Apartments PIM prepayment proceeds received
in December of 1999 in the amount of $6,204,960. The underlying property value
had not increased sufficiently to meet the criteria for the partnership to earn
any participation interest.

On November 22, 1999, the partnership paid a special distribution of $0.72
per limited partner interest from the Le Coeur du Monde Apartments PIM
prepayment proceeds received in October of 1999 in the amount of $9,422,001. The
partnership also received $472,587 of accrued and unpaid participation interest
attributable to property operations from its Le Coeur du Monde PIM investment
and $1,102,701 of participation interest attributable to the partnership's share
in the increase in the property's value.

On June 18, 1999, KIP II paid a special distribution of $0.83 per limited
partner interest from the Country Meadows Apartments PIM prepayment proceeds
received in May of 1999 in the amount of $12,015,224. The underlying property
value had not increased sufficiently to meet the criteria for the partnership to
earn any participation interest. The partnership did receive a $60,076
prepayment premium for the early payoff of the Country Meadows PIM.

On February 26, 1999, the partnership paid a special distribution of $1.97
per limited partner interest from the prepayments of the Stanford Court,
Hillside Court, Carlyle Court and Waterford Court Apartments PIMs. On
January 25, 1999, the partnership received prepayments of the Stanford Court,
Hillside Court, Carlyle Court and
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Waterford Court Apartments PIMs in the amounts of $6,609,242, $4,266,759,
$7,696,897 and $9,394,386, respectively. In addition to the prepayments, the
partnership received $860,052 of shared appreciation interest and prepayment
penalties and $432,877 of minimum additional interest and shared income interest
during December of 1998.

KRUPP INSURED PLUS III LIMITED PARTNERSHIP
OVERVIEW

Krupp Insured Plus III Limited Partnership, or KIP III, was formed on
March 21, 1988 as a Massachusetts limited partnership. KIP III raised
approximately $255 million through a public offering of limited partner
interests evidenced by units of depositary receipts. The partnership used the
net proceeds of the public offering primarily to acquire PIMs and MBS. KIP III
considers itself to be engaged only in the industry segment of investment in
mortgages.
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CRITICAL ACCOUNTING POLICIES

KIP III's critical accounting policies relate primarily to revenue
recognition related to the participation feature of the partnership's PIM
investments. The partnership's policies are as follows:

Basic interest on PIMs is recognized based on the stated coupon rate of the
GNMA MBS. The partnership recognizes interest related to the participation
features when the amount becomes fixed and the transaction that gives rise to
the amount is finalized, cash is received and all contingencies are resolved.
This could be the sale or refinancing of the underlying real estate, which
results in a cash payment to the partnership or a cash payment made to the
partnership from surplus cash relative to the participation feature.

RESULTS OF OPERATIONS

COMPARISON OF THE THREE MONTHS ENDED SEPTEMBER 30, 2002 TO THE THREE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income decreased during the three months ended September 30, 2002 when
compared to the same period in 2001 due primarily to decreases in basic interest
income on PIMs, interest income on MBS and other interest income net of
decreases in asset management fees, amortization expense and general and
administrative expenses. Basic interest income on PIMs decreased due to the
payoff of the Royal Palm Place PIM in the first quarter of 2002. Interest income
on MBS decreased due to lower principal balances which resulted from on-going
repayments and prepayments. Other interest income decreased due to lower average
cash balances available for short-term investing and lower interest rates earned
on those balances in the three month period when compared to the same period in
2001. Asset management fees decreased due to the decline in KIP III's asset base
as a result of principal collections and prepayments. Amortization expense
decreased due to the full recognition of prepaid acquisition fees and expenses
associated with the Harbor Club PIM in 2001. General and administrative expenses
decreased due to a delay in the billing of the third quarter 2001 processing
costs. Due to the delay, an estimate of these costs was recorded. This estimate
was approximately $13,000 too high and was adjusted in the fourth quarter of
2001.

COMPARISON OF THE NINE MONTHS ENDED SEPTEMBER 30, 2002 TO THE NINE MONTHS
ENDED SEPTEMBER 30, 2001.

Net income increased during the nine months ended September 30, 2002 when
compared to the same period in 2001 primarily due to an increase in
participation income. This was partially offset by a decrease in basic interest
income on PIMs. Participation income increased due to the payoff of the Royal
Palm Place PIM in the first quarter of 2002. Basic interest income on
PIMs decreased due to the Royal Palm Place PIM payoff noted above and the Casa
Marina PIM payoff in June of 2001.
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The following discussion relates to the operations of KIP III during the
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years ended December 31, 2001, 2000 and 1999.

(AMOUNTS IN THOUSANDS)

Interest income on PIMs:

L= TSNS I T 15 o B i = ol == $2,511 $2,755 $4,210
Participation interest..... ...ttt eennnnns 25 - 1,001
Interest INCOME ON MBS . i it ittt ittt ittt et eeeeeeeeeeeaeeaens 894 965 1,071
Other interest 1NCOmME. ... i ittt ittt ittt ettt et e 101 278 488
Partnership eXPENSES . i i ittt ittt et ettt ettt ettt (553) (624) (732)
Amortization of prepaid fees and expenses...........ceueunn.. (214) (380) (1,107)
L= S 15'e ¥ 1= $2,764 $2,994 $4,931

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2001 TO THE YEAR ENDED
DECEMBER 31, 2000.

Net income decreased during 2001 as compared to 2000 primarily due to
decreases in basic interest on PIMs and other interest income net of a decrease
in amortization expense. Basic interest on PIMs decreased primarily due to the
payoff of the Casa Marina PIM in the second quarter of 2001. The decrease was
partially offset by an increase in the interest rate for the Royal Palm Place
PIM as specified in the workout agreement. Other interest income decreased due
to lower average interest rates earned on cash balances available for short-term
investing during 2001, when compared to 2000. Amortization expense decreased due
to the full recognition of prepaid expenses relating to the Casa Marina and
Royal Palm Place PIMs during the second quarter of 2001.

COMPARISON OF THE YEAR ENDED DECEMBER 31, 2000 TO THE YEAR ENDED
DECEMBER 31, 1999.

Net income decreased during 2000 as compared to 1999 primarily due to lower
basic and participation interest on PIMs and lower other interest income net of
lower amortization expense. Basic interest on PIMs decreased due to the payoffs
of the Windsor Court, Mill Ponds Apartments and Marina Shores PIMs in 1999.
Participation income decreased in 2000 as a result of the PIM prepayments
mentioned above. The decrease in other interest income was primarily due to the
partnership having lower average short-term investment balances during the year
ended December 31, 2000 when compared to the same period in 1999. Amortization
expense decreased due to the partnership's fully amortizing the costs associated
with the PIMs that were prepaid in 1999.

LIQUIDITY AND CAPITAL RESOURCES

CASH FLOW AND DIVIDENDS

KIP III had cash and cash equivalents of approximately $1.4 million at
September 30, 2002 and approximately $1.9 million at December 31, 2001. KIP III
also had cash flow provided by its investments in PIMs and MBS. KIP III
anticipates that these sources will be adequate to provide the partnership with
sufficient liquidity to meet its obligations as well as to provide distributions
to its investors.
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The most significant demand on KIP III's liquidity is the quarterly
distributions paid to investors, which are approximately $1.0 million. Funds for
the quarterly distributions come from the monthly principal and basic interest
payments received on the remaining PIM and MBS, the principal prepayments of MBS
and interest earned on the partnership's cash and cash equivalents. The portion
of distributions attributable to the principal collections and cash reserves
reduces the capital resources of the partnership. As the capital resources
decrease, the total cash flows to the partnership also will decrease and over
time will result in periodic adjustments to the distributions paid to investors.
The general partners of KIP III periodically review the distribution rate to
determine whether an adjustment is necessary based on projected future cash
flows. In general, the general partners try to set a distribution rate that
provides for level quarterly distributions. To the extent that quarterly
distributions do not fully utilize the cash available for distributions and cash
balances increase, the general partners may adjust the distribution rate or
distribute these funds through a special distribution. Based on current
projections, the general partners have determined that the partnership will
reduce its current quarterly distribution rate of $0.08 per limited partner
interest to $0.04 per limited partner interest commencing with the
February 2003 distribution.
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PAYMENTS RECEIVED FROM INVESTMENTS

KIP III received a prepayment of the Royal Palm Place PIM. On January 2,
2002, the partnership received $1,004,379 of shared appreciation interest and
$334,793 of minimum additional interest. On February 25, 2002, the partnership
received $14,764,062 representing the principal proceeds on the first mortgage.
On March 19, 2002, the partnership paid a special distribution of $1.24 per
limited partner interest from the principal proceeds and shared appreciation
interest received.

During June of 2001, KIP III received a payoff of the Casa Marina PIM in the
amount of $6,727,016. In addition, the partnership received $15,000 of shared
appreciation interest and $10,000 of minimum additional interest upon the payoff
of the underlying mortgage. On July 18, 2001, the partnership paid a special
distribution of $0.53 per limited partner interest from the principal proceeds
and shared appreciation received from Casa Marina.

During January of 2000, the partnership paid a special distribution of $1.17
per limited partner interest consisting of principal proceeds and shared
appreciation interest in the amounts of $14,491,746 and $426,321, respectively
from the Marina Shores Apartments PIM payoff in December of 1999.

The partnership made two special distributions during 1999 as a result of
the following PIM prepayments: In February of 1999, an $0.88 per limited partner
interest special distribution consisting of the prepayment proceeds in the
amount of $10,876,051 and shared appreciation interest and prepayment premium of
$243,620 from the Windsor Court PIM that were received in January of 1999. In
September of 1999, an $0.80 per limited partner interest special distribution
was made consisting of the prepayment proceeds in the amount of $9,751,550 and
shared appreciation interest of $402,508 from the Mill Ponds PIM that were
received during the third quarter of 1999.

KIP III's only remaining PIM investment is backed by the first mortgage loan
on Harbor Club. Presently, the general partners do not expect Harbor Club to pay
the partnership any participation interest or to be sold or refinanced during
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2002. However, if favorable market conditions provide the borrower an
opportunity to sell the property, there are no contractual obligations remaining
that would prevent a prepayment of the underlying first mortgage. Harbor Club
operates in Ann Arbor, Michigan, which is a very competitive market with many
newer apartment properties. Although Harbor Club has maintained occupancy rates
in the mid 90% range for the past two years, most cash flow generated by the
property is used for capital replacements and improvements that help it maintain
its market position. For fiscal year 2001, the property generated surplus cash
and the partnership has billed the borrower approximately $83,000 in
participation interest. The partnership received a letter from the borrower
proposing that the surplus cash be used for repairs and maintenance to the
property. The partnership has not agreed to this proposal. The partnership
intends to send a default notice to the borrower and is evaluating its options.

In addition to providing insured or guaranteed monthly principal and basic
interest payments, the partnership's remaining PIM investment also may provide
additional income through a participation interest in the underlying property.
The partnership may receive a share in any operating cash flow that exceeds debt
service obligations and capital needs or a share in any appreciation in value
when the property is sold or refinanced. However, this participation is neither
guaranteed nor insured, and it is dependent upon whether property operations or
its terminal value meet specified criteria.

The partnership has the option to call its remaining PIM by accelerating the
maturity of the loan. If the call feature is exercised for both the
participation feature and the MBS security portion of the PIM then the insurance
feature of the loan would be canceled. Therefore, the partnership will determine
the merits of exercising the call option as economic conditions warrant. Factors
such as the condition of the asset, local market conditions, the interest rate
environment and availability of financing will affect this decision.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK WITH RESPECT TO THE
MORTGAGE FUNDS

ASSESSMENT OF CREDIT RISK

Each mortgage fund's investments in its insured mortgages and MBS portion of
its PIMs and its MBS are guaranteed and/or insured by Fannie Mae, FHLMC, GNMA or
HUD. Therefore, the certainty of their cash flows and the risk of material loss
of the amounts invested depend on the creditworthiness of these entities.
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Fannie Mae is a federally chartered private corporation that guarantees
obligations originated under its programs. FHLMC is a federally chartered
corporation that guarantees obligations originated under its programs. The
obligations are not guaranteed by the U.S Government or the Federal Home Loan
Bank Board. However, Fannie Mae and FHLMC are two of the largest corporations in
the United States with significant experience in mortgage securitizations. In
addition, their MBS instruments carry the highest credit rating given to
financial instruments. Also, the Secretary of the Treasury of the United States
has discretionary authority to lend up to $2.25 billion to Fannie Mae at any
time. GNMA guarantees the full and timely payment of principal and basic
interest on the securities it issues, which represents interest in pooled
mortgages insured by HUD. Obligations insured by HUD, an agency of the U.S.
Government, are backed by the full faith and credit of the U.S. Government.
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Collection of principal and interest on the additional loans and collection
of interest on the participation features have similar risks as those associated
with higher risk debt instruments, including reliance on the owner's operating
skills and ability to maintain occupancy levels, control operating expenses,
maintain the properties and obtain adequate insurance coverage. Operations also
may be effected by adverse changes in general economic conditions, adverse local
conditions and changes in governmental regulations, real estate zoning laws or
tax laws, and other circumstances over which a mortgage fund may have little or
no control.

U.S. GOVERNMENT AGENCY PAPER AND COMMERCIAL PAPER

GIT had cash and cash equivalents of approximately $3.1 million at
September 30, 2002, and approximately $6.2 million at December 31, 2002, of U.S.
government agency paper, which is issued by U.S. government-sponsored
enterprises with a credit rating equal to the top rating category of a
nationally recognized statistical rating organization.

GIT II had cash and cash equivalents of approximately $5.5 million at
September 30, 2002, and approximately $6.2 million at December 31, 2002, of U.S.
government agency paper.

KIM had cash and cash equivalents of approximately $2.5 million at
September 30, 2002, and approximately $3.4 million at December 31, 2001, of
commercial paper, which is issued by entities with a credit rating equal to one
of the top two rating categories of a nationally recognized statistical rating
organization.

KIP had cash and cash equivalents of approximately $800,000 at
September 30, 2002, and approximately $1.1 million at December 31, 2001, of
commercial paper.

KIP II had cash and cash equivalents of approximately $15.6 million at
September 30, 2002, and approximately $699,000 at December 31, 2001, of
commercial paper.

KIP III had cash and cash equivalents of approximately $1.7 million at
September 30, 2002, and approximately $1.6 million at December 31, 2001, of
commercial paper.

INTEREST RATE RISK

Each mortgage fund's primary market risk exposure is to interest rate risk,
which can be defined as the exposure of the mortgage fund's net income,
comprehensive income or financial condition to adverse movements in interest
rates. PIMs, PIMIs and MBS comprise the majority of the assets of GIT and GIT
II, and PIMs and MBS comprise the majority of the assets of KIM, KIP, KIP II and
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KIP III. Decreases in interest rates may accelerate the prepayment of the
mortgage fund's investments. None of the mortgage funds utilize any derivatives
or other instruments to manage this risk as each plans to hold all of its
investments to expected maturity, while it is expected that substantially all of
the MBS will prepay over the same time period, thereby mitigating any potential

interest rate risk to the disposition value of any remaining MBS.

FEach mortgage fund monitors prepayments and considers prepayment trends,
well as distribution requirements of the mortgage fund,

when setting regular
dividend policy. For MBS, each mortgage fund forecasts prepayments based on

as

trends in similar securities as reported by statistical reporting entities such
as Bloomberg. For PIMs and PIMIs, each mortgage fund incorporates prepayment

assumptions into planning as individual properties notify the mortgage fund of
the intent to prepay or as they are scheduled to mature.
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INTEREST RATE SENSITIVITY OF FINANCIAL INSTRUMENTS

The following tables provide information about each mortgage fund's

financial instruments that are sensitive to changes in interest rates.

For

mortgage investments, the tables present principal cash flows and related

weighted average interest rates, or WAIR, by expected maturity dates.
expected maturity date is contractual maturity adjusted for expectations of

prepayments.

The methodology used by the mortgage funds to estimate the fair value of

The

each class of financial instruments is described in the notes to the respective
financial statements of each of the mortgage funds included in this prospectus.

For GIT, please see note J on page F-31, for GIT II,
F-51, for KIM, please see note H on page F-68,

for KIP,

page F-82, for KIP II, please see note H on page F-96,
see note H on page F-110. As described in those notes,
of participating interest is not included in these valuations.

KRUPP GOVERNMENT INCOME TRUST

2002
Interest-sensitive assets:
D S 900
72N 8.17%
N I 29,467
72N 8.07%
N 18,556
72N O 7.59%
Additional loanS........eeeeeeee.. 2,471
72N 4.98%
Total interest-sensitive assets... $51,394

EXPECTED

please see note I on page
please see note H on

and for KIP IITI,
the mortgage funds'

please
share

MATURITY DATES ($ IN THOUSAN
2005 2006 2007+
$ 524 $ 448 $11, 35
8.17% 8.17% 8.1
157 170 16, 34
8.07% 8.07% 8.0
290 315 31,14
7.94% 7.94% 7.9
—— - 1,81
S 971 $ 933 $60, 65
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KRUPP GOVERNMENT INCOME TRUST II

2002

Interest-sensitive assets:
12 1 $ 1,821
AT R . 4t e e e ettt et ee e eeeanaeeenns 7.60%
N I £ O 422
2 I 7.05%
PIMIs
Insured mortgagesS. . ...eeeeeen.. 16,301
AT R . 4 e e e e ettt et ee e eeeenaeeenns 6.71%
Additional loanS.......c..eeeen. 6,963
AT R . 4t e et ettt et ee e e eeanaeeenns 7.00%
Total interest-sensitive

ASSEE S e i ittt e e e e e $25,507

KRUPP INSURED MORTGAGE

EXPECTED MATURITY DATES ($ IN THOUSANDS)
2003 2004 2005 2006 2007+

$1,557 $1,334 $1,146 $ 989 $ 8,254
7.60% 7.60% 7.60% 7.60% 7.60%
455 491 529 570 34,823
7.05% 7.05% 7.06% 7.06% 7.06%
1,257 1,361 1,472 1,593 63,641
6.71% 6.71% 6.71% 6.71% 6.71%
4,864 2,290 4,600 - -
7.00% 7.00% 7.00% 0.00% 0.00%
$8,133 $5,476 $7,747 $3,152 $106, 718

LIMITED PARTNERSHIP

EXPECTED MATURITY DATES

($ IN THOUSAN

2002 2003 2004 2005 2006 2007+
Interest-sensitive assets:
12 1 $ 917 S 817 S 734 S 666 S 611 $10,11
72N 7.63% 7.63% 7.63% 7.63% 7.63% 7.6
N I 309 335 363 393 426 21,89
72N O 7.94% 7.94% 7.94% 7.94% 7.94% 7.9
Total interest-sensitive assets... $1,226 $1,152 $1,097 $1,059 $1,037 $32,00
70
KRUPP INSURED PLUS LIMITED PARTNERSHIP
EXPECTED MATURITY DATES ($ IN THC
2002 2003 2004 2005 2006 2
Interest-sensitive assets:
12 1 $ 256 $ 231 $ 211 S 194 $ 181 S
72 8.41% 8.41% 8.41% 8.41% 8.41%
N £ 5,667 111 120 129 139 1
72 7.38% 7.38% 7.38% 7.38% 7.38%
Total interest-sensitive assets....... $5,923 S 342 $ 331 $ 323 $ 320 $2
KRUPP INSURED PLUS II LIMITED PARTNERSHIP
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EXPECTED MATURITY DATES ($ IN THC

2002 2003 2004 2005 2006 2
Interest-sensitive assets:
12 1 $1,059 $ 984 $ 929 $ 891 S 868 $2
72N 7.56% 7.56% 7.56% 7.56% 7.56%
I 3,101 - - - -
72 8.00% 0.00% 0.00% 0.00% 0.00%
Total interest-sensitive assets....... $4,160 $ 984 $ 929 $ 891 S 868 $2

KRUPP INSURED PLUS III LIMITED PARTNERSHIP

EXPECTED MATURITY DATES ($ IN THOU

2002 2003 2004 2005 2006 20
Interest-sensitive assets:
D12 1 $ 595 $ 515 S 449 $ 394 $ 349 S 8
72N 7.51% 7.51% 7.51% 7.51% 7.51%
N I £ 14,869 114 124 134 146 12
72N 8.00% 8.00% 8.00% 8.00% 8.00%
Total interest-sensitive assets...... $15,464 S 629 $ 573 $ 528 $ 495 $21

FORWARD-LOOKING STATEMENTS WITH RESPECT TO THE MORTGAGE FUNDS

Some of the statements in this Management's Discussion and Analysis of
Financial Condition and Results of Operations of the Mortgage Funds constitute
forward-looking statements. These forward-looking statements involve known and
unknown risks, uncertainties and other factors that may cause the actual results
of the mortgage funds to be different from any future results expressed or
implied by these forward-looking statements. These factors include, among other
things:

federal, state or local regulations,
- adverse changes in general economic or local conditions,

— the inability of borrowers to meet financial obligations on additional
loans,

- the prepayments of mortgages,

- the failure of borrowers to pay participation interests due to poor
operating results at properties underlying the mortgages,

- uninsured losses, and
- potential conflicts of interests between a mortgage fund and its
affiliates, including the trustees or general partners of the mortgage

fund.

Other factors that could cause actual results to differ from those expressed
or implied in this discussion are more fully described in "Cautionary Statement
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Regarding Forward-Looking Statements" and elsewhere in this prospectus.
71
BUSINESS AND PROPERTIES

GENERAL

We intend to engage in the business of acquiring, owning and operating
multi-family residential real properties. We intend to grow by acquiring and
renovating middle income apartment communities in selected targeted markets,
primarily in the Mid-Atlantic, Southeast and Southwest areas of the United
States. Concurrently with the completion of the offers, we will own interests in
five multi-family residential real properties, which we refer to as the initial
properties. Four of the five initial properties are located in the
Baltimore/Washington D.C. metropolitan areas, which we believe, based on
occupancy data compiled by a third party real estate information company and
provided to us by our property manager, comprise one of the strongest rental
markets in the country. Each of the initial properties has been managed by our
affiliates for over 15 years. We intend to acquire additional properties in the
future to provide portfolio diversification and an investment presence in other
strong metropolitan markets.

Our day-to-day operations will be conducted by Berkshire Advisor. See
"Management--Berkshire Advisor" and "--Summary of Advisory Services Agreement."
Berkshire Advisor, which is a newly formed company that has no previous advisory
experience, is an affiliate of The Berkshire Group, a diversified real estate
and financial services organization. Since 1969, The Berkshire Group, together
with its affiliates, have acquired over 30,000 apartment units and provided over
$15 billion of apartment financings. Its advisory experience includes acting as
the advisor to Berkshire Realty Company, Inc., a multi-family residential REIT
whose publicly held shares of common stock were listed on the New York Stock
Exchange until this REIT was acquired in 1999. An investment committee of
Berkshire Advisor will be required to approve all acquisitions, financings and
dispositions made on our behalf. The investment committee members collectively
have over 110 years of professional real estate experience and judgment. See
"Management--Berkshire Advisor."

Our on-site property management and other real estate operating service
needs with respect to the initial properties will be provided by BRI OP Limited
Partnership (which we refer to as BRI OP). Subject to the approval by our audit
committee, we expect that BRI OP will also provide these management services
with respect to other properties that we may acquire which do not otherwise have
a property manager. See "Management--The Property Manager." We believe that the
strength of BRI OP's management team of apartment community specialists will
provide a significant competitive advantage towards achieving our business
goals. BRI OP's management team has strong capabilities in apartment community
management, acquisition, renovation, leasing and disposition. We believe that
these capabilities will put us in a strong position to allow value to be created
in all phases of the real estate cycle. BRI OP currently manages an
approximately $1.1 billion portfolio, which includes over 21,000 apartment
units, from its regional offices in the Baltimore, Carolinas, Mid-Atlantic,
Southeast and Texas markets. BRI OP strives to provide institutional quality
property management services, and, through its parent, Berkshire Realty
Holdings, L.P., is owned by affiliates of The Berkshire Group in Jjoint wventure
with unaffiliated third parties, including Whitehall Street Real Estate XI
Limited Partnership (an affiliate of Goldman Sachs) and affiliates of Blackstone
Real Estate Advisors. See "Management--The Property Manager."
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BUSINESS STRATEGY

Our primary business objective is to deliver strong, consistent returns to
our stockholders, while enhancing the long-term growth in value of our real
estate portfolio. We believe we are well positioned to meet this objective,
given the strength of the economic regions in which the initial properties are
located, the quality of the initial properties and the opportunities for new
investments within our selected targeted markets. By following specific
operating and renovation-related strategies, we will seek to achieve stability
and growth through maximization of cash flow from our initial properties and
investment in multi-family properties to be acquired in the future. New
acquisitions are intended to be made within a well-defined strategy of acquiring
middle income properties exhibiting upside potential, in carefully selected
metropolitan markets that we are familiar with.

Through Berkshire Advisor, we will employ an asset management group to
assume overall responsibility for each asset in our real estate portfolio. The
goal of the asset management group will be to develop an annual business plan
for each property, including revenue enhancement strategies, line item expense
control, capital improvement plans, financing strategies, future
disposition/exit strategies, and to insure that the business plan is executed.
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Through Berkshire Advisor and BRI OP, we will employ the following operating
strategies:

PROPERTY MANAGEMENT AND LEASING. We believe that much of the opportunity to
create value for stockholders exists in the day-to-day property management and
leasing operations. We intend to maximize current and future cash flows through
BRI OP's in-depth knowledge of its markets, its emphasis on customer
satisfaction, and the economies of scale we expect to achieve from BRI OP's
large property management portfolio.

Through utilization of industry research and its local market knowledge, BRI
OP determines the rent growth potential in its markets by analyzing a variety of
factors, including employment growth, vacancy rates and competition from
existing and future apartment communities. This analysis enables BRI OP, in each
of its markets, to formulate and implement strategies for rent and occupancy
growth. BRI OP currently employs a leasing methodology which focuses on future
availability of apartment units in addition to analysis of current vacancies,
thereby allowing a more scientific method for increasing rents while maintaining
high occupancy levels. The leasing strategy also captures additional rent growth
by quickly adjusting rents depending on the supply and demand for certain
specific unit types.

In addition, BRI OP's property management teams focus on providing superior
service to residents of the apartments under management in an effort to ensure
customer satisfaction. These efforts have historically resulted in low turnover
rates with existing tenants and a good reputation in the local markets for
attracting new tenants.

We believe that well-maintained properties will provide attractive and
dependable yields over time. Thus, our strategy is to make continual capital
investments in our apartment communities, in order to ensure resident
satisfaction, remain competitive, and enhance each property's living
environment.

RENOVATIONS AND IMPROVEMENTS. Our affiliates have historically grown the

value of their apartment portfolios using a value-added approach. They have
found that properties over time can benefit by renovation and capital
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improvement plans that make the properties more competitive with newly built
properties, and allow the properties to better satisfy renters' changing
expectations and needs. Our strategy is to incorporate general physical
improvement plans in each year's property business plan, and then over longer
periods of time, when needed, to implement a major renovation and capital
improvement plan where rental rate increases can generate a desirable return on
investment.

ACQUISITION STRATEGY

We will seek opportunities to purchase well-located, moderate income
apartment communities which we believe are underperforming, but could benefit
from improved property management operations, minor capital improvement plans or
major renovation plans. We will seek properties that can be upgraded to an
institutional quality level with improvements. We intend to acquire properties
in selective targeted metropolitan markets that exhibit the proper desired
trends in projected supply/demand of apartments, job growth, population growth
and economic growth. We believe that the strategy of acquiring and renovating
middle income apartment communities is a safer strategy than buying or
developing higher income rental communities whose affordability appeals to a
much smaller rental market. Our affiliates have had success throughout most
market cycles with this strategy, and it allows them better control of events
because they control the decision on the timing of capital programs.

We believe we will have a competitive advantage when making acquisitions due
to:

— BRI OP's knowledge of multiple local markets gained from years of
operating in those markets,

— the opportunity to choose among many of BRI OP's existing markets to
invest in, and

— the knowledge of macro-economic and supply/demand trends that we have
access to from Berkshire Mortgage Finance (BMF), whose chairman will be an
initial member of Berkshire Advisor's investment committee. See "Berkshire
Advisor." BMF, an affiliate of The Berkshire Group, financed approximately
$3.5 billion in 2001 of apartment loans and has experience in most major
market areas.

FINANCING STRATEGIES

We intend to pay particular attention to the financing strategy for each of
our properties to insure that:

— the financing term is compatible with the property's exit strategy,

- the financing structure is compatible with the property's capital
improvement plan,
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- the financing takes advantage of locking in low interest rates at the
appropriate point of the economic cycle, and

- the amount of leverage is conservatively measured against each property's
operating cash flow prospects.

We may seek to acquire additional properties in joint ventures with
institutional investors. The advantage of this strategy is to increase the
return on our investment by earning additional income from managing the assets
held by the joint venture, and also to gain additional diversification of our
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capital by investing in a larger number of properties, although through a
smaller investment in each property. We believe the quality control and due
diligence required for entering into Jjoint ventures with institutional capital
is consistent with the historical operating standards of our affiliates.

DISPOSITION STRATEGY

We intend to hold each of our properties for long-term investment. However,
our strategy for determining any particular property's holding period and exit
strategy is based upon the future expectations for that property at any time. We
intend to review, on an annual basis, the expectations of a particular property
during the annual property business plan process. The future expectations for
each property will be based upon a thorough review of many factors including:

- projected economic and job growth prospects in the market area,
- projected apartment supply/demand trends,
- the market competitiveness of our property, and

- the future projected return of the property (referred to as a rebuy
analysis) compared to alternative investment opportunities.

If we decide that a particular property should be disposed of, we believe we
will have a competitive advantage in disposing of that property due to market
knowledge and broker contacts.

We do not intend to dispose of the Interests that have been tendered to us
in the offers.

INITIAL PROPERTIES

Concurrently with the completion of the offers, we will own interests in
five multi-family residential real properties.

The Berkshire Group and its affiliates (including KRF Company) own interests
in a number of multi-family real estate properties. However, other than with
respect to six of these properties, the properties are owned by entities in
which the consent of other parties are required for the transfer of the
properties to us. The substantial majority of these multi-family real estate
properties are owned by BRI OP and its wholly owned subsidiaries. The parent of
BRI OP is owned by The Berkshire Group affiliates in joint venture with
unaffiliated third parties, and The Berkshire Group affiliates do not have the
unilateral right to sell these other properties to us. Of the six properties,
five are consistent with our investment guidelines, while the sixth property is
not, due to its existing level of indebtedness and other financing terms
affecting the property.

CENTURY II APARTMENTS

Century II Apartments is located at 307 Fox Fire Place, Cockeysville,
Maryland. This garden style apartment community consists of 468 units within 16
buildings. The units consist of one, two and three-bedroom apartments. The
property is located on approximately 29 acres of land. Other improvements
include a swimming pool, fitness center, tennis courts, an exercise facility and
a clubhouse. Century II Apartments was built in 1971 and is in good condition.

Upon KRF Company's contribution to us at the completion of the offers, we
will indirectly own a 75.82% interest in Century II Apartments. The remaining
24.18% interest will be held by Equity Resources Group, Inc. or an entity
affiliated with Equity Resources Group, Inc. Our arrangements with Equity
Resources Group, Inc. or its affiliate relating to the management and control of
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the property are currently being negotiated, but are expected to be comparable
to those described below with respect to the Dorsey's Forge and Hannibal Grove
properties.
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As of December 31, 2001, the adjusted federal income tax basis of all of the
property of Century II Apartments was approximately $19,913,770. Of this amount,
approximately $16,983,827 is the basis of depreciable property, of which
$15,512,898 is allocated to the building and building improvements,
approximately $801,915 is allocated to the land improvements and approximately
$669,014 is allocated to all other depreciable assets.

DORSEY'S FORGE APARTMENTS

Dorsey's Forge Apartments is located at 9650 White Acre Road, Columbia,
Maryland. This garden style apartment community consists of 251 units within 13
buildings. The units consist of one, two and three-bedroom apartments. The
property is located on approximately 17 acres of land. Dorsey's Forge Apartments
was built in 1970 and is in good condition.

Upon KRF Company's contribution to us at the completion of the offers, we
will indirectly own a 91.382% beneficial interest as tenant-in-common in
Dorsey's Forge Apartments. The remaining 8.618% interest will be held by
ERG/DFHG, LLC, an affiliate of Equity Resources Group, Inc. Under our
tenancy-in-common agreement with ERG/DFHG, LLC, we will have control over the
management, operation and disposition of the property, although ERG/DFHG, LLC
has the option to require us to use our good faith efforts to sell the property
during the 180-day period beginning on April 27, 2005. We believe that if
ERG/DFHG, LLC exercises this option, it would be willing to allow us to retain
the property and instead accept a cash payment from us equal to what it would
have received in an arm's-length sale, if we decided to make that proposal to
ERG/DFHG, LLC. The tenancy-in-common agreement also will give us the right to
determine whether additional capital is needed for capital improvements to or
renovation of the property. If such a determination is made, each of the two
co-owners may contribute its proportionate share of the necessary additional
capital contribution. If a co-owner declines to make the additional capital
contribution, then the other co-owner may elect to contribute the unfunded
amount and the tenancy-in-common interests will be adjusted to reflect the
changes in each co-owner's capital contribution.

As of December 31, 2001, the adjusted federal income tax basis of all of the
property of Dorsey's Forge Apartments was approximately $6,100,470. Of this
amount, approximately $5,261,964 is the basis of depreciable property, of which
approximately $4,560,451 is allocated to the building, building improvements and
site improvements, approximately $115,460 is allocated to the land improvements
and approximately $586,053 is allocated to all other depreciable assets.

HANNIBAL GROVE APARTMENTS

Hannibal Grove Apartments is located at 5361 Brookway, Columbia, Maryland.
This garden style apartment community consists of 316 units within 23 buildings.
The units consist of one, two and three-bedroom apartments and three, four and
five-bedroom townhouses. The property is located on approximately 23 acres of
land. Hannibal Grove Apartments was built in 1970 and is in good condition.

Upon KRF Company's contribution to us at the completion of the offers, we
will indirectly own a 91.382% beneficial interest as tenant-in-common in
Hannibal Grove Apartments. The remaining 8.618% interest will be held by
ERG/DFHG, LLC. Under our tenancy-in-common agreement with ERG/DFHG, LLC, we will
have control over the management, operation and disposition of the property,
although ERG/DFHG, LLC has the option to require us to use our good faith
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efforts to sell the property during the 180-day period beginning on April 27,
2005. We believe that if ERG/DFHG, LLC exercises this option, it would be
willing to allow us to retain the property and instead accept a cash payment
from us equal to what it would have received in an arm's-length sale, if we
decided to make that proposal to ERG/DFHG, LLC. The tenancy-in-common agreement
also will give us the right to determine whether additional capital is needed
for capital improvements or renovation of the property. If such a determination
is made, each of the two co-owners may contribute its proportionate share of the
necessary additional capital contribution. If a co-owner declines to make the
additional capital contribution, then the other co-owner may elect to contribute
the unfunded amount and the tenancy-in-common interests will be adjusted to
reflect the changes in each co-owner's capital contribution.

We are currently evaluating the costs and anticipated benefits of doing
renovation and capital improvement projects at Hannibal Grove Apartments in a
small sample of test units. If after this evaluation we believe that there is a
sufficient return on the investment in the proposed projects, we may proceed
with the preparation of a formal plan for renovations and improvements on a
broader scale after our acquisition of the property.
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As of December 31, 2001, the adjusted federal income tax basis of the all of
the property of Hannibal Grove Apartments was approximately $9,194,914. Of this
amount, approximately $7,919,252 is the basis of depreciable property, of which
approximately $6,997,725 is allocated to the building, building improvements and
site improvements, approximately $197,831 is allocated to the land improvements
and approximately $723,696 is allocated to all other depreciable assets.

SEASONS APARTMENTS

Seasons Apartments is located at 9220 0ld Lantern Way, Laurel, Maryland.
This garden style apartment community consists of 1,088 units within 70
buildings. The units consist of one and two-bedroom apartments and one and
three-bedroom townhouses. The property is located on approximately 68.5 acres of
land. Other improvements include two swimming pools, six playgrounds, two tennis
courts, two clubrooms and approximately 1,700 parking spaces. Seasons Apartments
was built between 1972 and 1978 and is in good condition.

Upon KRF Company's contribution to us at the completion of the offers, we
will indirectly own 100% of this property.

We are currently evaluating the results of the renovation and capital
improvement projects conducted at Seasons Apartments in an initial group of 31
test units to determine the feasibility and benefits of a broader renovation and
improvement plan. The renovations and improvements made on the test units
included the replacement of kitchen cabinets and counters and bathroom vanities
and the modification of kitchens to provide for breakfast bars and a more open
environment between the kitchen and the main living area. The average cost of
the renovations and improvements for each test unit was approximately $4,500,
and the average annual rental increase on a renovated and improved unit was
approximately $1,200. It is anticipated that any future renovations would
initially be financed out of funds generated by operations and refinancings.

As of December 31, 2001, the adjusted federal income tax basis of all of the
property of Seasons Apartments was approximately $34,511,172. Of this amount,
approximately $29,749,639 is the basis of depreciable property, of which
approximately $29,456,506 is allocated to the building and building
improvements, approximately $17,323 is allocated to land improvements and
approximately $275,810 is allocated to all other depreciable assets.

WALDEN POND APARTMENTS
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Walden Pond Apartments is located at 12850 Whittington, Houston, Texas. This
garden style community contains 416 one and two-bedroom apartment units and is
located on approximately 12 acres of land. Walden Pond Apartments was built in
1982 and is in good condition.

Upon KRF Company's contribution to us at the completion of the offers, we
will indirectly own 100% of this property.

As of December 31, 2001, the adjusted federal income tax basis of the all of
the property of Walden Pond Apartments was approximately $7,007,307. Of this
amount, approximately $6,031,362 is the basis of depreciable property, of which
approximately $6,027,826 is allocated to the building and approximately $3,536
is allocated to all other depreciable assets.
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OWNERSHIP INTEREST

The following is a tabular description of our proposed ownership interests
in, and the appraised value of, the initial properties:

GROSS
PROPERTY OWNERSHIP INTERESTS APPRAISED VALUE
Century II ApPartment S . .. ittt nn e e e eeeenneeeeeeeanns Fee Simple (1) $31,010,000
Dorsey's Forge Apartments. ... .. ii ittt etneeneeeeenns Fee Simple (2) $14,600,000
Hannibal Grove Apartments. .. .. ...t iititneeneeeennns Fee Simple (3) $22,360,000
SEeasSONS APartmMent S . v vttt ittt et ettt ettt Fee Simple $71,000,000
Walden Pond ApartmentS. ... e ittt tteeeeeeeeennenns Fee Simple $13,500,000

(1) We will indirectly own a 75.82% interest in a limited liability company
which will own a fee simple interest in the property. Based on this
ownership interest, our proportionate share of the appraised value of this
property is $23,511,782.

(2) We will indirectly own a 91.382% beneficial tenancy-in-common interest in
the property. Based on this ownership interest, our proportionate share of
the appraised value of this property is $13,341,772.

(3) We will indirectly own a 91.382% beneficial tenancy-in-common interest in
the property. Based on this ownership interest, our proportionate share of
the appraised value of this property is $20,433,015.

MORTGAGES

The following is a tabular description of the mortgages on the initial
properties. Except as noted, all information is as of September 30, 2002.
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MORTGAGES
CURRENT PREPAYMENT
PRINCIPAL INTEREST RESTRICTION AND
AMOUNT RATE AMORTIZATION PREMIUM
Century II $22,676,339 5.96% 360-month amortization No restrictions; yield
Apartments schedule over 5-year term maintenance until 3/31/05,
prepayment fee thereafter
Dorsey's $10,568,208 5.96% 360-month amortization No restrictions; yield
Forge schedule over 5-year term maintenance until 3/31/05,
Apartments prepayment fee thereafter
Hannibal $16,057,434 5.96% 360-month amortization No restrictions; yield
Grove schedule over 5-year term maintenance until 3/31/05,
Apartments prepayment fee thereafter
Seasons $52,453,454 5.74% 360-month amortization No restrictions; yield
Apartments schedule over 7-year term maintenance until 3/01/09--
prepayment fee
Walden Pond $ 4,429,955 3.50% 360-month amortization No restrictions; 1% prepayn

Apartments (1) schedule over 5-year term fee

(1) Walden Pond Apartments' The
interest rate shown is the rate effective as of September 30,

balance due at maturity is an estimated amount.

mortgage provides for a variable interest rate.
2002. The
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OCCUPANCY RATES

The following is a tabular description of the physical occupancy rates at
the initial properties:

PHYSICAL OCCUPANCY RA

2001 2000 1999
Century II Apartments 98% 97% 96%
Dorsey's Forge Apartments 98% 97% 97%
Hannibal Grove Apartments 97% 97% 97%
Seasons Apartments 98% 98% 97%
Walden Pond Apartments 98% 89% 94%

AVERAGE ANNUAL RENTAL INCOME
The following is a tabular description of the average annual rental income

per unit for the initial properties, which was determined by dividing the annual
effective gross rental income by the number of apartment units:

AVERAGE ANNUAL RENTAL INCOME

2001 2000 1999
Century II Apartments $ 9,212 $8,772 $8,280 S
Dorsey's Forge Apartments $ 8,880 $8,227 $7,814 S
Hannibal Grove Apartments $10,060 $9,336 $8,885 S
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Seasons Apartments $10,015 $9,517 $9,087
Walden Pond Apartments $ 5,865 $5,756 $5,725

REAL ESTATE TAX RATES

The following is a tabular description of the real estate tax rates
pertaining to the initial properties:

REAL ESTATE TAX

RATE/S$100
Century II Apartments 1.908227
Dorsey's Forge Apartments 1.253500
Hannibal Grove Apartments 1.253500
Seasons Apartments 1.253500
Walden Pond Apartments 2.962603

TAX DEPRECIATION

For each of the initial properties, the building, building improvements and
site improvements are depreciated using the straight-line method of depreciation
with an applicable recovery period or life of 27.5 years. All land improvements
are depreciated using a 150 percent declining balance method of depreciation
with an applicable recovery period or life of 15 years. All other depreciable
assets are depreciated using a 200 percent declining balance method of
depreciation with an applicable recovery period or life of either 5 or 7 years.

INSURANCE

We believe that each of the initial properties is adequately covered by
insurance.
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COMPETITION

The initial properties are located in developed areas. There are numerous
other rental apartment properties within and around the market area of each
initial property. The number of competitive rental properties in the area could
have a material adverse effect on our ability to attract and retain residents
and to increase rental rates. Virtually all of the leases for units in the
initial properties are short-term leases (generally one year or less).

Our business, and the residential housing industry in general, are cyclical.
Our operations and markets are affected by local and regional factors such as
local economies, demographic demand for housing, population growth, property
taxes, energy costs, and by national factors such as short and long-term
interest rates, federal mortgage financing programs, federal income tax
provisions and general economic trends. Occupancy varies only slightly on a
seasonal basis, with the lowest occupancy typically occurring in the summer
months.

LEGAL PROCEEDINGS
We may be subject to various claims and legal actions in the ordinary course

of our business. We are not aware of any pending or threatened litigation that
we believe is reasonably likely to have a material adverse effect on us.
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POLICIES WITH RESPECT TO CERTAIN ACTIVITIES
GENERAL

The following is a discussion of our investment policies, financing
policies, disposition policies and policies with respect to other activities.
The policies with respect to these activities have been determined by our board
of directors, and may be amended or revised from time to time at the discretion
of our board of directors, and without a vote of our common or preferred
stockholders. Holders of the Preferred Shares will not be able to change any of
our investment policies without the approval of our board of directors.

INVESTMENT POLICIES

INVESTMENTS IN REAL ESTATE OR INTERESTS IN REAL ESTATE. Our business will
focus on the acquisition, ownership and operation of multi-family residential
real properties. Our investment objective is to acquire well located properties
that have been neglected, and to increase the profitability of those properties
through various improvement strategies. We intend to pursue these objectives by
providing superior on-site property management, improving the physical
appearance and living environment of the properties, and implementing renovation
strategies in those instances where rental rate increases justify the costs. We
may expand, improve or renovate the initial properties or sell such properties
in whole or in part at such time as we believe market conditions so warrant. See
"Business and Properties--Business Strategy."

Initially our primary focus will be in markets our affiliates currently
operate in, within the Mid-Atlantic, Southeast and Southwest markets of the
United States. Over time we will consider investments in other cities, primarily
east of the Mississippi, where favorable economic growth factors are indicated.

It is our policy to acquire assets primarily for growing our operating
income and cash flow. Over time, those properties that have been renovated or
otherwise improved will be considered for sale once future growth prospects are
not as strong as other investment alternatives. Our objective in some instances
will include attempting to structure tax-free exchanges for the acquisition of
new properties.

We expect to pursue our investment objectives through the direct ownership
of interests in the initial properties and the acquisition of additional
multi-family residential properties. We have not identified any such properties
for acquisition at this time. Future investment activities will not be limited
to any specified percentage of our assets. However, investments in any one
property we acquire in the future may not exceed 25% of the value of our total
assets at the time of its acquisition.

INVESTMENTS IN OTHERS. We may also invest in other equity real estate
interests, including securities of other REITs. While we do not intend to invest
a significant amount in these securities, we may invest in common or preferred
stock of selected REITs that we believe offer good value. We may also
participate with other entities in property ownership, through joint ventures or
other types of co-ownership. Equity investment may be subject to existing
mortgage financing and other indebtedness which have priority over the equity of
the operating partnership. As a result of the offers, we will also own the
Interests, which are securities of REITs (in the case of GIT and GIT II) and
limited partnerships (in the case of KIM, KIP, KIP II and KIP III).

INVESTMENTS IN REAL ESTATE MORTGAGES. We do not currently intend to invest
in mortgage loans.
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OTHER INVESTMENT POLICIES. Other than to joint venture partners, we do not
intend to make loans to other persons, including our officers and directors
(other than ordinary course travel advances and similar reimbursable advances).
In all events we intend to make investments in such a way that we will not be
treated as an "investment company" under the Investment Company Act of 1940.

FINANCING POLICIES

Under our current investment guidelines, we may not incur indebtedness such
that at the time we incur the indebtedness our ratio of debt to total assets
exceeds 75%. We, however, may from time to time reevaluate our borrowing
policies in light of then current economic conditions, relative costs of debt
and equity capital, market values of properties, growth and acquisition
opportunities and other factors.

We have established a debt policy relative to the fair market value of our
assets, rather than to the book value of our assets, because we believe that the
book value of our assets (which to a large extent is the depreciated value of
our properties) does not accurately reflect our ability to borrow and to meet
debt service
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requirements. This ratio is commonly employed by REITs. Although we will
consider factors other than fair market value in making decisions regarding the
incurrence of debt (such as the estimated market value of such properties upon
refinancing, and the ability of particular properties and us as a whole to
generate cash flow to cover expected debt services), we cannot assure you that
we will maintain the ratio of debt to fair market value of our assets (or to any
other measure of asset value) described above.

To the extent that our board of directors determines to seek additional
capital to finance acquisitions or otherwise, we may raise such capital through
additional equity offerings, including the issuance of additional series of
preferred stock, common stock, limited partnership units in our operating
partnership, or debt securities, or by the retention of cash flow (after
consideration of provisions of the Code requiring that a REIT distribute 90% of
its taxable income each year to remain qualified as a REIT and taking into
account taxes that would be imposed on undistributed taxable income), or through
a combination of these sources. We currently anticipate that any additional
borrowings will be made through the operating partnership. Borrowings may be
unsecured or may be secured by any or all of our assets or any existing or new
property and may have full or limited recourse to all or any portion of all of
our assets or any existing or new property. Any financing we obtain will be
structured in a manner so that neither our operating partnership nor any portion
of our operating partnership will be treated as a taxable mortgage pool for
federal tax purposes. See "Federal Income Tax Considerations—--Federal Income Tax
Aspects of Our Operating Partnership and the Subsidiary Entities--Classification
as Partnerships."

We have not established any limit on the number or amount of mortgages that
may be placed on any single property or on our portfolio as a whole.

Although we have not entered into agreements or received commitments from
any lenders, we plan to enter into a credit facility that will be collateralized
by the Interests tendered to us in the offer. We plan to seek to obtain a credit
facility that will provide funds in an amount initially equal to 50% of the
value of the Interests tendered and that will be available to fund property
acquisitions and for general corporate purposes.

Either we or the operating partnership can raise additional equity capital
if we decide we need to. Our board of directors has the authority, with the
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approval of our common stockholders, to issue additional shares of common stock
or other stock in any manner (and on such terms and for such consideration) as
it deems appropriate, including in exchange for property. However, without the
consent of the holders of Preferred Shares representing 66 2/3% in liquidation
preference of the outstanding Preferred Shares, we may not authorize, create or
increase the number of authorized shares of any series of preferred stock that
would rank senior to the Preferred Shares as to distributions or upon
liquidation, dissolution, winding-up or termination.

DISPOSITION POLICY

We intend to hold each of our properties for long-term investment. We have
no current intention to dispose of any of the initial properties or of any of
the Interests that may be tendered to us, although we reserve the right to do
so.

POLICIES WITH RESPECT TO OTHER ACTIVITIES

We may offer shares of our stock or other securities and repurchase or
otherwise reacquire such stock or any other securities. We have no outstanding
loans to other entities or persons, including any of our officers and directors.
We may in the future make loans to joint ventures in which we are a partner to
meet working capital needs. We have not engaged in trading, underwriting or
agency distribution or sale of securities of other issuers, and we have not
invested in the securities of other issuers (other than of our operating
partnership) for the purpose of exercising control, and we do not intend to do
so.

At all times, we intend to make and hold investments in such a manner as to
be consistent with the requirements of the Code for us to qualify as a REIT
unless, because of changing circumstances or changes in the Code (or in Treasury
regulations promulgated under the Code), our board determines that it is no
longer in our best interests to qualify as a REIT.
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THE OFFERS

BASIC TERMS

EXCHANGE OF THE INTERESTS. We are offering to exchange Preferred Shares for
up to the specified number of Interests described under "--Exchange of
Interests" below that are validly tendered and not properly withdrawn in an
offer on or before the expiration date of the offer, subject in each case to the
proration procedures described in this prospectus and the related letter of
transmittal.

EXPIRATION DATE. Each offer is scheduled to expire at 5:00 PM, New York
City time, on , , 2003, unless we extend the period during which
the offer is open, in which case the term "expiration date" means the latest
time and date at which the offer, as so extended, expires.

TRANSFER CHARGES. All transfer taxes and fees on the exchange of Interests
in the offers will be paid by us.
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CONDITIONS TO THE OFFERS. Our obligation to exchange Preferred Shares for
Interests in an offer is subject to several conditions referred to below under
"Conditions to the Offers," including the minimum tender condition.

EXCHANGE RATIO

The relationship between the number of Preferred Shares to be issued in
exchange for an Interest tendered in the offers is referred to as the exchange
ratio.

We determined the exchange ratio as follows. First, to determine the value
of an Interest in each mortgage fund, we valued each mortgage fund, based on the
methodology described below, and divided that wvalue by the number of Interests
of that mortgage fund that were outstanding as of September 30, 2002. We then
divided the value of each Interest by $25.00 (the liquidation preference of each
Preferred Share) to determine the number of Preferred Shares to be issued in
exchange for each Interest tendered in the offer. The exchange ratio is intended
to provide each tendering holder with an amount of Preferred Shares having an
aggregate liquidation value that is generally equal to the aggregate value of
the Interests being tendered by the holder.

The following table sets forth information relating to our determination of
the exchange ratio, including the number of Preferred Shares to be issued in
exchange for an Interest in each mortgage fund. Fractional shares will not be

issued. See "--Cash Instead of Fractional Shares" below.
NET ASSET
VALUE
MORTGAGE INTERESTS OUTSTANDING VALUE PER PER
FUND VALUE AS OF , 2002 INTEREST INTEREST*
GIT. .ttt ettt eeenn
GIT IT.....ciiiiennenn
KIM. .t i ittt i et eeenn
KIP. ...t iiiiienn
KIP IT.....0iiiiennenn
KIP ITT.....c0vveenn

* As estimated by the mortgage funds as of September 30, 2002. See discussion
in sixth paragraph below.

The mortgage fund values were determined using the discounted cash flow
method, which applies a discount rate to projected future distributable cash
flows over the estimated life of an investment to arrive at an estimate of the
present value of the investment. Because the assets of KIP II no longer include
any mortgage loan assets but instead consist primarily of readily marketable
securities, we valued KIP II at net asset value.

We estimated the projected future distributable cash of the mortgage funds
by projecting amortization schedules for each of the underlying mortgage loans

PREFERRED SHA
TO BE EXCHANG
PER INTERES
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and mortgage-backed securities held by each of the mortgage funds. For the
mortgage loans, the amortization schedules were projected based on the
contractual terms of each mortgage loan, including monthly payments, contractual
interest rates and maturity dates. For the mortgage-backed securities,
distributable cash was projected by taking the weighted average interest rates
on the mortgages within the pool and projecting an annual amortization equal to
a fixed percentage of the outstanding principal at the beginning of each year.
We used rates of between 10% and 15%, depending on the pool. These amortization
schedules were intended to reflect the projected monthly principal and interest
payments to be received by the
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relevant mortgage fund. We assumed that each mortgage loan would be repaid on
the earlier of its maturity date or seven years (December 31, 2009). Most of the
mortgage loans have maturity dates that extend beyond 2030. However, we believe
it is unlikely that the mortgage loans will remain outstanding until their
actual maturity date because refinancing of mortgages on commercial real estate
is a common method of providing cash for significant capital improvements and
cash distributions to owners. From the estimated cash flows to be received by
each mortgage fund, we deducted an estimate of the ongoing expenses associated
with operating the mortgage fund, including contractual asset management fees of
0.75% of total invested assets and general administrative expense that we
estimated at 0.70% of total invested assets, based on historical costs and
growth patterns. The resulting net cash flows of each mortgage fund were then
assumed to be distributed, in whole, at the end of the quarter in which they
were received, which is consistent with the distribution policy of the mortgage
funds.

Each of the mortgage funds, other than KIP II, has the right to share in the
appreciation of the properties underlying the mortgage loan assets held by the
mortgage funds. The value of these shared appreciation rights are inherently
difficult to estimate. This is because the value is contingent on a number of
variables, including the timing of the repayment of the relevant mortgage loan,
and the value of the underlying property, which is subject to negotiation and
general real estate market conditions at the time of the repayment of the
mortgage loan. Small fluctuations in property values will have a dramatic effect
on the amounts that may be realized by the mortgage funds in connection with
these shared appreciation rights. However, we believe it is likely that some
amount of shared appreciation value will be realized by the mortgage funds in
the future, and therefore estimated a value which was factored into our
determination of the exchange ratio for each mortgage fund. The actual value
that may be realized by the mortgage funds from their shared appreciation rights
cannot be determined with any degree of certainty, and may be substantially
greater than or less than the value that we have ascribed to these rights.

We estimated the value of these shared appreciation rights based on the
historical returns realized by the mortgage loans that have been repaid. For
each mortgage fund, we calculated the average return, relative to the first
mortgage on each property, realized for each mortgage loan that has been repaid.
We then projected a return on each of the remaining outstanding mortgage loans
held by the mortgage fund based on the historical average return for that
mortgage fund. We then reduced the historical average return by a 20% to 50%
discount, based on the number of loans remaining in that mortgage fund, to
reflect the contingent nature of the shared appreciation, which we refer to as
the adjusted historical average return. In determining this discount, we assumed
that the fewer loans that a mortgage fund held, the higher the likelihood that
the historical average return would not be realized. We then assumed that the
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adjusted historical average return would be realized at the earlier of the
maturity date of the associated mortgage loan or seven years (December 31,
2009) . The value of the shared appreciation rights was factored into the
exchange ratio by applying a discount rate to the lump sum payment projected to
be realized in the future.

Our determination of the mortgage fund values was based on various
assumptions that we believe to be reasonable, however, we cannot tell you that
the amounts realized from a liquidation of the assets held by the mortgage
funds, 1if they were liquidated today, would not differ from our estimates, and
these differences could be material. In addition, actual cash flows received by
the mortgage funds may be greater or less than the projected cash flows we used
to determine the exchange ratio. Holders who tender their Interests will not be
compensated if these actual cash flows received exceed our projected cash flows.

Our mortgage fund values are different from, and lower than, the mortgage
fund net asset value estimates as of September 30, 2002, as determined by the
mortgage funds and published on their websites. These net asset values are shown
on the above table. The net asset value estimates as determined by the mortgage
funds represent the theoretical liquidation value of all of the assets held by
the mortgage fund that could reasonably be expected to be realized at a
particular point in time. We use the term "theoretical" because the mortgage
funds cannot, by virtue of the structure and terms of the underlying mortgages,
cause their mortgage assets to be liquidated into cash other than over an
extended period of time and, in any event, the liquidation would not necessarily
result in the realization of the mortgage fund net asset value estimates. In
addition, unlike our mortgage fund values, in determining their net asset value
estimates, the mortgage funds do not factor in any shared appreciation in the
real properties underlying their mortgage loan investments, because the
appreciated value of these properties cannot be ascertained until the mortgages
are refinanced by the borrower or the properties are sold, or unless the
mortgage loan is called.
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The mortgage fund values we used to determine the exchange ratio was based
on a methodology that views the Interests as representing an interest in the
future distributions from the mortgage funds over a period of time, rather than
an interest in the underlying assets of the mortgage funds as of a particular
point in time. As described above, our mortgage fund values represent the value
of the projected future cash flows from the Interests, including any cash flows
that may be derived from the shared appreciation in the real properties
underlying the mortgages held by the mortgage funds, given various assumptions
that we believe to be reasonable. As described above, we also took into
consideration the expenses of operating the mortgage funds, as well as how we
believe the mortgage funds will apply their cash available for distribution. Our
mortgage fund values do not make any assumptions about the ability of the
mortgage funds to liquidate their assets into cash at any particular point in
time, but rather make assumptions about what would happen if the mortgage funds
were left to wind down their operations under their normal course of operations.

Although we believe that net asset value as reported by the mortgage funds
may be an appropriate measure to value their underlying assets, we do not
believe it 1is an appropriate measure to value the Interests for purposes of
determining the exchange ratio. By way of example, if two mortgage funds each
owned only one asset consisting of a mortgage loan having the same principal,
prepayment and other terms, but one mortgage loan had an annual interest rate of

% while the other had an annual interest rate of 6%, the net asset values of
each of the mortgage funds--that is, the liquidation value realizable by those
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mortgage funds if the loans were repaid on a particular day--would be identical.
However, from the perspective of someone who owned an interest in both mortgage
funds, the fund owning the mortgage loan bearing the 6% interest rate would have
greater value because that fund would distribute more cash on an annual basis to
that interest holder. Thus, based on the projected cash flow methodology, an
interest in that fund would have more value. This is the methodology we used to
determine the exchange ratio. We believe that the methodology we used to
determine our mortgage fund values is a more appropriate methodology for
purposes of determining the exchange ratio than are the net asset value
estimates determined by the mortgage funds.

Our exchange ratio is calculated using the liquidation preference of the
Preferred Shares, which is $25.00 per share. We reviewed dividend yields payable
on comparable preferred stock issued by publicly traded REITs. We also reviewed
the coverage of interest and preferred dividends of these REIT securities for
the twelve months ended September 30, 2002, as well as the ratios of debt plus
equity and of debt plus preferred stock to debt plus equity. Based on this
analysis, we selected a distribution rate for the Preferred Shares that was
comparable to the current dividend yields on these comparable REIT preferred
stocks.

FAIRNESS OPINION

Sutter Securities Incorporated was retained, under an engagement letter
dated March 21, 2002, to advise us with respect to the offers and to render such
opinions as may be reasonably requested by us in connection with the offers. On

, 2002, Sutter Securities delivered its written opinion to us that
the consideration being offered to holders of Interests is fair, from a
financial point of view, to holders of Interests who elect to tender their
Interests for Preferred Shares.

Sutter Securities, as part of its investment banking business, is regularly
engaged in rendering financial advisory services to companies, underwriting and
distributing securities, and providing valuations of businesses and securities.
Sutter Securities was engaged as our financial advisor because of the experience
of the principals of Sutter Securities in providing financial advisory services,
conducting valuation and financial analysis of transactions and rendering
fairness opinions. In requesting Sutter Securities' fairness opinion, we did not
give any special instructions to Sutter Securities or impose any limitations on
the scope of the investigations that Sutter Securities deemed necessary to
enable it to deliver its opinion. Neither Sutter Securities nor any affiliate of
Sutter Securities has performed any investment banking or other financial
services for, or had any other material relationship with us or any of our
affiliates.

The following information has been obtained from Sutter Securities, and we
assume no responsibility for the accuracy or completeness of this information.

Sutter Securities' opinion addresses only the fairness, from a financial
point of view, of the consideration being offered to the holders of Interests in
the offers, and does not constitute a recommendation as to whether or not
holders should tender their Interests in an offer. Moreover, Sutter Securities
was engaged by The Berkshire Group (our affiliate) on our behalf, and we will
pay all of the fees and expenses relating to the Sutter Securities opinion. The
summary of Sutter Securities' opinion set forth in this prospectus is qualified
in its entirety by
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reference to the full text of such opinion, which is attached as Appendix A to
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this prospectus. HOLDERS OF INTERESTS ARE URGED TO, AND SHOULD, READ SUTTER
SECURITIES' OPINION CAREFULLY IN ITS ENTIRETY, TOGETHER WITH THIS PROSPECTUS,
FOR ASSUMPTIONS MADE, MATTERS CONSIDERED AND LIMITS OF THE REVIEW BY SUTTER
SECURITIES.

In connection with rendering its opinion, Sutter Securities, among other
things:

- reviewed this prospectus in substantially final form;

- reviewed the annual reports of each of the mortgage funds for the fiscal
years ended December 31, 2001, and their quarterly reports for the periods
ended March 31, June 30, and September 30, 2002;

- met with members of The Berkshire Group's senior management to discuss the
operations and financial statements of the mortgage funds and our intended
operations, financial data and future prospects, including the initial
properties;

- reviewed certain operating and financial information, including
projections, relating to our business and prospects and the business and
prospects of the initial properties, all of which was provided to Sutter
Securities by The Berkshire Group's management;

- reviewed publicly available financial information relating to each of the
mortgage funds and The Berkshire Group's management's estimates of the

future financial performance and prospects of each of the mortgage funds;

- reviewed the methodology and assumptions used by management in valuing the
Interests for purposes of establishing the exchange ratio;

- reviewed appraisals of the initial properties;

- visited the initial properties that are located in Maryland;

- reviewed the historical trading activity of the Interests;

- reviewed publicly available information with respect to the preferred
stock of other real estate investment trusts which Sutter Securities

deemed generally comparable to us;

- reviewed publicly available income and balance sheet data of those other
real estate investment trusts; and

— conducted such other studies, analyses, inquiries and investigations as
Sutter Securities deemed appropriate.

GENERAL COMPARISON OF ATTRIBUTES
Sutter Securities compared various attributes of the Preferred Shares to

those of the Interests. In making this comparison, Sutter Securities noted that
the mortgage funds are self-liquidating--that is, their assets are reduced over

time as the mortgage loans owned by the
the Interests eventually will no longer
that, because the Preferred Shares have
holders of Interests the opportunity to

mortgage funds are repaid--which means
be outstanding. Sutter Securities noted
no stated maturity, the offers give
continue to own interests in an

investment vehicle, should they desire to do so, subject to our ability to
redeem the Preferred Shares commencing in 2010. Sutter Securities also noted
that by virtue of being listed on the American Stock Exchange, the Preferred
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Shares will have greater liquidity than the Interests. In addition, Sutter
Securities also noted that an investment in the Preferred Shares will involve
somewhat greater risk than an investment in the Interests, with no guaranteed
return of principal. The foregoing comparison was performed by Sutter Securities
in order to provide a context for the valuation analysis described below, and
not for the purpose of establishing values for either the Interests or the
Preferred Shares.

VALUATION

In rendering its opinion, Sutter Securities considered the fair market value
of the Preferred Shares being offered to holders of Interests as well as the
fair market value of the Interests that are sought to be exchanged for the
Preferred Shares. Sutter Securities concluded that because the fair market value
of the Preferred Shares is at least equal to the value of the Interests sought
to be exchanged for Preferred Shares in accordance with the exchange ratios
established for each mortgage fund, the consideration being offered to holders
of Interests is fair, from a financial point of view, to holder of Interests who
elect to tender their interests for Preferred Shares. The exchange ratios
reflect the number of Preferred Shares that will be issued in exchange for each
Interest tendered
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in an offer or, stated alternatively, the number of Interests required to be
tendered in order to receive one Preferred Share, as set forth in the following
table:

PREFERRED SHARES INTERESTS PER
MORTGAGE FUND PER INTEREST PREFERRED SHARE

VALUE OF PREFERRED SHARES. In determining the value of the Preferred
Shares, Sutter Securities first compared the dividend rate payable on the
Preferred Shares of % per annum to the current yields on publicly traded
preferred stock of REITs deemed by Sutter Securities to be generally comparable
to us. The "current yield" of a dividend-paying preferred stock is equal to the
amount of dividends payable per year on each share divided by the value, or
market price, of each such share. For purposes of its analysis, Sutter
Securities calculated the yields in respect of publicly traded non-convertible
preferred stock of companies that Sutter Securities regarded as generally
comparable to our company. The ten income-oriented REITs considered by Sutter
Securities that invest primarily in residential properties included: Apartment
Investment and Management Company, Archstone-Smith Trust, Associated Estates
Realty Corporation, AvalonBay Communities, Inc., BRE Properties, Inc., Equity
Residential Properties Trust, Home Properties of New York, Inc., Mid-America
Apartment Communities, Inc., Post Properties, Inc., and United Dominion Realty
Trust, Inc.
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Sutter Securities also considered the yields in respect of the following
thirty-eight REITs that invest primarily in non-residential properties: AMB
Property Corporation, Boykin Lodging Company, CarrAmerica Realty Corporation,
CBL & Associates Properties, Inc., CenterPoint Properties Trust, Chelsea
Property Group, Inc., Colonial Properties Trust, Corporate Office Properties
Trust, Crescent Real Estate Equities Company, Crown American Realty Trust,
Developers Diversified Realty Corporation, Duke Realty Corporation, EastGroup
Properties, Inc., Entertainment Properties Trust, Equity Inns, Inc., Equity
Office Properties Trust, Felcor Lodging Trust Incorporated, Glimcher Realty
Trust, Highwoods Properties, Inc., Host Marriott Corporation, HRPT Properties
Trust, JDN Realty Corporation, Kimco Realty Corporation, Kramont Realty Trust,
LTC Properties, Inc., Mills Corporation, New Plan Excel Realty Trust, Inc.,
Parkway Properties, Inc., ProlLogis Trust, PS Business Parks, Inc., Public
Service, Inc., Ramco-Gershenson Properties Trust, Realty Income Corporation,
Shurgard Storage Centers, Inc., Simon Property Group, Inc., Taubman
Centers, Inc., Vornado Realty Trust and Weingarten Realty Investors.

For each comparable company, Sutter Securities computed the ratios of
(a) the latest twelve-month ("LTM") earnings before interest and taxes ("EBIT")
and earnings before interest, taxes, depreciation and amortization ("EBITDA"),
(b) LTM EBIT and EBITDA to interest plus dividends on preferred stock paid by
each such company during such period, (c) total debt to total debt plus equity
and (d) total debt plus preferred stock to debt plus equity of each such
company. These calculations were based on publicly available data for the
periods ended September 30, 2002. Sutter Securities computed projected ratios on
a pro forma basis for our company on a similar basis, and selected a smaller
group of companies with credit and financial characteristics more closely
resembling those of our company.

)

The current yields of these comparable preferred stocks ranged from % to
% as of the date immediately preceding the date of the Sutter Securities
opinion. The current yields of the preferred stocks of the selected smaller
group of companies with credit and financial characteristics more closely

resembling those of our company ranged from % to % as of the date
immediately preceding the date of the Sutter Securities opinion.

Based on Sutter Securities' analysis of the financial data and yields of the
comparable companies, it arrived at an imputed value for the Preferred Shares of
approximately $ per share as of the date of its opinion. This imputed value
was derived by applying the formula describe above (i.e., value equals dividends
payvable per year divided by yield). Sutter Securities noted that the foregoing
value reflected its estimate of the value of the Preferred Stock resulting from
its analysis of yields on preferred stock issued by comparable companies as
described above, and does not necessarily represent an estimate of the
anticipated initial market or trading price for the Preferred Shares.
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VALUE OF INTERESTS. Sutter Securities reviewed the methodology and
assumptions underlying management's determination of the value of the Interests
of each of the mortgage funds as discussed under "The Offers--Exchange Ratio"),

and noted the following:

Management determined the value of the mortgage funds utilizing a discounted
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cash flow methodology. This methodology determines value by applying a discount
rate to projected future distributable cash flows over the estimated life of an
investment to arrive at an estimate of the present value of the investment.

Management projected the future cash distributions from each of the mortgage
funds other than KIP II (discussed separately below) based on the terms of the
underlying mortgages using an estimated life of ten years. Management then
reduced the amount of such future cash distributions (a) by 0.70% to reflect
expenses (other than management fees) payable by these mortgage funds and
(b) by 0.75% of the average assets under management to reflect management fees
pavable by these mortgage funds. Management then applied a discount rate to the
adjusted cash flows based on the ten-year AAA Finance Bank interest rate as
published by BLOOMBERG ( % as of , 2002), and increased that rate
(a) by 2% to reflect the lack of market liquidity of the mortgage loans and
(b) by an additional 6.5% to reflect the increased risks associated with certain
second mortgage loans owned by the mortgage funds that are not government
insured or guaranteed (representing approximately 4.5% and 10% of all mortgage
loans owned by GIT and GIT II, respectively), such 6.5% increase applicable only
to the cash flows attributable to such second mortgage loans.

Certain of the insured loans held by the mortgage funds also have a shared
appreciation feature, which provides the mortgage funds with a contingent right
to share in the incremental appreciation in the value of the real properties
underlying the mortgages upon disposition of the mortgaged properties or upon
the maturity or refinancing of the insured loan. Management advised Sutter
Securities that it is inherently difficult to value the contingent rights
because the value is contingent on a number of variables, including the timing
of the repayment of the relevant mortgage loan, and the value of the underlying
property, which is subject to negotiation and general real estate market
conditions at the time of the repayment of the mortgage loan. Small fluctuations
in property values will have a dramatic effect on the amounts that may be
realized by the mortgage funds in connection with these shared appreciation
rights. However, management believes it is likely that some amount of shared
appreciation value will be realized by the mortgage funds in the future, and
therefore estimated a value which was factored into its determination of the
exchange ratio for each mortgage fund. In deriving the value of the Interests,
management increased the discounted cash flow amounts for GIT, GIT II, KIM, KIP
and KIP III by %, %, %, % and %, respectively, to reflect the value of
these appreciation rights.

In valuing the Interests of KIP II, management concluded that because of the
short remaining life of this mortgage fund, and the fact that substantially all
of its assets have been liquidated, net asset value was the most appropriate
measure of the value of KIP II.

Finally, management obtained the value for each outstanding Interest of the
mortgage funds by dividing the aggregate discounted cash flow amount, adjusted
as described above (or in the case of KIP II, its net asset value), by the
number of outstanding Interests in each fund.

In rendering its opinion, Sutter Securities concurred with and adopted the
methodology and assumptions utilized by management in valuing the Interests.

Sutter Securities also calculated the value of the Interests pursuant to the
discounted cash flow approach as described above (except for the increase in the
discount rate account for the illiquid nature of the loans) and then applied a
marketability discount factor to reduce the value of such Interests. This
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methodology relates to the sequence of applying the market illiquidity discount
and not the appropriateness (or amount) of such a discount in the valuation
process, and resulted in a valuation for the Interests lower than the valuation
resulting from management's approach.

Sutter Securities noted that the Interests are not listed on any securities
exchange or quoted on any inter-dealer quotation system, but trade sporadically
from time to time in private transactions. The mortgage funds also periodically
redeem their Interests through a Dutch auction for the account of investors in
connection with their dividend reinvestment plans. Sutter Securities reviewed
the average discounts to net asset value at which interests in privately held
mortgage funds have historically traded (as reported by THE PARTNERSHIP
SPECTRUM, a trade publication), and the average discounts to net asset value at
which Interests have been purchased in connection with the mortgage funds'
dividend reinvestment plans. Based on this review, Sutter Securities determined
that an
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appropriate discount rate to apply to the anticipated cash flows of the mortgage
funds to reflect the lack of market liquidity of the Interests was in the range
of 15% to 20%.

CALCULATED VALUE PER INTEREST

LIQUIDITY DISCOUNT GIT GIT II KIM KIP KIP IIT

Sutter Securities applied the exchange ratio to the calculated values in the
table above to derive the following:

CALCULATED VALUE OF INTERESTS TO BE EXCHANGED FOR ONE PREFERRED SHARE

LIQUIDITY DISCOUNT GIT GIT II KIM KIP KIP IIT

Based on the foregoing, Sutter Securities concluded that, as of the date of
its opinion, the consideration being offered to holders of Interests is fair,
from a financial point of view, to holders of Interests who elect to tender
their Interests for Preferred Shares.

Sutter Securities relied upon and assumed the accuracy and completeness of
the financial and other information provided by The Berkshire Group for purposes
of its opinion. Sutter Securities assumed that the projected financial results
of our operations and those of the mortgage funds were reasonably prepared on
bases reflecting the best currently available estimates and judgment of the
management of The Berkshire Group. Sutter Securities relied upon the assurances
of the management of The Berkshire Group that management was unaware of any
facts that would make the information or projections provided to Sutter
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Securities incomplete or misleading. Sutter Securities did not assume any
responsibility for the information or projections provided to it. Sutter
Securities assumed that we would continue to qualify as a REIT. In arriving at
its opinion, Sutter Securities did not perform any independent appraisal of the
initial properties or of the assets of the mortgage funds. Sutter Securities'
opinion is necessarily based on economic, market and other conditions, and the
information made available to it, as of the date of its opinion.

The preparation of a fairness opinion is a complex process and is not
necessarily susceptible to partial analysis or summary description. Selecting
portions of the analyses or of the summary set forth above, without considering
the analysis as a whole, could create an incomplete view of the processes
underlying Sutter Securities' opinion. In arriving at its opinion, Sutter
Securities considered the results of all such analyses. In rendering its
opinion, Sutter Securities performed such additional analyses as it deemed
appropriate (which also supported its view as to fairness), and the foregoing
summary does not purport to be a complete description of the analyses performed
by Sutter Securities.

Pursuant to our engagement letter with Sutter Securities, we agreed to pay
Sutter Securities a fee of $200,000, of which $85,000 has been paid and $115,000
became payable upon the mailing of this prospectus. We also agreed to reimburse
Sutter Securities for its reasonable out-of-pocket expenses and to indemnify
Sutter Securities against specified liabilities in connection with the
engagement of Sutter Securities, including liabilities under federal securities
laws.
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PURPOSE OF THE OFFERS

We are making the offers to provide holders of Interests with the
opportunity to exchange some or all of their Interests for Preferred Shares.

We intend to borrow funds that will be secured by the Interests, and to
utilize distributions from the Interests consisting of mortgage loan repayments,
together with income from our real properties, to, among other things, acquire
additional multi-family residential properties.

Our decision to issue Preferred Shares to tendering holders and to issue our
common stock and common OP units in our operating partnership to KRF Company was
based on our assessment of the type of security that would be most consistent
with the investment objectives of these two types of holders. The Preferred
Shares are structured to provide holders with a relatively predictable stream of
fixed payments, and are subject to fewer risks than the risks associated with
the common stock and common OP units. Although the Preferred Shares will not
provide holders with an opportunity to share in any appreciation of our
properties, we believed the other characteristics of the Preferred Shares would
have greater appeal to the holders of the Interests. KRF Company, on the other
hand, 1is prepared to forego the relative dependability that is provided by a
fixed rate of return and accept more risk in exchange for the possibility of
greater upside potential returns if our properties perform well. Each investor
must of course make his or her own determination as to whether or not the terms
of the Preferred Shares meet his or her investment objectives.

As of the date of this prospectus, neither we nor, to our knowledge, our
directors and executive officers own any Interests. Our affiliate, Berkshire
Mortgage Advisors Limited Partnership, is the advisor to GIT and GIT II (the GIT
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Advisor). The GIT Advisor owns 10,000 Interests in GIT and 10,000 Interests in
GIT II. The GIT Advisor has advised us that it intends to tender all of those
Interests in the applicable offers.

EXTENSION, TERMINATION AND AMENDMENT

We reserve the right to extend an offer in the following circumstances for
one or more periods:

- for any period required by any rule, regulation, interpretation or
position of the SEC or the SEC's staff applicable to the offer or any
period required by applicable law,

— 1f any condition to the offer has not been satisfied, or

- 1f the aggregate number of Interests we are seeking to exchange for
Preferred Shares has not been validly tendered by the expiration date.

If we decide, or are required, to extend an offer as described above, we
will issue a press release, announcing the number of Interests that have been
tendered as of that time and giving the new expiration date, no later than
9:00 a.m., New York City time, on the next business day after the previously
scheduled expiration date.

During any such extension, all Interests previously tendered in an offer and
not properly withdrawn will remain subject to the offer, unless properly
withdrawn by you. See "Withdrawal Rights" below for more details.

We reserve the right to waive any of the conditions to an offer and to make
any change in the terms of or conditions to the offer, if allowed under the
SEC's applicable rules and regulations.

We will make a public announcement of any extension, termination, amendment
or delay of an offer as promptly as practicable. In the case of an extension,
any announcement will be issued no later than 9:00 a.m., New York City time, on
the next business day after the previously scheduled expiration date. Subject to
applicable law, including Rules 14d-4(c), 14d-6(c) and 1l4e-1 under the Exchange
Act, which require that any material change in the information published, sent
or given to the holders of Interests in connection with the offer be promptly
sent to the holders in a manner reasonably designed to inform them of such
change, and without limiting the manner in which we may choose to make any
public announcement, we assume no obligation to publish, advertise or otherwise
communicate any such public announcement other than by making a release to the
Dow Jones News Service or the PR Newswire Association, Inc.

If we make a material change in the terms of an offer or the information
concerning the offer, or if we waive a material condition of the offer, we will
extend the offer to the extent required by Rule 1l4e-1 under the Exchange Act.
If, before the expiration date, we change the number of Interests being sought
or the consideration we are offering, that change will apply to all of the
holders of Interests whose Interests are accepted for exchange
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in the offer. If, at the time notice of that change is first published, sent or
given to you, the offer is scheduled to expire at any time earlier than the
tenth business day from and including the date that the notice is first so
published, sent or given, we will extend the offer until the expiration of that
ten business day period.

For purposes of the offers, a "business day" means any day other than a
Saturday, Sunday or federal holiday and consists of the time period from
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12:01 a.m. through 12:00 midnight, New York City time.

We are seeking to accept Interests up to an amount such that the total
number of Preferred Shares to be issued by us in the offers will equal, but not
exceed, 3,010,941 shares (which we refer to as the maximum number of Interests
to be accepted). We have established this maximum number because the number of
Interests we can exchange for Preferred Shares is limited by, among other
things, the percentage (in terms of value) of a specified category of assets we
must own so that we will not be deemed an "investment company" under the
Investment Company Act of 1940, and the number of Interests of GIT and GIT II
that we are permitted to own under the ownership limit waiver granted by the
board of trustees of GIT and GIT II. See "Relationships and Related
Transactions—-—-GIT Funds Ownership Limit Waiver."

If the maximum number of Interests to be accepted has not been validly
tendered and not withdrawn in the offers by the expiration date, we currently
intend to extend the expiration date of the offers, and, subject to the limits
imposed by the Investment Company Act and the GIT and GIT II ownership limit
waiver described above, do the following:

- with respect to each mortgage fund where Interests have been validly
tendered and not withdrawn in an amount that is in excess of the tender
ceiling applicable to that mortgage fund, we intend to extend the
expiration date and increase the aggregate number of Interests we are
seeking with respect to that mortgage fund,

- with respect to each mortgage fund where Interests have been validly
tendered and not withdrawn in an amount that is below the tender ceiling
applicable to that mortgage fund, we intend to extend the expiration date
and reduce the number of Interests of that mortgage fund being sought (but
not less than the number of Interests that have been validly tendered and
not withdrawn as of the initial expiration date), and

- with respect to each mortgage fund where Interests have been validly
tendered and not withdrawn in an amount that is equal to the tender
ceiling applicable to that mortgage fund, we intend to extend the
expiration date but not change the number of Interests of that mortgage
fund being sought.

The purpose of the extensions and amendments described above is to accept
that number of Interests that will be as close as possible to the maximum number
of Interests to be accepted. Although we currently intend to extend and amend
the offers as described above, we reserve the right not to do so.

If we extend and amend an offer as described above, we currently intend to
mail a prospectus supplement to the holders of Interests describing the
extension of the expiration date and the changes to the offer. Assuming that we
amended the offers as described above and accepted Interests of each mortgage
fund up to an amount such that the total number of Preferred Shares to be issued
by us in the offers equaled 3,010,941 shares, we expect that our total revenue
and total expenses, on a pro forma basis, for the nine months ended
September 30, 2002 and for the year ended December 31, 2001 would not be
materially different from "total revenue" and "total expenses" included in our
unaudited pro forma condensed consolidated statement of operations assuming
30% investment in mortgage funds for the nine months ended September 30, 2002,
or our unaudited pro forma condensed consolidated statement of operations
assuming 30% investment in mortgage funds for the year ended December 31, 2001,
respectively, included in this prospectus. We also expect that our assets,
liabilities and stockholders' equity, on a pro forma basis, as of September 30,
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2002 and as of December 31, 2001 would not be materially different from the
information presented in our unaudited pro forma condensed consolidated balance
sheet assuming 30% investment in mortgage funds as of September 30, 2002, or our
unaudited pro forma condensed consolidated balance sheet assuming 30% investment
in mortgage funds as of December 31, 2001, respectively.

PROCEDURE FOR TENDERING

VALID TENDER. For you to validly tender the Interests in an offer, you
must, before the expiration of the offer, deliver to us at One Beacon Street,
Suite 1500, Boston, Massachusetts 02108, Attention: Krupp Funds Group, a
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properly completed and duly executed letter of transmittal, or a manually signed
facsimile of that document, and any other required documents.

TO PREVENT UNITED STATES FEDERAL INCOME TAX BACKUP WITHHOLDING WITH RESPECT
TO THE PREFERRED SHARES, YOU MUST PROVIDE US WITH YOUR CORRECT TAXPAYER
IDENTIFICATION NUMBER AND CERTIFY THAT YOU ARE NOT SUBJECT TO BACKUP WITHHOLDING
OF UNITED STATES FEDERAL INCOME TAX BY COMPLETING THE SUBSTITUTE FORM W-9
INCLUDED IN THE LETTER OF TRANSMITTAL. SOME OF THE HOLDERS OF INTERESTS
(INCLUDING CORPORATIONS AND SOME FOREIGN INDIVIDUALS) MAY BE EXEMPT FROM THESE
BACKUP WITHHOLDING REQUIREMENTS. IN ORDER FOR A FOREIGN INDIVIDUAL STOCKHOLDER
TO QUALIFY AS AN EXEMPT RECIPIENT, THE STOCKHOLDER MUST SUBMIT AN APPLICABLE
INTERNAL REVENUE SERVICE FORM W-8, SIGNED UNDER PENALTIES OF PERJURY, ATTESTING
TO THAT INDIVIDUAL'S EXEMPT STATUS.

APPOINTMENT OF ATTORNEYS-IN-FACT; ASSIGNMENT OF SPECIAL DISTRIBUTIONS. By
executing a letter of transmittal as described above, you irrevocably appoint
our designees as your attorneys—-in-fact and proxies, each with full power of
substitution, to the full extent of your rights with respect to your Interests
tendered and accepted for exchange by us. In addition, you irrevocably assign to
us any and all of your rights to receive (1) any and all regular quarterly cash
distributions payable or distributable in respect of the Interests on or after
the date we have accepted your Interests and (2) any and all distributions
consisting of special distributions payable or distributable in respect of the
Interests on or after , 2003. That appointment and assignment is
effective, and voting rights will be affected, when and only to the extent that
we accept for exchange the Interests that you have tendered to us. All such
proxies will be considered coupled with an interest in the tendered Interests
and therefore will not be revocable. Upon the effectiveness of such appointment,
all prior proxies that you have given will be revoked, and you may not give any
subsequent proxies (and, if given, they will not be deemed effective). Our
designees will, with respect to the Interests for which the appointment is
effective, be empowered, among other things, to exercise all of your voting
rights as they, in their sole discretion, deem proper at any annual, special or
adjourned meeting of the holders of Interests or otherwise, and we will have the
right to receive all benefits and cash distributions, including any special
distributions referred to above, and otherwise exercise all rights of beneficial
ownership of, the tendered Interests.

DETERMINATION OF VALIDITY. We will determine questions as to the validity,
form, eligibility (including time of receipt) and acceptance for exchange of any
tender of Interests, in our sole discretion, and our determination will be final
and binding. We reserve the absolute right to reject any and all tenders of
Interests that we determine are not in proper form or the acceptance or exchange
for which may, in the opinion of our counsel, be unlawful. We also reserve the
right to waive any defect or irregularity in the tender of Interests, whether or
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not similar defects or irregularities are waived in the case of other holders of
Interests. Subject to the SEC's applicable rules and regulations, we also
reserve the right to waive any of the conditions to an offer and to make any
change in the terms of or conditions to the offer. We will give oral or written
notice of any such delay, termination or amendment by making a public
announcement. No tender of Interests will be deemed to have been validly made
until all defects and irregularities in the tender of any Interests have been
cured or waived. Neither we nor Georgeson, in its capacity as information agent
or dealer manager, nor any other person will be under any duty to give
notification of any defects or irregularities in the tender of any Interests or
will incur any liability for failure to give any such notification. Our
interpretation of the terms and conditions of the offers (including the letter
of transmittal and instructions thereto) will be final and binding.

BINDING AGREEMENT. By executing a letter of transmittal to tender Interests
in an offer as described above, you will be expressly acknowledging that you
have read and agree to all of the terms of the offer contained in this
prospectus, including your acknowledgement that we may authorize, create or
increase the number of authorized shares of any series of our stock that would
rank on a parity with the Preferred Shares as to distributions or liquidation
without a vote by the holders of the Preferred Shares. You will also be
expressly acknowledging that the tender of Interests in an offer under the
procedures described above will constitute a binding agreement between us and
you upon the terms and conditions of the offer.
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WITHDRAWAL RIGHTS

Interests tendered in an offer may be withdrawn at any time before the
expiration of the offer, and, unless we have previously accepted them in the
offer, may also be withdrawn at any time after , 2003. Once we
accept Interests in the offer, your tender is irrevocable.

For your withdrawal to be effective, we must receive from you a written or
facsimile transmission notice of withdrawal at One Beacon Street, Suite 1500,
Boston, Massachusetts 02108, Attention: Krupp Funds Group, and your notice must
include your name, address, social security number, and the number of Interests
to be withdrawn, as well as the name of the registered holder, if it is
different from that of the person who tendered those Interests.

WE WILL DECIDE ALL QUESTIONS AS TO THE FORM AND VALIDITY (INCLUDING TIME OF
RECEIPT) OF ANY NOTICE OF WITHDRAWAL, IN OUR SOLE DISCRETION, AND OUR DECISION
SHALL BE FINAL AND BINDING. NEITHER WE, THE INFORMATION AGENT, THE DEALER
MANAGER NOR ANY OTHER PERSON WILL BE UNDER ANY DUTY TO GIVE NOTIFICATION OF ANY
DEFECTS OR IRREGULARITIES IN ANY NOTICE OF WITHDRAWAL OR WILL INCUR ANY
LIABILITY FOR FAILURE TO GIVE ANY NOTIFICATION.

Any Interests properly withdrawn from an offer will be deemed not to have
been validly tendered for purposes of the offer. However, you may re-tender
withdrawn Interests by following one of the procedures discussed under the
caption entitled "Procedure for Tendering"” at any time prior to the expiration
date of the offer.

EXCHANGE OF INTERESTS

Upon the terms and conditions of an offer (including, if the offer is
extended or amended, the terms and conditions of the extension or amendment),
and subject to the proration procedures described below under "--Proration
Procedures," we will accept for exchange:
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- up to 4,515,941 Interests in GIT,

- up to 5,511,443 Interests in GIT II,

- up to 4,487,039 Interests in KIM,

- up to 2,250,030 Interests in KIP,

- up to 4,396,654 Interests in KIP II, and

- up to 3,831,078 Interests in KIP III

that are validly tendered, and not properly withdrawn, before the expiration
date of the offer, as promptly as practicable after the expiration date.
Notwithstanding the immediately preceding sentence, subject to applicable rules
of the SEC, we may, among other things, increase the number of Interests we will
accept for exchange or delay acceptance for exchange, or the exchange of,
Interests to comply with any applicable law or obtain any government or
regulatory approvals.

In all cases, exchange of Interests tendered and accepted for exchange in an
offer will be made only after timely receipt by us of a properly completed and
duly executed letter of transmittal, or a manually signed facsimile of that
document, and any other required documents.

PRORATION PROCEDURES

With respect to each offer, we are seeking to exchange Preferred Shares for
up to the specified number of Interests described above under "--Exchange of
Interests," which represents approximately 30% of the Interests of each of the
mortgage funds. If the number of Interests of a mortgage fund validly tendered
and not withdrawn in an offer is greater than the tender ceiling applicable to
that mortgage fund, our proration procedures will apply. In that event, we will,
upon the terms and conditions of the offer, accept the Interests of that
mortgage fund on a pro rata basis, with adjustments to avoid purchases of
fractional Interests, based on the number of Interests of that mortgage fund
validly tendered and not withdrawn prior to the expiration date. Because of the
time required to determine the precise number of Interests validly tendered and
not withdrawn, if proration is required, we do not expect to announce the final
results of proration until approximately three business days after the
expiration date. Preliminary results of proration will be announced by press
release as promptly as practicable after the expiration date.
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CASH INSTEAD OF FRACTIONAL SHARES

We will not issue certificates representing fractional Preferred Shares.
Instead, each tendering holder who would otherwise be entitled to fractional
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Preferred Shares will receive cash in an amount equal to that fraction
multiplied by $25.00.

CONDITIONS TO THE OFFERS

Each offer is subject to a number of conditions. These conditions are
described below:

MINIMUM TENDER CONDITION. There must be validly tendered and not properly
withdrawn before the expiration of the offer the number of Interests resulting
in at least 1,000,000 Preferred Shares to be issued in exchange for them.

FAIRNESS OPINION CONDITION. The fairness opinion described under "The Offer
to Exchange Preferred Shares for Interests—--Fairness Opinion" shall not have
been withdrawn.

TAX OPINION CONDITION. The tax opinion referred to under "Federal Income
Tax Considerations” shall not have been withdrawn.

WAIVER BY TRUSTEES OF GIT AND GIT IT. With respect to the offers for GIT
and GIT II Interests only, the waiver referred to under "Certain Relationships
and Related Transactions—-GIT Funds Ownership Limit Waiver" shall not have been
withdrawn.

OTHER CONDITIONS TO THE OFFERS. Each offer is also subject to the condition
that, at the time of the expiration date of the offer, there will not be
existing and continuing any of the following events or circumstances:

1. there shall have been instituted or threatened, or shall be pending, any
action or proceeding before or by any court or governmental, regulatory
or administrative agency or instrumentality, or by any other person,
which challenges the making of the offer, the acceptance for exchange or
ownership by us of the Interests in the offer, the acquisition by us of
the interests in the initial properties, or otherwise directly or
indirectly relates to the offer.

2. there shall have been any action threatened or taken, or approval
withheld, or any statute, rule or regulation proposed, enacted,
promulgated, amended or deemed to be applicable to the offer, any of the
mortgage funds, the initial properties or us, by any governmental,
regulatory or administrative authority or agency or tribunal, which, in
our reasonable judgment, would or might directly or indirectly: delay or
restrict our ability, or render us unable, to accept for exchange some or
all of the Interests or acquire the interests in the initial properties,
or materially affect the business, condition (financial or otherwise),
operations or prospects of any of the mortgage funds, the initial
properties or us or otherwise materially impair in any way the
contemplated future conduct of our business.

3. there shall have occurred: the declaration of any banking moratorium or
suspension of payments in respect of banks in the United States, any
general suspension of trading in, or limitation on prices for, securities
on any United States national securities exchange or in the
over—-the-counter market, the commencement of war, armed hostilities or
any other national or international calamity directly or indirectly
involving the United States which is material to the offer, any
limitation, whether or not mandatory, by any governmental, regulatory or
administrative agency or authority that materially and adversely affects
the extension of credit by banks or other lending institutions, a decline
in any of the Dow Jones Industrial Average, the Standard & Poors Index of
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500 Industrial Companies or the NASDAQ Composite Index in excess of 15%
measured from the close of business on the date of this prospectus, or
any change in the general political, market, economic or financial
conditions in the United States or abroad that could have a material
adverse effect on our business, condition (financial or otherwise),
operations or prospects, or in the case of the foregoing existing at the
time of the commencement of the offer, in our reasonable judgment, a
material acceleration or worsening thereof.

4. any change shall occur or be threatened in the business, condition
(financial or otherwise), operations or prospects of any of the mortgage
funds or the initial properties that, in our reasonable judgment, is or
may be material to our business, condition (financial or otherwise),
operations or prospects.

5. any material casualty or condemnation affecting any of the initial
properties shall occur.

93

6. there is a reasonable likelihood that completion of the offer would
result in termination of KIM, KIP, KIP II or KIP III as a partnership
under Section 708 of the Code (this condition would only apply to the
Interests of the relevant mortgage fund).

7. there is a reasonable likelihood that completion of the offer would
result in termination of the status of KIM, KIP, KIP II or KIP III as a
partnership for federal income tax purposes under Section 7704 of the
Code (this condition would only apply to the Interests of the relevant
mortgage fund) .

8. there would be fewer than 300 holders of record, within the meaning of
Rule 13e-3 under the Exchange Act, of a mortgage fund because of the
offer (this condition would only apply to the Interests of the relevant
mortgage fund because of the offer).

9. with respect to the offer for Interests in each mortgage fund other than
KIP II, there may not have been any distributions on the Interests of
that mortgage fund after December 1, 2002 consisting of special
distributions.

10. with respect to the offer for KIP II Interests only, there may not have
been any distributions by KIP II consisting of proceeds in liquidation of
the KIP II Interests.

The conditions to the offers described above are solely for our benefit and
we may assert them regardless of the circumstances giving rise to any such
conditions. We may, in our sole discretion, waive these conditions in whole or
in part. However, we may not waive the condition in item 8 above relating to
there being fewer than 300 holders of record in any mortgage fund.

DISTRIBUTIONS ON INTERESTS

We have determined our offer consideration based on our assumption that the
mortgage funds will not make any distributions on the Interests after
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December 1, 2002 that consist of special distributions or, in the case of

KIP II, that consist of proceeds in liquidation of the KIP II Interests. Special
distributions are payments referred to by the mortgage funds as "special
distributions" or "special dividends," and are generally derived from proceeds
received by the mortgage funds that consist of mortgage loan repayments,
prepayments and related shared appreciation payments. We refer to these types of
proceeds as mortgage proceeds.

With respect to each mortgage fund other than KIP II, each offer is subject
to the condition that there may not have been any special distributions paid on
the Interests by the mortgage fund after December 1, 2002. With respect to KIP
II, which no longer owns any mortgage loan assets, the offer is subject to the
condition that there may not have been any distributions paid by KIP II after
December 1, 2002 that consist of proceeds in liquidation of the KIP II
Interests.

The partnership agreements of KIM, KIP and KIP III generally provide that
special distributions which are derived from mortgage proceeds received by the
mortgage fund must be paid to the persons who owned the Interests as of the date
the mortgage fund received the mortgage proceeds. Similarly, special
distributions paid by GIT or GIT II must be paid to the persons who owned the
Interests as of the record date established by the mortgage fund for the payment
of the special distribution. Thus, even if the mortgage funds do not pay any
special distributions during the period between December 1, 2002 and the date we
accept the Interests at the completion of the offers, any mortgage proceeds
received during that time period and subsequently paid as a special
distribution, or any special distribution where the record date for the payment
of the special distribution has been established during that time period, must
be paid to the persons who owned the Interests at that time. Accordingly, if you
tender your Interests, by agreeing to do so you will also be agreeing to assign
to us your right to receive any special distributions (1) that may be payable
from mortgage proceeds received by the mortgage funds or (2) where a record date
for the payment of any special distributions has been established, in each case,
during the period prior to the time we have accepted your Interests. As of the
date of this prospectus, we are not aware of any mortgage proceeds that have
been paid to the mortgage funds since December 1, 2002 or any record dates
relating to the payment of any special distributions that have been established
since December 1, 2002.

The regular quarterly cash distributions, however, are treated differently.
If you tender your Interests, you will continue to be entitled to receive your
regular quarterly cash distributions on your Interests until we have accepted
your Interests at the completion of the offers.
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REGULATORY APPROVALS
We are not aware of any non-routine approvals or other consents by or from
any governmental authority or administrative or regulatory agency that would be
required to complete the offers. Should any such approval or other action be

required, we expect to seek such approval or take such action.

FEES AND EXPENSES
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We have retained Sutter Securities Incorporated to provide financial
advisory services to us in connection with the offers, including the rendering
of a fairness opinion. Sutter will receive $200,000 for these services and will
be reimbursed for out-of-pocket expenses. In addition, we have agreed to
indemnify Sutter Securities against specified liabilities and expenses in
connection with its services as financial advisor, including specified
liabilities and expenses under the United States federal securities laws.

We have retained Georgeson Shareholder Communications Inc. as information
agent and Georgeson Shareholder Securities Corporation as dealer manager
(together, Georgeson) in connection with the offers. In that capacity, Georgeson
may contact holders of Interests by mail, telephone, facsimile and personal
interview and may request brokers, dealers and other nominee stockholders to
forward material relating to the offers to beneficial owners of Interests. We
will pay Georgeson $100,000 for these services plus $4.50 per completed call, in
addition to reimbursing Georgeson for its reasonable out-of-pocket expenses. We
have also agreed to pay Georgeson an additional $25,000 per mortgage fund in the
event Interests representing 25% or more of the outstanding Interests of that
mortgage fund are validly tendered and not properly withdrawn in the applicable
offer. We also have agreed to indemnify Georgeson against specified liabilities
and expenses in connection with the offers, including specified liabilities
under the United States federal securities laws.

Georgeson Shareholder Securities Corporation, a registered broker-dealer
under the Exchange Act, will act as an agent on our behalf in soliciting
Interests and facilitating the exchange of our Preferred Shares for Interests.
Georgeson has no commitment or obligation to purchase any of the Preferred
Shares and will act as an underwriter merely in connection with its "best
efforts" arrangement with us to facilitate the exchange of the Preferred Shares
for Interests.

Except as described above, we will not pay any fees or commissions to any
broker, dealer or other person for soliciting tenders of Interests in the
offers.

STOCK EXCHANGE LISTING

Application has been made to list the Preferred Shares on the American Stock
Exchange under the symbol "BIR."
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FORMATION TRANSACTIONS

Our corporate structure is as follows. We are a Maryland corporation. All of
our common stock is owned by KRF Company. Until we issue Preferred Shares at the
completion of the offer, we will have no other outstanding securities. We intend
to own all of our operating assets through our operating partnership, Berkshire
Income Realty-OP, L.P., a Delaware limited partnership. Our wholly owned
subsidiary, BIR GP, L.L.C., is the general partner of our operating partnership,
and we are the special limited partner of our operating partnership. Through our
ownership of the general partner and because the partnership agreement of our
operating partnership does not provide any special rights to the limited
partners that would undermine the rights of the general partner, we effectively
control the operating partnership and its assets.
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At the completion of the offer, the following will occur:

- we will issue Preferred Shares to holders who have validly tendered and
not withdrawn their Interests to us in the offers,

- we will transfer those Interests to our operating partnership in exchange
for preferred OP units having the same economic terms as the Preferred
Shares, and having the same relative ranking with respect to common
limited partner interests as the Preferred Shares have with respect to our
common stock. The preferred OP units to be issued to us in exchange for
Interests will equal the number of Preferred Shares being issued by us,

— KRF Company will contribute its interests in the initial properties to our
operating partnership in exchange for common OP units, having the same
economic terms as our common stock, and having the same relative ranking
with respect to the preferred OP units as our common stock will have with
respect to the Preferred Shares, and

— KRF Company will make a capital contribution to us, in exchange for our
common stock, in an amount equal to 1% of the fair value of the total net
assets of our operating partnership, taking into account any cash
contributed to us by KRF Company before the completion of the offers. We
will contribute this amount to BIR GP which in turn will contribute this
amount to our operating partnership in exchange for general partner OP
units.
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MANAGEMENT
GENERAL

As provided in our charter and bylaws, the responsibility for the management
and control of our operations will be vested in our board of directors. Our
board will retain Berkshire Advisor to manage our day-to-day affairs, subject to
the control and supervision of our board of directors. Our board will initially
be composed of five directors, three of whom will be unaffiliated with Berkshire
Advisor and its affiliates and will qualify as independent directors under our
bylaws. We refer to these persons as independent directors. See "--Board of
Directors Committees——Audit Committee" below for a description of how our bylaws
define the qualifications of an independent director. Absent our failure to pay
distributions, which under specified circumstances gives the holders of
Preferred Shares certain rights to elect and remove directors, KRF Company, an
affiliate of The Berkshire Group and the sole holder of our common stock, will
have the sole right to elect and remove members of our board of directors,
including the members who qualify as independent directors. We will generally
utilize officers of Berkshire Advisor to provide our services and will employ
only a few individuals as our officers, none of whom will be compensated by us
for their services to us as our officers.

Berkshire Advisor will be responsible for locating and presenting investment
opportunities to us. Berkshire Advisor is authorized to follow investment
guidelines adopted from time to time by our board of directors in determining
the types of assets it decides to recommend to our board of directors as proper
investments for us. Our board of directors will periodically review our
investment guidelines and our investment portfolio. However, the board of
directors will not be required to approve particular investment decisions made
by Berkshire Advisor in multi-family residential properties within our
investment guidelines. An investment committee of Berkshire Advisor will be
required to approve all acquisitions, financings and dispositions made on our
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behalf. The investment committee members of Berkshire Advisor initially will be
Frank Apeseche, Peter Donovan, George Krupp and David Quade. See "--Berkshire
Advisor" below. We have not identified any properties for acquisition at this
time. Any investments made with an affiliate of Berkshire Advisor will require
the prior approval of the audit committee of our board.

As with most corporate boards of directors, our directors will be employed
by various entities on other full-time activities and will not be required to
devote substantial portions of their time to the discharge of their duties as
our directors. The directors will only be required to devote so much of their
time to us as their duties require.

Our directors will be responsible for reviewing our investment policies,
which review will occur not less frequently than annually. The audit committee
of our board also will be responsible for reviewing the performance of Berkshire
Advisor and determining that the provisions of the advisory services agreement
described under "--Summary of Advisory Services Agreement" are being fulfilled.
Members of our audit committee will be entitled to receive compensation from us
for serving as directors in the amount of $30,000 per year. This amount may be
increased in future years with the prior approval of our board. Our other
directors will not be paid compensation for their services to us as directors.

The directors are not precluded from engaging in activities similar to ours,
but are required to disclose any interest held directly or indirectly by them,
or by any of their affiliates, in an investment presented to us.
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EXECUTIVE OFFICERS AND DIRECTORS

Our executive officers and directors as of the date of this prospectus are
as follows:

NAME AGE POSITION OR OFFICES HELD

George D. KIUPD . e v vttt mmeeeeeeeenneeeeneens 58 Chairman of the Board of Directors

David C. QUAdE . . it vttt ittt ettt et eeeenennn President, Chief Financial Officer and
59 Director

Randolph G. Hawthorne...................... 52 Director

Robert M. Kaufman............ ... 53 Director

Richard B. Peiser......... ... 54 Director

Frank Apeseche...... ..., 45 Vice President, Treasurer

Wayne H. ZarOZNY ... eeee et eeeneeeeeeeannnn 44 Vice President, Controller

Christopher M. Nichols..........viiiinn 38 Vice President

Scott D. Spelfogel.... ...t ennnnnnns 41 Vice President, Secretary

The following is a biographical summary of the experience of our executive
officers and directors:

GEORGE D. KRUPP Director of Berkshire Income Realty since July 19, 2002.
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Mr. Krupp is also the co-founder and Vice-Chairman of our affiliate, The
Berkshire Group, an integrated real estate and financial services firm engaged
in real estate acquisitions, property management, investment sponsorship,
mortgage banking, financial management and ownership of three operating
companies through private equity investments. Mr. Krupp has held the position of
Vice-Chairman and previously, Co-Chairman, since The Berkshire Group was
established as The Krupp Companies in 1969. Mr. Krupp has been an instructor of
history at the New Jewish High School in Waltham, Massachusetts since September
of 1997. Mr. Krupp attended the University of Pennsylvania and Harvard
University Extension School and holds a Master's degree in History from Brown
University. Mr. Krupp also serves on the Board of Directors of Boston Symphony
and Combined Jewish Philanthropies.

DAVID C. QUADE Director, President and Chief Financial Officer of Berkshire
Income Realty since July 19, 2002. Since December of 1998, Mr. Quade has been
Executive Vice President and Chief Financial Officer of The Berkshire Group, an
affiliate of Berkshire Income Realty. During that period, he led the efforts to
acquire, finance and asset manage the initial properties being contributed by
KRF Company in connection with the offer. Previously, Mr. Quade was a Principal
and Executive Vice President and Chief Financial Officer of Leggat McCall
Properties from 1981-1998, where he was responsible for strategic planning,
corporate and property financing and asset management. Before that, Mr. Quade
worked in senior financial capacities for two New York Stock Exchange listed
real estate investment trusts, North American Mortgage Investors and Equitable
Life Mortgage and Realty Investors. He also worked at Coopers & Lybrand. He has
a Professional Accounting Program degree from Northwestern University Graduate
School of Business. Mr. Quade also holds a Bachelor of Science degree and a
Master of Business Administration degree from Central Michigan University.

Mr. Quade also serves as Chairman of the Board of Directors of the
Marblehead/Swampscott YMCA and Director of the North Shore YMCA.

RANDOLPH G. HAWTHORNE Director of Berkshire Income Realty since
October 15, 2002. Mr. Hawthorne is currently the Principal of a private
investment and consulting firm known as RGH Ventures and has served as such
since January of 2001. Mr. Hawthorne is also the Development Vice Chair of the
Multi-Family Council Gold Flight and the National Multi Housing Council which he
led as the Chairman from 1996-1997. He also presently serves on the Board of
Directors of the National Housing Conference and The Boston Home and currently
serves as an independent member of the Advisory Board of Berkshire Mortgage
Finance, an affiliate of Berkshire Income Realty. Mr. Hawthorne has previously
served as President of the National Housing and Rehabilitation Association and
served on the Editorial Board of the Tax Credit Advisor and Multi-Housing News.
From 1973-2001, Mr. Hawthorne was a Principal and Owner of Boston Financial, a
full service real estate firm which was acquired in 1999 by Lend Lease, a major
global real estate firm which continues to be the largest U.S. manager of
tax-exempt real estate assets. During his 28 years with Boston Financial and
then Lend Lease, Mr. Hawthorne served in a variety of senior leadership roles
including on the Boston Financial Board of
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Directors. Mr. Hawthorne holds a Master of Business Administration degree from
Harvard University and a Bachelor of Science degree from the Massachusetts
Institute of Technology. In addition, Mr. Hawthorne was a Trustee of The
Berkshire Theatre Festival and the Austen Riggs Foundation.

ROBERT M. KAUFMAN Director of Berkshire Income Realty since October 15,
2002. Mr. Kaufman is currently the President and Chief Operating Officer of
Phoenix Ltd., a private investment firm, and has held this position since
October of 2002. Mr. Kaufman was a founder and the Chief Executive Officer of
Medeview, Inc., a healthcare technology company, from 2000-2002. From 1996-1999,
Mr. Kaufman served as Chief Executive Officer of a senior housing company known
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as Carematrix Corp. and in 1999 served as a consultant to Carematrix Corp. Prior
to that, Mr. Kaufman worked for Coopers & Lybrand, LLP (now known as
PricewaterhouseCoopers, LLP), an international accounting and consulting firm,
from 1972-1996. During his tenure at Coopers & Lybrand, he was a partner from
1982-1996 primarily servicing real estate and heathcare industry clients and
served as a member of the National Board of Partners. In addition, while a
partner at Coopers & Lybrand, Mr. Kaufman was a member of the Mergers and
Acquisitions and Real Estate Groups, the Associate Chairman of the National
Retail and Consumer Products Industry Group and was a National Technical
Consulting Partner. Mr. Kaufman received his Bachelor of Arts from Colby College
and his Master of Business Administration degree from Cornell University.

RICHARD B. PEISER Director of Berkshire Income Realty since October 15,
2002. Mr. Peiser is currently the Michael D. Spear Professor of Real Estate
Development at Harvard University and has worked in that position since 1998.
Mr. Peiser is also a member of the Department of Urban Planning and Design in
the Harvard University Graduate School of Design and has served as such since
1998. Before joining the faculty of Harvard University in 1998, Mr. Peiser
served as Director of the Lusk Center for Real Estate Development from 1987-1998
as well as Founder and Academic Director of the Master of Real Estate
Development Program at the University of Southern California from 1986-1998.

Mr. Peiser has also worked as a real estate developer and consultant since 1978.
In addition, Mr. Peiser has published numerous articles relating to various
aspects of the real estate industry. Mr. Peiser taught at Southern Methodist
University from 1978-1984, the University of Southern California from 1985-1998
and at Stanford University in the fall of 1981. Mr. Peiser has been a trustee of
the Urban Land Institute since 1997, a Faculty Associate of the Eliot House
since 1998 and a Director of the firm American Realty Advisors since 1998.
Additionally, Mr. Peiser served as a faculty representative on the Harvard
University Board of Overseer's Committee on Social Responsibility from 1999-2002
and has been a co-editor of the Journal of Real Estate Portfolio Management
during 2002. Mr. Peiser holds a Bachelor of Arts degree from Yale University, a
Master of Business Administration degree from Harvard University and a Ph.D. in
land economics from Cambridge University.

FRANK APESECHE Vice President and Treasurer of Berkshire Income Realty
since July 19, 2002. He is also President and Managing Partner of The Berkshire
Group, an affiliate of Berkshire Income Realty. Mr. Apeseche was President and
Chief Executive Officer of our affiliate, BG Affiliates, from 1995-2000.

Mr. Apeseche was Chief Financial Officer of The Berkshire Group from 1993-1995
and Vice President and Treasurer of Berkshire Realty Income, Inc. from
1993-1994. Mr. Apeseche was the Chief Planning Officer of the Berkshire Group
from 1986-1993. Before joining The Berkshire Group in 1986, Mr. Apeseche was a
manager with ACCENTURE (formerly Anderson Consulting) where he specialized in
providing technology solutions to Fortune 500 clients. He received a Bachelor of
Arts degree with distinction from Cornell University and a Master of Business
Administration degree with Honors from the University of Michigan.

WAYNE H. ZAROZNY Vice President and Corporate Controller of Berkshire
Income Realty since July 19, 2002. He currently serves and has served as the
Vice President and Corporate Controller of The Berkshire Group, an affiliate of
Berkshire Income Realty, since 1997. Mr. Zarozny has held several positions
within The Berkshire Group since joining the company in 1986 and is currently
responsible for accounting, financial reporting and treasury activities. Before
joining The Berkshire Group, he was an audit supervisor for Pannell Kerr Forster
International and on the audit staff of Deloitte, Haskins and Sells in Boston.
He received a Bachelor of Science degree from Bryant College, a Master of
Business Administration degree from Clark University and is a Certified Public
Accountant.

CHRISTOPHER M. NICHOLS Vice President of Berkshire Income Realty since
July 19, 2002. He currently holds the position of Senior Financial Analyst and
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Asset Manager for The Berkshire Group, an affiliate of Berkshire Income Realty.
Mr. Nichols joined The Berkshire Group in 1999 as the Assistant Corporate
Controller. Before joining the company, Mr. Nichols served as the Accounting
Manager and then as the Corporate Controller for Mac-Gray Corporation from
1997-1999, a New York Stock Exchange listed company. At Mac-Gray, Mr. Nichols
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had primary oversight of the accounting and financial reporting systems.

Mr. Nichols worked as a Senior Staff Auditor for Mullen & Company from
1994-1997. He has Associate Degrees in Computer Information Systems and in
Electrical Engineering, a Bachelor of Science degree in Accountancy from Bentley
College and is a Certified Public Accountant.

SCOTT D. SPELFOGEL Vice President and Secretary of Berkshire Income Realty
since July 19, 2002. He currently serves and has served as Senior Vice President
and General Counsel to The Berkshire Group, an affiliate of Berkshire Income
Realty, since 1996. Before that, he served as Vice President and Assistant
General Counsel. Before joining The Berkshire Group in November of 1988, he was
in private practice in Boston. He received a Bachelor of Science degree in
Business Administration from Boston University, a Juris Doctor degree from
Syracuse University's College of Law and a Master of Laws degree in Taxation
from Boston University Law School. He is admitted to the bar in Massachusetts
and New York.

BOARD OF DIRECTORS COMMITTEES

Our board of directors will have the following standing committee as of the
date we complete the offer:

AUDIT COMMITTEE. The audit committee is responsible for making
recommendations concerning the engagement of independent public accountants, for
reviewing with the independent public accountants the plans and results of the
audit engagement, for approving professional services provided by the
independent public accountants, for reviewing the independence of the
independent public accountants, for considering the range of audit and non-audit
fees, for engaging independent counsel and other advisors, for resolving
disagreements between management and the independent public accountants
regarding financial reporting, for reviewing the adequacy of our accounting
controls, for establishing procedures for the receipt, retention and treatment
of complaints regarding accounting, internal accounting controls or auditing
matters and for establishing procedures for the confidential, anonymous
submissions by employees of concerns regarding questionable accounting and
auditing matters. The audit committee also is responsible for approving all
transactions between us and the operating partnership, on the one hand, and
Berkshire Advisor or its affiliates, on the other hand.

As required by our bylaws, the audit committee will consist of three
directors, each of whom must qualify as an "independent" director and at least
one of whom must be a financial expert, as defined under the applicable rules
promulgated by the SEC.

Our bylaws provide that in order to be considered an independent director,
the director may not:

- be or have been employed by us or our affiliates for the current year or
any of the past three years,

- receive compensation from us or our affiliates in excess of $60,000 during
the previous fiscal year,

- receive any consulting, advisory or compensatory fee from us other than in
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his or her capacity as a member of our board or any board committee,

- be a partner, controlling shareholder or an executive officer of a company
to which we made or received payments for the greater of 5% of our
consolidated gross revenues for that year or $200,000 in any of the past
three years, or

- be employed as an executive officer of another entity if any of our
executives serve on the compensation committee of that entity.

In addition, members of the director's immediate family may not have been
employed by us or our affiliates as an executive officer in any of the past
three years.

The initial members of the audit committee will be Messrs. Hawthorne,
Kaufman and Peiser.

The Company does not have a nominating committee.

The Company does not pay compensation to its officers for their services to
us and, accordingly, the Company does not have a compensation committee.

BERKSHIRE ADVISOR

Berkshire Advisor will manage our day-to-day activities, subject to the
control and supervision of our board. Berkshire Advisor was formed on July 22,
2002, as a Delaware limited liability company. Berkshire Advisor is an
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affiliate of The Berkshire Group, a diversified real estate and financial
services organization. Since 1969, The Berkshire Group, together with its
affiliates, has acquired over 30,000 apartment units and provided over

$15 billion of apartment financings. The address of Berkshire Advisor is One
Beacon Street, Suite 1500, Boston, Massachusetts 02108.

Berkshire Advisor will be paid fees and other compensation from us under an
advisory services agreement. See "—--Summary of Advisory Services Agreement"
below and "Compensation Payable to Our Affiliates." All of our directors and
executive officers, other than Messrs. Hawthorne, Kaufman and Peiser, who are
our independent directors, are also officers or directors of Berkshire Advisor.
None of the employees of Berkshire Advisor will receive remuneration from us.

An investment committee of Berkshire Advisor will be required to approve all
of our acquisitions, financings and dispositions. The investment committee
members initially will be Frank Apeseche, Peter Donovan, George Krupp and David
Quade, who collectively have over 110 years of professional real estate
experience and judgment. The following is a biographical summary of the
experience of these initial members of the Berkshire Advisor investment
committee:

PETER F. DONOVAN (Age 49) Member of the investment committee of Berkshire
Advisor since its formation on July 22, 2002. Mr. Donovan is Chief Executive
Officer of our affiliate, Berkshire Mortgage Finance, which position he has held
since January of 1998, and in this capacity he oversees the strategic growth
plans of this mortgage banking firm. Berkshire Mortgage Finance is the 10th
largest mortgage banking firm in the United States based on servicing and asset
management of a $15.2 billion loan portfolio. Previously Mr. Donovan served as
President of Berkshire Mortgage Finance from January of 1993 to January of 1998
and in that capacity he directed the production, underwriting, servicing and
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asset management activities of the firm. Prior to that, he was Senior Vice
President of Berkshire Mortgage Finance and was responsible for all
participating mortgage originations. Before joining the firm in 1984,

Mr. Donovan was Second Vice President, Real Estate Finance for Continental
Illinois National Bank & Trust, where he managed a $300 million construction
loan portfolio of commercial properties. Mr. Donovan received a B.A. from
Trinity College and an M.B.A. degree from Northwestern University. He is also
currently a member of the Advisory Council for Fannie Mae.

Messrs. Apeseche, Krupp and Quade have been members of the investment
committee of Berkshire Advisor since its formation on July 22, 2002. See
"-—-Executive Officers and Directors" above for information relating to
Messrs. Apeseche, Krupp and Quade.

THE PROPERTY MANAGER

BRI OP Limited Partnership (BRI OP) currently provides day-to-day on-site
management services with respect to the initial properties and, upon the
completion of the offer, will continue to do so under existing property
management agreements with BRI OP. See "—--Summary of Property Management
Agreements" below. BRI OP, through its parent, Berkshire Realty Holdings, L.P.
(BRH), is owned by affiliates of The Berkshire Group in joint venture with
unaffiliated third parties, includi